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Flexible packaging industry stares at decadal low profitability as

oversupply stings
Weak export demand also impacting performance; recovery expected next fiscal

Sizeable capacity additions over the past two fiscals and the resultant oversupply will beat down profitability of Indian
flexible packaging industry to a decadal low of ~8% this fiscal. Additionally, the weakness in export demand will
contribute to the dent in profitability. Revenue will decline 3-5% as realisations remain subdued due to the supply glut.

The credit risk profiles of manufacturers will remain under pressure till an expected recovery in operating performance
kicks in towards the end of the fiscal.

A CRISIL Ratings analysis of eight large flexible packaging players, which account for over 75% of the domestic
capacity, indicates as much.

The industry has historically seen cycles of chunky capacity addition and oversupply. Last fiscal, for instance, capacity
addition crumpled the industry’s operating margin to ~10.5% from 18-20% seen during the pandemic.

The industry comprises bi-axially oriented polypropylene (BOPP) and bi-axially oriented polyethylene (BOPET) films.
BOPET films have diverse end-use applications on account of their higher oxygen-retention power, high tensile
strength, longer shelf life and better print quality compared with BOPP films. However, BOPP films have higher
moisture resistance properties and are cheaper, making them ideal to package food products.

Says Mohit Makhija, Senior Director, CRISIL Ratings Ltd, “The industry operating margin is expected to shrink
~250 basis points to ~8% this fiscal, after a sharp correction of ~750 basis points last fiscal. BOPET film
makers have added ~45% capacity and BOPP film makers ~20% in the last two fiscals, while domestic
demand has increased only ~11% in the period. This imbalance was compounded by a fall in exports
(typically 25-30% of total revenue) because of slowdown in Europe and the US, the key markets.”

While food packaging, pharmaceuticals and personal care segments are likely to help keep domestic demand
resilient, exports may recover slowly towards the end of this fiscal. With no major capacity coming online this fiscal
and the next, demand-supply balance is expected to improve gradually over the next 6-12 months. Given these
dynamics, volume growth is expected to be moderate at 5-6% this fiscal.

On the supply side, raw material prices typically follow the crude price movement. The average raw material prices
this fiscal will be lower on-year and the same will also impact the realisations. Consequently, revenue of the industry
will degrow 3-5%. This will be on the back of a stagnant revenue performance last fiscal.

Manufacturers will need to rely on balance sheet liquidity and financial flexibility to sail through this cyclical downturn.

Says Anand Kulkarni, Director, CRISIL Ratings Ltd, “The credit profiles of flexible packaging companies are
expected to stay under pressure due to weak operating performance in the current fiscal. Additionally,
capacity additions in the recent past have increased debt levels. Hence, debt metrics of these companies
have weakened considerably. Debt to Ebitda (earnings before interest, taxes, depreciation, and amortisation)
and interest coverage ratios are estimated at ~3.9 times and ~2.8 times, respectively, this fiscal against 10-
year average of ~2.5 times and ~5.0 times.”

In the near term, any major capex that may increase the demand-supply imbalance will remain monitorable, as will
macroeconomic developments that impact commaodity prices.




Annexure
Chart 1: Decadal average of operating margin
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About CRISIL Ratings Limited (A subsidiary of CRISIL Limited)

CRISIL Ratings pioneered the concept of credit rating in India in 1987. With a tradition of independence, analytical rigour and
innovation, we set the standards in the credit rating business. We rate the entire range of debt instruments, such as, bank loans,
certificates of deposit, commercial paper, non-convertible / convertible / partially convertible bonds and debentures, perpetual bonds,
bank hybrid capital instruments, asset-backed and mortgage-backed securities, partial guarantees and other structured debt
instruments. We have rated over 33,000 large and mid-scale corporates and financial institutions. We have also instituted several
innovations in India in the rating business, including rating municipal bonds, partially guaranteed instruments and infrastructure
investment trusts (InvITs).

CRISIL Ratings Limited ("CRISIL Ratings") is a wholly-owned subsidiary of CRISIL Limited ("CRISIL"). CRISIL Ratings Limited is
registered in India as a credit rating agency with the Securities and Exchange Board of India ("SEBI").

For more information, visit www.crisilratings.com

About CRISIL Limited

CRISIL is a global analytical company providing ratings, research, and risk and policy advisory services. We are India's leading
ratings agency. We are also the foremost provider of high-end research to the world's largest banks and leading corporations.
CRISIL is majority owned by S&P Global Inc., a leading provider of transparent and independent ratings, benchmarks, analytics and
data to the capital and commodity markets worldwide.

For more information, visit www.crisil.com
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CRISIL PRIVACY

CRISIL respects your privacy. We may use your contact information, such as your name, address, and email id to fulfil your request and service your account and to
provide you with additional information from CRISIL. For further information on CRISIL’s privacy policy please visit www.crisil.com.

DISCLAIMER

This Press Release is transmitted to you for the sole purpose of dissemination through your newspaper / magazine / agency. The Press release may be used by you in
full or in part without changing the meaning or context thereof but with due credit to CRISIL Ratings Limited (hereinafter referred to as “CRISIL Ratings”). However,
CRISIL Ratings alone has the sole right of distribution (whether directly or indirectly) of its Press Releases for consideration or otherwise through any media including
websites, portals etc.

CRISIL Ratings has taken due care and caution in preparing this Press Release. Information has been obtained by CRISIL Ratings from sources which it considers
reliable. However, CRISIL Ratings does not guarantee the accuracy, adequacy or completeness of information on which this Press Release is based and is not responsible
for any errors or omissions or for the results obtained from the use of this Press Release. CRISIL Ratings, especially states that it has no financial liability whatsoever to
the subscribers/ users/ transmitters/ distributors of this Press Release. CRISIL Ratings or its associates may have other commercial transactions with the company/entity.

CRISIL Ratings Limited is a wholly owned subsidiary of CRISIL Limited.
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