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July 6, 2020 

CMP: | 110   Target:| 135 (23%)  Target Period: 12 months 

Phillips Carbon Black (PHICAR) 

 BUY 

 

Steady state performance, inexpensive valuations 

Phillips Carbon (PCBL) reported a steady performance in Q4FY20. Net sales 

in Q4FY20 were at | 700 crore, down 24% YoY. Carbon black sales were at 

| 680 crore, down 24% YoY, while power segment sales were at | 39 crore, 

down 7% YoY. Carbon black sales volume in Q4FY20 was at ~99,000 tonne 

(down 3% YoY) with consequent realisations at | 69/kg vs. | 88/kg in 

Q4FY19. EBITDA in Q4FY20 was at | 99 crore with EBITDA margins at 14.2% 

and consequent EBITDA/tonne at | 10,000/tonne. PAT in Q4FY20 was at  

| 72 crore, almost flat YoY, supported by a negative tax rate. On the B/S side, 

gross debt was down from | 796 crore in FY19 to | 719 crore in FY20. On 

the cash flow front, CFO for FY20 was at ~| 550 crore led by improved net 

working capital cycle with FCF for the year at ~| 200 crore (>10% FCF yield). 

Replacement tyre market to support volumes in near term 

Carbon black finds major application in the tyre industry wherein it is used a 

reinforcement agent and constitutes ~23-25% of tyre by weight. Tyre 

industry derives ~30% of its demand from the OEM market and rest ~70% 

from the replacement market, which is steady state and recurrent in nature. 

It is more dependent on movement of goods and people as well as general 

economic activity. With economic activity recovering post relaxation of 

nationwide lockdown amid Covid-19 outbreak, we expect replacement 

market demand to limit de-growth in overall tyre industry and consequent 

support carbon black sales. PCBL, by virtue of being the market leader in this 

segment, is expected to benefit from this trend. However, de-growth in 

FY21E is inevitable. Consequently, we expect carbon black volumes of PCBL 

to drop to 3.25 lakh tonne from 4.06 lakh tonne in FY20, amid nearly 45 days 

of production loss in Q1FY21. Carbon black sales volume is then expected 

to recover to 4.1 lakh tonne in FY22E, up 26% YoY. 

ADD revision pending in November 2020, extension likely 

To safeguard domestic industry, there is an anti-dumping duty (ADD) on 

import of carbon black from China into India to the tune of ~US$400/tonne. 

ADD is due to be revised in November 2020. In all likelihood, it is expected 

to get extended amid government emphasis on self-reliance (Atmanirbhar). 

It does not lead to an immediate rise in realisations or margins but 

guarantees volume offtake for domestic manufacturers, a tad better pricing 

and operating leverage benefits. Domestic carbon black consumption is 

pegged at ~8 lakh tonne with ~15-20% of carbon black (~1.5 lakh tonne in 

FY20E) consumption being met though imports. 

Valuation & Outlook 

We like PCBL for its capital efficient business model (RoCE>15%), controlled 

leverage on B/S (debt: equity at 0.4x in FY20) as well as robust cash flow 

generation. We maintain our BUY rating on the stock with a target price of  

| 135 valuing it at 5.5x EV/EBITDA (8.5x implied P/E) on FY22 numbers. 

 

 

K ey F in an cials F Y18 F Y19 F Y20P F Y21E F Y22E C AG R  (F Y20P -22E )

Net S a les 2,546.9        3,528.6        3,243.5        2,030.8        2,687.8        -9.0%

E B ITD A 386.0           622.8           461.7           342.0           493.1           3.3%

E B ITD A Margins (% ) 15.2             17.6             14.2             16.8             18.3             

Net P rofit 229.8           388.5           283.5           168.9           275.2           -1.5%

E P S  (₹) 13.3             22.5             16.5             9.8                16.0             

P /E 8.2                4.9                6.7                11.2             6.9                

R oNW (% ) 16.7             23.6             16.8             9.4                13.8             

R oC E  (% ) 15.6             22.8             15.4             9.7                14.9             

Source: Company, ICICI Direct Research 
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Financial story in charts 

Exhibit 1: Topline trend 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 2: EBITDA and EBITDA margins trend  

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 3: Carbon black sales volume and EBITDA/tonne trend 

 

Source: Company, ICICI Direct Research 
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CB Sales Volumes (LHS) EBITDA/tonne (RHS)

Revenues are seen declining at a CAGR of ~9% over 

FY20-22E largely driven by drop in realisations due 

to decline in crude price. Volumes in the aforesaid 

period is expected to be flat on CAGR basis at 4.1 

lakh tonne in FY22E vs. 4,06 lakh tonne in FY20 and 

3.25 lakh tonne in FY21E. 

EBITDA at PCBL is seen growing at a CAGR of 3.3% 

over FY20-22E. Margins are expected to inch up 

optically tracking nearly fixed spread or 

EBITDA/tonne being realised by the company amidst 

decline in realisations.  

 

Sales volumes are expected to be largely flat over 

FY20-22E. EBITDA/tonne is expected to be steady in 

the range of |10,000-12,000/tonne. Increasing share 

of speciality grade carbon black will support the 

upward trajectory of EBITDA/tonne, going forward 
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Company Update | Phillips Carbon Black 

Exhibit 4: PAT and EPS trend 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 5: CFO and CFO yield trend  

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 6: Return ratios trend 

 

Source: Company, ICICI Direct Research 
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PAT is expected to decline at a CAGR of 1.5% over 

FY20-22E. We expect PCBL to clock an EPS of  

| 16/share in FY22E 

Robust cash flow generation is USP of PCBL with 

company offering healthy cash flow yield >15% on 

consistent basis over FY19-22E. It provides much 

support to our investment thesis for PCBL 

Return ratios are seen muted in FY21E due to drop in 

sales and earnings due to Covid-19. They are 

expected to recover to its more sustainable range of 

~15% in FY22E 
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Financial Summary  

Exhibit 7: Profit and loss statement                                 | crore 

 

Source: Company, ICICI Direct Research 

Exhibit 8: Cash flow statement                                        | crore 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 9: Balance Sheet                                                  | crore 

 

Source: Company, ICICI Direct Research 

 

Exhibit 10: Key ratios 

 

Source: Company, ICICI Direct Research 

 

 

 

 

 

 

(Year-en d  March ) F Y19 F Y20P F Y21E F Y22E

Net S a les 3528.6 3243.5 2030.8 2687.8

O ther O pera ting Income 0.0 0.0 0.0 0.0

To tal O p eratin g  In co m e 3528.6 3243.5 2030.8 2687.8

G rowth (% ) 39.0 -8.1 -37.4 32.4

R aw Mate ria l E xpenses 2,296.6 2,189.5 1,235.9 1,653.0

E mployee  E xpenses 110.9 134.4 136.1 140.7

S e lling E xpense 141.1 129.7 81.2 107.5

O ther O pera ting E xpense 357.2 328.2 235.5 293.5

Tota l O pera ting E xpenditure 2,905.8 2,781.8 1,688.7 2,194.7

E B ITD A 622.8 461.7 342.0 493.1

G rowth (% ) 49.0 -25.9 -25.9 44.2

D eprecia tion 66.4 90.6 106.8 119.7

Inte rest 36.4 44.5 43.5 37.0

O ther Income 18.8 24.2 19.4 20.4

P B T 538.8 350.8 211.1 356.8

E xceptiona l Item 0.0 0.0 0.0 0.0

Tota l Tax 150.3 67.3 42.2 81.6

P AT 388.5 283.5 168.9 275.2

G rowth (% ) 69.1 -27.0 -40.4 62.9

E P S  (₹) 22.5 16.5 9.8 16.0

(Year-en d  March ) F Y19 F Y20P F Y21E F Y22E

P rofit a fte r Tax 388.5 283.5 168.9 275.2

Add: D eprecia tion 66.4 90.6 106.8 119.7

(Inc)/dec in C urrent Asse ts -319.0 177.3 384.2 -218.3

Inc/(dec) in C L  and P rovisions 145.7 -46.1 -228.5 125.5

O thers 36.4 44.5 43.5 37.0

C F  fro m  o p eratin g  activ ities 318.0 549.8 475.0 339.1

(Inc)/dec in Investments -46.4 207.1 -125.0 10.0

(Inc)/dec in F ixed Assets -275.8 -360.8 -120.0 -120.0

O thers 18.3 -2.8 0.0 0.0

C F  fro m  in vestin g  activ ities  -303.9 -156.5 -245.0 -110.0

Issue /(B uy back) o f E quity 0.0 0.0 0.0 0.0

Inc/(dec) in loan funds 75.6 -77.3 -100.0 -100.0

Inte rest & D ividend pa id -108.8 -189.2 -103.8 -123.1

Inc/(dec) in S ha re  C ap 0.0 0.0 0.0 0.0

O thers -40.4 -95.1 0.0 0.0

C F  fro m  fin an cin g  activ ities -73.5 -361.6 -203.8 -223.1

Net C ash flow -59.4 31.7 26.2 6.0

O pening C ash 139.0 79.6 111.3 137.4

C lo s in g  C ash 79.6 111.3 137.4 143.4

(Year-en d  March ) F Y19 F Y20P F Y21E F Y22E

L iabilities

E quity C apita l 34.5 34.5 34.5 34.5

R eserve  and S urplus 1,613.6 1,657.2 1,765.8 1,954.9

To tal S h areh o ld ers  fu n d s 1648.1 1691.7 1800.3 1989.3

Tota l D ebt 796.3 719.0 619.0 519.0

D efe rred Tax L iability 257.6 254.9 254.9 254.9

Minority Inte rest / O the rs 0.0 0.0 0.0 0.0

To tal L iab ilities 2701.9 2665.6 2674.2 2763.2

Assets

G ro ss  B lo ck 1746.5 1976.7 2296.7 2492.3

L ess: Acc D eprecia tion 246.1 336.8 443.6 563.3

Net B lo ck 1500.3 1640.0 1853.1 1929.0

C apita l WIP 175.0 305.6 105.6 30.0

Tota l F ixed Assets 1,675.4 1,945.6 1,958.7 1,959.0

Investments 383.8 176.7 301.7 291.7

Inventory 460.3 326.2 222.5 294.6

D ebtors 652.7 588.2 361.6 478.7

L oans and Advances 102.3 91.6 57.4 75.9

O ther C urrent Asse ts 20.8 52.7 33.0 43.6

C ash 79.6 111.3 137.4 143.4

Tota l C urrent Asse ts 1,315.6 1,170.0 812.0 1,036.2

C urrent L iabilities 573.3 530.5 333.8 441.8

P rovisions 84.5 85.9 54.1 71.6

C urrent L iabilities & P rov 657.8 616.4 387.9 513.4

Net C urrent Asse ts 657.8 553.6 424.1 522.8

O thers Assets -15.0 -10.3 -10.3 -10.3

Ap p licatio n  o f F u n d s 2701.9 2665.6 2674.2 2763.2

(Year-en d  March ) F Y19 F Y20P F Y21E F Y22E

P er sha re  da ta  (₹)

E P S 22.5 16.5 9.8 16.0

C ash E P S 26.4 21.7 16.0 22.9

B V 95.7 98.2 104.5 115.5

D P S 3.5 7.0 3.5 5.0

C ash P er S ha re  (Incl Invst) 26.9 16.7 25.5 25.3

O p eratin g  R atio s  (% )

E B ITD A Margin 17.6 14.2 16.8 18.3

P AT Margin 11.0 8.7 8.3 10.2

Inventory days 47.6 36.7 40.0 40.0

D ebtor days 67.5 66.2 65.0 65.0

C reditor days 59.3 59.7 60.0 60.0

R etu rn  R atio s  (% )

R oE 23.6 16.8 9.4 13.8

R oC E 22.8 15.4 9.7 14.9

R oIC 23.6 16.4 9.9 14.4

V alu atio n  R atio s  (x)

P /E 4.9 6.7 11.2 6.9

E V  / E B ITD A 4.0 5.4 6.7 4.6

E V  / Net S a les 0.7 0.8 1.1 0.8

Marke t C ap / S a les 0.5 0.6 0.9 0.7

P rice  to  B ook V a lue 1.2 1.1 1.1 1.0

S o lven cy  R atio s

D ebt/E B ITD A 1.3 1.6 1.8 1.1

D ebt / E quity 0.5 0.4 0.3 0.3

C urrent R a tio 1.9 1.7 1.7 1.7

Q u ick R atio 1.2 1.2 1.2 1.2
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RATING RATIONALE 

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as 

the analysts' valuation for a stock 

 

Buy: >15%  

Hold: -5% to 15%; 

Reduce: -15% to -5%; 

Sell: <-15% 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

  

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 research@icicidirect.com  
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mentioned in the report. 

Terms & conditions and other disclosures: 
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ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship 

with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the 

securities or derivatives of any companies that the analysts cover.  

 

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as 
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ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may 

not match or may be contrary with the views, estimates, rating, target price of the Institutional Research. 

 

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected 
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The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities 

whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks 

associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.  
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Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

 

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of 

the research report.  
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report.  
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