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Oriental Carbon (ORICAR)

Earnings at inflection point; quality play...

« Origntal Carbon & Chemicals [OCCL) is a speciality chemical
company manufacturing insoluble sulphur, a key raw material used
in vulcanisation of rubber while manufacturing tyres

« |t is the only Indian company manufacturing this quite essential
product and is among the topthres in oligopolistic market globally

= The topline growth at QCCL was muted over FY15-17E largely due to
capacity constraints with the company opem@ting at 290%+ utilisation
levels (capacity at 23000 tonne]

+ Sending the robust product demand and expedite capex (brownfield
at Mudra facility) execution, OQCCL has commissioned the Phase 1 of
gxpansion (5500 tonne) ahead of schedule in Q3FY17. The company
is successfully penetrating the Morth Amercan and Chinese markets
for selling the incremental produce

= Wiith phase 2 (5500 tonne) dues for commissioning in Q2FY19E, we
beliewe OCCL will witness robust growth in topline & bottomline,
going forsward, We expect sales to grow at 14.0% CAGR in FY17-19E
with PAT growing ata CAGR of 16.6% in FY17-19E

# Hence, with eamings at an inflection point and early commissioning
of expansion, we hawe revised upward our estimates and increased
our target multiple to value OCCL at T 1125

DCCL - Key player in oligopolistic insoluble sulphur markat!

< 900

Ag per industry estimates, total insoluble sulphur (15) market globally as
of CY16 is at ~28d4 KT dominated by three major players e oligopolistic
im nature. Eastrnan Chemicals (US) iz the market leader with close to
~T0% market share followed by Japanese Player Shikoku with ~15%:
market share. DCCL with total sales volume in the range of 20-22 KT is the
third credible player with ~10% market share. Glaobally, dermand faor
imsoluble sulphur is expeacted to grow at 2-4% CAGR in the next Few years
with demand in India growing at 10%+ CAGR due to robust automohbile
dermand & increasing rmdialisation of tyres in the CV segment (penetration
at ~30%a).

Imprassive brownfield expansion on track; volume led growth to follow

QOCCL has current capacity of 23000 tonne and is largely opserating at
~80% utilisation level in FY18. Sensing the same, OCCL had launched an
impressive adpansion plan where it intends to increase its capacity
(broveenfield) by 11000 tonne in two phases. The first phase of 5500 tonne
has already been commissioned in Decermber 2016 (four months ahead of
schedule). With a strong customer relationship, focus on further
pernetration in the Chinese & Morth American markets and increasing
product demand, we expect DCCL to report healthy wolume led growth in
FY¥17E-19E. We expect OCCL to report insoluble sulphur sales volume
CAGR of ~12.0% in FY17E-19E to ~28.4 KT in FY19E [22.7 KT in F¥17E]).

Cuality portfolio play, robust marging and return ratios, retain BUY1

QOCCL is a speciality chemical company with a unique product profile,
limited competition in the marketplace and consequent sustainable strong
EBITDA margins (28%+) and retum ratios (RolC: 20%+). OCCL has a
healthy balance sheet profile with FY16 debt! equity at 0.2x & average
CFO in FY¥14-18 at ~T 60 crore (yvield ~6.5%). With early commissioning
of brownfield capacity and robust product demand, we expect sales &
PAT togrow at a CAGR of 14.0% & 16.6%, respectively, in FY17E-19E. We
value OCCL at ¥ 1125 i.e. 17.0x P/E (1.0x PEG) on FY18E & FY19E awverage
EPS of T 68.2, We maintain BUY recommendation on OCCL.
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HATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns
ratings 1o its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: =15%,/20% for large caps/midcaps, respectively, with high conviction;
Buy: =10%/15% for large caps/midcaps, respectively;

Hold: Up to +/-10%:;

Sell: -10% or more;

.......... _u BROKER |
MCICT Securithes Lo, | #50 oo

eyl Barwrsl 29012

Pankaj Pandey Head - Research pan kaj.pandey@icicisecurities.com

ICICldirect.com Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Certre,
Road Mo 7, MIDC,

Andheri (East)

Murnbai — 400 093

research@icicidirectcom

ICICI Secunties Ltd | Retail Equity Research Page 3



(Hesearch
‘? IcIcr dfrec:}.' cCorm

ft's Adwice, Nof Advenfure

Disclaimer
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