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July 23, 2020

Satisfactory performance amid lockdown...

Polycab reported a satisfactory performance amid the Covid induced
lockdown in Q1FY21 wherein it lost almost 40 days of its sales. Consolidated
revenue fell 50% YoY in Q1FY21 led by a similar decline in revenue of its
core business i.e. wire & cable. While cable demand remained muted
throughout the quarter, the housing wire segment (~45% of total wire &
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cable segment) witnessed strong double digit growth in June led by pent up Particular Amount
demand and pre-stocking due to price hike. Despite such a challenging Market Cap (XCrore) 12,252.7
scenario, gross margins increased ~50 bps YoY while EBITDA margin was Total Debt (FY 20) (XCrore) 152.3
at ~6% (down ~560 bps YoY), mainly due to low operating leverage. The Cash & Inv (FY 20) (XCrore) 276.0
management has indicated at demand improvement on a month on month EV (XCrore) 12,129.1
basis post relaxation of lockdown. While the plant utilisation has reached 50- 52 ","eek H,/L 1180/525
60% currently, the company reported a marginal growth in revenue for July Egz:yvzfup:?% (RCrore) “:g'g

2020 (as on date). The company also increased its focus towards export
markets and recorded export revenue growth of 116% in Q1FY21. The
export revenue contribution to total topline increased to 10% in Q1FY21 vs.
2% in Q1FY20. We maintain our positive stance on the stock, considering
Polycab’s strong fundamentals (that will help it to recoup its lost sales swiftly
with a recovery in business activities) and stringent working capital
management to reduce the risk on the balance sheet.

Signs of recovery on month on month basis

With sales loss for almost 40 days in Q1FY21, the company witnessed a
demand recovery on a month-on-month basis. It operated at plant utilisation
of ~50-60% supported by pent up demand in the housing wire segment and
rising business opportunities on the export front. Despite nil sales from
Dangote project, Polycab posted robust growth of 116% YoY in export
revenue in Q1FY21 led by good demand traction in US, Australia. We model
revenue CAGR of ~5% for FY20-21E led by FMEG segment revenue CAGR
of 14% and wire & cable segment revenue CAGR of 3% in the same period.

Significant cost rationalisation during lockdown

The company has taken significant steps to rationalise fixed cost like lower
variable pays & incentives and other costs. This, along with low
advertisement expenditure (down 92% YoY) helped in clocking EBITDA
margin of ~6% YoY in a period of lower sales. We believe operating margins
will improve gradually in coming quarters with increase in plant utilisation.

Valuation & Outlook

We believe Polycab’s Q1FY21 performance was satisfactory despite such
challenging demand conditions. Strong balance sheet, market leadership
position in wire & cable business and profitable growth in FMEG segment in
coming quarters would help drive the future growth of Polycab. We have
revised our revenue, earning estimate up by 5% and 4% respectively for
FY22E. We reiterate BUY with a revised TP of ¥ 950 (valuing at 17x FY22E).

§ Key Financial Summary

Key Highlights

®  Export revenue grew 116% YoY
in  Q1FY21.
export revenue to total revenue
increased from 2% in Q4FY20 to
10% in Q1FY21

Contribution of

®  Gross margin expanded 50 bps
YoY in Q1FY21. Significant cost
rationalisation to safeguard

margins

® Maintain BUY rating on stock
with revised target price of
% 950/share

Research Analyst
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sanjay.manyal@icicisecurities.com
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ICrore FY18 FY19 FY20E FY21E FY22E (CAGR 20-22E)
Net sales 6770.3 7956.0 8830.0 7764.0 9667.9 4.6
EBITDA 728.9 923.2 1135.0 900.6 1247.2 4.8
EBITDA Margin(% ) 10.8 11.6 12.9 11.6 12.9
Net Profit 358.6 500.5 765.6 628.5 825.0 3.8
EPS (3 25.4 35.4 51.4 42.2 55.4
P/E(x) 32.4 23.2 16.0 19.5 14.9
RoE (%) 15.3 17.6 20.0 13.9 17.0
RoCE (%) 20.9 28.3 26.5 16.8 22.2

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

Q1FY21 Q1FY20 YoY (%) Q4FY20 Qo Q (%) Comments

Revenue 976.6 1951.1 -49.9 2129.4 -54.1 Revenue impacted by lockdown in the month of April'20

Other Income 33.6 33.6 0.2 46.5 -28

Raw Material Exp 709.7 1427 8 50.3 1476.9 519 Bening raw.materlal prices results ~50 bps increase in
gross margin
Lower incentives and variable pays helped in saving

Employee cost 81.2 92.0 -11.7 89.9 -9.6 .
employee costin Q1FY 21

Adevertisement Exp 3.9 38.6 918 18.5 82,9 Rationalisation of Advertisement expenditure owing to
low demand

Freight and forwarding Exp 26.5 43.3 -38.9 49.9 -47.0

Other Expenditure 98.5 126.0 -21.8 193.6 -49.1

Total Expenditure 919.1 1727.7 -46.8 1828.8 -49.7

EBITDA 57.5 223.4 -74.3  300.6 -80.9

EBITDA Margin (%) 5.9 11.5 -556 bps 14.1 -823 bps Low operating leverage drags the EBITDA margins

Depreciation 44.3 38.5 15.0 42.2 5.0

Interest 16.3 12.1 34.6 15.9 2.3

Exceptional items -9.7 0.0 NM 0.0 NM Gains from previously help equity interestin Ryker

PBT 40.3 206.4 -80.5 288.9 -86.1

Total Tax 785 713 -210.0 68.0 -215.4 Net saving on tax frontis largely attributable to income
tax refund

PAT 117.6 135.3 -13.1  215.1 -45.4

Key Metrics *
Domestic sales were largely hit by nationwide
lockdow n. Domestic distribution channel sales (wire
Wires & Cables 825.2 1,637.5 -49.6 1,860.5 -55.6 segment) were half of last year w hile institutional
business was impacted severely due to covid-19
related lockdow ns
Faster recovery witnessed in the lighting and agro
pumps. However Fans was impacted due to lower

FMEG 137.8 24041 -42.6 183.3 -24.8
offtake in the month of Apriland May (typically key
summer stocking periods)

Copper 15.0 NA NA NA NA The company has started reported revenue from Ryker
from current quarter

Others 53.4 122.6 56.4 1592 66.5 Segment perfomance was impacted due to stalled

execution on account of lockdown

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

[ crore) FY21E FY22E Comments

old Actual % Chg old New % Chg
While FY21E will be a challenging year in terms of lower demand,
we believe a pick-up in construction activity coupled with

Revenue 7,745.1 7,764.0 0.2 9,199.2 9,667.9 5.1 . .
execution of strong export order would drive performance of the
company
EBITDA 890.7 900.6 1.1 1,195.9 1247.2 4.3
Various cost ratonalisation measures would help in a fast
EBITDA Margin (%) 11.5 11.6  10bps 13.0 129 -10bps o oUS & nalisat ures would help 1
recovery in margin
PAT 538.4 628.5 16.7 792.1 825.0 4.1
EPS (%) 36.2 42.2 16.7 53.2 55.4 4.2

Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

Current (%) Previous Comments
FY19E FY20E FY21E FY22E FY21E FY22E
We believe rising contribution of exports and recovery in construction activities would
lead to recovery in core business from FY22E onwards
Low base coupled with addition of new dealers would help drive growth in FMEG

Wire & Cable 14.0 8.6 (13.00 220 (12.0) 15.0

FMEG 346 30.7 (10.0) 45.0 (10.0) 45.0
segment
Copper NA 10.0 Na Na
Others 925 298 (18.0) 200 (14.0) 20.0 High-quality broadband services and laying optical fibre cables across the nation under

Bharat Net project would be key growth driver for project business

Source: Company, ICICI Direct Research

N
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Financial story in charts

ICICI Direct Research

Exhibit 4: Segment wise revenue contribution in FY16

Others
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FMEG
3%

Wire &
Cable
92%

Exhibit 5: Segment wise revenue contribution in FY20

Others
6%
Wire &
FMEG Cable
9% 85%

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 6: Well-spread distribution network Exhibit 7: Export revenue contribution in topline
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Source: Company, ICICI Direct Research
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Exhibit 8: Working capital cycle Exhibit 9: Return ratios profile
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Source: Company, ICICI Direct Research
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Exhibit 10: Wire & cable segment growth trend Exhibit 11: FMEG segment growth trend
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Exhibit 12: Other segment (largely EPC business) growth Ml Exhibit 13: Consolidated revenue growth trend
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Source: Company, ICICI Direct Research

Exhibit 14: Trend of gross margin and EBITDA margin Exhibit 15: PAT growth trend
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Conference call highlights

Wire & cable segment

e Segment revenue declined 51% YoY in Q1FY21. Domestic sales
were impacted by the nationwide lockdown

e Institutional sales were impacted adversely due to delay in order
finalisation

e Housing wires business (~45% of total wire & cable sales) witnessed
double digit growth in June supported by pent up demand and pre-
stocking due to price hikes

o Dangote project linked sales were nil in Q1. Despite this, the export
revenue grew 116% YoY due to increased business opportunities in
developed countries like the US and Australia

e Export contribution to overall sales increased to 10% in Q1FY21 (2%
in Q1FY20)

e Segment adjusted EBIT margin declined to 3.1% in Q1FY21 vs.
11.6% and 15.2% in Q1FY20 and Q4FY20, respectively

FMEG segment

e The FMEG segment declined 43% YoY in Q1FY21. The company
witnessed pent up demand in the FMEG business during June 2020

e FMEG contribution to overall sales increased 177 bps YoY to 14% in
Q1FY21

e Lighting and agro pumps saw a better recovery. Fans were impacted
as April and May are typically key summer stocking periods

e Segment EBIT slipped into the red at ~X 6 crore due to low operating
leverage. EBIT margin increased from 1% in FY19 to 2.1% in FY20

EPC segment

e Segment revenue in Q1FY21 declined 61% YoY. Operating
profitability was higher at 14.4%

e Annual sustainable operating margin in this business is expected to
be in high single digits over the mid to long term

Others

e Overall capacity utilisation is hovering around 50-60%

e While the dealer network in hon-containment zones is operational,
dealers in containment zones are facing problems due to lockdown

e While the business recovery rate in tier 1 cities is ~80%, the metro
regions business recovery rate is struggling at 40% due to
intermediate lockdown by local authorities

e The company is working on various cost optimisation initiatives to
improve operating leverage

e Future advertisement expenditure would be depending on demand
conditions

e Export revenue is expected to be ~10%, going ahead

e Capex would be ~% 200 crore in FY21 of which ~35% would be
towards augmenting FMEG capacities

e Net cash of ~ % 200 crore by the end of June 2020

e The company has a total dealer network of ~3500 with ~130000
retail touch points. The focus is to increase the reach in semi urban
and rural India where the company has a limited reach. Over the
years, the company’s exposure to metro cities has reduced from
60% to 45%

ICICI Securities | Retail Research 5
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Exhibit 16: Historical price trend
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Source: Bloomberg, Company, ICICI Direct Research

Exhibit 17: Shareholding Pattern

(in %) Jun-19 Sep-19 Dec-19 Mar-20 Jun-20
Promoter 68.7 68.7 68.6 68.6 68.5
Fll 3.3 3.8 NA 4.9 4.5
]| 4.4 4.2 NA 2.8 2.6
Others 23.6 23.3 31.4 23.7 24.4

Source: Company, ICICI Direct Research
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Financial summary

Profit and loss statement < crore
(Year-end March FY19 FY20E FY21E FY22E
Revenue 7,956.0 8,830.0 1,764.0 9,667.9
Growth (%) 17.5 11.0 -121 245
Raw material expe 5,374.6 5,626.6 4,930.1 6,090.8
Employee expense 300.2 365.7 372.7 406.1
Advertisement & P 96.6 108.7 62.1 135.4
orwarding expens: 149.9 189.7 155.3 212.7
Other expenses 520.1 662.2 698.8 773.4
Total Operating Ex 7,032.8 7,694.9 6,863.4 8,420.8
EBITDA 923.2 1,135.0 900.6 1,247.2
Growth (%) 26.7 22.9 -20.7 38.5
Depreciation 141.4 160.9 178.6 213.7
Interest 116.7 49.5 70.7 24.3
Other Income 93.3 92.8 69.9 82.2
PBT 758.4 1,017.4 730.9 1,091.3
Total Tax 255.8 244 4 95.0 261.9
PAT 500.5 765.6 628.5 825.0
Growth (%) 39.6 53.0 -17.9 31.3
Source: Company, ICICI Direct Research

Exhibit 19: Balance sheet < crore
(Year-end March) FY19 FY20E FY21E FY22E
Liabilities

Equity Capital 141.2 148.9 148.9 148.9
Reserve and Surplus 2,705.7 3,682.1 4,323.9 4,706.0
Total Shareholders func  2,847.0 3,831.0 4,472.8 4,854.9
Total Debt 192.0 152.3 202.3 122.3
Other non current liabili 57.2 49.6 51.6 56.6
Total Liabilities 3,096.2 4,032.9 4,726.7 5,033.8
Assets

Gross Block 1,785.9 2,093.1 2,273.1 2,473.1
Less: Acc Depreciation 510.3 671.2 849.8 1,063.4
Total Fixed Assets 1,468.6 1,663.1 1,664.5 1,650.9
Investments 29.4 25.5 25.5 25.5
Inventory 1,995.8 1,925.0 2,127.1 2,383.9
Debtors 1,469.4 1,599.7 1,914.4 2,383.9
Loans and Advances 25.8 29.8 26.2 32.6
Other CA 256.7 345.6 303.9 378.4
Cash 317.6 276.0 353.7 139.1
Total Current Assets 4,065.3 4,176.0 4,725.3 5,317.8
Creditors 1,520.2 1,353.7 1,276.3 1,430.3
Provisions 37.1 49.4 46.6 52.2
Other CL 974.8 520.2 457.4 569.5
Total Current Liabilities 2,532.1 1,923.3 1,780.2 2,052.1
Net current assets 1,533.2 2,252.7 2,945.0 3,265.8
Other non currentasse 65.0 91.6 91.6 91.6
Total Assets 3,096.2 4,032.9 4,726.7 5,033.8

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research
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Exhibit 18: Cash flow statement < crore

(Year-end March)

Profit after Tax

Add: Depreciation

(Inc)/dec in Current Assets
Inc/(dec) in CL and Provisions
Others

CF from operating activities
(Inc)/dec in Investments
(Inc)/dec in Fixed Assets
Others

CF from investing activities
Issue/(Buy back) of Equity
Inc/(dec) in loan funds
Dividend paid & dividend tax
Others

CF from financing activities
Net Cash flow

Opening Cash

Closing Cash

FY19 FY20E FY21E
500.5 765.6 628.5
141.4 160.9 178.6
-738.6 -152.3 -471.6

1236.9 -608.8 -143.0
116.7 495 70.7
1257.0 2149 263.2
2.2 3.9 0.0
-277.0 -355.4 -180.0 -
-21.7  -34.2 2.0
-296.5 -385.8 -178.0 -
0.0 1.1 0.0
-535.7 -39.7 50.0
0.0 -1045 -71.5 -
-116.7 265.8 14.0 -
-652.4 129.2 -1.4 -
308.1 -41.6 77.7 -

10.7 317.6 276.0
317.6 276.0 353.7

FY22E
825.0
213.7

-807.1
271.8

24.3
527.7

Source: Company, ICICI Direct Research

Exhibit 20: Key ratios

(Year-end March) FY19 FY20E FY21E FY22E
Per share data (3
EPS 35.4 51.4 42.2 55.4
Cash EPS 45.5 62.2 54.2 69.8
BV 201.6 257.3 300.4 326.1
DPS 0.0 7.0 4.8 9.6
Operating Ratios (%)
EBITDA Margin 11.6 12.9 11.6 12.9
PAT Margin 6.3 8.7 8.0 8.5
AssetTurnover 4.5 4.2 3.4 3.9
Inventory Days 91.6 79.6 100.0 90.0
Debtor Days 67.4 66.1 90.0 90.0
Creditor Days 69.7 56.0 60.0 54.0
Return Ratios (%)
RoE 17.6 20.0 13.9 17.0
RoCE 28.3 26.5 16.8 22.2
RolC 22.4 24.7 16.1 20.1
Valuation Ratios (x)
P/E 23.2 16.0 19.5 14.9
EV /EBITDA 13.1 10.7 13.4 9.8
EV /Net Sales 1.5 1.4 1.6 1.3
Market Cap / Sales 1.5 1.4 1.6 1.3
Price to Book Value 4.1 3.2 2.7 2.5
Solvency Ratios
Debt/ Equity 0.1 0.0 0.0 0.0
Current Ratio 2.4 2.8 3.3 3.5
Quick Ratio 1.1 1.4 1.7 1.9
Source: Company, ICICI Direct Research
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Exhibit 21: ICICI Direct Coverage Universe (Consumer Discretionary)

Sector /Com pany CMP M Cap EPS (3 P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

(3 TP(3 Rating (ICr) FY20EFY21EFY22EFY20EFY21EFY22EFY20EFY21EFY22EFY20EFY21EFY22EFY20EFY21EFY22E
Asian Paints (ASIPAl) 1,695 1,900 Hold 1,62,551 29.0 20.4 325 58.5 833 52.1 39.9 50.6 34.0 27.4 184 27.2 305 21.2 31.2
Astral Polytecnik (ASTF 940 900 Hold 14,162 16.6 14.2 20.0 56.7 66.0 46.9 27.8 30.4 23.3 20.5 16.3 20.2 16.6 12.6 15.4
Amber Enterprises (ANM 1,505 1,565 Hold 4,733 52.2 15.1 549 28.8 99.6 27.4 157 22.2 123 143 7.3 157 145 4.4 13.7
Bajaj Electricals (BAJEL 416 495 Buy 4,730 0.0 4.1 148 NM101.6 28.2 26.1 26.3 150 8.4 6.7 134 45 4.2 10.2
Berger Paints (BERPAI) 519 570 Hold 50,405 6.8 6.0 10.0 76.8 86.6 51.8 46.9 51.1 33.7 26.6 21.5 31.9 24.7 194 27.7
EsselPropack (ESSPRC 190 190 Hold 5518 6.7 6.0 7.9 284 31.7 24.1 103 10.0 8.4 156 13.9 159 143 115 14.2
Havells India (HAVIND) 585 575 Buy 36,498 11.7 7.8 13.2 498 747 443 29.0 36.8 23.3 19.6 14.0 21.2 17.0 11.2 171
KansaiNerolac (KANNE 449 415 Buy 24,198 99 7.8 10.4 45.2 575 43.1 26.6 31.2 24.1 17.6 145 17.9 14.1 11.1 13.7
Pidilite Industries (PIDINI 1,382 1,485 Hold 70,852 21.9 18.3 26.2 63.1 75.4 52.7 44.7 51.5 37.0 31.0 24.4 326 26.1 19.8 26.6
Polycab India (POLI) 823 950 Buy 12,253 51.4 42.2 554 16.0 19.5 14.9 10.7 134 9.8 26.5 16.8 22.2 20.0 13.9 17.0
Supreme Indus (SUPINC 1,161 1,040 Hold 14,748 38.5 36.8 27.6 39.7 31.6 420 15.1 183 13.9 225 157 21.1 20.7 15.0 19.5
Symphony (SY MLIM) 857 1,055 Buy 5,995 26.0 23.7 35.1 329 36.2 24.4 289 32.1 20.6 28.8 23.9 31.9 29.0 22.7 289
Time Techno (TIMTEC) 41 42  Hold 927 15 32 9.0 55 129 46 31 44 28 125 7.1 131 9.3 4.0 107
V-Guard Ind (VGUARD. 171 210  Buy 7,279 44 35 51 393 48.4 33.6 29.6 35.6 24.8 24.8 19.1 239 18.6 145 18.2
Voltas Ltd (VOLTAS) 595 635 Buy 19,679 158 9.5 214 37.8 62.6 27.8 25.1 46.0 20.3 19.5 11.2 20.1 13.0 7.2 149
Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 8
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬂICICI(m,m; com| 1 1 g
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a;ﬁmwaru 2012 A;L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Sanjay Manyal, MBA (Finance) and Hitesh Taunk, MBA (Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI
Securities Limited is a SEBI registered Research Analyst with SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance,
general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www .icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly
confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
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