Pidilite Industries

Accumulate

View: Strong volume growth continues; margins expected to improve
Pidilite reported a 19.8% YoY revenue jump, with domestic volume rising
11%. This was driven mainly by a 13% increase in C&B volume, offset by a
2% volume de-growth in the industrial business. Given an unfavorable base
(+22%), a double digit growth in volume was satisfactory. However,
significant gross margin erosion of 620bps to 47.2% (lowest in 15 quarters)
due to high input costs and Rupee depreciation was sharper than expected.
Going ahead, we believe that volume growth is likely to remain robust,
despite aggressive competition, as the company has a strong brand
portfolio and better reach. Further, moderation in input costs (VAM prices
sub USD1000/ton vs USD1300/ton earlier), easing of currency impact, and
increase in realization (+5%) will improve margins. We thus believe
operating margins would normalize in the ensuing quarters. We revise our
EPS estimates downwards to ¥ 18.6 and ¥ 22.9 for FY19E and FY20E, and
introduced FY21 EPS at ¥ 26.9. Valuing the stock at 48x FY21E EPS (in line
with APL) to arrive at a TP of * 1,290. Maintain ACCUMULATE.

DART”

DOLAT ANALYSIS & RESEARCH THEMES
IN-DEPTH*PRECISE*ACTIONABLE

CMP 31,109
Target / Upside %1,290/ 16%
BSE Sensex 36,195
NSE Nifty 10,850
Scrip Details
Equity / FV ¥ 508mn /%1
Market Cap I 563bn
USS 8bn
52-week High/Low %1,211X 845
Avg. Volume (no) 603,146
NSE Symbol PIDILITIND
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Shareholding Pattern Dec'18(%)

Disappointing results amid input cost inflation Promoters 69.7
Pidilite’s revenues was in line with our estimates, but operating ME/Banks/Fls 7.7
performance was a miss. The company continued to post strong volume
growth (22%/13%/18%/10% in 3Q/4Q/1Q/2Q), benefiting from a gradual 1S e
improvement in the C&B business. In the domestic market, Public/Others 11.2
revenue/volume growth for the C&B segment was +17.3%/+13%.
However, Industrial segment’s revenue grew 5.8%, and volume declined  Valuation (x)
2%. Margins in C&B contracted by 500bps to 27.1%, while Industrial margin EY19E FY20E FY21E
eroded by 510bps to 11.9%. The company has raised prices by 5% in Q2 P/E s95 484 413
across its products and is confident about maintaining margins at 21-22%. : : :
EV/EBITDA 39.6 32.2 28.7
Rural growth could be a trigger for volume growth ROE (%) 24.5 25.5 25.1
The company’s volume rose by double digit for the sixth consecutive RroacE (%) 227 242 24.0
quarter, which indicates improved business conditions in the domestic
market. As paint companies have reported increased volume, we believe .
that better monsoons this season will lead to higher painting and repair Estimates R mn)
activities, which in turn would augment Pidilite’s sales. FY19E FY20E FY21E
Revenue 71,491 80,301 88,487
EBITDA 13,947 17,033 18,884
Q3FY19 Result (X Mn)
PAT 9,468 11,627 13,653
Particulars 3FY19 3FY18  YoY (% 2FY19 0Q (% z 186 29 269
Revenue 18,483 15,429 19.8 17,574 5.2 EPSR) i i i
Total Expense 15,116 11,727 28.9 13,926 8.5
EBITDA 3,368 3,703 (9.0) 3,648 (7.7)
Depreciation 321 292 9.7 316 1.6
EBIT 3,047 3,410 (10.7) 3,333 (8.6)
Other Income 307 195 57.7 276 11.0 VP Research: Sachin Bobade
Interest 62 41 51.1 60 3.2 Tel: +91 22 40969731
EBT 3,291 3,564 (10.7) 3,549 (7.3) E-mail: sachinb@dolatcapital.com
Tax 1,110 1,193 (6.9) 1,230 (9.8)
RPAT 2,093 2,333 (10.3) 2,463 (15.0) Associate: Nikhat Koor
APAT 2,093 2,333 (10.3) 2,463 (15.0) Tel: +91 22 40969764
(bps) (bps) E-mail: nikhatk@dolatcapital.com
Gross Margin (%) 47.2 53.4 (618) 49.4 (217)
EBITDA Margin (%) 18.2 24.0 (578) 20.8 (254)
NPM (%) 11.3 15.1 (380) 14.0 (269)
Tax Rate (%) 33.7 33.5 25 34.7 (94)
EBIT Margin (%) 16.5 221 (562) 19.0 (248) DOLATCAPITAL ~
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IB reported muted growth

Net Sales in IB grew by 1% during the quarter. Operations in Brazil (-4.9%) and USA
(-18.5%) operations reported de-growth. Nevertheless, operations in Bangladesh
(+9.4%), Sri Lanka (+14.9%) and Egypt (+7.0%) continue to report strong growth.
Domestic subsidiaries - Nina Waterproofing and Percept Waterproofing reported
robust growth of 33.5% and 49.0% during the quarter respectively whereas newly
acquired CIPY reported revenues of ¥ 400mn with I 59mn EBITDA.

Exhibit 1: Change in estimates

T Mn FY19E FY20E

New Previous Chg. (%) New Previous Chg. (%)
Revenue 71,491 70,698 1.1 80,301 79,419 1.1
EBITDA 13,947 14,418 (3.3) 17,033 17,276 (1.4)
EBITDA Margin (%) 19.5 20.4 21.2 21.8
PAT 9,468 9,789 (3.3) 11,627 11,792 (1.4)
EPS R) 18.6 19.3 (3.3) 22.9 23.2 (1.4)

Source: DART, Company

We have revised our margin estimates downward to capture the impact of increase
in RM prices and rupee depreciation. However, the downgrade is not significant as
compared to Q3 performance as the RM prices have eased out during Q4. We believe
that the RM conditions have improved significantly since Q3 which should help the
company to post better profitability. We have introduced FY21 earnings at ¥ 26.9 .
we believe that the margins would remain in 21-22% band considering price hikes
and favorable RM environment.
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Exhibit 2: Segmental Performance (Consolidated)

Net Sales (¥ mn) Q3FY19 Q3FY18 YoY (%) Q2FY19 QoQ (%)
Consumer Bazaar 15,974 13,086 221 15,146 5.5
Industrial 2,618 2,470 6.0 2,539 3.1
Others 183 134 36.1 174 5.1
Total 18,774 15,691 19.7 17,859 5.1
EBIT (X mn)

Consumer Bazaar 3,584 3,684 (2.7) 3,810 (5.9)
Industrial 309 418 (26.0) 420 (26.4)
Others (20) 4 NM (18) NM
Total 3,873 4,106 (5.7) 4,212 (8.0)
EBIT Margin (%) bps bps
Consumer Bazaar 22.4 28.2 (570) 25.2 (270)
Industrial 11.8 16.9 (510) 16.6 (470)
Others (11.1) 2.8 NM (10.2) NM
Total 20.6 26.2 (550) 23.6 (300)

Source: DART, Company

Exhibit 3: Segment Performance (Comparable Standalone)

Particulars (X mn) Q3FY19 Q3FY18 YoY (%)
Revenue

Consumer Bazaar 13,312 11,349 17.3
Industrial 2,592 2,450 5.8
Others 183 126 45.2
Total 16,087 13,925 15.5
EBIT

Consumer Bazaar 3,608 3,645 (1.0)
Industrial 309 418 (26.1)
Others (20) 5 NM
Total 3,897 4,068 (4.2)
EBIT Margin (%) bps
Consumer Bazaar 27.1 321 (500)
Industrial 11.9 17.1 (510)
Others (10.9) 4.0 NM
Total 24.2 29.2 (500)

Source: DART, Company
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Exhibit 4: Overseas Performance

Particulars (X mn)

Q3FY19 Q3FY18

YoY (%) Q2FY19 QoQ (%) Remarks

North America

Sargent Art, a division of Pidilite USA,

Revenue 212 260  (18.5) 275 (22.9) reported decline in sales and EBITDA in Q3
EBITDA (16.0) 22.0 NM 16.0  (200.0) due to reduction in demand of products for
EBITDA Margin % (7.5) 8.5 5.8 adult colouring segment.
South America
Revenue 232 244 (4.9) 215 7.9=  Pulvitec do Brasil sales declined due to
EBITDA 9.0 13.0 (30.8) 5.0 80.0 competitive pressure in key products.
EBITDA Margin % 3.9 5.3 2.3
Middle East & Africa = Egypt reported sales growth for Q3. EBITDA
Revenue 328 311 5.5 321 2.2 declined mainly due to higher material cost.
EBITDA (28.0)  (31.0) NM  (14.0) NM® Pidilite MEA Chemicals posted decline in
o EBITDA losses due to higher sales and
EBITDA Margin % (8.5)  (10.0) (4.4) control on expenses.
SAARC = The subsidiaries in Bangladesh and Pidilite
Revenue 372 334 11.4 304 22.4 Lanka reported good sales growth.
EBITDA 47.0 47.0 0.0 25.0 88.0= EBITDA of Pidilite Lanka declined due to
EBITDA Margin % 12.6 14.1 8.2 higher input costs and forex losses.
Thailand o . .
= The subsidiaries in Thailand reported
Revenue 195 177 10.2 127 53.5 reasonable sales growth
EBITDA 19.0 280  (32.1) (1.0) NM ™ EBITDA of subsidiaries in Thailand declined
t of high terial cost.
EBITDA Margin % 9.7 158 0.8) on account of higher material cos

Source: DART, Company

Exhibit 5: Trend in Operating Performance

Exhibit 6: Domestic Volume Growth (%)
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Concall Highlights

VAM prices in Q3FY19 averaged USD 1,300 and are now below USD 1000
levels.

During the quarter, Nina has made a provision of ¥ 44mn against fixed
deposits aggregating to ¥ 88mn, placed with IL&FS group. This led to 56% de-
growth at operating level. Excluding this provision, EBITDA growth of Nina
for the quarter stands at 9.3%.

No significant competitive pressure from Fevikwik observed
Upstocking in Q3 due to price hike in December’18.

Company has taken price hike of 1.5-2% in Q3 (~3.5% in Q2FY19) which are
sufficient to maintain margins at near normal levels.

The company has indicated market share from unorganized players and
peers in some categories

Industrial segment slowdown due to subdued demand from leather and
textile industry

Company expects to reasonably improve its margin figures led by price hikes,
moderation in input costs and a stable rupee

Pidilite is not considering major price hikes in Q4FY19.

Expects steady volume growth, but is cautious on macro factors

January 24, 2019
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Profit and Loss Account

(X Mn) FY18A FY19E FY20E FY21E
Revenue 60,784 71,491 80,301 88,487
Total Expense 47,372 57,545 63,267 69,603
COGS 28,877 35,710 39,239 43,000
Employees Cost 7,124 8,277 9,213 10,257
Other expenses 11,371 13,558 14,815 16,346
EBIDTA 13,412 13,947 17,033 18,884
Depreciation 1,199 1,258 1,278 268
EBIT 12,213 12,689 15,756 18,616
Interest 155 215 220 220
Other Income 1,484 1,380 1,488 1,607
Exc./ E.O. items 0 0 0 0
EBT 13,542 13,853 17,024 20,003
Tax 3,927 4,433 5,448 6,401
RPAT 9,661 9,468 11,627 13,653
Minority Interest (46) (48) (51) (51)
Profit/Loss share of associates 0 0 0 0
APAT 9,661 9,468 11,627 13,653
Ellance Sheet

(X Mn) FY18A FY19E FY20E FY21E
Sources of Funds

Equity Capital 508 508 508 508
Minority Interest 1,750 400 400 400
Reserves & Surplus 35,233 41,136 48,901 58,693
Net Worth 35,740 41,644 49,409 59,200
Total Debt 1,225 1,754 1,754 1,754
Net Deferred Tax Liability 1,107 1,107 1,107 1,107
Total Capital Employed 39,822 44,905 52,670 62,461
Applications of Funds

Net Block 13,421 14,163 16,385 19,617
CwiIp 2,277 4,500 4,500 4,500
Investments 1,060 1,187 1,330 1,489
Current Assets, Loans & Advances 33,990 37,253 44,006 51,661
Inventories 8,043 8,993 10,104 11,135
Receivables 9,381 10,753 12,080 13,314
Cash and Bank Balances 1,634 1,215 4,011 7,703
Loans and Advances 2,000 2,700 2,700 2,700
Other Current Assets 1,782 1,885 1,999 2,124
Less: Current Liabilities & Provisions 10,926 12,199 13,550 14,806
Payables 5,438 4,692 5,271 5,810
Other Current Liabilities 5,488 7,506 8,279 8,996
Net Current Assets 23,064 25,055 30,455 36,855
Total Assets 39,822 44,905 52,670 62,461

E — Estimates
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Important Ratios

Particulars FY18A FY19E FY20E FY21E
(A) Margins (%)

Gross Profit Margin 52.5 50.1 51.1 51.4
EBIDTA Margin 22.1 19.5 21.2 21.3
EBIT Margin 20.1 17.7 19.6 21.0
Tax rate 29.0 32.0 32.0 32.0
Net Profit Margin 15.9 13.2 14.5 15.4
(B) As Percentage of Net Sales (%)

COGS 47.5 49.9 48.9 48.6
Employee 11.7 11.6 11.5 11.6
Other 18.7 19.0 18.4 18.5
(C) Measure of Financial Status

Gross Debt / Equity 0.0 0.0 0.0 0.0
Interest Coverage 78.6 59.0 71.6 84.6
Inventory days 48 46 46 46
Debtors days 56 55 55 55
Average Cost of Debt 14.1 14.4 12.5 12.5
Payable days 33 24 24 24
Working Capital days 138 128 138 152
FAT/O 4.5 5.0 49 4.5
(D) Measures of Investment

AEPS (3) 19.0 18.6 22.9 26.9
CEPS () 21.4 21.1 25.4 27.4
DPS (3) 7.1 7.0 7.6 7.6
Dividend Payout (%) 37.2 37.6 33.2 28.3
BVPS (3) 70.4 82.0 97.3 116.6
ROANW (%) 27.4 24.5 25.5 25.1
ROACE (%) 25.2 22.7 24.2 24.0
ROAIC (%) 32.6 31.0 34.1 36.0
(E) Valuation Ratios

CMP (%) 1109 1109 1109 1109
P/E 58.3 59.5 48.4 41.3
Mcap (? Mn) 563,328 563,328 563,328 563,328
MCap/ Sales 9.3 7.9 7.0 6.4
EV 551,769 552,160 547,959 542,694
EV/Sales 9.1 7.7 6.8 6.1
EV/EBITDA 41.1 39.6 32.2 28.7
P/BV 15.8 13.5 11.4 9.5
Dividend Yield (%) 0.6 0.6 0.7 0.7
(F) Growth Rate (%)

Revenue 8.2 17.6 12.3 10.2
EBITDA 6.5 4.0 22.1 10.9
EBIT 6.7 3.9 24.2 18.2
PBT 8.9 2.3 22.9 17.5
APAT 11.9 (2.0) 22.8 17.4
EPS 11.9 (2.0) 22.8 17.4
Cash Flow

(? Mn) FY18A FY19E FY20E FY21E
CFO 4,586 7,739 11,925 13,007
CFI (445) (4,907) (5,047) (5,233)
CFF (3,506) (3,251) (4,082) (4,082)
FCFF 1,919 3,516 8,425 9,507
Opening Cash 999 1,634 1,215 4,011
Closing Cash 1,634 1,215 4,011 7,703

E — Estimates
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DART RATING MATRIX

Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0to 10%
Sell < 0%
Rating and Target Price History
® ) Month Rating TP R) Price (%)
PIDI Target Price Nov-17  Accumulate 863 821
1,270 1 ‘ Jan-18 Accumulate 956 877
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Aug-18 Accumulate 1,251 1,123
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