Somany Ceramics (SOMCER)

CMP:X 700 Target: X 900 (29%) Target Period: 12-15 months

Auqust 5, 2024

Muted quarter; Demand recovery likely from H2!

About the stock: Somany Ceramics is the second largest tiles manufacturer in
the domestic tiles market having ~80 MSM capacity along with bath fittings and
sanitaryware capacity of 1.3 mn pieces and 0.78 mn pieces, respectively.

e Riding on real estate strong cycle, the company has guided for low double
digit tiles volumes ahead in FY25.

Q1FY25 Performance: Somany report muted set of numbers on expected lines.
Tiles volumes were down 0.9% YoY at 15.9 MSM on account of subdued market
demand and election led impact. Tiles revenues were down 2.9% YoY at X 497 crore
with 2% YoY decline in realisations. The overall revenue was at X 579 crore, down
1.5% YoY. The margins at 8.4% were flattish (down 10 bps YoY), aided by the
operational resilience and cost management. PAT at X 12.3 crore was down by
15.7% YoY given the weak operating performance.

Investment Rationale:

¢  Healthy outlook Growth recovery likely from H2: The management has
indicated that demand should witness recovery driven by the real estate
completion upsurge, with major demand picking up in H2 onwards. It
reiterated its low double digits volume growth in FY25. We have baked in
tiles volume and revenue CAGR over FY24-26E of ~10%/10.2% to 81 MSM
and X 2662 crore, respectively. Overall topline is expected to grow at 10.2%
CAGR over FY24-26 to X 3102 crore.

e Operating leverage and benign gas prices to drive Margins
improvement and earnings growth: The gas prices have eased
significantly in FY24 (Average gas cost for FY24 was X 45/scm vs. X 59/scm
in FY23) and remained stable in Q1FY25. Gas prices are likely to remain
stable and at benign levels. The company has guided for margins
expansion of 100-150 bps in FY25. Amid benign Gas prices and operating
leverage led benefits, we expect EBITDA margins to reach ~10.8%/11.2%
in FY25/FY26, respectively from 9.8% in FY24. We expect ~32% earnings
CAGR over FY24-26.

Rating and Target Price

e With strong real estate completion cycle kicking in coupled with benign
gas costs, we expect Somany to remain one of the beneficiaries of the
same.

e  Wevalue Somany atX 900, at 22x FY26 P/E and maintain our BUY rating

Key Financial Summary

g crore FY21 FY22E FY23 FY24 5yr CAGR (FY19-24)
Net Sales 1,641.4 2,082.7 2,464.6 2,577.3 8.6%
EBITDA 190.2 206.5 1887  253.2 9.2%
EBITDA Margin (%) 11.6 9.9 7.7 9.8
PAT 57.0 88.7 71.5 96.9 15.9%
EPS R) * 13.4 20.9 16.8 23.6
P/E (x) 51.8 33.3 41.3 29.5
EV/EBITDA (x) 16.0 15.3 16.7 12.3
RoNW (%) 8.9 12.2 9.1 13.5
RoCE (%) 11.1 10.7 9.0 14.8
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Market 2.870
Capitalization

Total Debt (FY24) 335
Cash (FY24) 71
EV 3,134
52 week H/L R) 819 /561
Equity capital 8.2
Face value 2.0

Shareholding pattern

Sep-23 Dec-23 Mar-24 Jun-24
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FY25E FY26E 2 yr CAGR FY24-26E
2,705.1  3,101.5 9.7%
292.6 347.3 17.1%
10.8 11.2
130.0 167.8 31.6%
31.7 40.9
22.0 17.0
10.7 8.6
15.8 17.5
16.7 18.9

Source: Company, ICICI Direct Research
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Performance highlights and outlook

e Tile Segment Performance - Somany’s tile volumes were down 0.9%
YoY at 15.9 MSM on account of subdued market demand and election
led impact. Tiles revenues were down 2.9% YoY at X 497 crore with
2% YoY decline in realisations.

e Tile Industry update - The quarter experienced muted demand, which
was further aggravated by the elections and extended heatwave. The
company is expecting an upsurge in demand for certain products (e.g.
tiles, sanitaryware, bath fittings) as real estate completion cycle kicks
in the next 6-8 months. As per the management, the demand for tiles
is expected to increase, driven by the real estate upsurge, with major
demand picking up in H2 onwards, particularly in Q4.

e Guidance - The management expects revenue growth of double digits
in FY25, largely driven by volumes. On margins front, EBITDA margin
is likely to expand by 1-1.5%, amid benign gas prices while riding on
better capacity utilisation and better product mix.

e Morbi exports — As per the management, the exports have improved
since the lows of January and February, when it had plummeted to
X1,300-X1350 crore levels. It's risen back to X1,650- X1,700 crore
levels per month between April, May and June rising steadily, despite
freight rates being at record high levels. Hence, this is a positive
development which will keep aiding the tiles industry from India.

e Gas Prices —Region wise, Gas prices in west (Morbi), north, south, in
Q1FY25 were at X 45,43, 47 per SCM vs. X 43, 45,X 55, per SCM,
respectively in Q1FY24. The company also utilises bio gas in 70% of
the plant, for spray drying. The company indicated that the gas prices
have remained stable during the quarter and likely to remain stable
going forward as well.

¢  Product Mix - in Q1 FY 25, ceramic formed 35%, PVT formed 28% and
GVT formed 37% of volume mix. For Q1 FY24, Ceramics formed 39%,
PVT 28%, GVT 33%. As per the management, GVT mix will gradually
expand and is expected to become the norm.

e Investment in Nepal: Recall, the company is setting up a tile
manufacturing facility in Nepal, with annual capacity of 3.5 MSM on
JV basis The plant was to be a mix of ceramic and GVT tiles. Nepal
market demand has shrunk from 18-20 MSM per annum to 11-12
MSM per annum. The project was delayed and is now held back.

e Capex - The company had guided for capex of X 50-60 crore every
year, going forward. However, the management has revised their
capex plans stating no major capex will be required for the next 12-18
months in their plants. However, post the stipulated period, capex will
be required to increase capacity.

e Brand spend - Brand spend in Q1 FY25 was 2% (generally lower
during the first quarter). The management indicated maintaining the
annualised brand spends between 2.75% to 3%.
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Exhibit 1: Quarter Performance

Particul 1FY24 Yov QoQ C t.
articuiar QiFv2s @ (Chg %) Q4FY24 (Chg%) —orments

Tiles volumes were down 0.9% YoY at 15.9 MSM on account of

Net Sales 579 586.5 14 7375 216 subdued market demand and election led impact . Tiles
revenues were down 2.9% YoY at X 497 crore with 2% YoY
decline in realisations

Other Income 2.1 2.4 -11.8 1.6 31.4

Raw Material Expense 145.0 124.7 16.3 1328 9.3

Purchase of Traded Goods 124.5 126.1 -1.2 1793 -30.5

Power & Fuel 127.6 11897 7.3 139.9 -8.8

Employee benefit 86.8 76.0 14.1 86.7 0.1

Other Expenses 66.8 65.3 2.3 75.4 -11.4

EBITDA 49.0 50.6 -3.2 79.5 -38.4

EBITDA Margin (%) 8.5 8.6 -16 bps 10.8-231 bps

Depreciation 19.2 16.8 14.3 19.3 -0.7

Interest 13.5 11.2 20.9 13.4 0.5

PBT 18.4 25.0 -26.6 48.3 -62.0

Taxes 6.1 5.8 4.8 17.7 -65.5

PAT 12.3 14.6 -15.7 30.8 -60.1

Source: Company, ICICI Direct Research

Exhibit 2: Assumptions

Assumptions FY22 FY23 FY24 FY25E FY26E
Sales Volume Assumptions (MSM) 57.9 63.9 67.2 73.1 81.3
Average Realisation (X/SM) 317 336 331 321 327

Source: Company, ICICI Direct Research
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Financial Summary

(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Net Sales 2,465 2,577 2,705 3,102 Profit after Tax 71.5 96.9 130.0 167.8
Other Income 15 11 12 13 Depreciation 67.9 72.5 77.5 83.7
Total Revenue 2,493 2,602 2,735 3,134 Interest Paid 40.4 46.5 33.9 29.3
Raw Material Expense 638 543 568 651 Cash Flow before WC cha 162.8 209.8 234.8 278.1
Purchase of Traded Goods 542 599 628 720 Net Increase in Current Ass¢ (135.6) (23.0) (70.0) (118.1)
(Increase)/Decrease in Inver (111) 56 38 34 Net Increase in Current Liak 171.7 182.2 (71.2) 90.4
Employee benefit expenses 301 324 338 388 Net CF from Op. Activities 198.8 369.1 93.6 2504
Other Expenses 272 294 311 354 (Purchase)/Sale of Fixed As: (122.5) (140.6) (60.0) (60.0)
Total Operating Expendit 2,290 2,338 2,430 2,774 Others 34.9 53.3 11.7 12.8
EBITDA 189 253 293 347 Net CF from Inv. Activities (87.6) (87.2) (48.3) (47.2)
Interest 40 46 34 29 Proceeds/Repayment of De  (22.9) (153.3) (40.0) (40.0)
Depreciation 68 73 78 84 Dividend and Dividend Tax - (12.5) (26.0) (33.6)
PBT 95 145 193 247 Interest Paid (40.4) (46.5) (33.9) (29.3)
Total Tax 26 43 58 69 Net CF from Fin. Activities (63.2) (212.2) (99.9) (102.9)
PAT before MI 67 99 135 178
Minority Interest (5) 3 5 10 Net Cash flow 26.1 (83.6) (54.7) 100.3
PAT 71 97 130 168 Opening Cash/ Cash Equive 148.6  154.6 70.9 16.2
YoY growth 376.6% 355% 34.2% 29.1% Cl. Cash/ Cash Equivalent 154.6 70.9 16.2 116.5
EPS (Diluted) 16.8 23.6 31.7 40.9 Source: Company, ICIC] Direct Research

Source: Company, ICICI Direct Research
(Year-end March) FY23 FY24 FY25E FY26E (Year-end March) FY23 FY24 FY25E FY26E
Liabilities Per Share Data
Share Capital 8.5 8.2 8.2 8.2 EPS 16.8 23.6 31.7 40.9
Reserves & Surplus 778.5 7119 815.9 950.2 Cash EPS 32.8 41.3 50.6 61.4
Total Shareholders funds 787.0 720.1 824.1 958.4 BV 1854 1756 201.0 2338
Secured Loan 303.3 1494 1094 69.4 Revenue per Share 580.6 628.6 659.8 756.5
Unsecured Loan 185.1 185.7 185.7 185.7 Dividend per share 3.0 3.0 5.0 5.0
Total Debt 488.4 335.1 295.1 255.1 Operating Ratios
Deferred Tax Liability 32.7 36.9 36.9 36.9 EBITDA / Total Operating In 7.6 9.8 10.7 11.1
Minority Interest 107.6 112.8 117.8 127.8 PAT / Total Operating Incorr 29 3.7 4.8 5.4
Other Long Term Liabilities 74.5 75.0 75.0 75.0 Inventory Days 58 49 50 50
Long Term Provisions 10.5 11.0 11.0 11.0 Debtor Days 40 48 48 48
Liability side total 1,501 1,291 1,360 1,464 Creditor Days 56 79 65 65
Assets Return Ratios
Gross Block 1,301.3 1,479.6 1,539.6 1,599.6 RoE 9.1 135 15.8 17.5
Net Block 1,007.7 1,113.4 1,0959 1,072.1 RoCE 9.0 14.8 16.7 18.9
Capital WIP 47.3 9.6 9.6 9.6 RolC 9.5 15.1 16.3 19.9
Current Investments 31.9 14.6 14.6 14.6 Valuation Ratios
Long-term loans & advance: 2.6 - - - EV /EBITDA 16.7 123 10.7 8.6
Inventories 3915 346.6 370.6 424.9 P/E 413 295 22.0 17.0
Sundry Debtors 268.3 337.2 353.9 405.8 EV / Net Sales 13 12 12 10
Loans and Advances 0.8 - - - Market Cap / Sales 1.2 1.1 1.1 0.9
Other Current Assets 52.4 52.2 81.5 93.5 Price to Book Value 38 40 35 30
Cash 154.6 70.9 16.2 116.5 Turnover Ratios
Totol' Current Assets 899.4 821.5 836.8 1,055.2 Asset turnover 16 20 20 51
Creditors 3777 5893 48L7 5523 e Block Turnover 19 17 1.7 1.9
Provisions 5.2 4.8 4.8 4.8 -
Other Current Liabilities 1277 1288 1352 1550  SolvencyRatios
Total Current Liabilities 5106 6928 6217 7121  NetDebt/Equity 04 03 03 0l
Net Current Assets 3888 1286 2151 3432  CumentRatio L4 111313
Assets side total 1,501 1,291 1,360 1,464 Debt/EBITDA 1.6 1.0 0.9 04

Source: Company, ICICI Direct Research Quick Ratio 0.6 0.6 0.7 0.7

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ﬂlClCl direct.com| No
lnvounwnu'o,::uﬂ sngertios | BROKER
| ICICI Securities Ltd. |E 755 asmins
xR Analyst Award 2012
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third Floor, Brillanto House,
Road No 13, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com

ICICI Securities | Retail Research 5



ICICI Direct Research

j" Company Update | Somany Cer

ANALYST CERTIFICATION

I/We, Bhupendra Tiwary, CFA, MBA (Finance), Hammaad Ahmed Ulde, MMS (Finance), Research Analysts Research Analysts, authors and the names subscribed to this report, hereby certify
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securities or other financial instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy
is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment
decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any
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performance. Investors are advised to see Risk Disclosure Document to understand the risks associated before investing in the securities markets. Actual results may differ materially from
those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
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