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Welspun Corp Ltd
Stellar Q4; solid guidance

Capital Goods Sharekhan code: WELCORP
Reco/View: Positive o CMP: Rs. 253 Upside potential: 30% N
N Upgrade € Maintain ' Downgrade
Summary

+ QA4FY23 results were super strong with operating profit/PAT of Rs. 421 crore/Rs. 236 crore, up 2.5x/10x
g-o-q and beating our and street estimate by a wide margin. Strong earnings growth reflects robust
line pipe volume growth, better product mix at India business and positive EBITDA contribution from
WSSL. °

+ Line pipe volume grew strongly by 23% g-o-q to 345 kt and DI pipes/TMT bars also witnessed ramp-up
to 23 kt/16 kt, up 93%/8x g-o-g. Order book remain strong across businesses — 1.1mt for line pipes, 138
kt for DI pipes, 3500t for WSSL.

+ Growth outlook is impressive with revenue/EBITDA guidance of Rs. 15,000 crore/ Rs. 1,500 crore,
implies 54%/86% y-o-y growth for FY24. Completed acquisition of the Plastic Products business of
Sintex BAPL, which augurs well for B2C business given robust brand image and distribution reach.
Nauyaan Shipyard’s focus to monetise scrap by end-FY24.

+ We maintain our Positive view on Welspun Corp and expect 30% upside from CMP. Focus on building
capabilities in new businesses with higher margins will help the company to negate the earnings
cyclicality and drive re-rating. Valuation at 7x/4x FY25E PE and EV/EBITDA offers big room for re-rating.

Q4FY23 performance was robust with a strong 69%/153% g-0-q increase in consolidated revenue/

operating profit at Rs. 4070 crore/421 crore, which was significantly above our estimates. Earnings

growth was driven high volume growth of 23% q-o-q for its core line pipe business to 345 kt (200 kt/30
kt/100 kt from India/US/Saudi Arabia), positive EBITDA contribution from Welspun Specialty Solution

Limited (WSSL) and better product mix for India business (which is reflected in 341 bps g-o-q improvement

in EBITDA margin at 10.3%). A consolidated PAT of Rs. 236 crore, up 10x g-o-q was lifted by superior

operational performance and substantially higher other income.

Key positives

+ Strong volume growth of 28%/23% y-o-y/g-o-q for line pipe to 345 kt.

+ Improved line pipe order book of Rs. 14,600 crore, up 11% g-o-q.

+ Reduced debt by 38% g-o0-q to Rs. 1,138 crore as of March 2023.

Key negatives

¢SS pipes volume declined by 7%/15.6% y-o-y/g-o-q to 1079mt.

Management Commentary

¢ Robust FY24 revenue/EBITDA/RoCE guidance of Rs. 15000 crore/Rs. 1500 crore/16%. Strong focus on
growth of Sintex, DI Pipes and WSSL. DI pipes volume target of 175-200kmt (utilization of 45-50%) for
FY24.

+ Robustline pipe order book at 1.1 MMT (Rs. 14,600 crore) of which 475/400/250 KMT is from Saudi Arabia/
USA/ India. Line pipe active bid book was up 46% g-o-q to 2,552 KMT given pent up demand from SEA,
ME and US.

¢ Guided for minimum capex of Rs. 250-300 crore for maintenance activities.

* Expectsinventory (Rs. 5,686 crore as of March 2023) to fall as US order execution expected to pick up.

¢ EPIC (associate company) signed a contract with Saudi Aramco for the supply of large diameter Steel
Pipes at a total value of SAR 1.8 billion (Rs. 4,000 crore). Thus, the plant is fully booked for the next one
year.

¢ Sintex BAPL - Completed acquisition of the Plastic Products business of Sintex BAPL and efforts would
be to expand market share in FY24.

¢ Nauyaan Shipyard - Monetise entire scrap by end-FY24. Not exploring any capital-intensive options like
shipbuilding and instead exploring option for ship recycling/repair.

Revision in estimates — We increased our FY24-25 earnings estimates to faster ramp-up of DI pipes, higher

volume at US business partially offset by higher depreciation.

Our Call

Valuation — Maintain Positive view on Welspun Corp; expect a 30% upside: Welspun Corp’s strong global

presence (US, Saudi Arabia and India) makes it well placed to tap growing global opportunities in the line

pipes business especially from the oil & gas sector giving rising significance of energy security (post Russia-

Ukraine conflicts). Valuation of 7x/4x FY25E PE and EV/EVITDA is attractive and offers room for re-rating

given the company’s focus to build on new businesses with high-margin and target to turn net cash positive

over next couple of years. Hence, we maintain our Positive view on Welspun Corp and expect a 30% upside
from the CMP.

Key Risks

1) Low oil price may impact order inflow from key oil & gas sector, 2) Sharp surge in steel price could impact

margin/earnings, 3) lower-than-expected ramp-up of new business segments and 4) delay in value creation

or unrelated capex/investment in acquired companies and assets.

Valuation (consolidated) Rs cr
Particutars | Fy22 ___Fv23| __ FY2dE| __FY25E]
Revenue 6,505 9,758 14,21 14,277
OPM (%) 7.3 5.0 10.3 1.8
Adjusted PAT 439 207 799 938
% YoY growth -37.3 -52.9 286.4 17.4
Adjusted EPS (Rs) 16.8 7.9 30.5 35.9
P/E (x) 15.1 32.0 8.3 7.0
P/B (x) 1.5 14 1.2 11
EV/EBITDA (x) 16.8 18.0 5.2 4.0
RoNW (%) 10.3 45 15.9 16.7
RoCE (%) 12.2 6.5 16.9 19.8

Source: Company; Sharekhan estimates
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Strong Q4 performance driven by volume growth/margin beat; Robust Line Pipe Order book at Rs. 14,600
crore

Q4FY23 consolidated revenue at Rs. 4,070 crores (up 102%/69% y-o0-y/q-o-q) beat our estimates of Rs.
3,149 crores by 29%. Sales volumes for line pipes/ billets/SS bars was up by 28%/173%/123% y-o-y to
345kmt/49kmt/2783mt while SS Pipes sales were down 7% y-o-y to 1079 KMT. The company also posted
sales a volumes of Pig iron/ DI Pipes/ TMT bars at 107/23/16 KMT which was up by 23%/168%/44% qg-o-q. The
company has robust order book for Line Pipes of 1.1 Million MT valued at Rs.14,600 crores. OPM at 10.3% (up
679/341 bps y-0-y/g-o-q) beat our estimate of 8.2% by 211 bps and consequently Operating profit of Rs. 421
crore (up 491%/153% y-o-y/g-o0-q) was above our estimate by 62%. Consolidated PAT at Rs.236 crores (flat
y-o-y/ up 10x g-o-q) was significantly above our estimate of Rs. 115 crore, led by a sharp beat in revenue/
margin and higher other income.

Consistent improvement in line pipe sales volume Line pipe active bid book also improves considerably
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Performance of East Pipe Integrated Company for Industry (associate company)

Figures in SAR Mn

Particulars in SAR MN " Q4FY23 Q3FY23 Q4FY22 FY23 FY22
Saudi Arabia Ops:

Sales / Revenue 442 487 194 1,439 597
Gross Profit 52 70 15 156 28
Operating Profit 47 61 15 133 15
Net Profit after Zakat and Tax 37 48 14 100 (3)
Total Comprehensive Income a7 48 15 100 (3)

Source: Company

Q4FY23 earnings call highlights

¢ FY24 guidance: The management is confident of a “50%/90% growth in the Topline/EBITDA to Rs.
15,000/1,500 crores for FY24 based on strong growth outlook and ramp up of new businesses. The company
expects a ROCE of 16% versus 7% in FY23 and guided for only maintenance capex in FY24 of Rs. 250-300
crore.

+ Robust order/bid book for Line Pipes: Order book for line pipes stands at 1.1 MMT valued at Rs. 14,600 crore
of which 475/400/250 KMT is from Saudi Arabia/ US/ India. The Saudi Arabia plant is fully booked for next
1 year after winning the order from Saudi Aramco. The HSAW plant in the US is fully booked till December
2023 and the company is in discussions to book new orders beyond 2023. The company is also looking
to grow its export orders from its India capacity in H1IFY24. The active bid book for line pipes increased by
46% g-o0-q to 2552 KMT due to pent up demand from SEA, Middle East and US markets.
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+ DI Pipes/stainless steel order book: For DI Pipes, the company has a strong order book of ~ 138 KMT
valued at ™ Rs. 1,091 crore and is targeting sales of 175 — 200 KMT for FY24 due to increased traction in Jal
Jeevan Mission to bring tap water to every household, both rural and urban. For Stainless steel the current
order book stands at ¥ 3,500 MT valued at ¥ Rs. 155 crore and management expects its performance to
sustain on the back of several new customer approvals, accreditations, development of new products and
penetration of new markets.

¢ Built up inventory to decline: There was a sharp 438% y-o-y increase in inventory to Rs. 5,686 crores
due to acquisition and consolidation of new businesses. Management expects about Rs. 3,500 crores of
inventory reduction in US due to execution of large orders in FY24. Further Rs. 500/200 crores of inventory
will also get reduced in ABG Shipyard/WSSL from scrap sales/execution of order book.

* Net debt: Net debt fell by 38% g-0-q to Rs. 1,138 crores and management is on track to maintain net debt at
minimal levels owing to strong FCF generation going forward.

+ Sintex/ABG acquisitions: The company has taken full control of Sintex BAPL Ltd and is making every
effort now to increase its market share from 9% by reenergising the distribution network, product & brand
positioning and combining it with supply chain efficiencies. For ABG Shipyard, management is exploring
ship recycling and repair business instead of the capital-intensive ship building business and should
complete this assessment in the next two quarters.

Results (consolidated) Rs cr
Particulars | Q4FY23 | Q4FY22| YoY (%) Q3FY23| QoQ (%)
Revenues 4,070 2,011 102.4 2,402 69.4
Total Expenditure 3,650 1,940 881 2,236 63.2
Operating profit 421 71 490.6 166 152.8
Depreciation 91 63 440 80 13.4
Other Income 62 402 -84.5 8 676.9
Interest 95 30 216.4 70 34.5
PBT 297 380 -22.0 24 1,161.5
Tax 85 130 -34.2 30 186.3
Share of Profit / (Loss) of Associates/JVs 29 13 120.0 29 -3.1
Share of Minority Interest 4 27 -84.9 0 NA
Reported PAT 236 236 -041 23 915.2
Reported EPS (Rs.) 9.0 9.0 -0.1 0.9 915.2
Margins(%) BPS BPS
OPM 10.3 35 679.2 6.9 3407
NPM 5.8 17 -594.5 1.0 482.9
Tax rate 287 341 -536.9 NA NA

Source: Company, Sharekhan Research

Volume performance Rs cr
Particulars | Q4FY23 | Q4FY22| y-0-y (%) | Q3FY23| q-0-q (%)
Line Pipes (kmt) 345 269 28.3 281 22.8
Pig Iron (kmt) 107 0 NA 40 167.5
DI Pipes (kmt) 23 0 NA 12 917
Billets (kmt) 49 18 172.2 34 441
TMT Bars (kmt) 16 0 NA 2 700.0
SS Bars (mt) 2,783 1,248 123.0 1,448 92.2
SS Pipes (mt) 1,079 1,160 -7.0 1,278 -15.6

Source: Company, Sharekhan Research
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Revenue/EBITDA/RoCE guidance

Revenue (Rs. crore) EBITDA (Rs. crore)
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Source: Company
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Outlook and Valuation

B Sector view - Long-term growth drivers remain intact

The global steel pipes & tubes market is expected to reach $279 billion by 2027, with a 7.9% CAGR over 2019
to 2027. Asia-Pacific has the largest share in the global pipes market and is expected to clock a CAGR of 8.4%
in the next four years. India is the third-largest manufacturer of steel pipes with an estimated market size of Rs.
33,000 crore, which registered a steady 8.2% CAGR over the past 10 years. Although the COVID-19 pandemic
has affected the progress of some infrastructure projects, we believe return of normalcy in economic activities,
the government’s focus on increasing participation of local firms in government projects by disallowing global
tenders for up to Rs. 200 crore, government spending on infrastructure projects (Jal se Nal, expansion of the

National Gas Grid and CGD pipelines, etc), and anti-dumping duties on import of seamless CS pipes from
China would drive overall demand for steel pipes going ahead.

B Company outlook - Robust order book provides growth visibility

Welspun Corp has a strong line pipe order book of 1.1mt, which offers revenue visibility for next three quarters.
Moreover, any success from the strong bid book of 2.5 million tonnes would further improve the growth
outlook for the company. Execution of orders would result in ramp-up of line pipes, DI pipes, TMT bars and

specialty steel businesses and drive robust EBITDA/PAT CAGR over FY22-25E and improvement in RoCE to
20% in FY25E.

B Valuation - Maintain Positive view on Welspun Corp; expect a 30% upside

Welspun Corp’s strong global presence (US, Saudi Arabia and India) makes it well placed to tap growing
global opportunities in the line pipe business especially from oil & gas sector giving rising significance of
energy security (post Russia-Ukraine conflicts). Valuation of 7x/4x FY25E PE and EV/EVITDA is attractive and
offers room for re-rating given the company’s focus to build on new businesses with high margin and target to

turn net cash positive over next couple of years. Hence, we maintain our Positive view on Welspun Corp and
expect 30% upside potential from CMP.

One-year forward EV/EBITDA (x) band
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About company

Welspun Corp Ltd. is one of the flagship companies of Welspun Group and is a one-stop service provider of
welded line pipes as well as the preferred supplier to several Fortune 100 oil & gas companies. Its facilities
in India, Kingdom of Saudi Arabia and USA manufacture and deliver some of the most critical pipelines in
executing complex and large on-shore and off-shore projects.

Investment theme

Welspun Corp’s strong order book provides revenue growth visibility and ramp up existing line pipe and new
businesses (DI pipes, TMT bars and specialty steel) would drive significant earnings growth over FY24E-
25E. Inorganic growth (acquisition of ABG and Sintex) provide opportunity to diversify into new business
avenues of shipbuilding, offshore oil & gas structures and plastics. The company’s FY24 revenue/EBITDA/
RoCE guidance of Rs. 15,000 crore/ Rs. 1,500 crore/16% and improve DJSI ESG rating to 60+ is impressive.
Valuation is attractive considering strong growth and likely improvement in return ratios over FY24E-25E.

Key Risks

¢ Low oil prices may impact order inflow from key oil & gas sector.
¢ Sharp surge in steel price could impact margin/earnings.

¢ Lower-than-expected ramp-up of new business segments.

¢ Delay in value creation from acquired companies and assets.

Additional Data

Key management personnel

Balkrishan Goenka Chairman and Non-Executive Director
Mr. Vipul Mathur Managing Director & CEO

Mr. Percy Birdy Chief Financial Officer

Dipali Goenka Director

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Life Insurance Corp of India 8.34
2 AUTHUM INVESTMENT & INFRASTR LTD 4.34
3 Bhanshali Akash 2.29
4 Vanguard Group Inc/The 1.9
5 DSP Investment Managers Pvt Ltd 1.55
6 Aditya Birla Sun Life Asset Manage 1.45
7 Dimensional Fund Advisors LP 118
8 BlackRock Inc 0.73
9 Norges Bank 0.47
10  American Century Cos Inc 0.21

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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Understanding the Sharekhan 3R Matrix

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 significantincrease 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,
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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 not independently
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
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