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Pl Industries

Robust performance, QIP to meet inorganic growth aspirations

Pl Industries Limited (Pl Industries’) revenue grew at a robust 40.6% y-o-y
to Rs. 1,060 crore (16% ahead of our expectation of Rs. 914 crore). Strong
revenue growth momentum was led by a 23% y-o-y rise in exports and
a 76% jump y-o-y in domestic sales. A change in business mix (domestic
(including Isagro),exports) and product mix led to gross margin contraction
of 276 bps y-o-y to 42%, however gross profit increased by 31.9% y-o-y
to Rs. 446 crore. EBITDA margin rose by 140 bps y-o-y to 21.6% (28 bps
lower than our expectation of 21.9%) largely owing to operating leverage
as employee costs and other expenses fell by 85 bps and 331 bps y-o-y
to 9.3% and 11.1% of sales, respectively. Hence EBITDA rose by 50% y-o-y.
Better operating profit resulted in PAT being up by 43.2% y-o-y to Rs. 146
crore, however was restricted due to higher depreciation (up 44.7% y-o-y)
and interest expense (up 5x) which increased due to capacity expansions.
The company raised Rs. 2,000 crore through a QIP and expects the same to
be deployed in next 5-6 quarters as it eyes inorganic growth opportunities
to enhance technological capability, de-risk manufacturing concentration
in India and foray into pharma and speciality chemicals.

Key positives

+ Robust revenue growth momentum in both domestic and export business.

¢ Company raised Rs. 2,000 crore through QIP to meet inorganic growth
aspirations and fuel growth momentum.

Key negatives

¢ Gross margin shrunk as a result of a change in revenue mix and product
mix.

Our Call

Valuation: Retain Buy with revised PT of Rs.2,250: We revise our numbers
for FY2021E and FY2022E to factor in strong Q1 numbers and funds raised
through QIP and also introduce FY2023E numbers. We expect revenue and
earnings CAGR of 23.6% and 31.0%, respectively, during FY2020-FY2023E.
At CMP, the stock trades at 46.8x/37.2x/30.1xits FY2021E/FY2022E/FY2023E
earnings. With industry-leading return ratios, a healthy balance sheet and
strong earnings visibility, we expect the stock to continue to fetch premium
valuations. We reiterate our Buy rating on the stock with a revised PT of Rs.
2,250 per share.

Key Risks

¢ Delay in commissioning projects or execution of orders or delayed orders
by clients in the export business can affect revenue growth.

¢ Higher-than-normal time lag in passing on the increase in raw-material
prices could affect margins.

Valuation Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Revenue 2,841 3,367 4,253 5,257 6,361
OPM (%) 20.3 21.3 21.5 217 21.9
Adjusted PAT 410 455 657 827 1,024
% y-0-y growth 1.4 1.0 44 4 25.8 23.8
Adjusted EPS (Rs.) 29.8 331 43.5 547 677
P/E (x) 68.3 61.6 46.8 37.2 301
P/B (x) 12.3 10.7 5.9 5.2 4.5
EV/EBITDA (x) 48.3 394 320 25.4 20.6
RoNW (%) 19.5 18.6 16.9 14.9 161
RoCE (%) 249 226 19.3 17.8 19.9

Source: Company; Sharekhan Research
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Robust performance: Revenue grew at a robust 40.6% y-o-y to Rs. 1,060 crore (16% ahead of our expectation
of Rs. 914 crore). Exports grew by 23% y-o-y as a result of strong demand off-take for key commercialised
molecules, while domestic revenues grew by 76% y-o-y owing encouraging monsoon leading to early sowing
and increased contribution from Isagro brand sales. A change in business mix (Domestic: Exports: Isagro)
shrunk gross margins by 276 bps y-o-y to 42%, but gross profit increased by 31.9% y-o-y to Rs 446 crore.
EBITDA margin witnessed an improvement of 140 bps y-o-y to 21.6% (28 bps lower than our expectation of
21.9%) largely owing to operating leverage as employee costs and other expenses were lower by 85 bps and
331 bps, y-o-y to 9.3% and 11.1% of sales, respectively. Better operating profit resulted in PAT rising by 43.2%
y-o-y to Rs. 146 crore, but was restricted due to higher depreciation (44.7% y-o-y) and interest expense (up 5x)
which increased due to capacity expansion.

Cashflow generation remains strong, Outlook remains encouraging: The company has been generating
healthy free cashflows (of Rs 298 crore in Q1FY2021) led by effective working capital management led by
digital initiatives. Hence the company again turned net debt-free with a cash surplus of Rs. 98 crore. Capacity
utilisation across all manufacturing facilities has reached pre COVID-19 levels owing to healthy demand
offtake in both the domestic and export markets. The company has also filed seven new patent applications
during Q1FY2021 including an intermediary of COVID-19. Demand outlook remains robust in both domestic
(normal monsoon) and export (order book of $1.5 billion) market, also the company to launch 2 new products
in Q2/Q3 FY2021E. Management expect to achieve an over 20% growth in FY2021E. Also the company has
forayed in the pharma value chain by successfully developing and scaling up advanced intermediates for a
promising COVID-19 drug. The company has also formed two wholly owned subsidiaries in pharma to route
its diversification strategy as and when the inorganic growth opportunity materialises.

QIP to meet inorganic growth aspirations and help in diversification as well: During the quarter the company
raised Rs. 2,000 crore through a QIP allotting 13.61 million shares at Rs. 1,470/share. The fund raised will be
used to explore strategic growth initiatives both organic and inorganic. Fund raised through QIP is expected
to be deployed in the next 5-6 quarters, as the company eyes inorganic growth opportunities in areas such
as enhancement of technological capability, de-risking manufacturing concentration in India, and foraying
into pharma and speciality chemicals which is also expected to help in diversification.

Results Rs cr
Particulars Q1FY21 Q1FY20 YoY (%) Q4FY20 QoQ (%)
Net Sales 1,060 754 40.6 855 24.0
Material Cost 615 416 476 455 351
Gross Profit 446 338 31.9 400 1.3
Employee Expenses 99 77 28.9 95 4.5
Other Expenses 17 108 8.2 19 (1.7)
EBITDA 229 153 50.3 186 231
Other Income 8 12 (32.2) 7 20.6
Depreciation 43 30 447 44 (29
Interest 10 2 317.4 8 14.3
PBT 185 133 394 141 31.3
Tax 44 31 423 31 423
RPAT 146 102 43.2 110 32.5
EPS (Rs) 10.5 7.4 431 8.0 31.0
Margins (%) YoY (BPS) QoQ (BPS)
Gross profit margin 42.0 44.8 (276) 46.8 (477)
EBITDA margin 21.6 20.2 140 21.8 (15)
Net margin 137 13.5 25 12.8 89

Source: Company; Sharekhan Research
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Outlook

Consistently delivering robust performance: Demand environment remains encouraging in both domestic
(normal monsoons) and export markets (order book of $1.5 billion), guidance for an over 20%growth in each.
Commissioning of additional capacity and contribution from newly launched brands to fuel growth momentum.
The management maintains a capex guidance of Rs. 550-600 crore for FY2021E. Moreover, the fund raised
through the QIP to the tune of Rs. 2,000 crore is expected to be deployed in the next 5-6 quarters, as the
company is eyeing inorganic growth opportunities in areas such as enhancement of technological capability,
de-risking manufacturing concentration in India, and foray into pharma and speciality chemicals. This is also
expected to help company diversify its business.

Valuation

Retain Buy with revised PT of Rs. 2,250: We revise our numbers for FY2021E and FY2022E to factor in
strong Q1 numbers and funds raised through QIP and also introduce FY2023E numbers. We expect revenue
and earnings CAGR of 23.6% and 31.0%, respectively, during FY2020-FY2023E. At CMP, the stock trades
at 46.8x/37.2x/30.1x its FY2021E/FY2022E/FY2023E earnings. With industry-leading return ratios, a healthy
balance sheet and strong earnings visibility, we expect the stock to continue to fetch premium valuations. We
reiterate our Buy rating on the stock with a revised PT of Rs. 2,250 per share.

One-year forward P/E (x) band — Aggressive growth plans justify premium valuation
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About company

Incorporated in 1947, Pl Industries focuses on developing complex chemistry solutions in agri-sciences with
an integrated approach. The company currently operates a strong infrastructure setup, consisting of three
formulation facilities and nine multi-product plants under its three manufacturing facilities. These state-of-
the-art facilities have integrated process development teams with in-house engineering capabilities. The
company also maintains a strong research presence through its R&D facility at Udaipur and has a dedicated
team of over 250 scientists and chemists.

Investment theme

A strong CSM order book of >$1.5 billion at the end of QIFY2021 provides healthy revenue visibility.
Management foresees encouraging outlook for the CSM business, as business sentiments improve globally
for products, wherein the company operates. Management adopts aggressive expansion strategy (organic
= inorganic) to tap the healthy and encouraging demand environment both in domestic and export markets.
The company had outlined capex of Rs. 600 crore for FY2021E and has raised Rs 2000 crore through QIP to
meet its organic and inorganic growth aspirations in areas such as enhancement of technological capability,
de-risking manufacturing concentration in India, and foray into pharma and speciality chemicals.

Key Risks

¢ Delay in commissioning of projects or execution of orders or deferral of orders by clients in the CSM
business can affect revenue growth.

¢ Higher-than-normal time lag in passing on increased raw-material prices could affect margins.

Additional Data

Key management personnel

Narayan K. Seshadri Non-Executive & Independent Chairperson
Dr. Raman Ramachandran Managing Director & Chief Executive Officer
Mayank Singhal Executive Director

Rajnish Sarna Executive Director

Arvind Singhal Non-Executive - Non Independent Director
Subhash Anand Chief Financial Officer

Naresh Kapoor Company Secretary & Compliance officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Jackson National Asset Management 4.65
2 ICICI Prudential Asset Management 4.09
3 SBI LARGE MIDCAP FUND 3.67
4 Cartica Capital Ltd 318
5 SBI Funds Management Pvt Ltd 2.97
6 UTI Asset Management Co Ltd 171
7 Franklin Templeton Mutual 1.65
8 AXIS Asset Management Co Ltd 1.30
9 Stichting Depository Apg Emerging Market 1.28
10 Vanguard Group Inc 1.28

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
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