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Finolex Industries Ltd (FINXP: IN) - Results Q4FY19

ACCUMULATE

15%

578 (12m) | Upside

Higher volumes drive topline growth: Finolex Industries Ltd
reported a revenue growth of 14.0% YoY to Rs 9.4bn. The PVC
Pipes & Fittings segment revenue grew by 17.8% to Rs. 8.5bn,
while the PVC Resins segment reported a growth of 6.1% YoY to
Rs. 5.3bn (including inter segment).

Spike in Rmat impedes OPM - EBTDA for the qgtr. declined by
36.3% YoY to Rs. 1.2bn with OPM contracting by 1,033bps YoY to
13.1%, which was mainly attributable to a 997bps YoY spike in
Rmat cost. Other Expenses also increased by 53bps YoY.

Pipes & Fittings EBIT margins expanded by ~25bps YoY to 8.5%
while the PVC Resin EBIT margins were at 7.7%, as compared to
24.5% in Q1FY20.

Poor operating show dents PAT- PAT for the qtr declined by
35.3% YoY to Rs. 713.2mn due to a poor operating performance
coupled with a higher Effective Tax Rate (+579bps YoY to 36.1%).
NPM contracted by 581bps YoY to 7.8%.

STOCK DETAILS

Bloomberg Code FNXP:IN
Market Cap (Rs.bn) 62.1
Market Cap (USD bn) 0.9

Sector/Index Plastic Products

Result (Rs.bn) Q1FY20 Q1FY19 Q4FY19 Y/Y(%) Q/Q(%)
Revenue 9.4 8.3 9.6 +14.0% -2.1%

EBITDA 1.2 1.9 15 -36.3% -15.7%
EBITDA(%) 13.1% 23.4% 15.2%  -1,033bps -210bps
PAT 0.7 1.1 1.0 -34.8% -23.3%
PAT(%) 7.8% 13.6% 9.9% -581bps  -214bps
EPS 5.90 9.05 7.69 -34.8% -23.3%

52w High/Low 643/440
Avg Monthly Turnover (Rs. mn) 29.3
Shares in Issue (mn) 124.1
BSE Sensex 37,328
NSE Nifty 11,017

About the company: Incorporated in 1981, Finolex Industries
Limited is engaged in the business of manufacturing PVC pipes
and fittings. It is the only PVC Pipe manufacturing company in
India which enjoys backward integration with its own PVC resins
manufacturing unit. FIL is the leading and most trusted brand,
commanding more than 20% market share in the organized seg-
ment.

CONSOLIDATED FINANCIALS

Rsin bn FY18 FY19 FY20E FY21E
Revenue 27.4 30.9 33.0 35.1
EBIDTA 48 6.0 5.6 6.0
EBIDTA(%) 17.7% 19.6 17.0% 17.2%
PAT 3.1 3.7 3.7 4.0
EPS (Rs.) 24.69 29.59 30.10 32.42
P/E () 20.4 17.0 16.7 15.5

Source: Company, Indsec Research

Key Takeaways:

Business Segment Performance: The topline for the company reported a
robust growth on back of higher volumes across segments:

- Pipes & Fittings: This segment reported a 18.1% YoY growth in volumes
to 91,655 MT, while realizations declined by 0.2% YoY to Rs. 92.87/kg.

- PVC Resin: This segment reported a 14.7% YoY growth in volumes to
78,512 MT in Q1FY20, leading to a segmental revenue growth of 6.1% YoY
to Rs. 5.3bn. The PVC/EDC spread has declined due to the softening and
hardening of the PVC and EDC prices, respectively. The avg spread for the
gtr stood at $490/MT with the PVC prices standing at $883/MT.

CPVC Business Update: The CPVC segment continues to be a civil share of
the topline, but the company continues to witness momentum in their
volumes. CPVC volumes grew by 36.2% YoY to 2,321 MT in Q1FY20, with
total revenue from this segment growing by 30.2% YoY to Rs. 560mn on
back of stronger volumes. Realizations for the segment however declined
by 4.4% YoY. The company will continue to build on their existing capabili-
ties in this segment and capture the faster growing Non-Agri segment.

PVC Price movement: PVC price corrected drastically from Feb to April
and EDC prices kept hardening at the same time. Thus the PVC/EDC delta
took a hit. This drop in PVC price and rise in EDC also led to a slight inven-
tory loss during the qgtr. However, EBIT margins for the gtr. eroded mainly
on account of the lower PVC/EDC spread. EBIT (Rs./kg) for the PVC pipes &
fittings stood at Rs. 7.89 (+2.9% YoY) and for PVC resin stood at Rs. 5.26 (-
70.9% YoY). Since July, PVC prices have been trending upwards while EDC
prices have been softening. The average PVC/EDC delta for July has im-
proved and stood at ~$550/MT.

Outlook: The company expects the capex (including maintenance capex)
to be in the area of ~Rs. 1-1.5bn FY20 primarily in lieu of capacity expan-
sion (target of an addition of 30000-4000 MT by the end of FY20E). PVC
Pipes & Fittings volumes are expected to continue the momentum gath-
ered with an expected volume growth of 12-15%. Although the PVC/EDC
delta has been improving since July, margins do remain an area of con-
cern.

Valuation and View: Finolex reported strong revenue growth on back of
higher volumes across segments. However, the movement in PVC and EDC
prices caused a steep decline in margins. Going ahead Management ex-
pects the volume momentum to sustain.

In terms of business segments, the PVC pipes & Fittings segment is ex-
pected to post volume growth in the range of 12-15%, going ahead, with
CPVC sub-segment expected to step up their share of the pie. PVC resins
segment is moving towards complete captive consumption. The company
is expected to incur capex to the tune of ~Rs. 1.5bn in FY20.

We maintain our estimates and expect the Topline/EBITDA/PAT to grow
at CAGR of 6.5%/flat/4.7% over FY19-FY21E to Rs. 35.1bn/6.0bn/4.0bn,
with OPM settling within the range of 17.2% at the end of FY21E.

At CMP of Rs. 503 the stock is trading at 16.7x/15.5x FY20E/21E on ex-
pected earnings of Rs. 30.10/Rs. 32.42 for FY20E/21E, respectively. Fi-

MALAY SHAH JIMEET M. SHaH, CFA
malays(@indsec.co.in jimeets Q@indsec.co.in

+91 22 61146115 +91 22 61146109
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nolex continues to enjoy volume growth across segments and is well placed to capture further opportunities arising in the agri
sector. Depressed margins during Q1 are a concern, but the PVC/EDC delta has been improving since July and provide some
relief. We maintain our target multiple of 17x and assign it to our September 2020E earnings of Rs. 31.26 post which we arrive
at a value of Rs. 531/share. Further we also value the co.’s 15.10% holding in Finolex Cables at Rs. 47/share after giving a hold-
ing company discount of 30%. Thus, we arrive at a target price of Rs. 578, which implies an upside of 15% from current levels.
We assign an ACCUMULATE rating to the stock.

Financial Snapshot

Revenue (Rs. in bn) EBITDA (Rs. in bn) & OPM (in %)

36.0 - 6.1 - - 20.0%
350 | 60 - - 19.5%
' oo - 19.0%
i 6o i 0%
34.0 et 59 - 18.5%
330 - 58 - - 18.0%
320 - 5.7 - 17.5%
310 - 56 - - 17.0%
- 16.5%
300 = - 16.0%
29.0 7 54 - - 15.5%
28.0 - - - 53 - - 15.0%
FY19 FY20E FY21E FY19  FY20E  FY21E

PAT(Rs. in bn) & NPM (in %)

4.1 - - 12.00%
40 A - 11.90%
- 11.80%

39 1 - 11.70%
38 4 B 1160%
- 11.50%

3.7 7 ‘ - 11.40%
36 - - 11.30%
| - 11.20%

35 - 11.10%
3.4 T T 11.00%

FY19 FY20E FY21E

Source: Company-Annual Report, Indsec Research
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SUMMARY INCOME STATEMENT

Total Income

Cost Of Revenues (incl Stock Adj)
Gross Profit

Employee Cost

Other Operating Expenses
EBITDA

Other Income

Net Interest Exp.
Depreciation

Exceptional Items

PBT

Tax

Profit After Tax

Net Profit

EPS

(in mn)
Assets

Net Block

Capital WIP

Intangible Assets under development
Other Non Current Assets

Long Term Loans & Advances
Current Assets

Current Investment
Inventories

Trade receivables

Cash and cash equivalents
Short-term loans and advances
Other Current Assets

Total Current Assets

Current Liabilities & Provisions
Trade payables

Other current liabilities
Short-term provisions

Total Current Liabilities

Net Current Assets
Non-Current Assets held for Disposal
Total Assets

Liabilities

Share Capital

Reserves and Surplus

Total Shareholders Funds
Money Received against warrants
Total Debt

Long Term Provisions

Other Long Term Liabilities

Net Deffered Tax Liability

Total Liabilities

Source: Company-Annual Report, Indsec Research

3%13 FY17 FY18
28,431 26,024 27,378
20,089 16,096 17,644

8,342 9,928 9,734

925 1,049 1,161

3,373 3,248 3,733
4,044 5,631 4,839

387 232 244

447 154 98

506 550 606

245 0 0
3,234 5,158 4,379

1,251 1,703 1,499

1,983 3,455 2,880

1,983 3,455 2,880

20.8 28.6 24.7

SUMMARY BALANCE SHEET

FY16 FY17 FY18
8,496 8,551 8,842
66 217 903
7,620 13,905 17,114
0 0 0
1,687 566 656
4,472 5,574 6,116
176 525 431
104 163 234
2 2 2
1,228 463 749
7,670 7,293 8,188
2,432 2,275 2,505
2,308 1,366 1,385
11 12 14
4,751 3,653 3,904
2,919 3,640 4,285
- - 12
19,102 26,314 31,157
1,241 1,241 1,241
14,664 21,907 26,710
15,905 23,148 27,951
1,117 942 1,007
112 111 134
531 617 648
1,436 1,496 1,416
19,102 26,314 31,157

30,913
19,209
11,704
1,344
4,317
6,043
404
123
701
-279
5,903
1,819
4,084
4,084
296

FY19

9,509
902

12,381
0

2,261
6,205
743
291

3
1,032
10,535

2,838
1,387

24
4,249
6,286

29,078

1,241
24,521
25,762

906
206
580
1,625
29,078

33,011
21,787
11,224
1,601
4,027
5,595
594
97
753

5,340
1,815
3,524
3,524
30.1

FY20E

10,256
250

12,381
0

2,500
7,054
543
1,126
3
1,032
12,258

2,804
1,387

24
4,215
8,043

30,930

1,241
26,273
27,514

1,006
206
580

1,625

30,930

35,077
23,063
12,014
1,736
4,244
6,033
631
113
801

5,751
1,955
3,795
3,795
324

FY21E

10,955
250

12,381
0

2,650
7,496
577
1,807
3
1,032
13,564

2,691
1,387

24
4,102
9,462

33,049

1,241
28,291
29,532

1,106
206
580

1,625

33,048
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SUMMARY CASH FLOW STATEMENT

FY16 FY17 FY18 FY19E FY20E FY21E

PBT 3,828 5,251 4,542 5,345 5,340 5,751
Depreciation & Amort., Total 506 550 606 701 753 801
After other adjustments 14 (177) (269) 123 97 113
(Inc) / Dec in Working Capital 2,005 (1,531) (300) 678 (684) (588)
Taxes (663) (1,752) (1,195) (1,812) (1,815) (1,955)
Others - - - - - -

Cash from Ops. 5,690 2,342 3,384 5,034 3,691 4,121
Capital Expenditure & investments (772) 371 (1,619) (3,020) (1,087) (1,650)
Cash from Investing (772) 371 (1,619) (3,020) (1,087) (1,650)
Issue of Share capital - - - - - -

Net Borrowings (4,070) (1,174) 65 (101) 100 100
Others (576) (113) (100) 80 76 60
Issuance of Dividend (291) (1,474) (1,718) (1,984) (1,984) (1,984)
Cash from Financing (4,937) (2,761) (1,752) (2,005) (1,807) (1,824)
Extraordinary receipts/payment - - - - - -

Net Change in Cash (19) (49) 13 8 797 647
BF Cash 123 104 55 68 76 911
CSR Expense - - - - - 38
END Cash 104 55 68 76 872 1,596

SUMMARY RATIOS
FY16 FY17 FY20E
Profitability
Return on Assets 10.8% 11.8% 8.7% 11.0% 10.6% 10.8%
Return on Capital 23.1% 22.1% 15.5% 21.5% 19.1% 19.1%
Return on Equity 16.2% 15.3% 11.0% 14.3% 13.6% 13.6%

Margin Analysis

Gross Margin 29.3% 38.1% 35.6% 37.9% 34.0% 34.3%
EBITDA Margin 14.2% 21.6% 17.7% 19.5% 17.0% 17.2%
Net Income Margin 9.1% 13.6% 11.2% 11.9% 11.3% 11.5%

Short-Term Liquidity

Current Ratio 1.3x 1.6x 1.7x 2.0x 2.3x 2.6x
Quick Ratio 0.5x 0.4x 0.4x 0.8x 1.0x 1.2x
Avg. Days Sales Outstanding 4 5 6 7 6 6
Avg. Days Inventory Outstanding 57 78 82 73 78 78
Avg. Days Payables 31 32 33 34 31 28

Long-Term Solvency
Total Debt / Equity 0.1x 0.0x 0.0x 0.0x 0.0x 0.0x
EBITDA / Interest Expense 8.8x 34.5x 45.6x 46.8x 56.0x 51.7x

Valuation Ratios

EV/EBITDA 15.3x 11.1x 13.0x 10.1x 10.7x 9.8x
PER 24.2x 17.6x 20.4x 17.0x 16.7x 15.5x
P/B 3.9x 2.7x 2.2x 2.4x 2.3x 2.1x

Source: Company-Annual Report, Indsec Research
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Stock Price movement from Initiation (9th March 2018) to 20th August 2019
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Recommendation History

Date Closing Price TP Periods (in mts) Rating Analyst
21-Aug-19 503 578 12m ACCUMULATE JI'\r:Z':ty“jhz: : )
28-May-19 490 581 12m ACCUMULATE Jimeet M. Shah
13-Feb-19 501 590 12m ACCUMULATE Jimeet M. Shah
31-Oct-18 553 726 12m BUY Jimeet M. Shah
14-Aug-18 613 801 12m BUY Jimeet M. Shah
25-May-18 628 815 12m BUY Jimeet M. Shah
9-Mar-18 633 844 12m BUY Jimeet M. Shah
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INDSEC Rating Distribution

BUY : Expected total return of over 20% within the next 12 months.

ACCUMULATE : Expected total return between 10 to 20% within the next 12 months.
REDUCE : Expected total return below 10% within the next 12 months.
SELL : Expected total return is below the market return within the next 12 months.

NEUTRAL: No investment opinion on the stock under review.

DISCLOSURE

BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE (Equity, WDM segment), of NSEIL (Equity, WDM, Futures & Options and
Currency Derivative segments) and has also secured membership of the MSEI Exchange (Currency Derivative Segment) vide registration No.
INZ000236731. ISFL is an AMFI Registered Mutual Fund Advisor (MRMFA) vide Registration Number 9194. ISFL is also a Depository Participant of
the National Securities Depository Limited (NSDL) and a SEBI registered Portfolio Manager. With this setup ISFL is in a position to offer all types of
services in the securities industry.

Since inception company’s focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is
today empaneled with most of the local financial institutions, insurance companies, banks and mutual funds. ISFL has grown from being a medium

size broking outfit to become one of the largest capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio
Managers) Regulations, 1993 vide registration No. INPO00001892.

DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
(] No penalties have been imposed for any economic offence by any authority.

(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or

initiated by any regulatory authority against the Company or its Directors, principal officers or employees or any person directly or indirectly
connected with the Company.

DECLARATION:

(] ISFL/Research Analysts or their associates or their relatives do not have any financial interest in the subject company (ies);

(] ISFL/Research Analysts or their associates or their relatives do not have actual or beneficial ownership of 1 % or more in the subject compa-
ny (ies);

(] Directors may have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL/Research Analysts or their associates or their relatives do not have any material conflict of interest in the subject company(ies) at the
time of publication of this document;

(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

(] ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the
subject company (ies) in the past twelve months;

(] ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;

(] None of the research analysts have served as an officer, director or employee of the subject company (ies);

(] ISFL has not been engaged in the market making activity for the subject company (ies);
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DISCLOSURE

GENERAL TERMS AND CONDITION/ DISCLAIMERS:

This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or
sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed
to be reliable. However, we do not guarantee its accuracy and the information may be incomplete and condensed. Note however that, we have
taken meticulous care to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other
employee of our company is in any way responsible for its contents. The Company’s research department has received assistance from the subject
company (ies) referred to in this document including, but not limited to, discussions with management of the subject company (ies). All opinions,
projections and estimates constitute the judgment of the author as of the date of this document and these, including any other information con-
tained in this document, are subject to change without notice. Prices and availability of financial instruments also are subject to change without
notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the infor-
mation current. Also, there may be regulatory, compliance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any deci-
sion to purchase/sale securities mentioned in this document must take into account existing public information on such security or any registered
prospectus. The appropriateness of a particular investment, decision or strategy will depend on an investor's individual circumstances and objec-
tives. The securities, instruments, or strategies discussed in this document may not be suitable for all investors, and certain investors may not be
eligible to purchase or participate in some or all of them. 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).

This document 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 locali-
ty, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject the company to any registration or licensing requirement within such jurisdiction. Further, this document is not directed or intended for
distribution to the US taxpayers covered under US Foreign Account Tax Compliance Act (FATCA) provisions. 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 re-
quired to inform themselves of and to observe such restriction

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this docu-
ment. Any comments or statements made herein are those of the analyst and do not necessarily reflect those of the company. No matter con-
tained in this document may be reproduced or copied without the consent of the company. Any unauthorized use, duplication, redistribution or
disclosure is prohibited by law and will result in prosecution. The information contained in this document is intended solely for the recipient and
may not be further distributed by the recipient. The Company accepts no liability whatsoever for the actions of third parties.

The research analyst(s) of this document certifies that all of the views expressed in this document accurately reflect their personal views about
those issuer(s) or securities. Analyst’s holding in the stocks mentioned in the Report:-NIL

CONTACT DETAILS

Management Designation Email ID Direct No. (+91-22)
Nandkishore Gupta Managing Director ngupta@indsec.com 6114 6101/02
Research Team Designation [Sectors Covered] Email ID Direct No. (+91-22)
Jimeet M. Shah, CFA Research Analyst (Cap Good, Infra & Midcap) jimeets@indsec.co.in 6114 6109
Kimberly Paes Sr. Research Associate (FMCG, Textiles & Midcap)  kimberlyp@indsec.co.in 6114 6111
Rishabh Kale Sr. Research Associate (Auto, Auto Ancs & Midcap) rishabhk@indsec.co.in 6114 6116
Ayush Jain Research Associate (Banking, Pharma& Midcap) ayushjain@indsec.co.in 6114 6140
Malay Shah Research Associate (Cement, IT & Midcap) malays@indsec.co.in 6114 6115
Deepesh Panchawala Technical Analyst deepeshp@indsec.co.in 6114 6138
Institutional Sales Team Designation Email ID Direct No. (+91-22)
Parag Shah Sales Trader parags@indsec.co.in 6114 6133
Vaibhav Shah Sales Trader vaibhavs@indsec.co.in 61146134

For additional information please contact: research@indsec.co.in, or visit us at www.indsec.co.in

Indsec Securities & Finance Ltd, 301/302, "215 Atrium", "A" Wing, Andheri-Kurla Road, Chakala, Andheri (East), Mumbai - 400 093
Telephone: +91 22 6114 6114 / 6114 6100, Fax: +91 22 6114 6180 / 86
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