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Long Term Recommendation: Century Plyboards (India) Lid

CMP INR 295
Target INR 390

Capex nearing completion; benefits to accrue Rating: BUY - Upside: 33%

Century Plyboards (Century) is present across the entire gamut of wood panel products—
plywood, MDF, particleboard, laminates, veneers, etc. The company has recently
expanded its plywood capacity, commissioned a new MDF facility and is in the process
of expanding its laminates facility, which is envisaged to drive earnings over FY18-20. The
cut in GST rate on plywood from 28% to 18% is envisaged to have a huge positive impact
on organised players as unorganised share at 70% in the segment is the highest in any
building material category. Century’s prudent raw material sourcing strategy and capital
allocation are estimated to yield ~30% RoCE (higher than any building materials
company) in FY20E. Given the undemanding valuations, we initiate coverage with ‘BUY’
and target price of INR390.

Diversified portfolio, GST sweetener, deepening reach: Market share gain catalysts
Century has, over the years, diversified its portfolio across all wood panel products—
plywood, veneer, laminates, MDF, etc—and is currently amongst the top 3 organised
players in every segment. Robust distribution network and healthy advertisement spends
will ensure that market share gains sustain. Moreover, cut in GST to 18% and ban on
fimber export by Myanmar & other neighbouring countries are likely to provide significant
challenges for unorganised players. This will not only propel Centfury's market share, but
will also enhance outsourcing of lower quality products to struggling unorganised players.
Recent capacity additions in MDF and laminates make it the largest and third biggest
player in these segments, respectively.

Capacity augmentation spurred utilisation improvement to boost return ratios

The company's capacity augmentation plan included 12% increase in plywood
capacity, 50% in laminate capacity and a new 1,98,000CBM MDF plant (largest in the
segment by any player). Most of this capex has been completed, with the entire exercise
envisaged to be over by FY18. With ramp up in utilisation over the next 2 years and no
firm capex plans on the horizon, we anticipate huge free cash flow generation. Jump in
ufilisation will improve return ratfios with RoCE estimated at ~30% in FY20.

Outlook and valuations: Leading the pack; initiate with ‘BUY’

Cenftury is a leader across various wood panel segments and is expected to outpace
industry growth. GST at 18% and government’s thrust on affordable housing are potent
tailwinds for this segment. Inspite of superior return ratios compared to other building
material peers and high free cash flow generation, Century is frading at attractive
valuations than most peers. We initiate coverage with ‘BUY’, valuing it at 25x FY20E P/E
and thus arrive at a target price of INR390.

Year to March FY16 FY17 FY18E FY19E FY20E
Revenues (INR Cr) 1641 1819 2103 2515 2889
Rev growth (%) 3.3 10.8 15.7 19.6 14.9
EBITDA (INR Cir) 289 312 328 445 521
Net Profit (INR Cr) 170 193 170 272 344
P/E (x) 38.0 33.8 36.8 23.2 18.5
EV/EBITDA (x) 23.7 22.4 21.1 15.0 12.5
RoACE (%) 26.2 22.7 18.2 26.0 30.8
ROAE (%) 36.8 30.6 22.6 30.1 31.0
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Century Plyboards

Century is a leader across various wood panel segments and is expected to grow faster versus industry. GST at 18% and government initiatives for
affordable housing could provide a tailwind for this segment. In spite of superior return ratios compared with other building material peers and
superior free cash flow generation, Century is frading at valuations that are cheaper versus most peers.

Diversified portfolio:
Several friggers to gain
share in each vertical

FY17 FY18E FY19E FY20E
Revenue 1.819 2,103 2,515 2,889
EBITDA 312 328 445 521
EBITDA Margin 17.2 15.6 17.7 18.0
PAT 193 170 272 344

Entry = INR 295

Capex across verticals
nearing completion

FY17 FY18E FY19E FY20E
ROACE (%) 23 18 26 31
Debtto Equity [x) 0.9 0.8 05 03
Total
Return of
32%

The unorganised share in

plywood is 70%; and the

reduction in GST rates is
expected to benefit

organised players.

Exit = INR 390

" " Price
PB Multiple Multiple Target
Century Plyboards 25x P/E FY20E 390
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Century Plyboards

Assuming 83% utilization in plywood, 80% utilization in laminates (new capacity) and 105%
utilization in MDF in FY20E along with margins slightly below previous peak levels, we arrive
at an EPS estimate of INR 15.7 for FY20E. We assign a 25x P/E multiple and arrive at a price
target of INR 390

Assuming 90% utilization in plywood, 100% utilization in laminates (new capacity) and
105% utilization in MDF in FY20E along with peak margins, we arrive at an EPS estimate of
INR 16.7 for FY20E. We assign a 30x P/E multiple and arrive at a price target of INR 500

Assuming 83% utilization in plywood, 80% utilization in laminates and 105% utilization in
MDF in FY20E along with margins slightly below previous peak levels, we arrive at an EPS
estimate of INR 15.7 for FY20E. We assign a 25x P/E multiple and arrive at a price target of
INR 390

Assuming 80% utilization in plywood, laminates (new capacity) and MDF in FY20E along
with flat margins, we arrive at an EPS estimate of INR 14.5 for FY20E. We assign a 20x P/E
multiple and arrive at a price target of INR 290

Price Target INR 390
Bull INR 500
Base INR 390
Bear INR 290

8

GWM



Century Plyboards

Average Daily Turnover (INR cr)
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Nature of Indusiry

Opportunity Size

Capital Allocation

Predictability

Sustainability

Disproportionate
Future

Business Strategy &
Planned Initiatives

Near Term Visibility

Long Term Visibility

Stock Price CAGR (%) Relative to Sensex, CAGR (%)

59% 24% 38% 21% 18% 1% 13% 12%

The Indian wood-panel industry includes: a) Plywood, b) Engineered wood panels (MDF and
particleboard), c) Decorative surface products (laminates). The industry is largely unorganised
except for the MDF segment

The wood panel industry is ~INR 28,000 crore in size with 90% of its demand coming from new house
construction and 10% from renovation. Opportunity size will be increase in the size of the industry
due to housing thrust along with market share gains from the unorganised sector

Capex is nearing completion for Century. It has recently increased its plywood capacity by 15%,
commissioned a new MDF facility of 1,98,000 CBM and increased laminate capacity by 50%

Century’s topline has been subdued over the last 2 years due to minimal capacity expansion and
slowdown in housing demand. It has still been able to maintain its margins and grow its bottomline.
We expect steady growth on all financial parameters

Organised players market share has steadily increased from 10% in FYO7 to 30% in FY17 led by
branding, strong distribution network and prudent capital allocation

Government's affordable housing thrust along with reduction in GST rates from 28% to 18% is likely
to result in reducing price differential for similar quality products between the organised and
unorganised segment, resulting in higher growth for the organised segment in the coming years

With its planned capex close to completion, current strategy is to ensure higher utilization in each
segment and simultaneously firm up capex plans for faster growing segments

Near-term visibility remains stfrong due to the soon to be completed capex. MDF and laminate
capacities are expected to drive strong topline and margin growth

Century is amongst the top 3 in every segment in the wood panel industry. It plans fo keep
expanding capacities in wood panel segments which are growing. Capex is nearly complete.
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Century Plyboards

Focus Charts - Story in a nutshell

Century has a well diversified porifolio in the wood
panel industry

FY20E: Century — Revenue split

3% 19,
19 3% 1%

m Plywood
Veneers

= Laminates

= MDF

= Particleboard
CFS

m Others

Post its recently commissioned MDF plant, Century is
currently the biggest MDF player in India
Current MDF capacity share

m Century
Greenply
= Mangalam
Timber
= Nuchem

® Shirdi

Action

= Rushil Decor

Strong Free Cash flow generation over next 2 years
due to completion of capex

Free cash flows

283
212
73
(63)
1 15)
FY16 Y1 FYT8E FYT9E FY20E

Century is the joint biggest organised player in the
plywood segment

Organised market - Controlled by
Top 2 players

m Century
Greenply
= Others

Century is the 3'd biggest player in the laminate
segment

Laminates organised players share

B Greenlam
Merino
m Century

Others

Return ratios to improve as utilisation ramps up;
MDF to improve margins

RoCE
30
26 26
23
I | I
FY16 FY17 FY18E FYT9E FY20E

Source: Edelweiss Investment Research
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Century Plyboards

I. Century: A well diversified porifolio in the wood panel industry

The Indian wood-panel industry is ~INR 28,000 crore in size with 0% of its demand coming from
new house constfruction and 10% from renovation. The wood panel industry includes:

= Plywood

= Engineered wood panels (fibreboard/MDF/particleboard)
= Decorative surface products (laminates)

India wood panel indusiry

m Plywood

Engineered
Woods
(Fibreboards)

Decorative
Surface
Products

Growth rates (last 4 years)

Decorative Surface

Products 12%

Engineered Woods

(Fibreboards) 20%

Plywood 10%

Source: Company, Edelweiss Investment Research

Century has over the years diversified its portfolio across all wood-panel products - plywood,
veneer, laminates, MDF efc. and is today amongst the Top 3 organised players in every

segment.

FY14: Century — Revenue split

o% 0% 2%
4% H Plywood
Veneers
= Laminates
MDF

CFS

m Particleboard

m Others

FY20E: Century — Revenue split

3%
1%_\ 1%

H Plywood
Veneers

= Laminates
MDF

m Particleboard
CFS

m Others

Source: Company, Edelweiss Investment Research
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Century Plyboards

ll. Century is the joint biggest player in the plywood segment along with
Greenply; and likely to gain substantial share from unorganised players

A. Plywood segment dominated by unorganised players

The Indian plywood industry is the biggest segment in the wood-panel industry with a market size
of INR 18,000 Cr., of which the organised segment accounts for only 30%. Century and Greenply
control 50% of the organised market while no other organised player has a market share greater

than 5%.
Organised market - Controlled by Top
Plywood share 2 players
m Organised
m Centfury
48% Greenply
Unorganised
Others
70%

26%

Source: Company, Edelweiss Investment Research

B. Century is close to completing its plywood capacity expansion

Century has 7 plywood manufacturing units spread across the country along with a unit in
Myanmar. These units have a combined capacity of over 2,10,000 CBM currently but Century is
close to completing its expansion plans which will take its total capacity to 2,45,000 CBM.

Ply manufacturing unit

Location Current capacity (‘000 CBM)
Bishnupur, Kolkata 37
Gumudipundi, Chennai 39
Karnal, Haryana 36
Mirza , Guwahati 35
Kandla, Gujarat 31
Roorkee, Uttarakhand 25
Myanmar 6
Total 210

Source: Company, Edelweiss Investment Research
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Century Plyboards

C. Century to gain market share across all segments in plywood

The plywood industry is broadly divided info three segments wherein organised players are
dominant only in the premium category with Century and Greenply having a combined share
of 65%. Other organised players are much smaller than Century and Greenply.

The plywood segment is divided into three categories:

Segment Premium Mid/Commercial Low

Size (INR cr) 3,600 9,000 5,400
Organised share 70% 15% 0%

CAGR growth 10-12% 5-7% Flat/De-growth
Price (assuming 100-140 per sq ft 70-90per sq ft 40-60 per sq ft

19mm thickness)

Century share

Century to gain
market share due
to:

Century has a 33% share

Biggest distribution network
along with highest marketing
spends and best in class raw
material sourcing capability to
lead to market share gain

Century has a miniscule

market share None

Century has entered this
segment through its economy
brand called “Sainik”. It
outsources products sold in this
segment which will help it gain
share faster

MDF is quickly replacing the
low plywood category and
Century has set up a new
1,98,000 CBM capacity
(highest in the industry)

Source: Company, Edelweiss Investment Research

D. GST at 18% will be a game changer to gain market share

The share of organised players was a meagre 10% in FYO7. The government’s decision at that
time to reduce the excise duty from 12% to 6% resulted in a big gain in market share temporarily.
However a few years later, the duty was revised back and the shift from unorganised to the
organised segment slowed down and the organised players’ share is only at 30% today.

GST is likely to narrow the price gap between organised and unorganised. Also, with GST at 18%
and the expected introduction of the E-way bill, a lot of unorganised players are expected to
become tax compliant which would narrow the pricing gap further between unorganised and
organised from 20% to ~5-7%. This will facilitate a much faster shift from unorganised to organised
players.

GWM



Century Plyboards

Players like Century are increasing outsourcing

GST s likely fo result in difficulties for smaller players in ferms of working capital and their ability to
compete against the larger players. We expect organised players to take advantage of this
phenomenon and increase their share of outsourcing.

Currently Century outsources 12% of its total sales in plywood; this number is expected to
increase in the next 2 years. Century will outsource production of its Sainik (mid premium) brand
which will help the company gain fraction in this segment and will help free up capacities for ifs
premium variants.

Share of outsourcing of the 2 biggest organised players

Century Ply 12%

Greenply 30%

Source: Company, Edelweiss Investment Research

Unlike the tiles segment, the unorganised segment is spread out all over India as shown in the
map below and hence outsourcing would save a lot on freight cost as well, and give
presence across the country. Yamuna Nagar in Haryana is a cluster of small & medium
plywood industries with 300 plywood units and produces 50% of the plywood used in India.
Other unorganized clusters include Gandhidham (Gujarat), Perumbavoor & Kannur (Kerala)
& Uttar Pradesh while smaller clusters include Kolkata, Punjab, Bihar, Mangalore & Vizag.

Geographic spread of unorganised plywood clusters in India

Punjab

Haryahda

West
Bengal

Andhra
Pradesh

Karnataka

Kerala

Unorganised clusters

Source: Company, Edelweiss Investment Research
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F. Aggressive ad spends and robust distribution network to spur share gains
The organised players have spent aggressively on advertisement and building their retail
network over the years which have helped grow faster than the industry. Century has the highest
advertisement spends at ~4% of sales and this number has been increasing every year.

Advertisement spend as a % of sales

3.9%
3.6% 3.5% —
2.37/
FY14 FY15 FY16 FY17
e Centuryply Greenply

Source: Company, Edelweiss Investment Research

Century also has a robust distribution network spread across India. It has over 31 branch offices,
6 regional distribution centres and has a distribution network of 18,000 retail, dealer and
distributor touch points.

Domestic Network
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| Manufacturing Unit
m e @ Branch Office
| ° o B Regional Distribution Centre (RDC)
° Container Freight Station
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Source: Company, Edelweiss Investment Research
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Century Plyboards

G. Century has the best raw material sourcing in the plywood industry

The raw material for plywood is made up of 3 components - face veneer (30%), core/panel
veneer (55%) and chemicals and adhesives (15%). Core Veneer is found in abundance in India.
Core veneer is made from poplar trees and Yamuna Nagar in Haryana is the largest poplar
market in Asia and also the biggest plywood hub in India. Production in this area has increased
recently due to a boom in poplar farms on account of government initiatives. Face Veneer has
been the biggest challenge for plywood players over the years. As there is a ban on felling of
frees in India, currently face veneer is imported from Myanmar, Laos, Vietham, Gabon, efc.

Raw material breakup

Raw Material Status

15% m Core Veneer

Easily available

Core Veneer .
domestically

Face Veneer Imported from other

Face Veneer .
countries - challenge

30%

Chemical and Chemicals Sourced domestically
adhesive

Source: Company, Edelweiss Investment Research

Century has best in class raw material sourcing

Myanmar, which was one of the key providers of timber logs, banned the export of raw timber in
2014. Century was the first company to establish a face veneer plant in Myanmar which de-
risked Century from such judgements. This had an added advantage as the import of face
veneer instead of fimber logs resulted in a huge fransport cost saving as raw timber loses around
30% moisture when made into face veneer and another 30% weight is lost during peeling. The
export ban of raw timber is likely to be lifted by March 2018.

Century had also expanded its sourcing to Laos, by setfing up its own subsidiary for supply of
face veneer. The Laos government however imposed a ban on exports of timber logs and
veneer in May 2016, which is sfill in force.

Post the ban in Laos, Century has moved to Solomon Islands where it has identified fimber
varieties that are of the same quality as those from Laos and Myanmar but cheaper. There is no
expected ban on selling of raw timber from Solomon Islands.

Raw material prices have been stable for the last few years inspite of bans and we believe they
pose an entry barrier for new entrants and a challenge for unorganised players. Also total
amount of face veneer is expected to be only 8% of Century’s revenues in FY20E. Therefore,
volatile movements in raw material prices are unlikely to have a big impact on Century.

GWM



Century Plyboards

With the ramp up in capacities, we expect ufilization to have a slight dip next year, post which it
will pick up in FY20E. Inspite of higher outsourcing and new capacity addition from 2,10,000 CBM
to 2,45,000 CBM in FY18E, we have built in a conservative volume growth of 5% CAGR over FY17-

20E.
300 - r 100%
242 - 95%
250 - 245 229 - 90%
206,
198 198 - 85%
200 - 178 °
- 80%
150 A F 75%
- 70%
100 A - 65%
50 A - 60%
- 55%
0 T T T T T T + 50%
FY14 FY15 FY16 FY17 FY18E FY19E FY20E
= Plywood Expected Volumes (‘000 CBM) (LHS) Plywood Expected Utilization (RHS)

Source: Company, Edelweiss Investment Research

FY18E margins were impacted by GST as unorganised players seemed to benefit due to lenient
GST implementation, delay of E-way bill and GST rate at 28% which encouraged unorganised
players to evade tax. Margins would definitely improve from FY19E but are still expected to be
below 17% margins generated from FY15-17, as focus on volume growth to capture share from
unorganised will take precedence. FY15 margins expanded ~400 bps as Century set up a
peeling factory in Myanmar which reduced raw material price volatility and resulted in freight

savings.
1800 - 1644 - 19.0%
1600 - 1496 - 18.0%

1400 1261 1354 17.0%
1146 1173 - o
1200 A F16.0%

966
1000 - - 15.0%
800 - - 14.0%
600 - - 13.0%
400 - - 12.0%
200 - - 11.0%
0 - T T T T T T - 10.0%

FY14 FY15 FY16 FY17 FY18E FY19E FY20E

mmmmm Plywood and Veneer Revenues (INR Cr) (LHS) Plywood and Veneer Margins (RHS)

Source: Company, Edelweiss Investment Research
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Century Plyboards

lll. Century has entered the engineered wood panel segment with a bang

The engineered wood panel sesgment of India is extremely small in size and comprises of a)
Particleboard which is INR 2,000 Cr industry size and MDF which is a further INR INR 2,000 Cr in
size.

a) Particleboard

Particleboard is a waste wood product made by heat pressing sawdust and resin. Although
particleboard is 20% cheaper than MDF and can be easily moulded and used for making
readymade furniture like MDF, it has certain disadvantages such as:

. Lower strength and weight than plywood and MDF

o Material swells in contact with moisture unlike MDF

It is growing slower than MDF at 10-15% and 70% of the industry is unorganised players. Century is
the only big organised player and has commissioned a 54,000 CBM manufacturing facility in
FY17. However this is a small unit and is hardly expected to contribute 2-3% to Century’s
revenues at full utilization.

b) MDF

MDF is produced by breaking down hardwood and softwood residuals info wood fibre. Wood
fibres are then combined using wax, resin and heat press. It is suitable for wardrobe doors and
kitchen cabinet shutters.

Why MDF?

Can be moulded,
machined and
painted easily and
hence preferred for
readymade furniture
along with good
durability

Source: Company, Edelweiss Investment Research
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Century Plyboards

Shift from cheap plywood to MDF has begun in India

Globally the share of fibreboards is 65%, which is diametrically opposite to the Indian share of
fibreboards at only 15%. However, MDF is currently growing at 20% plus as it continues to
cannibalise the cheap plywood market. This has led to many players proposing to set
up/increase their MDF capacity. MDF capacity is expected to nearly triple over the next five

years.
India's MDF share is minuscule . . ,
India MDF production ('000 CBM)
1500
10%
65%
517
374
Global share India Share J .
m Plywood and Laminates MDF 2009 I 2015 I 2020E

Source: Company, Edelweiss Investment Research

Reasons why MDF has not been popular in India

MDEF is more suitable
for readymade
furniture which has still
not caught up in
India

Carpenter costs in
India are less and
hence customized
furniture is possible

Source: Company, Edelweiss Investment Research

However popularity in India is growing now due to:

Over the last 2-3 years we have seen a rising preference for readymade furniture. MDF’s
demand is correlated to the furniture industry which is estimated at USD 20 bin and largely
unorganised (~85%) with home furniture making up 65% of the furniture industry. E-tailing has
further increased the demand for furniture with online furniture market expected to reach USD
700 min by 2020. Superior persondalisation, consultation services and faster delivery time are
driving growth for furniture e-tailers. Higher growth in commercial properties will also benefit MDF.

Almost as cheap as the
cheapest plywood and
value added products give
it similar aesthetics vs

plywood

E-tailing of furniture picking
up in India and is expected
to touch USD 700 mn in
2020

Source: Company, Edelweiss Investment Research
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Century’s eniry into MDF is expected to capture the rapid segmental growth

The Indian MDF market size is INR 2,000 crore but is growing rapidly at 20% plus with 70% being
contributed by the organised sector and 30% from imports. The MDF market has no unorganised
player due to the high capex requirement for MDF. Incremental domestic capacity along with
anti-dumping duty on exports has led to reducing share of imports. Century has entered the MDF
segment by commissioning its 1,98,000 CBM MDF plant in Q2FY18E, which is the biggest capacity
of any player currently. However, Greenply and Action are increasing capacity in FYT9E.

MDF imports are reducing as Current MDF capacity share

Indian players ramp up uCent
entury

capacity
Greenply
]
2010 65% %ﬁgg?lom
21%
Nuchem
2016 30% m Shirdi
23% Action
2020 15% 8%
® Rushil Decor

Source: Company, Edelweiss Investment Research

Century’s MDF facility is strategically located

Century’s MDF plant is strategically located in Punjab. Its plant is present close to a “mandi”
where there is constant supply of raw materials at favourable prices. Also although demand is
high in the North, the threat of imports is low resulting in lower competition. Key MDF imports are
from Thailand, Malaysia, Sri Lanka, China, New Zealand, Indonesia and Vietham and arrive at
southern ports. Post freight charges required to transport to the North, it would be unlikely for
imports to compete with domestic producers.

MDF regional demand MDF imports by region
70%
10%
mNorth 50%
15% South

West 20%

Others .
= North South West

Source: Company, Edelweiss Investment Research
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High margin MDF to boost Century’s margins

MDF is a high margin business. While plywood margins are close to 16% for Century, MDF margins
are expected to be between 25-30% (most peers with operational capacities have margins of
28-30% currently. This can be seen in Greenply’s topline and EBITDA conftribution mix. While MDF
contributes 30% to revenues, it contributes 50% to EBITDA for Greenply.

Greenply topline mix (FY17)

m Plywood

MDF

Greenply EBITDA mix (FY17)

50%

m Plywood

MDF

Source: Company, Edelweiss Investment Research

We expect swift ramp up in MDF capacity utilisation for Century
Century commenced in MF facility fowards the end of Q2FY18 and has already reached 75%
utilization. We expect Century to maintain this utilization over the next year and improve it further
in FY20E. We expect slight pressure in margins as Century is likely to sacrifice margins to gain
inifial market share. Margins are expected at 25% in FY19E and FY20E as against close to 30% for
peers running at full capacity.

600 A

500 -

400 -

300 -

200 -

100 -

173

FYT8E FYT9E

mmmmm MDF Revenues (INR Cr) (LHS)

520

FY20E

MDF Utilization (RHS)

r 120%

- 100%

- 80%

- 60%

- 40%

- 20%

- 0%

Source: Company, Edelweiss Investment Research
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IV. Century is also set to complete ramp up of its laminate segment
The Indian laminates industry is INR 5,000 Cr of which the domestic Indian laminates industry is

estimated to be INR 4000 Cr while exports are INR 1,000 Cr. Of the total pie of domestfic and
exports, organised share is 55% (INR 2,700 Cr). The growth of this industry depends on the growth
in the substrate (plywood, particleboard, MDF) industry which is growing at a 9% CAGR. The
share of the organised player has increased vastly from 49% of the industry size to 65% (including
exports) in the last five years as the organised players grew faster than the industry at a CAGR of
12%. Post its recently soon to be completed expansion, Century will be the third biggest player in
laminates with a share of 18% in the organised segment.

Laminates industy Laminates organised players share

21%
B Organised 32% m Greenlam
Unorganised Merino
Century
Exports
26% Others

24%
18%

Source: Company, Edelweiss Investment Research

Century to complete 50% increase in laminates capacity

Century is increasing its capacity in laminates from 4.8 min sheets to 7.2 mn sheefts. The capex is
almost complete and should aid Cenfury as ifs existing capacity was operating at 100%
utilization. We expect strong utilization in new facilities as organised segment is growing much
faster due to increasing shift from unbranded to branded, focus on Tmm (higher thickness)
laminates and value added products (textured laminates, exterior grade, compact laminates).

600 A 556 r 120%

500 A 484 - 100%
2 -

400 - 335 364 ‘ - 80%

293
300 - 237 - 60%
200 - - 40%
100 A I - 20%
0 T T T T T T r 0%

FY14 FY15 FY16 FY17 FY18E FY19E FY20E

mmmmm Revenues (INR Cr) (LHS) Utilization (RHS)

Source: Company, Edelweiss Investment Research
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V. Capex complete; significant free cash flow generation and surge in RoCE
Strong free cash flow generation

Century had planned 12% plywood capacity increase, 50% laminate capacity increase and a
fresh MDF plant of 1,98,000 CBM (biggest capacity of any player in the MDF segment. Century
has completed most of this capex with any pending capex expected to be complete in FY18E
itself. With ramp up in utilization over the next 2 years and no firm capex plans on the horizon, we
expect huge free cash flow generation.

Free cash flows

350 -
300 |
250
200 -
150 -
100 - 73

© .
0

(100) A (63)

(150) - (115)
FY16 FY17 FY18E FY19E FY20E

Source: Company, Edelweiss Investment Research

Robust return ratios

The higher utilisation will likely result in meaningful return ratios with RoCE expected fo be close fo
30% in FY20E.

RoCE

30

FY16 FY17 FY18E FY19E FY20E

Source: Company, Edelweiss Investment Research
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Century Plyboards

VI. Valuation and peers

Century is a leader across various wood panel segments and is expected to grow faster than
the industry. GST at 18% and government initiatives of affordable housing could provide tailwinds
for this segment. In spite of superior return ratios compared with other building material peers
and high free cash flow generation, Century is trading at valuations that are cheaper versus
peers. We initiate coverage with a ‘BUY’ rating, valuing Century at 25x FY20E P/E and thus arrive
at a target price of INR 390.

Estimated EPS (FY20E) Target multiple Target price

15.6 25x 390

PAT growth is depressed due fo FY18E PAT decline on account of GST. We expect a 35% plus PAT
CAGR for FY19E and FY20E.

Re‘z;’(‘l";_ S0 fh F('FAJI%’%‘(’;’;')‘ RoE (FY20E) P/E (FY20E)
Kajaria 9% 17% 21 23.2
Somany 14% 22% 22 20.4
CERA 16% 20% 22 24.8
HSIL 10% 23% 13 15.3
Greenlam 15% 34% 25 19.1
Greenply 15% 20% 19 17.9
Supreme 16% 21% 27 22.3
Astral 17% 33% 23 28.1
Century 17% 22% 30 18.9

Source: Company, Edelweiss Investment Research
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Century Plyboards

TIMELINE
« Commenced » Developed « Commenced » Setup a factory « Commenced MDF
plywood revolutionary laminate in Myanmar to production
manufacturing non-leachable manufacturing source face
and fire safe veneer
plywood
+ Commenced » Developed * Acquired » Launched
decorative flexible plywood container freight Century door and
veneer station at Kolkata set up a unitin
manufacturing Laos fo source

face veneer
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Century Plyboards

Key Management

Name Designation Profile

Mr. Sajjan Bhajanka is a graduate with over 45 years of industry
experience. He is directly responsible for the overall strategic
direction, production, finance and freasury. He is also the

Mr. Sajjan Bhajanka Chairman president of the Federation of Indian Plywood and Panel
Industry and All India Veneer Manufacturers Association and a
governing body member of Indian Plywood Industry Research
and Training Institute.

Mr. Sanjay Agarwal is the CEO and Managing Director, and is
also one of the co-founders. He is a graduate with 30 years of
Industry experience and is responsible for sales, marketing, IT
and HR. The CenturyPly brands was his brainchild, which has
today reached great heights.

Mr. Sanjay Agarwal Managing Director

Mr. Keshav Bhajanka is the Executive Director. He is responsible
Mr. Keshav Bhajanka Executive Director for the growth in the decorative vertical which includes

successful implementation of new supply chain projects and

foray into new businesses such as MDF, Exteria and flooring

Key Risks
a. Slowdown in housing
b. Raw material price volatility

c. Increase in competition in MDF segment

21 GWM



Century Plyboards

Business Overview
Company Brief
Century Plyboards (Century) is present across the entire gamut of wood panel products such as plywood, MDF,
particleboard, laminates, veneer etc. Century has recently expanded its plywood capacity, commissioned a new MDF
facility and is in the process of expanding the laminates facility, all of which will likely drive earnings in the forthcoming two
years.

The company has 3 major segments.
1) Plywood

2) MDF and Particleboard

3) Laminates

Business Model

The company is the joint leader in plywood, currently the biggest player in MDF and the

Strategic Positioning third biggest player in laminates

Diversified portfolio

Prudent raw material sourcing
Efficient capital allocation

Strong brand and distribution network

Competitive Edge

Completion of capex will result in high free cash flows. Ramp up in utilization and

Financial Structure . . . : -
improvement in margins to aid return ratios

Key Competitors Greenply and unorganised competition

Various government initiatives such as affordable housing thrust and GST. Macroeconomic

Indusiry Revenue Drivers tailwinds and a very high unorganised share to aid the industry

In spite of superior return ratios compared with other building material peers and superior
Shareholder Value free cash flow generation, Century is trading at valuations that are cheaper versus most
Proposition peers. We initiate coverage with a 'BUY’ rating, valuing Century at 25x FY20E P/E and thus
arrive at a target price of INR 390.
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Century Plyboards

VII. Financial Analysis

MDF and laminates to drive revenue growth

Revenue growth has been muted for the last 2 years but is expected to significantly pick up due
to the commissioning of a new MDF facility in Q2FY18, along with an expansion in laminate
capacity and plywood capacity.
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Increasing MDF share to drive margins

MDF is a high margin business. While plywood margins are close to 16% for Century, MDF margins
are expected to be between 25-30%. This can be seen in Greenply’s topline and EBITDA
confribution mix. While MDF confributes 30% to revenues, it contributes 50% to the EBITDA.

600 - r 19
500 + - 18
4 -
00 L 17
300 +

F 16
200 -

100 - r1s
0 F14
FY16 FY17 FY18E FY19E FY20E
mmmmm EBITDA (INR Cr) (LHS) Margins (RHS)

PAT and PAT margin to improve substantially
Completfion of pending capex in FY18E is likely to result in flattish depreciation and interest
expenses and thus we expect strong bottomline growth from FY19E.
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Source: Company, Edelweiss Investment Research
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Century Plyboards

Financials
Income stat t (INRcrs)  Balance sheet (INRcr)  Rafios
Year fo March FY16  FY17 FY18E FY19E FY20E  Ason3istMarch FY16  FY17 FYI8E FYI9E FY20E  Yearto March FY16  FY17 FY18E FY19E FY20E
Income from operations 1641 1819 2103 2515 2889  Equityshare capital 22 22 22 22 22 ROAE(%) 37 31 23 30 31
Direct costs 854 938 1,094 1278 1461  Preference Share Capital 0 0 0 0 0 ROACE (%) 26 23 18 26 31
Employee costs 236 273 316 378 434  Reserves &surplus 507 693 807 987 1214  Debtors (days) 63 69 69 67 65
Other expenses 498 569 682 792 907  Shareholders funds 529 715 829 1009 1237  Curentratio 44 4 5 4 4
Total operating expenses 1351 1,507 1776 2070 2368 Securedloans 470 521 571 371 221 Debt/Equity 09 09 08 0.5 03
EBITDA 289 312 328 445 521 Unsecuredloans 5 97 97 97 97 Inventory (days) 86 60 70 65 62
Depreciation and amortisation 47 59 80 73 71 Borrowings 474 619 669 469 319  Payable (days) 34 44 42 41 40
EBIT 242 253 248 372 450  Minorityinterest 9 12 12 12 12 Cash conversion cycle (days) 95 85 97 91 87
Interest expenses 48 30 45 40 28 Sources of funds 1012 1,345 1509 1490 1567 Debt/EBITDA 16 2 2 1 1
Otherincome 6 23 15 15 15 Gross block 298 412 592 422 662 Adjusted debt/Equity 08 1 1 0 0
Profit before tax 200 245 218 347 438 Depreciation 48 106 186 259 330
Provision for tax 30 52 47 75 94 Net block 250 306 406 383 332  Valvation parameters
Core profit 170 193 170 272 344  Capital workin progress 102 299 100 0 0 Yearto March FY16  FY17 FY18E FY19E FY20E
Extraordinary items 0 0 0 0 0 Totalfixed assets 352 605 506 363 332 Diluted EPS (INR) 7.6 84 79 124 1587
Profit after fox 170193 170 272 344 Unrealised profit 0 0 0 0 0 YoYgowth (% 135 126 (82) 385 259
Minority Inferest R 3 3 3 3 Investments 6 [ 6 6 6 CEPS (INR) 97 12 115 157 188
Share from associates 0 0 0 0 o [Inventories 298 301 403 448 491  Diluted P/E () 380 338 368 232 185
Adjusted net profit 169 190 167 269 34 Sundry debtor.s 284 342 396 462 514 Price/BV(x) 122 9.0 78 64 52
Equity shares outstanding (mn) 2 2 2 2 2 Cash and equivalents 39 67 193 208 220  EV/Sales (x) 42 38 33 27 23
£PS (INR) basic 76 84 79 124 157 Loans and advances 90 160 200 239 274 EY/EB\TDA (x) 287 224 2101 150 125
Diluted shares (C) 23 2 2 2295 2 Other current assets 0 0 0 0 0 Dl\u.fed shares O/S 223 223 223 23 23
EPS (INR) fully diluted 76 84 79 124 157 Total currenlt assets Al 870 1,192 1,357 1,500 Bas!c EPS 7.6 8.6 79 124 157
Dividend per share 922 0 3 4 5 Sund.r\./ creditors and others 153 219 242 282 317 Bgs@ PE [x]v 380 338 368 232 185
Dividend payout (%) 294 00 348 348 348 Provisions - 9 19 20 21 22 Dividendyield (%) 08 00 08 1.3 1.6
Total CL & provisions 162 238 262 303 338
. . Net current assets 549 633 930 1,054 1,161
Common size metrics- as % of net revenues
Year to March Mie  FI7 FYIBE F9E Fraoe o Deferedior S A
Operaing expenses 824 828 844 823 20 |iscexpendive o 000
Depreciation 29 33 38 29 24 Uses of funds 1012 1345 1509 1490 1567
Interest expenditure 29 17 21 16 1o Bookvaluepershare (NR| w0y 8%
EBITDA margins 17.6 172 156 177 180
Net profit morgins 103 105 79 107 118 Coshfow stafement (INRcrs)
Year fo March FY16  FY17 FYI8E FYI9E FY20E
Growlh metrics (%) Net profit N 170 194 178 280 352
Year fo March P16 P17 FYIBE FYI9E Fyze  /ocDepreciafion ao T
Revenues 33108 157 196 149 Add: Misc expenses written off/Other 23 5 34 0 0
EBITDA 131 78 51 356 171 AddDeferediax ooz 000
PoT 115 24 (112 595 261 AddOthers U S A N
Nef profit 132 140 (120 600 263 Gross cash flov./ 180 252 289 350 419
s 135 126 (82) 585 259 Less: ChangesinW.C. -14 55 172 108 96
Operating cash flow 194 197 n7 242 38
Less: Capex 121 312 180 30 40
Free cashflow 73 -115 -63 212 283
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Edelweiss Broking Limited, 1st Floor, Tower 3, Wing B, Kohinoor City Mall, Kohinoor City, Kirol Road, Kurla(W)
Board: (91-22) 4272 2200

Vinay Khattar
Head Research

vinay.khattar@edelweissfin.com

Rating Expected to

appreciate more than 15% over a 12-month
Buy -

period

appreciate between 5-15% over a 12-month
Hold -

period
Reduce Return below 5% over a 12-month period

(Indexed)
w
N
o

Century Ply Sensex
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Disclaimer

Edelweiss Broking Limited (“EBL" or “Research Entity"”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository
services and related activities. The business of EBL and its Associates (list available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing
and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INZ000005231; Name of the Compliance Officer: Mr. Brijmohan Bohra, Email ID:
complianceofficer.ebl@edelweissfin.com Corporate Office: Edelweiss House, Off CST Road, Kalina, Mumbai - 400098; Tel. 18001023335/022-42722200/022-40094279

This Report has been prepared by Edelweiss Broking Limited in the capacity of a Research Analyst having SEBI Registration No.INHO00000172 and distributed as per SEBI (Research
Analysts) Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. The
information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and is not infended to be and must not
alone be taken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as
it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and
should consult his own advisors to determine the merits and risks of such investment. The investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished fo you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be confrary to law, regulation or which
would subject EBL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be
restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date of this report and there can
be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. EBL reserves the right to make
modifications and alterations to this statement as may be required from time to time. EBL or any of its associates / group companies shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. EBL is committed to providing independent and transparent
recommendation fo ifs clients. Neither EBL nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct,
indirect, special or consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment
businesses may make investment decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The
disclosures of interest statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the
report. The information provided in these reports remains, unless otherwise stated, the copyright of EBL. All layout, design, original artwork, concepts and other Intellectual Properties,
remains the property and copyright of EBL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break
down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the EBL to present the data. In no event
shall EBL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data
presented by the EBL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at the
same time. We will not treat recipients as customers by virtue of their receiving this report.

EBL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the
securities thereof, of company(ies), mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market
maker in the financial instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other potential/material
conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. EBL may
have proprietary long/short position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not
consider risk appetite or investment objective of any particular investor; readers are requested to take independent professional advice before investing. This should not be construed as
invitation or solicitation to do business with EBL.

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public offering of
securities for the subject company in the past 12 months. EBL or its associates may have received compensation for investment banking or merchant banking or brokerage services from
the subject company in the past 12 months. EBL or its associates may have received any compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months. EBL or its associates have not received any compensation or other benefits from the Subject Company or third party
in connection with the research report. Research analyst or his/her relative or EBL's associates may have financial interest in the subject company. EBL, its associates, research analyst
and his/her relative may have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of
research report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations; (
ii) the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and
changes in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in
securities such as ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
EBL has financial interest in the subject companies: No

EBL's Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of
research report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of
publication of research report: No

EBL has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research report: No
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years.
A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their
securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.
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Disclaimer

Additional Disclaimer for U.S. Persons

Edelweiss is not a registered broker — dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act”) and under applicable state laws in the United Statfes. In addition
Edelweiss is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together with the 1934 Act, the "Acts), and under
applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment services provided by Edelweiss, including
the products and services described herein are not available to or intended for U.S. persons.

This report does not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services and/or shall not be considered as
an advertisement tool. "U.S. Persons" are generally defined as a natural person, residing in the United States or any entity organized or incorporated under the laws of the United States.
US Citizens living abroad may also be deemed "US Persons" under certain rules.

Transactions in securities discussed in this research report should be effected through Edelweiss Financial Services Inc.

Additional Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within
Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and
unincorporated associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available
only to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents.
This research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Additional Disclaimer for Canadian Persons

Edelweiss is not a registered adviser or dealer under applicable Canadian securities laws nor has it obtained an exemption from the adviser and/or dealer registration requirements
under such law. Accordingly, any brokerage and investment services provided by Edelweiss, including the products and services described herein, are not available to or intended for
Canadian persons.

This research report and its respective contents do not constitute an offer or invitation to purchase or subscribe for any securities or solicitation of any investments or investment services.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Broking Limited ("EBL" or "Research Entity") is regulated by the Securities and Exchange Board of India ("SEBI") and is licensed to carry on the business of broking, depository
services and related activities. The business of EBL and its associates are organized around five broad business groups — Credit including Housing and SME Finance, Commaodities,
Financial Markets, Asset Management and Life Insurance. There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and
material disciplinary action during the last three years. This research report has been prepared and distributed by Edelweiss Broking Limited ("Edelweiss") in the capacity of a Research
Analyst as per Regulation 22(1) of SEBI (Research Analysts) Regulations 2014 having SEBI Registration No.INHO00000172.
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