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Mumbai, 29 June 

The stock of plastic pipe major 
Astral Pipes slipped 8 per cent in 
trade on Monday after the company 
announced a demerger that splits 
the existing structure into plumb-
ing and chemical businesses. While 
the demerger per se is positive, 
some brokerages have downgraded 
the stock on concerns related to 
intensifying competition, correc-
tion in polyvinyl chloride (PVC) 
prices, and pressure on margins. 

The stock of market leader 
Supreme Industries was also under 
pressure, falling 6.7 per cent in 
trade. Though the near-term out-
look remains subdued, most bro -
kerages believe that the demerger is 
in the right direction and should 
help allocate capital better, improve 
return ratios, and offer shareholders 
the option to choose between the 
two business segments. 

The demerger will entail the 
transfer of its chemical business, 
which includes adhesives, paints, 
and speciality chemicals, to Astral 
Chemie, while all plumbing-related 
businesses — pipes and fittings, 
bath  ware, and chlorinated polyvinyl 
chloride (CPVC) resin — will stay 
with Astral. Astral Chemie will be 
listed as a separate entity on the ex -
changes. Current Astral sharehol ders 
will get one share of Astral Che mie for 
every share held in Astral. 

The plumbing business is 
expected to benefit from the 
upcoming CPVC backward integra-
tion, continued product additions, 
and healthy growth across the fau-
cets and sanitaryware portfolio. 
Astral Chemie, according to the 
company, is entering a phase of 
stronger profitability driven by the 
completion of its major capital 
expenditure (capex) cycle, improv-
ing performance in the paint busi-
ness, the turnaround of its UK and 
US operations, and the scaling up of 

the high-margin differentiated and 
sustainable solutions speciality 
chemicals platform. 

The restructuring, according to 
Antique Stock Broking, will trans-
form Astral from a diversified build-
ing materials company into two 
focused, independently managed 
businesses with distinct growth 
strategies and capital allocation 
priorities. The brokerage has a 
“buy” rating with a target price of 
~1,630 per share. 

While there may be some incre-
mental costs, synergies are expected 
to more than offset these expenses. 
A positive is that no significant 
capex is required for the two 
demerged entities in the chemicals 
and paint businesses in the coming 
years. While management’s inten-
tion behind the demerger is positive, 
rampup in its India and overseas 
adhesive businesses and the newly 
added paint business will be key, 
according to Motilal Oswal Res -
earch, and will determine Astral’s 
overall valuation. It has a “buy” 
rating with a target price of ~1,710. 

The management also expects 
transparency in segment reporting 
to improve, as both businesses will 
operate as separate entities. In 
addition to e'cient capital deploy-

ment, ICICI Securities believes that 
the demerger will likely result in 
greater disclosures from both busi-
nesses, enabling investors to value 
each business better. The broker-
age has retained a “buy” rating with 
a target price of ~1,738. 

JP Morgan, however, says that 
the paint and adhesive segment 
might suffer on account of the 
demerger. While Astral’s 
announced demerger frees up the 
mature plumbing segment to be 
more aggressive on capital alloca-
tion, margins, and channel incen-
tives, it could negatively impact the 
growth prospects of the still 
relatively sub-scale paint and 
adhesive segment. 

While the plumbing segment has 
a 14-1) per cent profit before tax (PBT) 
margin, 18 net working capital (NWC) 
days, and a return on equity (RoE) of 
24 per cent, the chemical segment has 
a 4-) per cent PBT margin, 39 NWC 
days, and a ) per cent RoE in 202)-26. 
The capex and advertising and pro-
motions of the chemical entity were 
being supported by the plumbing 
business. It has downgraded the 
two largest players in the sector, 
Supreme and Astral, and indicated 
that competitive intensity may 
increase after the demerger. 

Astral’s value unlock 
meets market squeeze

sanjay kumar singh 

 

The 10-year Indian government 
bond yield rose from 6.66 per cent 
when the US-Iran war began to a 
peak of 7.14 per cent. It has now 
retreated to around 6.76 per cent. 
Longer-duration debt funds have 
gained the most from the rally. 
Experts, however, warn against 
outsized exposure to this category. 

Macro backdrop  
turns supportive 
The macro backdrop has improved 
over the past fortnight. Brent crude 
rose from around ,70 at the start of 
the war to an intraday peak of ,126, 
and has now eased to around ,73 per 
barrel. Lower crude prices are likely to 
reduce the import bill, ease current 
account deficit-related concerns, and 
moderate inflation expectations. 

“Steps by the Reserve Bank of 
India (RBI) to attract foreign flows 
through foreign currency non-resi-
dent (FCNR) deposits and ext ernal 
commercial borrowings (ECBs) by 
public sector undertakings (PSUs) 
and banks should support 
inflows,” says Devang Shah, head 
of fixed income, Axis Mutual Fund. 

“The government’s tax relief 

for foreign investors on capital 
gains and interest income from 
government securities is a positive 
step,” says Amit Modani, senior 
fund manager, Shriram Asset 
Management Company. Shah says 
foreign portfolio investors (FPIs) 
have already invested around 
~40,000 crore in government 
bonds after the tax changes. 
Indian bonds could enter the 
Bloomberg Global Aggregate 
Index, which Shah says could 
bring in another ,20-2) billion. 

Bond markets have rallied, 
with yields falling by about 40 to )0 
basis points or more across the 
curve. Inflation pressure and rate-
hike expectations have eased. 

Risks persist 
The truce in West Asia is an 
uneasy one. “Investors should 
wait about two months for clarity,” 
says Vishal Dhawan, founder and 
chief executive o'cer, Plan Ahead 
Wealth Advisors. Inflation risk 
remains due to potential supply-
chain disruptions in West Asia and 
a deficient monsoon. RBI has fore-
cast that consumer price index 
(CPI)-based inflation could aver-
age ).1 per cent in 2026-27. 

“Around 90 per cent of the posi-
tive impact of the truce appears to 
be already priced in,” says Joydeep 
Sen, corporate trainer and author. 

Long-duration 
funds can be risky 
Long-duration debt funds have 
gained the most from falling yi elds, 
but Sen says incremental returns 
may not be significant. He sees no 
strong rate-cycle argument for 
entering these funds now. Modani 
says investors should avoid large 
single-directional bets. “If inflation 
risk materialises, rate-hike expec-
tations could build faster than 
expected. In that case, long-dur-
ation funds could be added in a tac-
tical and phased manner,” he says. 

Sen says investors should  
consider these funds only if their  
horizon matches the fund’s  
maturity. Modani adds that inves-
tors should have high risk tolerance 
and the ability to handle volatility. 

Short- to medium-duration 
funds for core allocation 
Experts see better risk-reward in 

high-quality short- to medium-
duration funds. “RBI measures 
should bring a deluge of liquidity 
over the next few months. Liquid-
ity surplus should support the 
short- to medium-term part of the 
bond curve,” says Shah. 

Shorter-duration funds are less 
vulnerable to interest-rate risk. “The 
two- to five-year corporate bond 
segment offers attractive spreads 
compared to matching government 
securities,” says Modani. Shah says 
investors should build the core port-
folio with funds having an average 
maturity of one to five years. “Inves-
tors with a horizon of more than two 
years may consider allocating a por-
tion to an income-plus-arbitrage 
fund of fund, as this category offers 
tax e'ciency,” says Shah. 

Credit risk funds: Higher 
accrual, higher risk 
Credit risk funds may offer higher 
accrual than quality debt funds. 
“While a quality debt fund may 
have a yield to maturity of around 7 
per cent, a credit risk fund may offer 
around 8 to 9 per cent,” says Sen. 

Improved corporate health also 
supports the case for investing in 
these funds. “Rating agencies’ 
credit ratios have stayed above one 
since FY22, indicating more 
upgrades than downgrades,” says 
Sen. These funds, however, carry 
credit and illiquidity risk. Dhawan 
says they suit only investors who are 
comfortable with higher credit risk. 
About )0 to 70 per cent of the debt 
allocation should be in short- and 
medium-duration strategies. 
Dhawan suggests limiting long-
duration funds to around 20 to 30 
per cent of the debt portfolio.
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MONEY

The income-tax department has 
reportedly identified around 
1),000-20,000 cases where tax-
payers may have used “swapped 
provisions” approach to reduce  
tax liability. It is examining cases 
where claims in revised or updated 
income tax returns do not match 
employer records or available 
data.“Swapping provisions” means 
replacing one exemption or deduc-

tion with another without meeting 
eligibility conditions.  

While genuine corrections are 
allowed, changing claims to lower 
tax outgo can invite scrutiny. For 
example, a taxpayer may withdraw 
an HRA exemption claim and rep -
lace it with another allowance claim 
that was not part of the salary struc-
ture or supported by documents. 

The department is using data 

analytics to compare ITR claims 
with Form 16, Form 24Q, AIS, TIS 
and other records. Unsupported 
HRA claims, deductions not refl -
ected in employer records or major 
changes between original and 
revised returns may trigger checks. 

What taxpayers should do 
Review recent ITRs for changes in 
deductions or exemptions between 

original and revised returns. 
Ensure every claim is backed by 
documents such as Form 16, rent 
receipts, donation receipts and 
employer records. 
File a revised return if the correc-
tion window is open and consider 
ITR-U if revision is not possible. 
Respond promptly to tax depart-
ment’s communication with sup-
porting documents.

Avoid chasing recent gains 
in long-duration funds

Read full report here: mybs.in/2g7394e compile( )y ami, -.mar

I-T dept flags ‘swapped provisions’ claims: What taxpayers need to know
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Keep bulk of portfolio in shorter-

and medium-duration funds

Returns are for direct plans. Returns 

above one year are annualised.  

Source: Value Research

                 Category average returns (%) 

                                1-yr   3-yr  5-yr 10-yr 

 Liquid                      6.3    6.9    6.2      6.1 

 Money market      6.4     7.3    6.5     6.7 

 Short duration       5.7     7.5   6.8      7.2 

 Corporate bond     5.5     7.5   6.4     7.4 

 Medium duration 6.5    8.0    7.5     7.6 

Debt funds to pick 

Piping down

Sources:Bloomberg, BSE
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Near-term headwinds keep brokerages wary
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