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Investment Thesis

Polycab India is India’s largest cable & wire (C&W) company with an
organized market share of ~18%. It earns ~88% of its total fopline from
C&W segment while other two segments fast moving electrical goods
(FMEG) and EPC contributes 8% and 4% to topline, respectively. It has an
extensive product range in W&C, catering to vast applications, including
house wires, power cables, communication cables and many others.
Polycab India has developed a strong distribution network of ~3100
dealers and distributors across India. These dealers, distributors serve more
than 100,000 retail outlets. Polycab India reported revenue and PAT
CAGR of ~15% and ~39%, respectively, in FY16-19 led by higher EBITDA
margin. We believe organic growth in core business coupled with lower
interest outgo (owing fo loan repayment through proceeds from IPO
issue) will drive profitability of the business, going forward.

Polycab India has forayed into the FMEG business in FY14 by launching
the switches business. It further diversified into fans, LED lightings and
switchgear in FY15. Diversifying info FMEG was a logical step as it has
synergistic benefits by leveraging existing capabilities. Polycab India has
rapidly scale up its FMEG business as the products were a part of the
same ‘electrical’ ecosystem. We believe, FMEG business has huge
opportunity to cross-sell to a large customer base and leverage
distribution network across diverse product offerings. Leveraging the
‘Polycab’ brand, Polycab India’s FMEG segment is likely to grow at
revenue CAGR of over 20% in FY19-21E on a low base and sfrong
distribution channel across India.

Financials

e During the past 5 years, revenue of Polycab Indiagrew at a CAGR of
15.7% while PAT grew at a CAGR of 39.9% in the same period.

Consol. Rs.Mn.)  FY17 FY18 FY19 FY20E  FY2IE
Revenue 55001 67,703 79,560 91,494 105,218
EBITDA 4,799 7,289 9232 10,617 12,209
% growth 1.2 51.9 26.7 15.0 15.0
PAT 2,325 3,580 4,997 5,857 6,676
EPS (INR) 165 25.4 35.4 415 473
P/E (x) 575 37.3 26.7 22.8 20.0
RoE (%) 11.7%  153%  17.6%  189%  19.7%

e Polycab India has reported a significant 23.7% YoY growth in revenue
to Rs.22,419mn in Q2FY20 led by strong volume growth in W&C and
FMEG segment in the quarter.
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EBITDA of Polycab India grew by 25.5% YoY in Q2FY20 to Rs.2,717mn
led by higher revenue growth. As a result, EBITDA margin also grew by
17bps YoY to 12.1% led by higher revenue share of high margin FMEG
segment.

Polycab India has reported significantly higher PAT growth, which
grew by 115.0% YoY to Rs.1,918mn led by 25.6% YoY lower tax outgo
and 64.9% YoY lower interest burden on recent loan repayment.

Key Business Highlights

Polycab India is engaged in the business of manufacturing and
selling wires & cables and fast-moving electrical goods (FMEG) under
the 'Polycab’ brand. It has 24 manufacturing facilities in India of
which four are dedicated to FMEG product categories.

In 2014, Polycab India entered the FMEG segment to diversify and
leverage the strong ‘Polycab’ brand. The FMEG product includes
electric fans, LED lighting & luminaires, switches & switchgears, solar
products and conduits & accessories.

Apart from wires and cables, Polycab India entered the engineering,
procurement and construction (EPC) business in 2009, which includes
design, engineering, supply, execution and commissioning of power
distribution and rural electrification projects.

Valuation

Polycab India’s competitive edge lies in product innovation, quality
and availability. The products are manufactured within  the
company's manufacturing facilities, which were set up to address the
specific needs of innovation, quality and availability. Polycab India
also entered into two joint ventures of which one is a backward
infegration strategy. Backward integration in manufacturing assures
the company of a dependable supply of quality raw materials and
enables Polycab India to maintain control of the supply chain, lower
the cost of operations, and offer products at competitive prices.
Polycab India is currently operating at ~80% capacity utilization for its
W&C facilities. The availability of excess capacity along with
continuous capex will enable Polycab India to growth better than its
peers. The company incurred close to Rs.2,750mn on capex in FY19
and expected to incur about Rs.1,750-2,000mn in FY20, primarily
towards W&C. This capex is aimed at catering to segments where
there is opportunity for growth or opportunity for import substitution,
such as defense, railways, mining and metro.

Polycab continuously invested in strengthening its supply chain over
the years. Polycab India has developed a pan-india distribution
network of 3,300+ authorized distributors and dealers with a reach of
100,000+ retail outlets. It spends about 1.5% of sales on advertising
and sales promotion. The management also sees lot of headroom in
terms of building the brand further.

With India’s largest cable & wire company, extensive product range
in W&C, forayed into the FMEG business, competitive edge with
product innovation, quality and availability and strong distribution
network,we value Polycab Indiaat 24.39x FY21E EPS of Rs.47.30 fo
arrive at target price of Rs.1,154, an upside of 20%.

Risk & Concern

Cost of copper, aluminum, steel and PVC form a significant portion of
the Polycab India’s operating expenses. Any fluctuations in prices of
these raw materials may affect its margins negatively.

Majority of the raw materials required are imported and hence
Polycab India is exposed to foreign exchange voldatility risks as well.
Polycab India operates in industry which requires substantial capex
and high working capital, which may stretch its debt and working
capital cycle putting strain on its cash flows.
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Figure 1: Net Sales Trend
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Figure 2: EBITDA & EBITDA Margin Trend
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Figure 3: PAT Trend
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Figure 4:Segment-wiseRevenueContribution
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Disclosure: This document has been prepared by the Research Desk of M/s Bonanza Portfolio Ltd. and is meant for use of
the recipient only and is not for circulation. This document is not to be reported or copied or made available to others. It
should not be considered to be taken as an offer to sell or a solicitation to support any security. The information contained
herein is obtained and collated from sources believed reliable that reflects the unbiased view and we do not represent it as
accurate or complete and it should not be relied upon as such. The opinion expressed or estimates made are as per the best
judgment as applicable at that point of time and are subject to change without any notice. Bonanza Portfolio Ltd. along with

its associated companies/ officers/employees may or may not, have positions in, or support and sell securities referred to

herein.

/

Bonanza

make money. not mistakes.




