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Stellar Q1 buoyed by EBITDA expansion; Buy

August 13, 2018

Meghmani Organics’ (Meghmani) volume performance was relatively muted yet
the company’s ability to pass on raw material price hike to its customers (with a
lag) led to stellar performance for Q1FY19. 440bps YoY expansion in EBITDA
margins led to over 35.9% YoY jump in EBITDA at X1.24bn (%0.91bn).
Agrochemicals segment sales impacted during the quarter due to shutdown
while margins improved significantly due to increase in product prices. Chlorine
realizations remained positive thus elevating basic chemicals segment
performance although ECU for the quarter was lower sequentially at
%37,000/ton. Expansion plan of X5.4bn has been increased to X6.4bn including
power plant and some plant modifications. Projects are expected to commence
operations from December 2018 onwards, full impact of which is expected to be
realized in FY21E. We believe the growth story for Meghmani remains intact and
with new projects the company is venturing into value added products which
would aid overall margin performance. We remain positive on the company’s
growth prospects from a medium to long term perspective and maintain ‘Buy’
with a price target of X145.

Volumes decline yet margins improve for pigments segment: During Q1FY19,
pigments sales volumes declined 11.6% YoY at 3,623tons (4,099tons) with ~75%
utilization. Utilization was kept lower intentionally due to higher raw material
prices and relatively lower flexibility to pass on the same to the customers as the
rise in raw material prices was substantial at ~20%. However, the situation to
improve from Q2 onwards due to increase in product prices which are reflected
with a lag of a quarter.

Agrochemicals margins revive: Agrochemicals segment reported flattish revenues
while volumes declined 2.5% YoY at 4,342tons (4,453tons) due to planned
shutdown. Despite Q1 being a favorable quarter for agrochemicals, management
indicated that no volumes have been lost due to shut down and will be recovered
in subsequent quarters. Ability to pass on increase in raw material prices led to
EBIT margins expansion from 13.7% in Q1FY18 to 22.2% in Q1FY19.

Higher ECU aids basic chemicals’ performance: Higher ECU realization of ~X
37,000/ton from ~X30,000/ton in Q1FY18 led to revenue and EBIT expansion
despite 4.8% YoY drop in volumes at 37,869tons (39,763tons). Positive chlorine
prices which are expected to remain firm is likely to benefit performance in
coming quarters.

Volume growth to trickle from FY20E with full impact in FY21E: Meghmani’s
enhanced capex plan of ~X 6.5bn is expected to increase capacities across existing
segments with entry into new value-added segments such as chloromethanes and
hydrogen peroxide. Effect of these capacity increase is expected to start from
QAFY19E onwards with full impact expected in FY21E. Entry into new products is
expected to not only increase revenues but increase margins. At CMP, the stock is
trading at 10.7x and 9.8x FY19E and FY20E EPS of 8.3 and 9.1, respectively. We
remain positive on the volume expansion story and maintain ‘Buy’ with a price
target of X145.

Financials Revenues EBIDTA PAT EPS P/E EV/EBIDTA  ROE
X Mn X Mn X Mn 4 X X %
FY17 14,229 2,888 877 3.4 25.9 9.1 13.0
FY18 18,033 4,312 1,713 6.7 13.2 5.9 21.6
FY19E 20,476 4,738 2,114 8.3 10.7 5.8 21.8
FY20E 23,480 5,312 2,313 9.1 9.8 5.3 19.6
FY21E 26,003 5,829 2,453 9.6 9.2 4.5 17.5

Source: Company, Sunidhi Research



@ Meghmani Organics Ltd.

Meghmani — Q1FY19 concall highlights
Pigments
e Sales volumes down 11.6% YoY at 3,623tons (4,099tons), 75% utilization
e Raw material prices increased hence utilization kept low with lower sales volumes
e Blue and green pigments India is stronger than China
e RM prices went up by 20%
e Every quarter the price is changed to adjust price according to RM prices, lag of one quarter
for price changes
e Volume increase possible to some extent in FY19
e Margins expected to be 15-17% in FY19E

Agrochemicals
e Sales volumes down 2.5% YoY at 4,342tons (4,453tons)
e Plant shut down in Q1, hence utilization lower at 57%
e No volumes lost due to shut down, expected to recover in coming quarter
e Better realizations, RM price increase passed on to customer
e Generally Q1 and Q2 remain strong quarters
e Expect full year utilization at ~77% similar to FY18
e Margins expected to be in the range of 16-18% in FY19E
e B2Csalesin Q1FY19 —X40cr, target X120cr for FY19

Basic Chemicals
e Sales volumes down 4.8% YoY at 37,869tons (39,763tons), 86% utilization
e ECU-X37,000/ton in Q1FY19, X 45,000/ton in Q4FY18, X 30,000/ton in Q1FY18
e Expect to remain X37,000-38000/ton for the next few quarters
e Chlorine prices positive and may improve
e Margins expected to be 30-35% in FY19E

Chloromethanes project
o Capex —X 140cr, capacity — 40,000 mtpa
e Commissioning — by December 2018
e 3 months to stabilise and then utilization can be increased to 60-70% in FY20
e Supplies in spot market
e Revenue potential at 80% utilization based on current prices —X 170-180cr
e EBITDA margin —20-22%
e Maximum utilization 85%, can be achieved by FY21

Basic chemicals project
e Capex —X400cr, plus additional capex for power plant and modifications X 100cr
e Revenue potential X 300cr by FY21
e Capacity — hydrogen peroxide 25,000 mtpa, caustic soda 300 tpd (183,400 mtpa)
e Commissioning of both hydrogen peroxide and caustic soda expansion by June 2019
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Quarterly Performance

Meghmani Organics Ltd.

Y/E March (X mn) Q1FY19A Q1FY18 YoY (%) Q4rFY18  QoQ (%)
Net sales 4,765 4,212 13.1 4,710 1.2
Cost of Goods 2,294 2,197 4.4 2,138 7.3
% of sales 48.1 52.2 45.4

Other expenditure 1,231 1,103 11.6 1,373 (10.3)
% of sales 25.8 26.2 29.1

Operating profit 1,240 912 35.9 1,200 3.4
OPM (%) 26.0 21.7 25.5

Dep. and amor. 243 230 55 238 2.2
Interest 135 107 26.2 92 46.5
EBT 862 575 49.9 870 (0.9)
Other income 141 45 2154 137 2.9
Excp. Item 0 0 #DIV/0! 11 (100.0)
PBT 1,004 620 61.9 996 0.8
Provision for tax 233 187 24.8 227 2.6
eff. tax rate 23.2 30.1 22.8

PAT 771 433 77.9 769 0.2
Minority Interest 134 105 267

PAT (rep.) 637 329 93.8 502 26.9
NPM (%) 13.0 7.7 10.4

Segments revenue (X mn) Q1FY19A Q1FY18 YoY (%) Q4rY18  QoQ (%)
Pigment 1,439 1,430 0.6 1,463 (1.6)
Agrochemicals 1,607 1,582 1.6 1,343 19.7
Basic Chemicals 1,710 1,194 43.2 1,994 (14.2)
Others 187 164 14.1 161 16.1
Total 4,943 4,370 13.1 4,959 (0.3)
Inter-segmental 177 158 12.4 249 (28.9)
Net sales 4,765 4,212 13.1 4,710 1.2
EBIT

Pigment 198 193 2.3 227 (12.8)
% EBIT 13.7 13.5 15.5
Agrochemicals 357 217 64.5 66 438.1
% EBIT 22.2 13.7 4.9

Basic Chemicals 614 312 96.6 809 (24.0)
% EBIT 35.9 26.2 40.6

Others 1 (10) - 25 (93.9)
% EBIT 329.3 191.1 503.3

Total EBIT 1,171 712 64.3 1,126 3.9
% EBIT 23.7 16.3 22.7

Source: Company, Sunidhi Research



Valuations Summary

Balance Sheet (X mn)

Meghmani Organics Ltd.

Year End-March FY17 FY18 FY19 FY20E FY21E Year End-March FY17 FY18 FY19 FY20E FY21E
Per share () Equity and Liabilities
EPS 3.4 6.7 8.3 9.1 9.6 Share Capital 254 254 254 254 254
CEPS 7.0 10.5 121 13.6 15.8 Reserves and Surplus 6,930 8,451 10,438 12,612 14,917
BVPS 28.3 34.2 42.0 50.6 59.7 Total Shareholders’ funds 7,185 8,705 10,693 12,866 15,171
DPS 0.0 0.4 0.4 0.5 0.5 Minority Interest 1,547 2,214 2,530 2,875 3,242
Payout (%) 0.0 5.9 5.0 5.0 5.0 Non-Current Liability
Valuation (x) Long Term Borrowings 1,219 2,183 2,683 3,183 2,683
P/E 25.9 13.2 10.7 9.8 9.2 Deferred Tax Liabilities (Net) 337 506 506 506 506
P/BV 3.2 2.6 2.1 1.8 1.5 Long Term Liab./Provisions 44 52 52 52 52
EV/EBITDA 9.1 5.9 5.8 5.3 4.5 Current Liabilities
Dividend Yield (%) 0.0 0.4 0.5 0.5 0.5 Short Term Borrowings 2,496 814 2,064 2,164 1,914
Return ratio (%) Trade Payables 1,630 1,951 2,161 2,478 2,745
EBIDTA Margin 20.3 23.9 23.1 22.6 22.4 Other Current Liabilities 1,335 1,617 1,617 1,617 1,617
PAT Margin 6.1 9.3 10.2 9.8 9.4 Short Term Provisions 60 142 142 142 142
ROAE 13.0 21.6 21.8 19.6 17.5 Grand Total 15,853 18,184 22,448 25,884 28,072
ROACE 12.5 19.8 18.6 17.2 15.8 Assets
Leverage Ratios (x) Non-Current Assets
Long term D/E 0.2 0.3 0.3 0.2 0.2 Fixed Assets 7,785 8,540 9,673 12,614 12,797
Net Debt/Equity 0.5 0.3 0.4 0.4 0.2 Intangible assets 187 443 493 548 623
Interest Coverage 3.9 8.4 5.9 5.8 6.9 Deferred Tax Assets 52 75 75 75 75
Current ratio 2.4 2.3 2.4 2.3 #DIv/0! Non-Current Investments 0 0 2,210 2,210 2,210
Growth Ratios (%) Non-current tax assets 184 105 105 105 105
Income growth 6.8 26.7 13.5 14.7 10.7 Other non-current assets 242 629 629 629 629
EBITDA growth 10.7 49.3 9.9 12.1 9.7 Current Assets
PAT growth 6.3 95.3 234 9.4 6.1 Current Investments 285 714 664 164 164
Turnover Ratios Inventories 2,417 2,677 3,076 3,561 3,944
F.A Turnover x 1.5 1.7 1.6 14 14 Trade Receivables 3,309 3,745 4,266 4,892 5,417
Inventory Days 109.6 105.9 105.0 105.0 105.0 Cash and Cash Equivalents 102 99 102 130 1,151
Debtors Days 77.0 73.1 75.0 75.0 75.0 Short Term Loans & Advances 577 325 325 325 325
Payable days 38.0 38.1 38.0 38.0 38.0 Other Current Assets 713 831 831 631 631
Income Statement (X mn) Grand Total 15,853 18,184 22,448 25,884 28,072
Year End-March FY17 FY18 FY19 FY20E FY21E Cash flow Statement
Revenues 14,229 18,033 20,476 23,480 26,003 Year End-March FY17 FY18 FY19 FY20E FY21E
Op. Expenses 11,342 13,722 15,739 18,168 20,174 PBT 1,558 3,257 3,329 3,641 3,862
EBITDA 2,888 4,312 4,738 5,312 5,829 Depreciation 907 948 968 1,159 1,567
Other Income 124 303 200 210 221 Interest Exp 509 399 641 722 621
Depreciation 907 948 968 1,159 1,567 Others (86) (292) (200) (210) (221)
EBIT 2,105 3,667 3,970 4,363 4,483 CF before W. cap 2,888 4,312 4,738 5,312 5,829
Interest 509 399 641 722 621 Inc./dec. in W. cap (268)  (1,993) 592 6 (892)
Prov., Write offs 38 11 0 0 0 Op CF after W. cap 2,619 2,319 5,329 5,318 4,937
PBT 1,558 3,257 3,329 3,641 3,862 Less Taxes 398 734 899 983 1,043
Tax 396 878 899 983 1,043 Excp. & Prior Period Adj 0 0 0 0 0
PAT 1,162 2,379 2,430 2,658 2,819 Net CF From Operations 2,222 1,585 4,430 4,335 3,894
Minority 285 666 316 346 366 Inc./(dec.) in F.A + CWIP (583) (1,730) (2,150) (4,155) (1,825)
Prior Period Adj 0 0 0 0 others 124 303 (2,010) 210 221
Sh. of Associates 0 0 0 0 CF from Invst. Activities (459) (1,427) (4,160) (3,945) (1,605)
Ex. ordinary 0 0 0 0 0 Loan Raised/(repaid) (957) 964 500 500 (500)
Adj. PAT 877 1,713 2,114 2,313 2,453  Equity Raised 0 0 0 0 0
Dividend 0 (122) (127) (139) (148)
Others (812) (979) (641) (722) (621)
CF from Fin Activities (1,769) (137) (268) (361) (1,268)
Net inc, /(dec.) in cash (7) 22 2 28 1,021
Op. balance of cash 27 21 43 45 73
Cl. balance of cash 21 43 45 73 1,095
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@ Meghmani Organics Ltd.

Disclaimer

This Report is published by Sunidhi Securities & Finance Limited (hereinafter referred to as “Sunidhi”), SEBI Research Analyst
Registration Number: INHO00001329, for private circulation. Sunidhi is a registered Stock Broker with National Stock
Exchange of India Limited, BSE Limited and Metropolitan Stock Exchange of India Limited in cash, derivatives and currency
derivatives segments. It is also having registration as a Depository Participant with CDSL. Sunidhi has applied for registration
as Research Analyst under SEBI (Research Analyst) Regulations, 2014.

Sunidhi 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.

Sunidhi or its associates has not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. Sunidhi or analyst or his relatives do not hold any financial interest in the subject company. Associates
may have such interest in its ordinary course of business as a distinct and independent body. Sunidhi 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
company covered by Analyst.

Sunidhi 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. Sunidhi or its associates has 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 and Sunidhi / analyst has not been engaged in
market making activity of the subject company.

Analyst or his relatives do 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. Sunidhi or its associates may have investment
positions in the stocks recommended in this report, which may have 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. However, Sunidhi is
maintaining Chinese wall between other business divisions or activities. Analyst has exercised due diligence in checking
correctness of details and opinion expressed herein is unbiased.

This report is meant for personal informational purposes and is not be construed as a solicitation or financial advice or an
offer to buy or sell any securities or related financial instruments. While utmost care has been taken in preparing this report,
we claim no responsibility for its accuracy. Recipients should not regard the report as a substitute for the exercise of their
own judgment. Any opinions expressed in this report are subject to change without any notice and this report is not under
any obligation to update or keep current the information contained herein. Past performance is not necessarily indicative of
future results. This report accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or
any part of this report.

Each recipient of this document should make such investigations as they deem necessary to arrive at an independent
evaluation of an investment in the securities of the companies referred to in this document (including the merits and risks
involved), and should consult their own advisors to determine the merits and risks of such an investment.

The information in this document has been printed on the basis of publicly available information, internal data and other
reliable sources believed to be true, but we do not represent that it is accurate or complete and it should not be relied on as
such, as this document is for general guidance only. Sunidhi or any of its affiliates/ group companies 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. Sunidhi has not independently verified all the information contained within this document. Accordingly, we
cannot testify, nor make any representation or warranty, express or implied, to the accuracy, contents or data contained
within this document. While Sunidhi endeavours to update on a reasonable basis the information discussed in this material,
there may be regulatory, compliance, or other reasons that prevent us from doing so. Neither Sunidhi nor its directors,
employees or affiliates shall be liable for any loss or damage that may arise from or in connection with the use of this
information.
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@ Meghmani Organics Ltd.

Sunidhi’s Rating Rationale

The price target for a large capstock represents the value the analyst expects the stock to reach over next 12 months. For a stock to be
classified as Outperform, the expected return must exceed the local risk free return by at least 5% over the next 12 months. For a stock to be

classified as Underperform, the stock return must be below the local risk free return by at least 5% over the next 12 months. Stocks between
these bands are classified as Neutral.

(For Mid & Small cap stocks from 12 months perspective)

BUY Absolute Return >20%
HOLD Absolute Return Between 0-20%
SELL Absolute Return Negative

Apart from Absolute returns our rating for a stock would also include subjective factors like macro environment, outlook of the industry

in which the company is operating, growth expectations from the company vis a vis its peers, scope for P/E re-rating/de-rating for the
broader market and the company in specific.

SUNIDHI SECURITIES & FINANCE LTD

Member: National Stock Exchange (Capital, F&O & Debt Market) & The Stock Exchange, Mumbai

SEBI Registration Numbers: INZ000169235

Kalpataru Inspire, Unit 1, 8th Floor, Opp. Grand Hyatt Hotel, Santacruz (East), Mumbai 400 055
Tel: (+91-22) 6677 1777 Web-site: http://www.sunidhi.com
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