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Next leg needs CSM recovery

Pl Industries’ (Pl) reported disappointing numbers in
2QFY18. Revenue grew marginally by 3.1% YoY to Rs
5.6bn. Weakness in global Custom Synthesis and
Manufacturing (CSM) impacted exports (-4.0% YoY,
54% of revenue). Domestic business grew (+13.0% YoY,
46% of revenue), and was supported by post-GST
demand and launch of new products. EBITDA de-grew
4.5% YoY at Rs 1.2bn, largely driven by an increase in
raw material and employee costs. The EBITDA margin
stood at 21.8% (-174bps YoY). Higher tax rates led to
20.8% YoY de-growth in APAT at Rs 803mn.

FY18 started on a good note, with normal monsoon in
the Kharif season, but the impact of GST change, which
weighed on the domestic business. We believe these
hiccups are temporary. Pl is likely to increase product
prices in 3QFY18 to offset the recent rise in raw
material costs. This would help Pl maintain margins.
However, we expect good north-east monsoon in the
latter half of the season is a positive sign, this would
support domestic sales in 2HFY18.

Pl's biggest hurdle would be maintaining its market
share in Nominee Gold (rice herbicide), as Gharda
Chemicals and Insecticides India have launched the
same product. In 2QFY18, PI’s volumes grew 15%, but
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witnessed a drop in prices. This could be a concern for
Pl in the long run. PI’s CSM business was muted in
1HFY18, led by weakness in the global agrochem
market. We expect the scenario to improve in 2HFY18.
Pl has guided for a capex of ~“Rs 1.4bn in 2HFY18, and
Rs 1.5-2.0bn in FY19 for CSM and R&D. This helps
provide integrated, innovative and long-term solutions
to existing and future global customers across the
agrochem value chain.

Commercialisation of two to three new molecules
every year in the CSM segment, and a strong order
book (4.7x FY17 segmental revenues), will keep long-
term growth prospects robust. We remain positive on
Pl. Maintain BUY with a TP of Rs 830/sh (25x FY19E
EPS).

Highlights of the quarter

B Custom synthesis: Revenues came in at Rs 3.0bn
(-4.0%). The order book remains strong at USD 1.0bn.

® Domestic agri-inputs: Revenues stood at Rs 2.5bn.
Three products were launched during 2QFY18.

®  Near-term outlook: A normal north-east monsoon and
improving reservoirs of water augur well for the
ongoing Rabi season.

(Rs mn) 2QFY18 2QFY17 YoY(%) 1QFY18 QoQ (%) FY16 FY17 FY18E  FY19E  FY20E
Net Sales 5,611 5,441 3.1 5,532 1.4 20,963 22,768 | 23,362 24,997 27,246
EBITDA 1,222 1,279 (4.5) 1,304 (6.3) 4,312 5,533 5,476 5,936 6,535
APAT 803 1,014 (20.8) 1,001 (19.8) 3,116 4,594 3,940 4,328 4,804
Diluted EPS (Rs) 5.8 7.4 (20.8) 7.3 (19.8) 22.6 33.4 28.6 315 34.9
P/E (x) 33.3 22.6 26.3 24.0 21.6
EV / EBITDA (x) 243 18.6 18.5 16.7 14.8
RoE (%) 30.1 32.8 22.1 20.4 19.3

Source: Company, HDFC sec Inst Research, * standalone

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO> & Thomson Reuters



[- PI INDUSTRIES : RESULTS REVIEW 2QFY18

INSTITUTIONAL RESEARCH

Quarterly Financials Snapshot (Standalone)

(Rs mn) 2QFY18 2QFY17 YoY (%) 1QFY18 QoQ (%)
Net Sales 5,611 5,441 3.1 5,532 1.4|
Revenue growth was Material Expenses 2,666 2,497 6.8 2,475 7.7
impacted, owing to decline in Traded Goods 248 247 0.6 254 (2.2)
exports (-4.0%) Employee Expenses 604 525 15.2 600 0.7
Other Expenses 871 894 (2.5) 899 (3.1)
EBITDA 1,222 1,279 (4.5) 1,304 (6.3)|
Depreciation 205 181 13.2 197 4.1
EBITDA was at Rs 1.2bn (-4.5% EBIT 1,017 1,098 (7.4) 1,107 (8.2)
YoY), owing to lower gross Other Income (Including EO ltems) 123 134 (8.2) 126 (2.5)
margin (-151bps) and higher Interest 12 13 (6.8) 14 (10.8)
employee costs (+15.2%) PBT 1,127 1,219 (7.5) 1,219 (7.6)
| Tax 324 205 58.0 218 48.6|
RPAT 803 1,014 (20.8) 1,001 (19.8)
EO (Loss) / Profit (Net Of Tax) - - - - -
APAT 803 1,014 (20.8) 1,001 (19.8)
AEPS (Rs/sh) 5.8 7.4 (20.8) 7.3 (19.8)
Source: Company, HDFC sec Inst Research
Margin Analysis
(% of Net Sales) 2QFY18 2QFY17 YoY (bps) 1QFY18 QoQ (bps)
| Material Expenses as % of Net Sales 47.5 45.9 162 44.7 277|
Lower gross margin and Traded Goods as % of Net Sales 4.4 4.5 (11) 4.6 (17)
higher employee costs were Employee Expenses as % of Net Sales 10.8 9.6 113 10.8 (7)
marginally offset by a drop in Other Expenses as % of Net Sales 15.5 16.4 (89) 16.3 (72)
other expenditures |EBITDA Margin (%) 21.8 23.5 (174) 23.6 (180)|
Net Profit Margin (%) 14.3 18.6 (431) 18.1 (378)
Tax Rate (%) 28.7 16.8 1,191 17.9 1,085

Source: Company, HDFC sec Inst Research
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Domestic business grew
(+13.0% YoY, 46% of revenue)
and was supported by post-GST
demand and launch of new
products

Order book in CSM remains
healthy

Uneven spread of rainfall led
to a marginal drop in Kharif
sowing at 104.1mn hectares,
with exceptions of Cotton
(+18.9%) and Sugarcane
(+9.3%) YoY

PI INDUSTRIES : RESULTS REVIEW 2QFY18

Quarterly Performance

Revenue Share Between Agri Inputs And CSM

Strengthening Margins
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CSM: Order Book And Quarterly Revenues

Source: Company, HDFC sec Inst Research

Kharif Crops Sowing As On 11-Aug-17 (Mn Hectare)

I Order Book (USS mn) —@— Quarterly Revenue (US$mn), RHS
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Crop Kharif-17 Kharif-16 % change
Rice 32.0 31.4 2.0%
Pulses 12.7 13.0 -1.6%
Coarse Cereals 16.8 17.0 -1.5%
Oilseeds 15.4 171 -9.9%
Sugarcane 5.0 4.6 9.0%
Jute & Mesta 0.7 0.8 -6.7%
Cotton 11.7 9.9 18.3%
Total 94.3 93.7 0.7%

Source: Company, HDFC sec Inst Research

Source: Ministry of agriculture, HDFC sec Inst Research
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Assumptions

Year End Mar (Rs mn) FY16 FY17 FY18E FY19E FY20E
Revenues
Agri-input 8,232 8,636 8,809 9,426 10,274
Custom-synthesis 12,735 14,128 14,552 15,571 16,972
Total 20,967 22,765 23,361 24,996 27,246
We expect healthy growth in YoY Growth (%)
both segments Agri-input 5.8 4.9 2.0 7.0 9.0
Custom-synthesis 9.6 10.9 3.0 7.0 9.0
Total 8.1 8.6 2.6 7.0 9.0
EBIDTA Margin (%) 20.5 24.2 23.4 23.7 24.0
Tax-rate will increase in FY18 Agri-input 19.0 19.0 19.0 19.0 19.0
owing to reduction in tax Custom-synthesis 21.4 27.4 26.0 26.5 27.0
benefit from the Jambusar
facility ’Tax Rate (%) 22.8 9.7 22.0 22.0 22.0
Cash conversion cycle (days) 74 91 100 100 100
Inventory (days) 69 69 70 70 70
Debtors (days) 69 68 80 80 80
Creditors (days) 64 46 50 50 50
Capex (Rs bn) 3.3 1.5 1.8 1.8 1.8
No change in estimates Source: Company, HDFC sec Inst Research

Change In Estimates

(Rs mn) FY1S8EOId  FY18E New % Ch (Rs mn) FY19EOId  FY19E New % Ch
Net Sales 25,214 23,362 (7.3) Net Sales 28,686 24,997 (12.9)
EBIDTA 5,975 5,476 (8.4) EBIDTA 6,786 5,936 (12.5)
APAT 4,505 3,940 (12.5) APAT 5,196 4,328 (16.7)
AEPS (Rs/sh) 32.7 28.6 (12.5) AEPS 37.8 31.5 (16.7)

Source: HDFC sec Inst Research
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Peer Valuation

Mcap CMP TP* EPS (Rs/sh) P/E (x) P/BV (x) ROE (%)

Ratin
(Rsbn) (Rs/sh) & (Rs/sh) | FY18E FY19E FY20E| FY18E FY19E FY20E| FY18E FY19E FY20E| FY18E FY19E FY20E

AGROCHEMICALS

UPL 410.6 813 NEU 780 40.1 49.0 58.1 20.3 16.6 14.0 4.6 3.8 3.1 24.8 24.9 24.3
Pl Industries 104.1 755 BUY 830 32.7 37.8 43.6 23.1 20.0 17.3 5.2 4.3 3.6 24.9 23.6 22.6
Rallis India 48.6 250 BUY 280 11.0 14.0 14.4 22.6 17.8 17.4 3.9 3.4 3.0 18.2 20.4 18.5
Dhanuka Agritech 325 662 NEU 780 284 354 40.2 234 18.7 16.5 5.3 4.4 3.7 24.5 25.8 24.7
Insecticides India 17.9 865 BUY 800 37.7 47.2 56.0 22.9 18.3 154 3.3 2.8 2.4 15.5 16.7 16.9

Source: Company, HDFC sec Inst Research, *As per last report published
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Pl INDUSTRIES : RESULTS REVIEW 2QFY18

Income Statement (Consolidated)

Balance Sheet (Consolidated)

(Rs mn) FYle FY17P FY18E FY19E FY20E
Net Revenues 20,963 22,768 23,362 24,997 27,246
Growth (%) 8.0 8.6 2.6 7.0 9.0
Material Expenses 11,585 11,632 12,089 12,858 13,927
Employee Expenses 1,931 2,226 2,329 2,491 2,697
Other Operating Expenses 3,135 3,378 3,467 3,713 4,087
EBIDTA 4,312 5,533 5,476 5,936 6,535
EBIDTA Margin (%) 20.6 24.3 23.4 23.7 24.0
EBIDTA Growth (%) 15.7 28.3 (1.0) 8.4 10.1
Depreciation 543 730 818 866 925
EBIT 3,770 4,802 4,658 5,070 5,609
Other Income (Including EO Items) 355 366 439 514 583
Interest 96 72 51 40 33
PBT 4,028 5,096 5,047 5,544 6,159
Tax 913 501 1,106 1,216 1,355
Share Of Profit/(loss) Of Associate - (2) - - -
RPAT 3,116 4,594 3,940 4,328 4,804
EO (Loss) / Profit (Net Of Tax) - - - - -
APAT 3,116 4,594 3,940 4,328 4,804
APAT Growth (%) 26.7 47.5 (14.2) 9.8 11.0
AEPS 22.6 334 28.6 31.5 34.9
AEPS Growth (%) 26.7 47.5 (14.2) 9.8 11.0

Source: Company, HDFC sec Inst Research

(Rs mn) FY16 FY17P FY18E FY19E FY20E
SOURCES OF FUNDS

Share Capital 137 138 138 138 138
Reserves 11,572 16,134 19,287 22,828 26,661
Total Shareholders Funds 11,709 16,272 19,425 22,966 26,799
Long-term Debt 1,224 830 630 530 430
Short-term Debt 291 271 271 271 271
Total Debt 1,516 1,101 901 801 701
LT Provisions & Others 286 399 399 399 399
Net Deferred Tax Liability 353 - - - -
TOTAL SOURCES OF FUNDS 13,864 17,772 20,725 24,166 27,899
APPLICATION OF FUNDS

Net Block 8,742 9,450 9,808 10,697 11,453
CWIP 713 773 1,400 1,400 1,400
Investments 3 9 9 9 9
LT Loans & Advances 39 28 28 28 28
Other Non-current Assets 429 575 575 575 575
Total Non-current Assets 9,926 10,835 11,819 12,709 13,465
Inventories 3,948 4,320 4,480 4,794 5,225
Debtors 3,978 4,237 5,124 5,482 5,972
Cash & Equivalents 560 2,151 3,364 5,466 7,861
Other Current Assets 1,075 1,472 1,469 1,469 1,469
Total Current Assets 9,560 12,179 14,437 17,212 20,527
Creditors 3,661 2,878 3,185 3,409 3,732
Other Current Liabilities & Provns 1,961 2,364 2,346 2,346 2,361
Total Current Liabilities 5,622 5,242 5,531 5,755 6,094
Net Current Assets 3,938 6,937 8,906 11,456 14,434
TOTAL APPLICATION OF FUNDS 13,864 17,772 20,725 24,165 27,899

Source: Company, HDFC sec Inst Research
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Cash Flow (Consolidated)

Pl INDUSTRIES : RESULTS REVIEW 2QFY18

(Rs mn) FY16 FY17P FY18E FY19E FY20E
Reported PBT 4,028 5,096 5,047 5,544 6,159
Non-operating & EO items (355) (366) (439) (514) (583)
Interest expenses 96 72 51 40 33
Depreciation 543 730 818 866 925
Working Capital Change (162) (1,783) (756) (448) (582)
Tax Paid (913) (501) (1,1206) (1,216) (1,355)
(OPERATING CASH FLOW (a) 3238 3248 3613 4272 4,597
Capex (3,278) (1,499) (1,782) (1,750) (1,672)
Free cash flow (FCF) (41) 1,749 1,832 2,522 2,925
Investments 2 (5) - - -
Non-operating Income 355 366 439 514 583
Others (2) 5 - - -
INVESTING CASH FLOW (b)) (2,924) (1,133) (1,342) (1,236) (1,089)
Debt Issuance/(Repaid) 430 (415) (200) (100) (100)
Interest Expenses (96) (72) (51) (40) (33)
FCFE 293 1,263 1,581 2,382 2,791
Share Capital Issuance - - - - -
Dividend (523) (675) (699) (769) (857)
Others - - - - -
FINANCING CASH FLOW (c) (189) (1,162) (950) (909) (990)
NET CASH FLOW (a+b+c) 125 954 1,321 2,127 2,518
EO Items, Others 94 637 (108) (25) (123)
Closing Cash & Equivalents 560 2,151 3,364 5,466 7,861

Source: Company, HDFC sec Inst Research

Key Ratios

FY16 FY17P FY18E FY19E FY20E
PROFITABILITY (%)
GPM 44.7 48.9 48.3 48.6 48.9
EBITDA Margin 20.6 243 23.4 23.7 24.0
EBIT Margin 18.0 21.1 19.9 20.3 20.6
APAT Margin 14.9 20.2 16.9 17.3 17.6
RoE 30.1 32.8 22.1 20.4 19.3
Core RoCE 27.2 32.0 23.5 23.6 24.0
RoCE 26.6 30.0 21.0 19.7 18.8
EFFICIENCY
Tax Rate (%) 22.7 9.8 219 21.9 22.0
Asset Turnover (x) 1.7 1.5 1.2 1.1 1.1
Inventory (days) 69 69 70 70 70
Debtors (days) 69 68 80 80 80
Other Current Assets (days) 19 24 23 21 20
Payables (days) 64 46 50 50 50
Other Current Liab & Provi (days) 34 38 37 34 32
Cash Conversion Cycle (days) 59 77 87 87 88
Debt/EBITDA (x) 0.4 0.2 0.2 0.1 0.1
Net D/E 01 (0.1) (0.1) (02)  (0.3)
Interest Coverage 43.0 71.7 100.6 138.7 185.9
PER SHARE DATA
EPS (Rs/sh) 22.6 334 28.6 31.5 34.9
CEPS (Rs/sh) 26.6 38.7 34.6 37.7 41.6
BV (Rs/sh) 85.1 1183 1412 1669 194.8
DPS (Rs/sh) 3.1 4.0 4.1 4.5 5.1
VALUATION
P/E 33.3 22.6 26.3 24.0 21.6
P/BV 8.9 6.4 5.3 4.5 3.9
EV/EBITDA 24.3 18.6 18.5 16.7 14.8
OCF/EV (%) 3.1 3.2 3.6 4.3 4.8
FCF/EV (%) (0.0) 1.7 1.8 2.5 3.0
FCFE/Mar Cap (%) 0.3 1.2 1.5 2.3 2.7
Dividend Yield (%) 0.4 0.5 0.5 0.6 0.7

Source: Company, HDFC sec Inst Research
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PI INDUSTRIES : RESULTS REVIEW 2QFY18

Date CMP Reco Target

7-Oct-16 822 BUY 900

27-Oct-16 845 BUY 900

17-Feb-17 863 BUY 915

13-Apr-17 837 BUY 951

17-May-17 843 BUY 950

14-Aug-17 712 BUY 950

28-Oct-17 755 BUY 830
Rating Definitions
BUY : Where the stock is expected to deliver more than 10% returns over the next 12 month period
NEUTRAL : Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL : Where the stock is expected to deliver less than (-)10% returns over the next 12 month period
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