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Finolex Cables Ltd
Gearing up for sustainable growth 

Capital Goods Sharekhan code: FINCABLES

Reco/View: Buy  CMP: Rs. 565 Price Target: Rs. 660 
á Upgrade  Maintain â Downgrade

Finolex Cables’ standalone Q3 numbers exceeded ours and street estimates, led by strong volume growth in all 
its wires and cables product categories. The topline increased by 18% y-o-y to Rs. 1,150 crore (vs. our estimate of 
Rs. 1,125 crore). Electric cables reported growth of 14.6% y-o-y to Rs. 947 crore. Communication cables sales were 
up by 60% y-o-y to Rs. 147 crore. Sales from copper rods increased to Rs. 321 crore (+75.6% y-o-y), while the others 
(FMEG) segment reported flat revenue of Rs. 52 crore (up 3.9% y-o-y). In volume terms, electrical cables had strong 
volume growth of 24% y-o-y, while within communication cables, volume of metal-based products improved by 
27% and optic fibre cable (OFC) volumes grew by over 70% during the quarter. Volume growth in new products 
within the FMEG sector continued to be muted due to weak consumer sentiments and destocking in the case of 
fans due to expected changes in BEE Norms. GPM improved remarkably by 88 bps y-o-y/363 bps q-o-q to 22.4%. 
Operating profit grew by 30% y-o-y to ~Rs 141 crore. OPM was up by 111bps y-o-y to 12.3% (vs. our estimate of 
9.4%). Given strong operating performance and higher other income, net profit was up ~42% y-o-y to Rs. 135 crore.

Key positives

 � Volumes of electrical cables increased by 24% y-o-y in Q3FY2023. OFC volumes grew by over 70% during the 
quarter.

 � Gross margin and OPM improved considerably on a y-o-y and q-o-q basis, led by the decline in copper prices. 

 � Demand was strong from construction and realty segments. 

 � Net profit was driven by strong operating performance aided by higher other income.

Key negatives

 � Communication cables continued to have poor profitability with EBIT margin of 2.4%. 

 � Volume growth in the FMEG sector was affected by inflationary pressures, subdued consumer sentiments, and 
destocking in case of fans due to change in BEE norms.

 � EBIT margin of the other (FMEG) segment remained muted at 1% in Q3FY2023. 

Management Commentary

 � In volume terms, electrical cables increased by 24% y-o-y.  Volume of metal-based products improved by 27% and 
OFC volumes grew by over 70% during the quarter. 

 � The company is strengthening its dealer/distributor network and would be adding more retail touchpoints on a 
consistent basis.

 � Volumes in the electric cables segment were driven by the construction sector. Further, declining commodity 
prices led to higher demand. 

 � Demand was muted in new products within the FMEG sector, as inflationary pressures led to weak consumer 
sentiments. 

 � Given that copper prices went up on a q-o-q basis in Q3, the company took a price increase of 3-4%. In January 
2023 as well, the company hiked prices by another 5-6%.

Revision in estimates – We have maintained our estimates for FY2023-FY2025E. 

Our Call

Retain Buy with an unchanged PT of Rs. 660: Finolex’s performance has improved considerably in Q3FY2023 with 
strong sales and margin expansion at the gross as well as operating levels. This was driven by strong volume-led 
growth owing to sustained demand and declining commodity prices. We expect the company’s long-term growth 
momentum to continue, backed by demand from key sectors such as auto, construction, and industrials. Further, 
the government’s push and telecom players’ capex for OFC will aid business and boost demand for the company’s 
communication cables. The company has expanded wires and conduit pipes capacity, which would boost volumes 
going forward. Finolex’s debt-free balance sheet and strong cash position provide us comfort. The company’s focus 
on strengthening its dealer/distributor channels across geographies and enhancing its product availability is likely to 
yield desired results. With strong growth visibility and promising outlook, we retain our Buy rating on the stock with 
an unchanged SOTP-based price target (PT) of Rs. 660 (~14x its P/E on September FY2024E standalone Core EPS and 
30% holding company discount for its stake in Finolex Industries). We believe the dispute between promotors regarding 
control of the company is an overhang on the stock and resolution of the same would be a key upside catalyst.  

Key Risks
 � Any sharp increase or decrease in key raw-material (copper) prices would lead to volatility in the company’s 

margins. 

 � Weak demand in FMEG segment and inflationary pressures could affect earnings.

Valuation (Standalone) Rs cr

Particulars  FY22 FY23E FY24E FY25E

 Net sales      3,768      4,455            4,994            5,593 

 OPM (%)        11.0        11.2              12.1              12.5 

 Net profit          405         462               553               633 

 Growth y-o-y (%)        43.0        14.2              19.7              14.5 

 Adjusted EPS (Rs.)        26.5        30.2              36.2              41.4 

 P/E (x)              21.4              18.7              15.6              13.6 

 P/B (x)                2.6                2.4                2.1                1.9 

 EV/EBIDTA (x)              15.1              12.9              10.7                9.3 

 RoCE (%)              16.9              17.9              19.1              19.4 

Core RoE (%)              11.5              16.8              17.7              18.3 

Source: Company; Sharekhan estimates

Summary

 � We retain our Buy rating on Finolex Cables Limited (Finolex) with an unchanged PT of Rs. 660, given strong 
volume and margin recovery in Q3 and a healthy long-term outlook.

 � The company expects demand momentum to continue from the construction and realty segments for electric 
cables. OFC demand would be driven by increasing capex by telecom players and the government’s spend on 
5G. The company would achieve break even in the FMEG segment by FY23.

 � The company is strengthening its dealer/distribution network to increase its geographical reach, which shall 
lead to higher volumes going forward. 

 � We derive further comfort from commendable market share of 22% in wires, healthy cash, zero debt, and tight 
working capital management.
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Strong quarter led by robust volume growth and favourable product mix 

Finolex’s standalone Q3 numbers exceeded ours and street’s estimates, led by strong volume growth in all 

its segments except FMEG. The topline increased by 18% y-o-y to Rs. 1,150 crore (vs. our estimate of Rs. 1,125 

crore). Electric cables reported growth of 14.6% y-o-y to Rs. 947 crore. Communication cables sales were 

up by 60% y-o-y to Rs. 147 crore. Sales from copper rods increased to Rs. 321 crore (+75.6% y-o-y), while 

the others (FMEG) segment reported flat revenue of Rs. 52 crore (up 3.9% y-o-y). In volume terms, electrical 

cables had strong volume growth of 24% y-o-y, while within communication cables, volume of metal-based 

products improved by 27% and optic Fibre cable volumes grew by over 70% during the quarter. Volume 

growth in new products within the FMEG sector continued to be muted due to weak consumer sentiments 

and destocking in the case of fans because of expected changes in BEE norms. GPM was up by 88 bps y-o-y 

to 22.4%. Operating profit grew by 30% y-o-y to ~Rs. 141 crore. OPM was up by 111bps y-o-y to 12.3% (vs. our 

estimate of 9.4%). Given the strong operating performance and higher other income, net profit was up ~42% 

y-o-y to Rs. 135 crore.

Demand continues to be strong, strengthening its dealer/distributor base 

Demand for electric cables is likely to be strong from the construction and realty sectors. Further, momentum 

in industrial and automobile industries is also positive. The company’s FMEG business would grow with an 

improving demand environment. In the FMEG space, the company’s aim is to reach revenue of Rs. 500 crore 

over the next two years. The company’s FMEG division would achieve breakeven in FY2023, as its revenue 

crosses Rs. 200 crore. Lights, fans, water heaters, and PVC conduit contribute largely to FMEG revenue. The 

company also plans to introduce new products in this domain and has launched irons in January 2023. The 

company’s focus on improving its distribution network is yielding results, as it has gained larger geographical 

coverage contributing to increased revenues. The company aims to increase its retail touch points from the 

current 1,50,000 to ~2,00,000.

Finolex’s Q3Y2023 conference call and investor update highlights

 � Strong recovery in most of the product lines: This quarter, most of the product lines have shown strong 

volume growth. Therefore, the performance has reverted to pre-Covid levels. Although the volume 

increase is largely demand-driven, some of it is being led by the decline in commodity prices from their 

peak levels, which is encouraging buying.

 � Communication cables segment update: The company has annual contracts with telecom companies 

and has to absorb cost variation, which leads to volatility in margins. Metal-based communication cables 

have better margins. The company is bullish on its long-term prospects as the government’s planned 

capex on 5G over a period of time would be beneficial to this segment.  

 � FMEG segment update: The main products are fans and lights (70% of total sales) and water heaters. The 

company would achieve Rs. 200 crore revenue in FY2023, thereby breaking even this year. The company 

plans to achieve Rs. 500 crore of revenue in the next one to two years and then scale up significantly. The 

addition of new products such as irons and other products is likely to bring in incremental margins. The 

company is also likely to pursue inorganic growth in this segment and is looking at suitable opportunities. 

 � Capacity addition: The company is adding capacity in its existing plants and would be spending Rs. 200 

crore this year.

 � Gross margin expansion led by normalisation of inventory: Gross margin in Q2FY2023 dipped sharply 

due to high-cost inventory. However, since then, commodity prices have reduced. Therefore, inventory 

was normalised. The company is still offering some trade discounts that it had started during Covid-19 but 
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is slowly transitioning back to normalcy. 

 � 3-4% price hikes in Q3FY23: The company took one price hike of 3-4% across most of the product 

categories. Since January 2023, the company had two hikes of another 5-6%. 

 � EHV order book: Order book in the EHV segment is Rs. 350 crore and order booking has been fairly 

robust. 

 � Strengthening dealer/distribution network: The company is increasing its distributors and retailers’ 

strength in some of those geographies where it needs to penetrate further. The company is also focusing 

on increasing each retailers’ contribution to sales. The company also wants to capitalise on its brand 

equity by improving availability of its products. On pricing basis, the company’s average pricing for its 

products is similar to competitors. In 9MFY2023, sales from dealer/distributor is around Rs. 1,150 crore vs. 

Rs. 700 crore in 9MFY2022. 

 � Market share at 22% in the organised wire market: The company primarily focuses on wires and is not 

a very large player in the cables segment and, hence excluding cables, its share is 22% of the organised 

market. 

 � Geographical break-up of its retail presence: The south and west markets comprise 60% and north and 

east comprise 40% of its retail touch points.

Results (Standalone) Rs cr

Particulars  Q3FY23  Q3FY22  YoY%  Q2FY23  QoQ% 

Net Sales       1,150          973           18.2       1,091           5.5 

Operating Profit          141          109           30.0            93         52.1 

Other Income            33            19           77.4          106       (68.9)

Interest         0.13         0.09           44.4         0.13             -   

Depreciation            11            10           11.4            11           4.8 

PBT          163          117           39.1          188       (13.4)

Adjusted PAT          135            95           41.7          137         (1.4)

Adj. EPS (Rs.)           8.8           6.2           41.7           8.9         (1.4)

Margin (%)    BPS   BPS 

OPM         12.3         11.2           111           8.5         377 

NPM         11.7           9.8           194         12.5          (81)

Tax rate         17.2         18.7          (151)         27.4 (1,014)

Source: Company, Sharekhan Research
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Outlook and Valuation

n Sector View – Ample levers for long-term growth 

Domestic demand side is improving with unlocking, infrastructure, and construction back in action with labour issues 
largely resolved, which provides a positive outlook ahead. The wires and cables industry contributes 40-45% to 
India’s electrical equipment industry. In terms of volumes, the Indian wires and cables industry (including exports) has 
grown from 6.3 million km in FY2014 to 14.5 million km in FY2018, posting a ~23% CAGR over the period. The industry 
registered an ~11% CAGR in value terms, from Rs. 34,600 crore in FY2014 to Rs. 52,500 crore in FY2018. The C&W 
industry was expected to register a CAGR of 14.5% from Rs. 52,500 crore in FY2018 to Rs. 1,03,300 crore by FY2023. 
However, a slowdown in infrastructure growth and uncertainty in real estate will lead to moderation in growth for the 
C&W segment. The government has envisaged Rs. 111 lakh crore capital expenditure in infrastructure sectors in India 
from FY2020 to FY2025. Continued thrust of the government on infrastructure investment is expected to improve the 
demand environment for the W&C industry. The Indian FMEG industry has many growth opportunities, led by macro 
drivers such as evolving consumer aspirations, increasing awareness, rising income, rural electrification, urbanisation, 
and digital connectivity. Further, ongoing government programmes (Bharat Net Phase II) are expected to improve 
broadband connectivity and related technologies will continue to drive growth for communication cables.

n Company Outlook – Operations on an improving trajectory 

Demand for electric cables has normalised and communication cables are performing well and scaling up with an improving 
demand environment. Healthy operating cash flow generation, tight working capital management (policy of advance 
payments from dealers), and limited capex are expected to further build upon its cash reserves. The company also has the 
opportunity to increase market share organically as the pandemic has had a severe impact on unorganised sector players.

n Valuation – Retain Buy with an unchanged PT of Rs. 660

Finolex’s performance has improved considerably in Q3FY2023 with strong sales and margin expansion at the gross as 
well as operating levels. This was driven by strong volume-led growth owing to sustained demand and declining commodity 
prices. We expect the company’s long-term growth momentum to continue, backed by demand from key sectors such as 
auto, construction, and industrials. Further, the government’s push and telecom players’ capex for OFC will aid business 
and boost demand for the company’s communication cables. The company has expanded wires and conduit pipes 
capacity, which would boost volumes going forward. Finolex’s debt-free balance sheet and strong cash position provide 
us comfort. The company’s focus on strengthening its dealer/distributor channels across geographies and enhancing its 
product availability is likely to yield desired results. With strong growth visibility and promising outlook, we retain our Buy 
rating on the stock with an unchanged SOTP-based PT of Rs. 660 (~14x its P/E on September FY2024E standalone Core EPS 
and 30% holding company discount for its stake in Finolex Industries). We believe the dispute between promotors regarding 
control of the company is an overhang on the stock and resolution of the same would be a key upside catalyst.  

One-year forward P/E (x) band

 -

 7.0

 14.0

 21.0

 28.0

 35.0

Fe
b-

14

Au
g-

14

Fe
b-

15

Au
g-

15

Fe
b-

16

Au
g-

16

Fe
b-

17

Au
g-

17

Fe
b-

18

Au
g-

18

Fe
b-

19

Au
g-

19

Fe
b-

20

Au
g-

20

Fe
b-

21

Au
g-

21

Fe
b-

22

Au
g-

22

Fe
b-

23

1yr Fwd PE (x) Avg 1yr fwd PE Peak Trough

Source: Sharekhan Research



February 13, 2023 5

S
to

ck
 U

p
d

a
te

Powered by the Sharekhan
3R Research Philosophy

About company

Finolex is India’s largest and leading manufacturer of electrical and communication cables. The company 

offers a wide range of electrical and communication cables. The company’s wire and cable products are used 

in applications such as automobile, lighting, cable TV, telephone, and computers for industrial applications. 

Finolex has added electrical switches, LED-based lamps, fans, low-voltage MCBs, and water heaters to its 

product range.

Investment theme

Pick-up in capex in real estate, construction, industrials, and auto sector post COVID-19 is likely to lead to 

robust demand for housing wires and cables. Further, ongoing government programmes (Bharat Net Phase 

II) are expected to improve broadband connectivity and related technologies will continue to drive growth for 

communication cables. Moreover, a foray into FMEG products would aid revenue growth once the products 

reach a sizeable revenue. The company also plans to pursue inorganic opportunities to expand its product 

portfolio. 

Key Risks

 � Any sharp increase or decrease in key raw-material (copper) prices would lead to volatility in the company’s 

margins. 

 � Weak demand in some of the segments and inflationary pressures could affect earnings.

Additional Data

Key management personnel 

Mr. D.K. Chhabria Executive Chairperson

Mr. Mahesh Vishwanathan Deputy MD and CFO
Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)

1 Nippon Life India Asset Management Ltd. 4.42

2 HDFC Asset Management Co. Ltd. 2.30

3 L&T Mutual Fund Trustee 2.26

4 Franklin Resources Ltd. 2.17

5 Vanguard Group Inc. 1.88

6 DSP Investment Managers Pvt. Ltd. 1.88

7 BlackRock Inc. 0.97

8 Matthews International Capital Management LLC 0.96

9 Dimensional Fund Advisors 0.94

10 Tata Asset Management Pvt. Ltd. 0.58
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.



Understanding the Sharekhan 3R Matrix

Right Sector

Positive Strong industry fundamentals (favorable demand-supply scenario, consistent 

industry growth), increasing investments, higher entry barrier, and favorable 

government policies  

Neutral Stagnancy in the industry growth due to macro factors and lower incremental 

investments by Government/private companies

Negative Unable to recover from low in the stable economic environment, adverse 

government policies affecting the business fundamentals and global challenges 

(currency headwinds and unfavorable policies implemented by global industrial 

institutions) and any significant increase in commodity prices affecting profitability.

Right Quality

Positive Sector leader, Strong management bandwidth, Strong financial track-record, 

Healthy Balance sheet/cash flows, differentiated product/service portfolio and 

Good corporate governance.

Neutral Macro slowdown affecting near term growth profile, Untoward events such as 

natural calamities resulting in near term uncertainty, Company specific events 

such as factory shutdown, lack of positive triggers/events in near term, raw 

material price movement turning unfavourable

Negative Weakening growth trend led by led by external/internal factors, reshuffling of 

key management personal, questionable corporate governance, high commodity 

prices/weak realisation environment resulting in margin pressure and detoriating 

balance sheet

Right Valuation

Positive Strong earnings growth expectation and improving return ratios but valuations 

are trading at discount to industry leaders/historical average multiples, Expansion 

in valuation multiple due to expected outperformance amongst its peers and 

Industry up-cycle with conducive business environment.

Neutral Trading at par to historical valuations and having limited scope of expansion in 

valuation multiples.

Negative Trading at premium valuations but earnings outlook are weak; Emergence of 

roadblocks such as corporate governance issue, adverse government policies 

and bleak global macro environment etc warranting for lower than historical 

valuation multiple.
Source: Sharekhan Research 
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