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Target price: Rs804

Earnings revision

(%) FY22E FY23E FY24E

Revenue 111 106 106
EBITDA 136 138 128
PAT 144 145 135

Target price revision
Rs804 from Rs833

Shareholding pattern

Jun Sep Dec

21 21 21
Promoters 63.3 63.3 629
Institutional
investors 155 153 18.6

MFs and others 7.1 6.6 8.2
Insurance Cos. 00 00 0.2
Flls 84 87 10.2
Others 212 214 185

Source: BSE
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Prince Pipes and Fittings BUY
Maintain

Bright outlook; near-term headwinds likely Rs653

We reiterate our BUY rating on Prince Pipes and Fittings (PRINCPIP) post our
interaction with management and continue to believe it will be a beneficiary of
growing demand for pipes, though the near-term demand environment remains
tepid. Management highlighted demand for plumbing pipes remains strong in the
ongoing quarter (barring covid impact in early January) but agri demand is yet to
pick up. The company is hopeful of demand from agri segment (~25-30% of
revenues) from 3" week of March. Management indicated near-term margins may
remain subdued due to high cost of PVC inventory carried over from Q3 and only
partial pass on of increased CPVC cost in the ongoing quarter (Q4FY22). Despite
near-term hiccups, PRINCPIP management expects to grow volumes at 10-15%
over medium term. Also, with product mix moving towards plumbing pipes, which
have a superior margin profile, management indicated structurally operating
margins are on an upward trajectory over the medium term and believes 13-15%
margins are sustainable. We tweak estimates for FY22-FY24E by 3-4% but
maintain BUY rating with revised Mar’23E target price of Rs804 (earlier: Rs833).

» Pipe volumes to grow in double digit over medium term: PRINCPIP
management aims to grow pipe volumes at 10-15% CAGR over medium term aided
by pick-up in housing market. The company, in order to further capture market
share, has been expanding its product portfolio and distribution reach with a focus
on branding. It believes post the expansion of Telangana plant by end-
FY22/Q1FY23, it will be able to better cater to the southern markets due to localised
presence which should enable higher volume growth going ahead. Also, enhanced
focus on B2B sales will aid better volume traction going ahead. However, near-term
volume growth may be tepid due to high base YoY (Q4FY21 volume growth was
25.7% YoY) and continued demand sluggishness from agri sector in peak quarter.

» Operating margins sustainable at 13-15% in medium term: Management
indicated continued structural improvement in operating margins from historical
levels going ahead due to increased contribution from the high-margin plumbing
segment. The company targets to do operating margins of ~13-15% in medium term
driven by better product mix. PRINCPIP’s margins, however, may be impacted over
the next 1-2 quarters due to higher cost of PVC inventory carried over from Q3FY22
and only partial pass on of increased CPVC cost in the ongoing quarter (Q4FY22).

» Valuations and view: We tweak estimates for FY22-24E by 3-4%, factoring in lower
margins, but continue to like PRINCPIP for its long-term growth prospects due to
comprehensive product portfolio, focus on enhancing distribution reach and
emphasis on branding. Maintain BUY with revised Mar'23E target price of Rs804,
set at 30x FY24E P/E. Key risks to our call: 1) Slowdown in housing market, 2) sharp
fall in raw material prices will impact profitability.

Market Cap Rs71.8bn/US$940mn  Year to Mar FY21 FY22E FY23E FY24E
Bloomberg PRINCPIP IN Revenue (Rs mn) 20,715 25,510 28,696 31,352
Shares Outstanding (mn) 110.0 EBITDA(Rs mn) 3,616 3,827 4,246 4,677
52-week Range (Rs) 859/405  Net Income (Rs mn) 2,218 2,271 2,603 2,962
Free Float (%) 371 EPS (Rs) 20.1 20.5 23.5 26.8
FIl (%) 10.2 % Chg YoY 97.2 24 14.6 13.8
Daily Volume (US$'000) 3,970 P/E (x) 32.5 31.8 27.7 244
Absolute Return 3m (%) (9.6) EVIE (x) 19.6 18.6 16.5 14.6
Absolute Return 12m (%) 51.8 Dividend Yield 0.5 0.6 0.7 0.8
Sensex Return 3m (%) (1.7)  RoCE (%) 19.4 18.8 18.4 18.2
Sensex Return 12m (%) 14.0 RoE (%) 23.6 19.9 19.4 18.9

Please refer to important disclosures at the end of this report
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Key charts
Chart 1: Revenue CAGR of 15% over FY21-FY24E Chart 2: Volume CAGR of 8% over FY21-FY24E
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Chart 3: Realisation to remain elevated Chart 4: EBITDA margin to remain healthy over
FY22-FY24E due to better product mix
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Chart 5: EBITDA/kg expected to remain high
during FY22-FY24E

Source: Company data, |-Sec research

Chart 6: PAT expected to grow at 10% CAGR

during FY21-FY24E
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Chart 7: Prince spent ~Rs1.8bn on A&P during
FY17-FY21 resulting in strong branding

Chart 8: Distributor network enhanced ~2x during
FY17-21
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Chart 9: Prince to remain net debt free Chart 10: RoE to remain high
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Chart 11: Domestic PVC resin price on an uptrend

Source: Company data, I-Sec research

Chart 12: Global PVC resin prices are elevated
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Table 1: Change in estimates

New Previous Change (%)
Rs Mn FY22E FY23E FY24E FY22E FY23E FY24E FY22E FY23E FY24E
Revenue 25,510 28,696 31,352 25,782 28,876 31,547 -1.1% -0.6% -0.6%
EBIDTA 3,827 4,246 4,677 3,970 4,412 4,811 -3.6% -3.8% -2.8%
PAT 2,271 2,603 2,962 2,377 2,726 3,069 -4.4% -4.5% -3.5%

Source: Company data, I-Sec research
Valuations

PRINCPIP is among the top 5 players in India’s plastic piping industry. It has plants at
seven locations and manufactures pipes & fittings on a wide base of polymer resins
(CPVC, UPVC, HDPE, PPR). It also has multiple collaborations which enable it to
have a wider distribution reach (via UltraTech business solutions platform) and have a
secure CPVC supply (via Lubrizol), which will enable it to benefit from the growing
preference for organised players.

We cut our FY22-24E by 3-4%, factoring in lower margins. PRINCPIP is expected to
witness revenue/EBITDA/PAT CAGRs of 15%/9%/10%, respectively, over FY21-
FY24E with healthy return ratios (18.9% RoE in FY24E). Maintain BUY rating on the
stock with a revised Mar'23E target price of Rs804 (earlier: Rs833), set at unchanged
30x FY24E P/E (in-line with Supreme Industries’ target P/E).

Key risks

e Slowdown in housing market: Any unexpected demand slowdown in housing
market will adversely affect growth in the pipe segment.

e Sharp fall in PVC resin prices: A sharp and sudden fallen in PVC resin prices
will adversely affect the profitability of the company.

¢ Resurgence of pandemic: Any resurgence of covid pandemic may dampen
demand and thus negatively impact operational performance.

e Adverse product mix: Any change in product mix away from CPVC/plumbing
segment will adversely affect profitability.




Prince Pipes and Fittings, March 16, 2022 ICICI Securities

Financial summary

Table 2: Earnings statement
(Rs mn, year ending March 31)

Table 5: Cashflow statement
(Rs mn, year ending March 31)

FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E
Operating Income (Sales) 20,715 25,510 28,696 31,352 Operating Cashflow 2,909 2,953 3,411 3,833
Operating Expenses 17,099 21,684 24,450 26,675 Working Capital Changes 266 (982) (677) (448)
EBITDA 3,616 3,827 4,246 4,677 Capital Commitments (1,307) (2,150) (1,000) (1,200)
% margins 17.5% 15.0% 14.8% 14.9% Free Cash-flow 1,868  (179) 1,735 2,185
Depreciation & Amortisation 594 682 808 871 Cashflow from Investing
Interest Cost 207 132 72 48 Activities (8) . - -
Other II:]COme 176 90 114 202 |ssue of Share Cap|ta| - 107 - -
Recurring PBT 2,991 3,103 3,480 3,960 Inc (Dec) in Borrowings (1,746)  (152)  (200)  (200)
Less: Taxes 773 832 877 998 Dividend paid (385)  (443) (512)  (575)
Less: Minority _ _ _ _ Change in Deferred Tax
Interest/Extraordinary ltems Liability . - - .
Net Income (Reported) 2,218 2,271 2,603 2,962 Chg. in Cash & Bank
Net Income (Adjusted) 2,218 2,271 2,603 2,962 balance (271) (667) 1,023 1,410
Source: Company data |-Sec research estimates Source: Company data |-Sec research estimates
Table 3: Balance sheet Table 6: Key ratios
(Rs mn, year ending March 31) (Year ending March 31)
FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E
Assets Per Share Data (Rs)
Total Current Assets 9,857 10,508 12,483 14,802 EPS (Diluted Adjusted) 201 205 235 268
of which cash & cash eqv. 2,299 1,632 2,655 4,065 CEPS (Cash EPS) 254 267 309 347
Total Current Liabilities 4365 4,701 4,976 5,437 Dividend per share (DPS) 3.5 4.0 4.6 5.2
Net Current Assets 5,492 5,807 7,507 9,365 Book Value per share (BV) 944 1119 130.8 1524
Investments 15 15 15 15
Net Fixed Assets 5,765 7,233 7,425 7,754 Growth Ratios (%)
Other Assets 424 424 424 424 Operating Income 26.6 23.1 12.5 9.3
Total Assets 16,061 18,180 20,346 22,994 EBITDA 58.1 5.8 11.0 10.1
Adjusted Net Income 97.2 2.4 14.6 13.8
Liabilities EPS (Diluted Adjusted) 97.2 24 14.6 13.8
Borrowings 852 700 500 300
Total Liabilities 5,626 5,810 5,884 6,146 Valuation Ratios (x)
Equity Share Capital 1,100 1,106 1,106 1,106 P/E 325 318 277 244
Face Value per share (Rs) 10 10 10 10 P/ICEPS 257 244 212 188
Reserves & Surplus 9,335 11,265 13,356 15,743 P/BV 6.9 5.8 5.0 43
Net Worth 10,435 12,370 14,462 16,849 EV /EBITDA 19.6 18.6 16.5 14.6
Minority Interest - - - - EV / Operating Income 3.4 2.8 2.4 2.2
Total Liabilities &
Shareholders' Equity 16,061 18,180 20,346 22,994 Operating Ratios
Source: Company data |-Sec research estimates Other Income / PBT (%) 5.9 2.9 3.3 5.1
Effective Tax Rate (%) 25.8 26.8 252 252
NWC / Total Assets (%) 252 268 263 244
Table 4: Quarterly trend Net D/E Ratio (x) 01 01 -01 -02
Mar 21 June 21 Sept 21 Dec 21 Return/Profitability Ratios (%)
Net sales 7,614 3,306 7,610 6,640 Adi Net Income Marai 107 8.9 91 94
% growth (YoY 76.7 9.3 65.9 209 v gins ' : : :
growth (YoY) RoCE 194 188 184 182
EBITDA 1,468 413 1,227 1,111 R : ’ : )
. oE 23.6 199 194 18.9
EBITDA Margin (%) 19.3 12.5 16.1 16.7 Dividend Yield 05 06 07 08
Other income 45 22 15 17 lvidend Yield ' : ) :
; EBITDA Margins 17.5 15.0 14.8 14.9
Extraordinary ltems ) . ; ) Source: Company data |-Sec research estimates
Net profit 972 178 761 673 - Lompany

Source: Company data, I-Sec research
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