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Pl Industries
Q4 margin disappoints; healthy growth guidance

Agri Chem Sharekhan code: PIIND
Reco/View: Buy © CMP: Rs. 3,273 Price Target: Rs. 4,200 ©
N Upgrade € Maintain /' Downgrade

Summary

+ QA4FY23 performance was a mixed bag as a 15% y-o-y growth in CSM revenues got offset by muted domestic
revenues and 260 bps miss in OPM at 21.9% (flat y-o-y). The consolidated PAT of Rs. 281 crore (up 37.3% y-o-y)
was 5% below our estimates of Rs. 294 crore as margin miss got partially offset by higher other income and
lower interest cost.

¢ CSM business revenue growth of 15% y-o-y to Rs. 1,281 crore was led by a 17% y-o-y growth from price/currency/
product mix and was partially offset by a 2% decline in volumes. Muted domestic revenue growth of 1% y-o-y
given +2%/-1% volume/pricing. Margins were weak due to miss in gross margins and higher opex (one-time cost
of Rs. 20-25 crore for strategic initiatives).

¢ Healthy FY24 revenue guidance (excluding pharma) of 18%-20% which would be led by volume growth and
expectation of margin improvement (operating leverage benefits and increasing utilisation). Pl is not seeing
any change in demand for its products as its more toward specialty product while channel inventory is high for
generic products.

¢ PI's pharma foray would remove the long pending overhang of QIP cash utilisation and bring the benefit of
diversification. Our PAT growth expectation of a 19% CAGR over FY2023-FY2025E would further improve post
integration of TRM and Archimica’s acquisition. We maintain a Buy rating on Pl Industries with an unchanged PT
of Rs. 4,200. The stock trades at 29x its FY25E EPS.

Q4FY23 results were a mixed bag with sustained strong growth in CSM revenue getting offset by subdued
domestic revenue and miss in margin and thus consolidated operating profit stood at Rs. 343 crore, up 12%
y-o-y missed our estimate by 8%. The consolidated revenue of Rs. 1,566 crore (up 12% y-o-y) was 2.6% above
our estimate of Rs. 1,526 crore, led by a stronger-than-expected revenue growth of 15% y-o-y (+17% y-o-y led
by price, currency & product mix partially offset by 2% volume decline) in the CSM business to Rs. 1,281 crore
while domestic revenue growth was muted at just 1% y-o-y (+2%/-1% y-o-y volume/price) to Rs. 284 crores. OPM
remained flat y-o-y at 21.9% and was 260 bps below our estimate of 24.5% due to miss in gross margin by 118
bps at 44.8% (up 75 bps y-o-y) and higher operating cost (up 16% y-o-y, which included a one-time cost of Rs.
20-25 crore related to strategic initiatives). Excluding one-time cost, adjusted OPM was at 23.5%, up 163 y-o-y
despite a challenging business environment. Consolidated PAT at Rs. 281 crore (up 37.3% y-o-y) was 5% below
our estimates of Rs. 294 crore due to margin miss partially offset by higher other income and lower interest costs.

Key positives

+ Strong revenue growth of 15% y-o-y in CSM business led by price/currency/product mix.

Key negatives

+ CSM export volumes declined by 2% y-o-y

+ Muted 1% y-o-y growth in domestic revenues.

+ Miss of 260 bps in OPM at 21.9% due to 118 bps miss in gross margins and higher operating costs.
Management Commentary

+ The management is targeting to achieve 18%-20% revenue growth (excluding pharma) in FY24 with continued
improvement in margins and returns. Majority of revenue growth would be driven by volume growth as the
company does not see any fluctuations in price/currency from here.

¢ Company expects FY24 margins to improve led by operating leverage benefits, increase in utilisation and
efficiencies on both sides of manufacturing and marketing.

+ Management guided for Rs. 850-900 crores of capex in FY24, the benefits of which will be seen FY25 onwards.

* The company expects Rs. 550-600 crores of revenues for Therachem and anticipates margins of 15-18% in the first
year which will improve going forward.

+ High cash and bank balance of Rs. 3,227 crore as on 31st March 2023 will be utilized over the years for several
strategic initiatives, inorganic opportunities, strengthening the domestic market portfolio and expanding the
global manufacturing capacity.

+ Other updates — 1) Inventory days are now normalised 2) Tax rate guidance of 15-16% for FY24 3) Robust CSM
order book of $1.8 billion 4) Target to commercialise 4-5 new molecules annually.

Revision in estimates: We have fine-tuned our FY23-25 earnings estimate to factor FY23 P&L and balance sheet
numbers.

Our Call

Valuation — Maintain Buy on Pl with an unchanged PT of Rs. 4,200: PI’s pharma foray would diversify its earnings
stream and drive medium to long-term growth for the company. Even after recent acquisitions, Pl would has a strong
net cash position of Rs. 2,304 crores to pursue both organic and inorganic growth opportunities. We expect Pl's
revenue/EBITDA/PAT to post a strong CAGR of 20%/19%/19% over FY2023-FY2025E, led by robust CSM order book
of $1.8 billion and ramp-up of nine new products commercialised in the last one year. Growth would further improve
post integration of TRM and Archimica’s acquisition. We maintain a Buy rating on Pl with an unchanged PT of Rs.
4,200. At CMP, the stock trades at 33.7x its FY2024E EPS and 29.1x its FY2025E EPS.

Key Risks

1) Delayed commissioning of projects or execution of orders or delayed orders by clients in the export business can
affect revenue growth and 2) Higher-than-normal time lag in passing on the increase in raw-material prices could
affect margins.

Valuation (Consolidated) Rs cr
Revenue 5,300 6,492 7,818 9,281
OPM (%) 216 23.8 24.2 23.8
Adjusted PAT 840 1,223 1,484 1,718
y-o-y growth (%) 13.5 455 214 15.7
Adjusted EPS (Rs.) 55.0 80.0 97.2 12.6
P/E (x) 59.5 40.9 337 291
EV/EBITDA (x) 41.8 30.2 24.4 20.5
P/BV (x) 81 6.9 5.8 4.8
RoCE (%) 17.0 21.3 225 221
RoE (%) 14.6 18.3 18.7 181

Source: Company; Sharekhan estimates
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Q4 PAT miss estimate due to miss in margin

Q4FY23 consolidated revenue of Rs. 1,566 crore (up 12% y-o-y) was 2.6% above our estimate of Rs. 1,526 crore,
led by stronger-than-expected revenue growth of 15% y-o-y (+17% y-o-y led by price, currency & product mix
partially offset by 2% volume decline) in the CSM business to Rs. 1,281 crore while domestic revenue growth
was muted at just 1% y-o-y (+2%/-1% y-o-y volume/price) to Rs. 284 crore. OPM remained flay y-o-y at 21.9%
and was 260 bps below our estimate of 24.5% due to miss in gross margin by 118 bps at 44.8% (up 75 bps
y-o-y) and higher operating costs (up 16% y-o-y which included one-time cost of Rs. 20-25 crore related to
strategic initiatives). Excluding one-time cost, adjusted OPM was at 23.5%, up 163 y-o-y despite a challenging
business environment. Consolidated PAT at Rs. 281 crore (up 37.3% y-o-y) was 5% below our estimates of Rs.
294 crores due to margin miss partially offset by higher other income and lower interest costs.

Q4FY23 conference call highlights

*

Positive outlook — The management is eyeing a 18-20% revenue growth (excluding pharma) in FY24 with
continued improvement in margins and returns through R&D focused approach in CSM exports, launch
of new products and portfolio diversification in domestic business and progress on strategic initiatives.
Growth will largely be volume led as the management does not see any price/currency fluctuations from
here.

Channel Inventory: As Pl Industries is into manufacturing of specialized products it does not expect to be
impacted by channel inventory challenges currently being witnessed in generic products. Export volumes
in Q4 declined by 2% y-o-y and management does not anticipate the trend to continue since it was only as
per the planned customer schedules.

Margin performance/guidance — Improvement in Q4 gross margin to 44.8% (up 74 bps y-o-y) on account of
a favourable product mix was offset by higher operating cost (up 16% y-o-y) which led the EBITDA margins
to stay flat y-o-y at 22%. Company expects FY24 margins to improve on account of operating leverage
benefits, increase in utilizations and cost savings and efficiencies on both sides of manufacturing and
marketing.

Capex guidance — The management guided for Rs. 850-900 crores of capex in FY24, which includes Rs.
300 crores of carried over capex and Rs. 600 crores of capex in the core business areas both in exports
and domestic business, the benefits of which will be seen FY25 onwards. This capex will be towards setting
up 2 MPPs, quality improvements, automation, R&D and other technology improvements. Around $10-12
million dollars will be spent towards pharma capex.

Deployment of Cash & Bank Balance: Consolidated cash and bank balance stood at Rs. 3,227 crores
as on 31st March 2023 and management guided it will be utilized over the years for several strategic
initiatives, inorganic opportunities, technology development, strengthening the domestic market portfolio,
near shoring and expanding the global manufacturing capacity.

Product launches — In FY23, the company commercialized four new products in CSM export business and
seven new products in domestic agri brands. The company targets to commercialise 4-5 new molecules
annually and has planned to launch 5 new innovative products in FY24.

Pharma acquisition updates: Company expects Rs. 550-600 crores of revenues for Therachem and
anticipates margins of 15-18% in the first year which will improve going forward. Management expects 2.5-
3 years for pharma to reach the returns/margin profile of Pl industries.

Other updates — 1) Inventory days are now normalised since Covid-19, so there is less room for further
improvement. 2) Revenue share of new product is 17-18%, 3) Tax rate guidance of 15-16% for FY24. 4) Robust
CSM order book of $1.8 billion.
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Results (Consolidated) Rs cr
Particulars | Q4FY23| ____Q4FY22| ___ YoY(%)| ___G3FY23| QoG (%)
Revenue 1,566 1,395 12.2 1,613 (3.0)
Total expenditure 1,223 1,090 12.2 1198 21
Operating profit 343 305 12.4 415 (17.4)
Other Income 50 20 147.5 50 (1.4)
Depreciation 58 54 76 57 1.8
Interest 3 3 22.2 9 (62.9)
PBT 331 269 23.3 400 (179)
Tax 52 65 (20.0) 48 7.2
Reported PAT 281 204 373 352 (20.2)
EPS (Rs.) 18.5 13.4 373 231 (20.2)
Margin (%) BPS BPS
OPM 21.9 21.9 4 257 (384)
NPM 17.9 147 327 21.8 (388)
Tax rate 15.7 24.2 (849) 121 356

Source: Company, Sharekhan Research

Revenue break-up Rs cr
Particulars | Q4FY23| ____Q4FY22| ____ YoY(%)| ___G3FY23| QoG (%)
Domestic 284 281 1.1 285 (0.)
Exports 1,281 114 15.0 1,329 (3.6)
Total revenues 1,566 1,395 12.2 1,613 (3.0)

Source: Company, Sharekhan Research

Targeting to achieve 18%-20% revenue growth in FY24 with continued improvement in margins and returns

Domestic: * Growth to be driven by portfolio of new product launches and the products launched over the last few years

e il * “Dual growth engine” with JIVAGR focusing on horticulture segment with enhanced portfolio

diversification with launch of = Strong pipeline of Biologicals and Biostimulant products at different stages of development

| offeri
itk ph = Cautious optimism despite climate change forecast of El Nifio and dropping prices of generic products

* Continued scale up in demand of the existing and newly commercialised products

CSM Export:

* Solid R&D pipeline —4 to 5 products to be commercialized every year
R&D focused approach to drive Z 7 T :
e bine Capacity expansion in line with plan

* Momentum in new enquiries and conversion to continue

* Forayed into pharma with twin acquisitions and build up of Hyderabad research center
lPr‘a‘grEfssmig on stra.t g *  Working with global advisors for integration and transformation for value creation over time
initiatives in line with plan

+ Discussions continues with global innovators for development partnership of promising R&D leads

Source: Company
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Outlook and Valuation

B Sector view - Rising food demand offers ample growth opportunities for agri-input players

The outlook for the Indian agrochemical industry is encouraging, primarily driven by rising foodgrain
production and domestic demand, favourable regulatory reforms for farmers (government passed key agri-
sector reforms namely Farmers Produce Trade and Commerce Bill 2020 and Farmers (Empowerment &
Protection) Agreement of Price Assurance & Farm Services Bill) and the vast opportunity from products going
off-patent. The government’s focus is to double farmers’ incomes (higher MSPs for crops); a near-normal
monsoon and higher reservoir levels would augment demand for agri inputs in India. We also expect exports
from India to grow at strongly as the country is being looked as the preferred supplier for agri inputs given
supply disruption from China. Thus, we expect India’s agrochemicals industry to grow by 7-8% annually on a
sustained basis for the next few years.

B Company outlook - Strong growth outlook led by organic and inorganic opportunities

Demand remains encouraging in both domestic (strong Rabi season outlook) and export markets (order
book of $1.8 billion) and the company has guided for 18-20% revenue growth and margin improvement for
FY2024. Commissioning of additional capacity and contribution from newly launched brands would fuel
growth. Moreover, utilisation of some portion of QIP money for recently announced pharma acquisition would

drive inorganic growth in the medium to long term, apart from diversifying its business and enhancement of
technological capabilities.

B Valuation - Maintain Buy on PI with an unchanged PT of Rs. 4,200

PI’s pharma foray would diversify its earnings stream and drive medium to long-term growth for the company.
Even after recent acquisitions, Pl would has a strong net cash position of Rs. 2,304 crores to pursue both
organic and inorganic growth opportunities. We expect PI's revenue/EBITDA/PAT to post a strong CAGR of
20%/19%/19% over FY2023-FY2025E, led by robust CSM order book of $1.8 billion and ramp-up of nine new
products commercialised in the last one year. Growth would further improve post integration of TRM and
Archimica’s acquisition. We maintain a Buy rating on Pl with an unchanged PT of Rs. 4,200. At CMP, the stock
trades at 33.7x its FY2024E EPS and 29.1x its FY2025E EPS.

One-year forward P/E (x) band

60 A

P/E (x)

0 T T T T T T T T T T T T T T T T T T T T T T
i - o~ (o] o~ on (32} < <t n n [Tp] (s o ~ ~ ~ [ee] o0 [¢)] [e)] o o o i — o~ o~ (] [22]
9 o9 59 9 9 F 5 9 9 9 o g5 g g g9 g g g g g g g g g g
= Qo QO = o > += = [sT] [ c > = o QO = o > - = o c o > = Q QO = o >
=% S 9 0m 2 & 5 o o S 0 & R & S o 2 3 90 =
< 8 & - a s O s < T2 28 & - a s O = < 822 <8 & = a4 s
———P/E (x) Avg. P/E (x) Peak P/E (x) Trough P/E (x)

Source: Sharekhan Research

May 19, 2023 4

Stock Update



Powered by the Sharekhan Sharekhan
3R Research Philosophy

by BNP PARIBAS

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 fifteen multi-product plants under its four 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 500 scientists and researchers.

Investment theme

A strong CSM order book of ¥$1.8 billion and decent growth in domestic formulation business provides strong
long term revenue growth visibility. The company has organic and inorganic growth aspirations in areas
such as enhancement of technological capability, de-risking manufacturing concentration in India. The recent
pharma acquisition would accelerate earnings growth prospects for the company.

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 Vice Chairman and Managing Director
Rajnish Sarna Executive Director

Arvind Singhal Non-Executive - Non Independent Director
Manikantan Viswanathan | Chief Financial Officer

Naresh Kapoor Company Secretary & Compliance officer

Source: Bloomberg

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Axis Asset Management Co Ltd/India 5.69
2 Life Insurance Corp of India 2.88
3 Kotak Mahindra Asset Management Co 2.09
4 Vanguard Group Inc/The 2
5 BlackRock Inc 17
6 UTI Asset Management Co Ltd 1.58
7 Capital Group Cos Inc/The 157
8 Canara Robeco Asset Management Co 1.09
9 ICICI Prudential Life Insurance Co 0.84
10 SBI Funds Management Ltd 0.77

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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Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

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.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

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

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

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.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

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.
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DISCLAIMER

This information/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 information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on a company’s fundamentals and as such, may not match with a report on a company’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/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 information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has notindependently
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 recommendations/ reports that are inconsistent with and reach different conclusions from the
information presented in this recommendations/report.

This information/recommendation/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 might have dealt or traded directly or indirectly in securities of the company and that all 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 and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have direct
or indirect financial interest or might 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. The analyst and SHAREKHAN encourages independence in research report/
material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any material conflict
of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and SHAREKHAN has 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 Ltd 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of future
performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update forward-
looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities laws. The reader/
investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before taking any investment
decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com

Registration and Contact Details: Name of Research Analyst - Sharekhan Limited, Research Analyst Regn No.: INHO00006183. (CIN): -
U99999MH1995PLC087498. Registered Office: The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028, Maharashtra, INDIA.
Tel: 022-6115000.

Other registrations of Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-
DP-365-2018; PMS: INPO00005786; Mutual Fund: ARN 20669.
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