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Polycab India

22 January, 2023

Reuters: POLC.BO; Bloomberg: POLYCAB IN

Strong quarter aided by margin expansion; Enters High-Voltage Cables

Despite a high base, softening commodity prices and a burgeoning inflation, Polycab India reported its
highest-ever third quarter topline of Rs37.2bn for 3QFY23, up 10.2% YoY (2%/5.5% above NBIE/Consensus
estimates) on the back of healthy volume growth in Wires & Cables (W&C) business. Topline was above
our/consensus estimates by 2%/5.5%. While the W&C segment’s revenue grew by 11.4% YoY to Rs33.4bn
(87.7% of total sales), the FMEG segment’s revenue was flat YoY at Rs3.4bn (9% of total sales). Gross margin
expanded by 310bps YoY to 25.7%. EBITDA jumped by 39.6% YoY to Rs5bn. EBITDA margin expanded by
290bps YoY to 13.6% (160bps/190bps above NBIE/Consensus Est.), led by strong growth in exports, better
operating leverage and judicious price revisions. EBIT margin for the W&C segment improved by 340bps YoY
to 13.7% while the FMEG segment’s EBIT margin came in at (0.7%) vs 1.8% YoY. Adjusted PAT jumped by
44.7% YoY to Rs3.6bn. The bottom-line was above our/consensus estimate by 22.3%/27.4%. Polycab plans to
enter the HV/EHV Cables segment and will set up a state-of-the-art EHV facility for the same. The company
has set a topline target of Rs200bn by FY26-end under project LEAP. While outlook for the W&C segment
remains strong, we expect FMEG segment sales to pick up in FY24 post distribution revamp. We have
marginally tweaked our numbers and have maintained an ACCUMULATE rating on Polycab with a target price
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(TP) of Rs3,015 (vs Rs2,775 earlier), valuing it at 28x Sept'24E EPS. Key Data
W&C segment update: This segment delivered a strong performance in 3QFY23 on the back of a robust demand  Current Shares O/S (mn) 149.7
environment. Volume growth in 3QFY23 stood at 18-20% YoY. The management attributed this outperformance to
benefits realized through the merger of HDC and LDC verticals during FY22. Exports grew by 32% YoY. Exports’ Mkt Cap (Rsbn/USSbn) 423.505.2
contribution stood at 5.9% of 3QFY23 revenue vs 8.1% in 3QFY22. The management expects exports to contribute 92 Wk H/L (Rs) 3,025/2,044
~8-10% to FY23 consolidated revenue. The management highlighted that margin for this segment improved Daily Vol. (3M NSE Avg.) 451,392
sequentially on the back of change in product mix and judicious price revisions.
FMEG segment update: The management highlighted that while Oct'22 and Nov'22 were stronger months compared . 0
{o the same months of 2QFY23, demand picked up considerable pace in Dec’22. It further highlighted that the Fans ~ PTice Performance (%)
business saw good growth as distributors started restocking ahead of transition to the new BEE norms. Switchgears ™ 6M 1Yr
business witnessed healthy growth. Pipes & Fittings and Switches businesses too posted decent growth. Profitability Polycab India 36 257 66
for the segment declined largely on account of higher A&P spends. The management highlighted that work on ) ' '
realignment of distribution channel, brand building, new product development, premiumization of offerings and Nifty Index (1.5) 9.6 2.0
influencer management program are progressing well. It expects these initiatives to drive revenue growth and margin - oy rce: Bloomberg
expansion for the FMEG business. The management has maintained 10% EBITDA margin guidance for the FMEG
segment by FY26-end under project LEAP.
Other Key Concall Highlights: (1) Capex for CY23 has been pegged at Rs6bn. Capex split for W&C:FMEG segment
is expected to be at 75%:25%. (2) Wires:Cables mix stood at 40%:60% in 3QFY23 vs 30%:70% in 2QFY23. The
management expects Wires business ‘contribution to increase gradually. (3) Fans & Lighting contribute 66% to FMEG
sales. Going forward, Polycab will focus on changing product mix towards Switches & Switchgears (high margin
products). (4) Ad-spends stood at 1.7% of sales vs 1.3% of sales in 3QFY22. (5) The management highlighted that
the Fans segment witnessed an industry wide price cut in 3QFY23. Polycab plans to take a price hike in the Fans
segment in 4QFY23. (5) B2B:B2G Cables sales mix stood at 85%:15%. (6) Polycab expects to reach B2B:B2C sales
mix of 50%:50% by FY26-end.
Working capital position: Net working capital in 3QFY23 increased by 15 days QoQ to 59 days. This was due to
increase/increase/decrease in inventory days/receivable days/payable days by 12 days/1 day/3 days QoQ to 94
days/29 days/63 days.
Outlook: We expect 15.6%/27.2% revenue/earnings CAGR over FY22-FY25E. Market leadership in the W&C
segment, strong brand equity, robust scale-up prospects in FMEG products, improving margin profile and
strengthening balance sheet & cash position will support Polycab’s valuation.
Y/E March (Rsmn) 3QFY20 3QFY22 2QFY23 3QFY23 YoY % (3QFY20) YoY % QoQ %
Revenues 25,073 33,720 33,324 37,152 48.2 10.2 11.5
Raw material 18,190 26,095 24,625 27,603 51.8 5.8 12.1
Staff costs 915 1,025 1,148 1,132 23.8 10.4 (1.4)
Advertising and Sales Promotion 376 436 168 636 69.1 45.9 279.0
Frieght and forwarding expenses 526 859 894 819 55.7 (4.7) (8.4)
Other expenses 1,676 1,688 2,213 1,923 14.8 13.9 (13.1)
Total expenditure 21,682 30,103 29,047 32,113 48.1 6.7 10.6
EBITDA 3,391 3,617 4,276 5,038 48.6 39.3 17.8
EBITDA margin (%) 135 10.7 12.8 13.6 - - -
Interest 86 78 139 93 7.9 18.4 (33.4)
Depreciation 407 511 523 525 28.9 2.6 0.4
Other income 3 216 (22) 397 11,368.2 83.3 NA
Exceptional items - 678 - - - - -
PBT 2,902 3,922 3,593 4,818 66.0 22.8 34.1
Tax 686 763 880 1,202 75.2 57.5 36.6
Adjusted PAT 2,188 2,467 2,678 3,576 63.5 45.0 335
Adjusted PAT margin (%) 8.7 7.3 8.0 9.6 - - -
Adjusted EPS (Rs) 14.7 16.5 17.9 239 62.3 4.7 33.5

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Financial summary (Consolidated)

Y/E March (Rsmn) FY21 FY22 FY23E FY24E FY25E
Net revenues 87,922 122,038 145,544 168,613 188,848
EBITDA 1,111 12,652 18,447 21,483 24,532
Adjusted Net Profit 8,380 8,365 12,671 14,989 17,231
Adjusted EPS (Rs) 56.0 55.9 84.7 100.2 115.2
EPS growth (%) 104 (0.2) 51.5 18.3 15.0
EBITDA margin (%) 12.6 10.4 12.7 12.7 13.0
PIE (x) 49.3 494 326 276 24.0
P/BV (x) 8.7 75 6.4 54 45
EV/EBITDA (x) 36.9 324 215 18.2 156
Dividend yield (%) 04 05 05 0.6 0.6
RoCE (%) 18.7 18.7 25.0 244 235
RoIC (%) 24.3 23.6 39.7 39.5 40.9

Source: Company, Nirmal Bang Institutional Equities Research

Entry into High Voltage Cables Space: Polycab plans to enter HV/EHV Cables segment and will set up a state-
of-the-art EHV facility in Halol, Gujarat. It expects the project to be completed and commence production by FY25.
Polycab plans to enter 440KV & 550KV Cables catagories. It has tied up with Swiss company Brugg Cables for
design, testing, production & technology installation up to 550KV voltage system. Polycab expects HV Cables
market in India to reach a size of Rs40-50bn by FY26-end.

Exhibit 2: Segment-wise analysis

Y/E March (Rsmn) 3QFY20 3QFY22 2QFY23 3QFY23 Yo % YoY % QoQ %
(3QFY20)

Revenues

Wires and Cables 21,696 29,988 29,517 33,418 54.0 114 13.2

FMEG 2,166 3,404 3,054 3,420 57.9 0.5 12.0

EPC + Others 1,510 989 1,051 1,260 (16.6) 27.4 19.9

Revenue mix (%)

Wires and Cables 63.1 87.2 87.8 8r.7 - - -

FMEG 6.3 9.9 9.1 9.0 - - -

EPC + Others 44 2.9 3.1 3.3 - - -

EBIT (Rsmn)

Wires and Cables 2,583 3,089 3,463 4,593 77.8 48.7 32.7

FMEG 14 63 (27) (24) NA NA NA

EPC + Others 338 126 159 152 (55.1) 20.3 (4.2)

EBIT margin (%)

Wires and Cables 11.9 10.3 11.7 13.7 - - -

FMEG 0.6 1.8 0.9 (0.7) - - -

EPC + Others 224 12.8 15.1 12.1 - - -

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 3: Wires & Cables revenue and EBIT margin trend
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Exhibit 4: FMEG revenue and EBIT margin trend
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Exhibit 5: Actual performance versus our estimates
3QFY23 (Rsmn) Actual Our estimate Deviation (%) Bloomberg cons. est. Deviation (%)
Revenues 37,152 36,417 20 35,218 55
EBITDA 5,038 4,370 15.3 4,122 222
EBITDA Margin (%) 13.6 12.0 - 1.7 -
PAT 3,576 2,925 22.3 2,808 274

Source: Company, Nirmal Bang Institutional Equities Research
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Exhibit 6: Change in our estimates

Description Old New Variation (%)

(Rsmn) FY23E FY24E FY25E FY23E FY24E FY25E | FY23E FY24E  FY25E
Revenue 138,697 161,038 180,374 | 145544 168,613 188,848 4.9 4.7 4.7
EBITDA 17,091 20,246 23,431 18,447 21,483 24,532 7.9 6.1 4.7
EBITDA Margin (%) 12.3 12.6 13.0 12.7 12.7 13.0 | 35bps 17 bps 0 bps
PAT 11,509 13,723 15,902 12,671 14,989 17,231 10.1 9.2 8.4

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 7: One-year forward P/E charts
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Financials (Consolidated)

Exhibit 8: Income statement Exhibit 10: Cash flow
YIE March FY21 FY22 FY23E FY24E FY25E Y/E March FY21 FY22 FY23E FY24E  FY25E
Net sales 87,922 122,038 145,544 168,613 188,848 EBIT 9,350 10,637 16,331 18,992 21,685
% growth (0.4) 38.8 19.3 15.9 12.0  (Inc.)/dec. in working capital 1,077 (5,758) 5732 (3,372) (4,362)
Raw material costs 65,171 94,657 107,703 123,931 137,859 Cash flow from operations 10,427 4879 22,063 15620 17,323
Staff costs 3,537 4,066 5,094 5,901 6,610 Otherincome 1,193 899 1,164 1,686 2,077
Other overheads 8,102 10,663 14,300 17,298 19,847 Depreciation 1,762 2,015 2,116 2,491 2,847
Total expenditure 76,811 109,386 127,097 147,130 164,316 Tax paid (-) (1,450)  (2,853) (4,277) (5,083) (5,824)
EBITDA 11,111 12,652 18,447 21,483 24,532 Minority Interest (-) (32) (113) (160) (200) (240)
% growth (21) 13.9 45.8 16.5 14.2 Net cash from operations 11,899 8,078 20,906 14,533 16,184
EBITDA margin (%) 12.6 104 12.7 12.7 13.0 Capital expenditure (-) (4,816)  (6,084) (4,000) (6,000) (3,500)
Other income 1,193 899 1,164 1,686 2,077 Net cash after capex 7,083 1,993 16,906 8,533 12,684
Interest costs 427 352 387 426 468 Interest paid (-) (427) (352) (387) (426) (468)
Depreciation 1,762 2,015 2,116 2,491 2,847 Dividends paid (-) (1,491)  (2,092) (2,244) (2,543) (2,543)
Profit before tax 10,557 11,905 17,109 20,252 23,294 Inc./(dec.) in short term borrowings (225) (88) (200) (100) (100)
Tax 1,703 2,706 4,277 5,063 5,824 Inc./(dec.) in long term borrowings 930  (1,007) (30) - -
Share of Associate Profit 6 (26) (40) (50) (60) Inc./(dec.) in total borrowings 706 (1,095) (230) (100) (100)
Minority Interest 38 87 120 150 180 Inc./(dec.) in investments (5,695)  (1,383) -
PAT after minority interest 8,821 9,086 12,671 14989 17,231 Minority Interest 38 62 -
Adjusted Net Profit 8,380 8,365 12,671 14,989 17,231 Equity Issue (Buyback) 2 3 2
PAT margin (%) 9.5 6.9 8.7 8.9 9.1 Cash from financial activities (6,866)  (4,857) (2,859) (3,069) (3,112)
Adjusted EPS (Rs) 56.0 55.9 84.7 100.2 1152 Others 1,940 901  (1,622) 0 (0)
% growth 10.4 0.2) 51.5 18.3 15.0 Opening cash balance 2,813 5,313 4071 16496 21,961
Source: Company, Nirmal Bang Institutional Equities Research Closing cash balance 5313 4071 16496 21961 31,533
Change in cash balance 2,500 (1,242) 12,425 5,464 9,573
Exhibit 9: Balance sheet Source: Company, Nirmal Bang Institutional Equities Research
Y/E March FY21 FY22 FY23E FY24E FY25E
Share capital 1491 1494 1496 1496 1496 Exhibit 11: Key ratios
Reserves 46,048 53943 62,749 75195 89,882 y/E March FY21 FY22 FY23E FY24E FY25E
Net worth 47539 55437 64245 76691 91378 porshare (Rs)
Minority Interest 188 251 251 251 251 EPS 56.0 559 84.7 100.2 115.2
Short Term Loans 80 802 602 502 402 Bookvalue 3178 3706 4294 5126 6108
Long Term Loans 1,037 30 0 0 0 Valuation (x)
Borrowings 1,927 831 602 502 402 PIE 493 494 106 276 24.0
Deferred tax liabilities 418 272 272 272 212 ppy 8.7 75 6.4 54 45
Total liabilities 50,072 56,791 65369 77,715 92302 \/egiTDA 36.9 304 15 182 156
Net block 18696 16,751 18635 22145 22798 py/cqles 47 34 27 23 20
Capital Work in Progress 991 3,755 3,755 3,755 3,755 Return ratios (%)
Investments 6,349 7,733 7,733 7,733 7733 RocE 187 187 250 244 235
Inventories 19879 21,996 25081 28521 31349 o 176 151 197 195 189
Debtors 15641 13763 11,963 14783 18109 R, o 2423 236 39.7 395 409
Cash 5,313 4071 1649 21,961 31533 Profitability ratios (%)
Other current assets 3,278 6,049 10,188 11634 14,164 pi1pA margin 126 104 127 127 13.0
Total current assets 44111 45880 63728 76898 95154 pir margin 10.6 87 112 113 115
Creditors 13480 12175 19,180 22409 25306 ppT margin 95 6.9 8.7 8.9 9.1
Other current liabilities & provisions 6,595 5,152 9,303 10,406 11,832 Turnover ratios
Total current liabilities 20075 17,328 28482 32816 37137  ppyed asset turnover ratio ) 33 47 48 47 48
Net current assets 24,036 28552 35246 44,083 58,017 Debtor days 65 55 30 32 35
Total assets 50,072 56,791 65369 77,715 92,302 Inventory days 11 100 85 84 83
Source: Company, Nirmal Bang Institutional Equities Research Creditor days 75 70 65 66 67

Solvency ratio (x)
Debt-Equity 0.04 0.01 0.01 0.01 0.00

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price Target price (Rs)
24April 2021 Accumulate 1,479 1,620
24 May2021 Accumulate 1,677 1,700
23 July 2021 Accumulate 1,910 1,865
26 September 2021 Accumulate 2,413 2,500
25 October 2021 Accumulate 2,348 2,600
22 January 2022 Accumulate 2,511 2,600
21 February 2022 Accumulate 2,380 2,650
12 May 2022 Accumulate 2,428 2,625
20 July 2022 Buy 2,199 2,625
1 September 2022 Accumulate 2,485 2,625
19 September 2022 Accumulate 2,645 2,845
19 October 2022 Accumulate 2,707 2,775
5 December 2022 Accumulate 2,528 2,775
22January 2023 Accumulate 2,761 3,015
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DISCLOSURES

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are for
private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India Limited, BSE
Limited, Metropolitan Stock Exchange of India Limited, Multi Commaodity Exchange of India Limited, National Commaodity and
Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and Commodities derivatives
segments.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except Investment) in
the subject company. NBSPL or its associates or Analyst do not have any conflict or material conflict of interest at the time of
publication of the research report with the subject company. NBSPL or its associates or Analyst or his relatives may or may
not hold beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date
of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities
of the company covered by Analyst during the past twelve months. NBSPL or its associates have not received any
compensation or other benefits from the company covered by Analyst or third party in connection with the research report.
Analyst has not served as an officer, director or employee of Subject Company. NBSPL / analyst has not been engaged in
market making activity of the subject company.

Analyst Certification: NBIE Research ,the research analyst, the author of these reports, hereby certify that the views
expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products,
sectors or industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst(s) principally responsible for the
preparation of this research report and has taken reasonable care to achieve and maintain independence and obijectivity
in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%
DISCLAIMER

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBSPL is not soliciting any action
based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such transaction. In
preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or distributed or redistributed to any other person in
any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all the customers simultaneously,
not all customers may receive this report at the same time. NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not directed or intended
for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law,
regulation or which would subject NBSPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date
and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBSPL or any of its affiliates or employees shall not be in any
way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. NBSPL or any of its affiliates or employees
do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of
merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to this
statement from time to time. Nevertheless, NBSPL is committed to providing independent and transparent recommendations to its clients, and would be happy to provide information
in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is appropriate in
light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does fluctuate, and an
individual security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as currency fluctuations and
international stock market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither
the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research
and/or further communication in relation to this research. Here it may be noted that neither NBSPL, nor its directors, employees, agents or representatives shall be liable for any
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information
contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.

Team Details:

Name Email Id Direct Line
Rahul Arora CEO rahul.arora@nirmalbang.com -
Girish Pai Head of Research girish.pai@nirmalbang.com +91 22 6273 8017 /18
Dealing

Ravi Jagtiani Dealing Desk ravi.jagtiani@nirmalbang.com +91 22 6273 8230, +91 22 6636 8833
Michael Pillai Dealing Desk michael.pillai@nirmalbang.com +91 22 6273 8102/8103, +91 22 6636 8830

Nirmal Bang Equities Pvt. Ltd.

Correspondence Address
B-2, 301/302, Marathon Innova,
Nr. Peninsula Corporate Park,
Lower Parel (W), Mumbai-400013.
Board No. : 91 22 6273 8000/1; Fax. : 022 6273 8010

Polycab India


http://www.nirmalbang.com/

