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Financials & Valuation (INR b)
Y/E March 2013E 2014E 2015E

Sa les 33.8 40.4 48.3

EBITDA 6.3 7.6 9.1

Adj. PAT 4.4 5.4 6.3

Adj. EPS (INR) 8.5 10.2 12.0

EPS Gr.  (%) 20.8 20.7 17.8

BV/Sh.(INR) 34.2 40.9 48.7

RoE (%) 24.7 25.0 24.7

RoCE (%) 31.5 32.9 32.9

Payout (%) 34.6 34.4 35.0

Valuations

P/E (x) 25.5 21.2 18.0

P/BV (x) 6.3 5.3 4.4

EV/EBITDA (x) 16.9 13.7 11.2

Div. Yield (%) 1.2 1.4 1.7

 Pidilite Industries' 3QFY13 standalone sales grew 21.6% to INR8.3b (est

INR8.4b); EBITDA margins expanded 80bp to 18.1% (est 18.8%), adjusted PAT

grew 20% YoY to INR1.04b (est INR1.1b) supported by higher-than-expected

other income of INR164m (est INR100m). Reported PAT grew 67.2% as it

included a) forex gains of INR89.3m, against a forex loss in base and

b) reversals of INR109.9m in interest expense due to FCCB conversion.

 Consumer Bazaar segment registered 16% volume growth in 3QFY13.

 PIDI reported healthy gross margin expansion of 200bp on account of sustained

easing of VAM prices. Despite healthy gross margin expansion and savings in

staff cost by 60bp, the steep increase in other expenses (up 180bp) curtailed

EBITDA margin expansion to 80bp to 18.1%.

 During the quarter it benefited from FCCB conversion as 104 bonds with a

face value of USD0.1m per bond were converted into equity shares. Hence,

PIDI reported a forex income of INR89mn v/s forex expense of INR25m in

3QFY13.

 Consumer & Bazaar sales were up 23.9% led by double digit volume growth

(16%). EBIT margins expanded 30bp YoY to 23.4%.

 Industrial Products reported 15% growth in sales; EBIT declined marginally

by 12bp to 11%.

 The stock trades at 21.2x FY14E and 18x FY15E EPS, we roll forward to FY15 and

maintain Buy with a revised target price of INR275 (23x FY15E EPS). We value

PIDI at 20% discount to Asian Paints.
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Concall highlights
 Volume growth in Consumer bazaar segment - 16% , price and mix - 8%. 9M

volume growth for total business at 12% and Consumer bazaar segment at 13%

 Higher volume growth in 3Q due to shift in demand for some of the paint

products (woods finish, tinting products) from 2Q to 3Q - shift in festive season.

 Capex - INR 1.25-1.5bn for next year

 Elastomer project - investments in the project are still on hold - some decision

will emerge before FY13 end - have spent total INR3.6bn so far.

 Other expenditure up due to higher ad-spend

 Stand-alone gross debt - INR 1bn as on 31st Dec. Cash and equivalent - INR 4Bn.

Net cash - INR 3Bn (post payment of FCCB redemption amount). Close to USD30m

was repaid as FCCB redemption.

 VAM prices - 1000 USD - all VAM requirement is imported

 3Q International sales - INR 990 Mn, EBIT - INR1 mn

 Industrial chemicals growth - 15% reported sales growth - out of that exports

(25% of business) grew 49% - domestic business low single digit growth.

 Paints company getting into construction chemicals - entry of these players is

good for industry as it will help expand the market.

Standalone sales up 21.6%; 200bp gross margin expansion, EBITDA margins
expand 80bp
 Pidilite's 3QFY13 standalone sales grew 21.6% to INR8.3b (est INR8.4b); EBITDA

margins expanded 80bp to 18.1% (est 18.8%), adjusted PAT grew 20% YoY to

INR1.04b (est INR1.1b) supported by higher- than-expected other income of

INR164mn (est INR100m).

 Reported PAT grew 67.2% as it included a) forex gains of INR89.3m, against a forex

loss in base and b) reversals of INR109.9m in interest expense due to FCCB

conversion.

 During the quarter it benefited from FCCB conversion as 104 bonds with a face

value of USD0.1m per bond were converted into equity shares, while the remaining

204 bonds were redeemed on December 7, 2012. Hence, PIDI reported a forex

income of INR89mn, including reversal of INR60.3m pertaining to FCCB conversion.

 Gross margins expanded 200bp led by correction in VAM prices. However, steep

increase in other expenses (up 180bp) curtailed EBITDA margin expansion to 80bp

to 18.1%.

 Other income increased 10%, while tax rate was higher by 480bp YoY.

Gross margins up 200bp, EBITDA margins up 80bp                 Adjusted PAT up 20% YoY

Source: Company/MOSL
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Valuation and view: Consumer and Bazaar remains healthy; Industrial
Products continue to be a concern; Buy
 Sustained healthy performance in the Consumer & Bazaar segment, with double

digit volume growth indicates favorable demand environment.

 We note the continued traction in Fevicol (16% volume growth in Consumer &

Bazaar segment) indicates the strong underlying brand equity of PIDI in its core

segment.

 Industrial division's performance continues to remain muted and will not show

an immediate recovery, in our view, given the prevailing weak macro-economic

environment. The stock trades at 21.2x FY14E and 18x FY15E EPS, we roll forward

to FY15 and  maintain Buy with a revised target price of INR275 (23x FY15E EPS). We

value PIDI at 20% discount to Asian Paints.

 Key risks - slowdown in Consumer Bazaar Segment and spike in input costs which

cannot be passed on.

Consumer and Bazaar and Industrial Products report healthy sales growth

Segmental 1QFY12 2QFY12 3QFY12 4QFY12 1QFY13 2QFY13 3QFY13

Consumer and Bazaar

Sales (INR m) 6,135 5,583 5,483 5,009 7,437 6,645 6,794

Sales Growth (%) 23.0 22.8 21.8 22.3 21.2 19.0 23.9

EBIT (INR m) 1,535 1,274 1,269 988 1,999 1,495 1,588

% Contribution 88.7 87.1 89.9 84.9 90.9 91.1 90.9

EBIT Growth % 2.0 9.1 12.5 32.9 30.3 17.3 25.2

EBIT margin % 25.0 22.8 23.1 19.7 26.9 22.5 23.4

Industrial Products

Sales (INR m) 1,654 1,646 1,441 1,655 1,849 1,705 1,657

Sales Growth (%) 17.8 17.6 0.8 5.0 11.8 3.6 15.0

EBIT (INR m) 233 213 161 205 226 166 183

% Contribution 13.4 14.6 11.4 17.6 10.3 10.1 10.5

EBIT Growth % -5.2 -5.0 -38.5 -18.7 -3.0 -21.9 13.8

EBIT margin % 14.1 12.9 11.1 12.4 12.2 9.8 11.0

Source: Company/MOSL
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Company description
Pidilite Industries is the largest branded adhesives

player in India, with an iconic brand like Fevicol.

Apart from a strong presence in adhesives, company

has expanded into emerging segments like mechanized

joinery, modular furniture, flooring, automotive care

and water proofing through Dr Fixit and Roff.

Key investment arguments
 We expect strong consumer driven demand to

continue and drive 15%+ volume growth for the

company in the future.

  Strong brand leadership and pricing power will

assist margin expansion  in the future.

 Successful completion of the synthetic elastomer

project (est. cost Rs5.5m; INR3.4b already spent) can

provide earnings upside post FY12.

Key investment risks
 Continued increase in VAM prices which could

impact margins in the near term as price increases

will be with a lag.

 Delay in commissioning elastomer project and

longer than expected payback period which could

strain cash flows

Comparative valuations
Pidilite Inds. Asian Paints

P/E (x) FY13E 25.5 28.6

FY14E 21.2 24.2

EV/EBITDA (x) FY13E 16.9 17.9

FY14E 13.7 14.7

EV/Sales (x) FY13E 3.2 2.9

FY14E 2.6 2.5

P/BV (x) FY13E 6.3 9.9

FY14E 5.3 8.2

Shareholding pattern (%)
Dec-12 Sep-12 Dec-11

Promoter 70.1 70.6 70.8

Domestic Inst 5.3 5.0 6.3

Foreign 13.2 13.1 12.4

Others 11.4 11.3 10.6

Pidilite Industries: an investment profile

Stock performance (1 year)

EPS: MOST forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY13 8.5 7.7 10.2

FY14 10.2 9.6 6.7

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

216 275 27.3 Buy

Recent developments
 Stand-alone gross debt - INR 1bn as on 31st Dec.

Cash and equivalent - INR 4Bn. Net cash - INR 3Bn

(post payment of FCCB redemption amount). Close

to USD30m was repaid as FCCB redemption.

Valuation and view
 We estimate 19% revenue CAGR over FY13-15E and

19% PAT CAGR over the same period.

 The stock trades at 21.2x FY14E and 18x FY15E EPS,

we roll forward to FY15 and  maintain Buy with a

revised target price of INR275 (23x FY15E EPS). We

value PIDI at 20% discount to Asian Paints.

Sector view
 We have a cautious view on the sector given the

slower income growth in the economy which might

impact volumes as well as profit margins of

companies.

 Companies with low competitive pressures and

broad product portfolios will be able to better

withstand any slowdown in a particular segment.

 Longer term prospects appear bright, given rising

incomes and low penetration.
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