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Galaxy Surfactants
Higher per-unit EBITDA drives earnings

Our BUY recommendation on GALSURF with a price target of INR 2,100 is
premised on (1) stickiness of business as 55% of the revenue mix comes from
MNCs, (2) stable EBITDA margins at >12% since fluctuations in raw material
costs (RMC) are easily passed on to customers, and (3) strong return ratios
(RoE/RoIC of 22/18% in FY22E).

View on the result: EBITDA/APAT was 74%/2.3x higher than estimates,
attributable to (1) 23% higher volumes and (2) 42% higher per-ton EBITDA.

Resilient performance despite the pandemic: 1Q revenue declined merely
by 8/9% QoQ/YoY to INR 6bn due to (1) only 11/5% QoQ/YoY decline in
overall volumes, (2) 4/-4% QoQ/YoY growth in per-unit realisation. Strong
demand for performance surfactants (+8% YoY) was offset by lower demand
for speciality care products (-26% YoY). Increased awareness for hygiene,
given COVID-19, led to a spike in volume offtake for the former; however,
as discretionary spending reduced during the pandemic, the latter suffered a
blow. Despite a strong demand, labour shortage and lower production by
customers (supply constraints) dragged overall volumes of the company.

Margins: Gross margin dipped by 217bps QoQ to 34.2%. However,
EBITDAM corrected merely by 73bps QoQ to 14.9% owing to 199bps dip in
opex margins. Lower opex (-21% QoQ) was consequential to curtailed
repairs and maintenance, travel, power and fuel expenses, which are likely
to recover with volume. The company should be able to retain its
GM/EBITDAM at 34.4/14.3% in FY21E (33.9/14.2% in FY20), driven by robust
demand for performance surfactants (+12% YoY), given COVID-19.

Performance Surfactants’ volume grew 8%YoY despite supply constraints:
Total volumes declined by 5%YoY to 52kT, predominantly owing to 26%
YoY contraction in Specialty Care volumes to 15kT. Performance Surfactants
(70% of vol mix) grew 8%YoY to 36kT. Blended volume growth was driven
by the Africa/Middle East/Turkey (AMET) market (mainly, Egypt) that grew
10%YoY (42% of volume mix). Indian demand (37% of the 1Q volume mix)
contracted 2%YoY. April and May 2020 were poor for the Indian market.
However, volumes picked up in June. Volume declined 27%YoY from the
RoW market (rest of the world) that comprised 21% of the 1Q volume mix.

Change in estimates: We raise our FY21E EPS estimate by 44% to INR 62.9,
led by (1) faster-than-anticipated recovery in volumes, with improvement in
the Egypt and Indian markets, (2) buoyant demand for performance
surfactants as COVID-19 acts as a tailwind, (3) higher-than-anticipated per-
ton EBITDA margin in 1QFY21. We cut our FY22E per ton EBITDA by 15%,
in line with the management’s guidance leading to a 10% correction in EPS.

DCEF-based valuation: Price target of INR 2,100 is based on Mar-22E cash
flows (WACC 10%, Terminal growth 3.0%). The stock is trading at 21.8x
FY22E EPS.

Consolidated Financial Summary
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Consolidated Quarterly Financial Snapshot

(INR mn) 1QFY21  4QFY20  QoQ (%)  1QFY20  YoY (%)
Net Revenue 6,072 6,567 (7.5) 6,650 8.7)
Raw material and Traded Goods 3,995 4,178 (4.4) 4,428 (9.8)
Employee Expenses 463 465 (0.5) 456 14
Other Operating Expenses 709 897 (21.0) 805 (11.9)
EBITDA 905 1,026 (11.8) 961 (5.8)
Depreciation 164 155 6.1 149 10.6
EBIT 740 871 (15.0) 812 (8.8)
Other Income 7 0 NM 13 (46.4)
Interest 48 56 (13.5) 60 (19.4)
PBT 699 816 (14.3) 765 (8.6)
Provision for tax 134 188 (28.6) 239 (44.0)
RPAT 565 628 (10.0) 526 7.5
Deferred tax adjustment - - NA - NA
APAT 565 628 (10.0) 526 7.5
REPS (Rs) 159 17.7 (10.0) 14.8 7.5
Adjusted EPS (Rs) 15.9 17.7 (10.0) 14.8 7.5

Source: Company, HSIE Research

Consolidated Margin Analysis

o YoY

1QFY21  4QFY20 (%pg 1QFY20 (bps)

Raw material as % of Net Revenue 65.8 63.6 217.3 66.6 (78.7)
Employee Expenses as % of Net Revenue 7.6 7.1 54.1 6.9 76.1
Other Operating Expenses as % of Net Revenue 11.7 13.7 (198.5) 12.1 (42.6)
EBITDA Margin (%) 14.9 15.6 (72.9) 14.4 45.3
Net Profit Margin (%) 9.3 9.6 (26.0) 7.9 140.2
Tax Rate (%) 19.2 23.0 (384.7) 3138 (7,212.5)

Source: Company, HSIE Research

Consolidated operational performance
1QFY21  4QFY20 QoQ (%)  1QFY20  YoY (%)

Performance Surfactants (MT) 36,397 38,853 (6.3) 33,771 7.8
Specialty care (MT) 15,496 19,277 (19.6) 20,996 (26.2)
Total (MT) 51,893 58,130 (10.7) 54,767 (5.2)
Per ton Revenue (INR/kg) 117.2 112.9 3.8 121.6 (3.7)
Per ton EBITDA (INR/kg) 17.4 17.7 (1.3) 17.5 (0.6)

Source: Company, HSIE Research

Consolidated Change in estimates

FY21E FY22E
INR bn
Oold New % Ch old New % Ch
Net Sales 25 27 11.5 34 34 0.1
EBITDA 3 4 30.3 5 5 (8.3)
APAT 2 2 44.1 3 3 (10.2)
EPS (INR/sh) 437 62.9 44.1 88.4 79.4 (10.2)

Source: Company, HSIE Research
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Story in charts
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D D
Financials

Consolidated Income Statement

INR bn FY17 FY18 FY19 FY20 FY21E FY22E
Revenues 21.61 24.34 27.63 25.96 27.42 34.09
Growth % 20.0 12.6 13.5 (6.0) 5.6 24.3
Raw Material 14.60 16.86 18.87 17.15 18.00 23.44
Employee Cost 1.42 1.46 1.65 1.78 1.93 2.08
Other Expenses 2.88 3.14 3.65 3.34 3.57 3.82
EBITDA 2.71 2.88 3.47 3.69 3.92 4.75
EBIDTA Margin (%) 12.6 11.8 12.6 14.2 14.3 13.9
EBITDA Growth % 16.1 6.0 20.7 6.2 6.3 21.2
Depreciation 0.47 0.49 0.51 0.62 0.72 0.77
EBIT 224 2.39 2.96 3.07 3.20 3.98
Other Income (Including EO Items) 0.10 0.10 0.11 0.06 0.06 0.07
Interest 0.27 0.31 0.30 0.24 0.28 0.28
PBT 2.07 2.19 2.77 2.89 2.98 3.76
Tax 0.60 0.61 0.86 0.58 0.75 0.95
RPAT 1.48 1.58 1.91 2.30 2.23 2.81
EO (Loss) / Profit (Net Of Tax) - - - 0.06 - -
APAT 1.48 1.58 1.91 2.24 2.23 2.81
APAT Growth (%) 46.0 7.1 20.9 17.5 (0.6) 26.2
AEPS (Rs) 41.6 44.6 53.9 65.0 62.9 79.4
AEPS Growth % 46.0 7.1 20.9 20.6 3.2) 26.2

Source: Company, HSIE Research
Consolidated Balance Sheet

INR bn FY17 FY18 FY19 FY20P FY21E FY22E
SOURCES OF FUNDS

Share Capital 0.35 0.35 0.35 0.35 0.35 0.35
Reserves And Surplus 5.39 6.83 8.41 10.32 11.64 13.31
Total Equity 5.75 7.19 8.77 10.68 12.00 13.67
Long-term Debt 1.28 0.72 0.89 1.17 0.52 0.44
Short-term Debt 2.64 2.76 2.09 2.03 2.99 2.96
Total Debt 3.93 348 2.98 3.20 3.51 3.40
Deferred Tax Liability 0.25 0.28 0.32 0.24 0.27 0.29
Long-term Provision and others 0.10 0.07 0.11 0.34 0.39 0.45
TOTAL SOURCES OF FUNDS 10.03 11.02 12.18 14.46 16.17 17.81
APPLICATION OF FUNDS

Net Block 4.56 4.47 559 7.48 7.41 7.78
Capital WIP 0.10 0.25 0.83 0.66 1.13 1.43
LT Loans And Advances and others 0.65 0.65 0.69 0.63 0.66 0.76
Total Non-current Investments 0.0 0.0 - - - -
Inventories 3.17 3.46 3.51 3.25 3.48 4.53
Debtors 3.47 4.18 427 4.39 4.73 6.00
Cash and Cash Equivalent 0.26 0.28 0.26 0.60 1.27 0.22
Other Current Assets 0.66 1.27 0.94 1.11 1.22 1.59
Total Current Assets 7.56 9.19 8.97 9.35 10.70 12.34
Creditors 2.52 3.28 3.06 2.73 2.83 3.51
Other Current Liabilities & Provns 0.32 0.26 0.45 0.93 0.90 0.99
Total Current Liabilities 2.85 3.54 3.50 3.66 3.73 4.50
Net Current Assets 4.72 5.65 5.47 5.69 6.98 7.84
TOTAL APPLICATION OF FUNDS 10.03 11.02 12.18 14.46 16.17 17.81

Source: Company, HSIE Research
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Consolidated Cash Flow

INR bn FY17 FY18 FY19 FY20P FY21E FY22E
Reported PBT 2.07 2.19 2.77 2.89 2.98 3.76
Non-operating & EO Items (0.10) (0.10) (0.11) (0.06) (0.06) (0.07)
Interest Expenses 0.27 0.31 0.30 0.24 0.28 0.28
Depreciation 0.47 0.49 0.51 0.62 0.72 0.77
Working Capital Change (0.94) (0.92) 0.16 0.13 0.62) (1.91)
Tax Paid (0.60) (0.61) (0.86) (0.58) (0.75) (0.95)
OPERATING CASH FLOW (a) 1.17 1.35 2.78 3.23 2.55 1.89
Capex (0.45) (0.54) (1.81) (2.75) (1.11) (1.44)
Free Cash Flow (FCF) 0.73 0.81 0.97 0.48 1.43 0.45
Investments (0.00) 0.00 0.00 - - -
Non-operating Income 0.10 0.10 0.11 0.06 0.06 0.07
Others 0.04 0.00 0.08 0.15 0.08 0.09
INVESTING CASH FLOW (b) 0.31) 0.44) (1.62) (2.53) (0.98) (1.29)
Debt Issuance/(Repaid) (0.17) (0.45) (0.50) 0.22 0.31 (0.11)
Interest Expenses 0.27) (0.31) (0.30) (0.24) (0.28) (0.28)
FCFE 0.29 0.05 0.17 0.46 1.47 0.05
Share Capital Issuance (0.00) - - - - -
Dividend (0.17) (0.13) (0.30) (0.94) (0.91) (1.15)
Others (0.16) (0.02) (0.08) 0.61 (0.03) 0.11)
FINANCING CASH FLOW (c¢) (0.77) (0.90) (1.18) (0.35) (0.90) (1.65)
NET CASH FLOW (a+b+c) 0.10 0.01 (0.02) 0.35 0.67 (1.05)
EO Items, Others - - - - - -
Closing Cash & Equivalents 0.26 0.28 0.26 0.60 1.27 0.22

Consolidated Key Ratios

Ratios FY17 FY18 FY19 FY20P FY21E FY22E
PROFITABILITY %

EBITDA Margin 12.6 11.8 12.6 14.2 14.3 13.9
EBIT Margin 10.4 9.8 10.7 11.8 11.7 11.7
APAT Margin 6.8 6.5 6.9 8.6 8.1 8.3
RoE 28.8 24.4 23.9 23.1 19.7 21.9
RoIC 17.2 16.9 18.0 19.0 16.7 18.3
RoCE 17.6 17.1 18.3 18.3 159 17.8
EFFICIENCY

Tax Rate % 28.8 27.8 31.0 20.2 25.2 25.2
Fixed Asset Turnover (x) 2.6 2.8 2.8 21 2.1 24
Inventory (days) 54 52 46 46 46 49
Debtor (days) 59 63 56 62 63 64
Other Current Assets (days) 11 19 12 16 16 17
Payables (days) 43 49 40 38 38 38
Other Current Liab & Provns (days) 5 4 6 13 12 11
Cash Conversion Cycle (days) 75 81 69 72 76 82
Net Debt/EBITDA (x) 14 1.1 0.8 0.7 0.6 0.7
Net D/E 0.6 0.4 0.3 0.2 0.2 0.2
Interest Coverage 8.2 7.8 9.9 12.9 114 14.0
PER SHARE DATA (Rs)

EPS 41.6 44.6 53.9 65.0 62.9 79.4
CEPS 54.9 58.3 68.3 80.8 83.3 101.1
Dividend 49 3.6 8.4 26.5 25.7 32.4
Book Value 162.2 202.8 247.3 301.2 338.5 385.5
VALUATION

P/E (x) 41.5 38.7 32.1 26.6 27.4 21.8
P/Cash EPS (x) 314 29.6 25.3 214 20.7 17.1
P/BV (x) 10.6 8.5 7.0 5.7 5.1 45
EV/EBITDA (x) 21.2 20.2 16.8 15.9 15.0 12.2
EV/Revenue (x) 2.7 2.4 2.1 2.3 22 1.7
Dividend Yield (%) 0.3 0.2 0.5 15 15 1.9
OCF/EV (%) 2.0 2.3 4.7 5.5 43 3.3
FCFE/EV (%) 1.3 1.4 17 0.8 2.4 0.8
FCFE/M Cap (%) 12 1.3 1.6 0.8 2.3 0.7

Source: Company, HSIE Research
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RECOMMENDATION HISTORY

Date CMP Reco Target
Galaxy Surfactants = TP 30-Sep-19 1,478 BUY 1,834
Jj 11-Oct-19 1,487 BUY 1,834
2,100 1 14-Nov-19 1,535 BUY 1,834
1,900 1 i il it a B 10-Jan-20 1,491 BUY 1,872
By N B 17-Jan-20 1,454 BUY 1,872
1,700 - M r/ 5-Feb-20 1,591 BUY 1,811
N »/V /‘V\« 2-Mar-20 1,594 BUY 1,880
1,500 1 i Wa 29-Apr-20 1,431 BUY 1,889
1300 vf\”/J \—\/J\/\_/v 30-Jun-20 1,479 BUY 1,900
’ 21-Jul-20 1,575 BUY 1,915
1100 1 13-Aug-20 1,727 BUY 2,100
From 2 March 2020, we have moved to new rating system
900 —h : ——
2 2 2 2 2 5§ § § § § § § §
Rating Criteria
BUY: >+15% return potential
ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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