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Sharda Cropchem

Pouring registrations; initiating, with a Buy

Powered by its focus on registering formulations and active ingredient
across regions, Sharda’s strong growth would continue. A strong
pipeline and distribution network would add to growth. Internally-
funded capex and FCF generation would strengthen its balance sheet,
resulting in higher return ratios. We initiate coverage on Sharda
Cropchem, with a Buy rating and a target price of Rs.480.

Peculiar business model. The company focuses only on registering
formulations and active ingredients for regions, globally. Its revenue has
clocked a 15.1% CAGR from FY13 to FY21. We estimate revenue from new
and existing registrations to register a 16.6% CAGR over FY22-24. We estimate
16% and 10% revenue CAGRs over FY22-24 in its agrochemicals and non-
agrochemical businesses, respectively.

Increase in registrations, strong pipeline driving growth. With 2,610
registrations by 30™ Sep’21, its registrations have recorded a 12% CAGR over
FY14-FY21. We expect an 10% CAGR over FY22-FY24, primarily from its
strong pipeline.

Niche business with strong entry barriers. Its identification of off-patent
high-demand molecules, high registration cost and a long gestation petiod in
registering formulations and active ingredients are high entry barriers.

Strong financials. We expect an average ~18.6% EBITDA margin over
FY22-24. Revenue/PAT to clock 15%/ 19% CAGR over FY22-24e. Capex for
new registrations would be funded internally (Rs2.5bn-3bn each year). The
company is virtually debt-free. We expect return ratios to improve supported
by topline growth and stable margins.

Valuation. Currently, the stock trades at 10.9x FY23e and 9.2x FY24e
earnings. Sharda is trading at the lower end of its historical P/E multiples (avg
16x over FY15-21). We value it at 13x FY24e EPS, with a TP of Rs480.Risks:
Forex movements, dependency on china for RMs and delay in registrations.

Key financials (YE Mar) FY20 Fy21 FY22e FY23e FY24e
Sales (Rs m) 20,030 23,956 28,694 33,324 38,001
Net profit (Rs m) 1,647 2,292 2,369 2,820 3,330
EPS (Rs) 18.3 25.4 26.3 313 36.9
PE (x) 18.7 13.4 13.0 10.9 9.2
EV / EBITDA (x) 9.5 6.8 55 44 3.6
PBV (x) 2.2 1.9 1.7 15 13
RoE (%) 12.3 15.2 139 14.7 154
RoCE (%) 117 14.2 12.7 13.6 144
Dividend yield (%) 1.2 15 15 1.8 2.2
Net debt / equity (x) 0.2) 0.2) 0.1) 0.2) 0.2)

Source: Company, Anand Rathi Research
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Quick Glance - Financials and Valuations

Fig 1 - Income statement (Rs m)

Fig 2 - Balance sheet (Rs m)

Year-end: Mar FY20 FY21  FY22e  FY23e  FY24e Year-end: Mar FY20 FY21  FY22e  FY23e FY24e
Net revenues 20,030 23,956 28,694 33324 38,001 Share capital 902 902 902 902 902
Growth (%) 03 19.6 19.8 16.1 140 Networth 14,028 16,143 18038 20204 22,958
Direct costs 13,886 16,360 20,172 23,327 26,411 Total debt 172 808 808 808 808
SG&A 3185 3428 3300 3832 4370 ingriy interest 3 3 3 3 3
EBITDA ‘ 2,959 4,168 5,222 6,165 7,220 DTL / (Assets) 654 368 868 868 868
EBITDA margins (%) 148 174 182 185 190 oo employed 1485 17822 19717 21,973 24,637
Depreciation 1371 1,704 2144 2494 2869 i tangible assets 278 200 209 209 209
Other income 260 658 430 500 570 intangible assets 3881 5231 5673 6404 6035
Interest expenses 19 28 24 24 24 - : . d ’ :
PBT 1849 3095 3484 4147  4gg7  Coodwl 4 4 4 4 4
Effective tax rate (%) 10.9 259 320 320 320 CWIP (tang. & intang.) 1614 1310 1,724 1,000 1,000
+ Associates / (Minorities) 03 0.4 - - - Investments (strategic) - - - -
Net income 1,647 2292 2369 2,820 3,330 Investments (financial) 1,155 830 1,830 1,830 1,830
Adjusted income 1,647 2,292 2,369 2,820 3,330 Current assets (ex cash) 14,961 18,388 22,754 25759 29,375
WANS 90 90 90 90 90 Cash 1534 2605 1,171 2,545 4,044
FDEPS (Rs / sh) 18.3 254 26.3 313 36.9 Current liabilities 8572 10,756 13,648 15,778 17,859
FDEPS Growth (6.6) 39.2 34 19.0 181  Working capital 6,389 7,632 9,106 9982 11515
Gross margins (%) 30.7 3L7 29.7 300 305  Capital deployed 14,856 17,822 19,717 21,973 24,637
Fig 3 - Cash-flow statement (Rs m) Fig 4 - Ratio analysis
Year-end: Mar FY20  Fy2l FY2e FY23e FY24e  vearend: Mar FY20  FY2l FY2e FY23e FY24e
PBT after Ol and Interest 1588 2464 3078 3671 4351 PIE (X) 187 134 130 1009 9.2
+ Non-cash items 1371 1,704 2,144 2,494 2,869 EV/EBITDA () 95 6.8 55 44 36
Oper. prof. before WC 2,959 4168 5222 6165 7,220 EV/ Sales (x) 1.4 1.2 1.0 0.8 0.7
- Incr. / (decr.) in WC 1,963 1,243 1474 875 1534 P/B (X) 29 19 17 15 13
Others incl. taxes 403 581 1,115 1327 1,567 ROE (%) 12.3 15.2 13.9 14.7 15.4
Operating cash-flow 593 2,345 2633 3962 4,119 RoCE (%) - after tax 11.7 142 12.7 13.6 14.4
- Capex (tang. + intang.) 1,233 2,682 3,000 2500 2,500 RoIC (%) 14.8 174 15.3 16.5 18.4
Free cash-flow (640)  (337) (367) 1462 1,619 DPS (Rs/sh) 4.0 5.0 53 6.3 7.4
Acquisitions - - - Dividend yield (%) 12 15 15 18 2.2
- Div. (incl. buyback & taxes) 434 451 474 564 666 Dividend payout (%) 219 197 200 200 200
+ Equity raised Net debt / equity (X) (02 (02 (01 (02 (02
+ Debt raised 171 636 - Receivables (days) 180 177 175 175 175
- Fin investments (964)  (325) 1,000 - - Inventory (days) 100 117 130 120 121
- Misc. (CFI + CFF) (Ol & Int.) (237)  (898)  (406)  (476)  (546) Payables (days) 181 181 168 168 168
Net cash-flow 298 1,071 (1,435 1,374 1,499 CFO:PAT % 36.0 1023 1111 1405 1237
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research
Fig 5 — Price movement Fig 6 — Business mix — H1 FY22
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I About the company

Sharda Cropchem’s antecedents were two proprietary firms, set up by
Ramprakash V. Bubna and Sharda R. Bubna, respectively and, on 12t
Mar’04, changed to Sharda Worldwide Exports Pvt. Ltd. incorporating the
agrochemicals and non-agrochemicals businesses of the two firms.

The business can be classified into

B Agrochemicals. The company markets a wide range of formulations
and generic active ingredients globally (fungicides, herbicides,
insecticides to protect varied crops) as well as specialty markets and
biocides. It has a wide range of products, and focuses on identifying
generic molecules, preparing dossiers, seeking registrations, marketing
& distributing formulations or generic active ingredients.

B  Non-agrochemicals. Besides, it procures conveyor belts, general
chemicals, dyes and dye intermediates from Chinese or Indian
manufacturers, and supplies them to more than 30 countries in Europe,
North America, Latin America, Australia and Asia.

Fig 7 — Revenue mix - business vertical-wise
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Fig 8 — Agrochemical revenue brk-up product wise Fig 9 — Agrochemical revenue brk-up-Formulations vs Al
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The company has operations in more than 80 countries with an established
global marketing and distribution network (more than 500 third-party
distributors and a sales force of over 400).

Fig 10 - Sharda’s distribution network
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Source: Company
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I Peculiar Business Model

Its unusual business model in crop protection involves identifying off-patent
generic molecules (or those soon going off patent), applying for and
registering them in markets where demand is strong. During the
identification process, it assesses margins, local competition and demand,
then begins the processes for registration. It has consultants who identify
particular molecules and formulations.

It does not manufactures any molecules. Formulations are procured
primarily from China and India.

Fig 11 - Agrochemicals value chain; Sharda’s operations
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Fig 12 - The business model
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Registration process

The business model is perceived as asset-light, but requires huge investments
in registering molecules. Registration includes:

Identifying products, registration opportunities. Identifying
formulations and generic active ingredients is the company’s
cornerstone. The process takes into consideration competition,
margins, entry barriers, market size, its leverage ability globally, time to
register, and marketing,

Registrations. The company’s prime focus is on this, its competitive
edge. Registration involves:

Preparation of dossiers. Dossiers are full of data related to the
formulation or generic active ingredient: physical, chemical and
biological properties. The company approaches good-laboratory
practice (GLP)-certified laboratories for research and testing. Five-
batch analyses, toxicity tests, physical-chemical testing, field trials and
risk assessments are conducted in preparation of such dossiers.

Applying for registration. On identifying formulations and
ingredients, the company examines the data and studies required to be
submitted to apply for registration in relevant jurisdictions. If such data
and studies are already available, it arranges with the data-holder to use
such data, relying on demonstrating the technical equivalence of
products. If data and studies are unavailable, it undertakes relevant
studies or tests.

Manufacture, procurement. The company does not manufacture but
procures finished products primatily from China or India. Before filing
for registrations, it typically enters an agreement with a third-party
manufacturer to procure relevant generic active ingredients. Besides, for
the preparation of formulations it procures the generic active
ingredients required; here, it outsources the preparation of formulations
to third-party formulators, primarily in Europe and the US.

Formulations, packaging. Formulations are packaged and labelled by
third-party formulators in accordance with specifications applicable in
each country. The label displays the name under which the formulation
or the generic active ingredient is to be sold and its constituents along
with, znter alia, the identity of the manufacturer, registration holder,
dosage, precautions and directions for use

Marketing, distributions. The company undertakes marketing and
distribution of formulations in more than 80 countries across Europe,
NAFTA, Latin America and the Rest of the World, primarily through a
network of over 500 third-party distributors and over 400 of its own
sales force. The company sold its products under its own name.

This business model is a key differentiator of an innovator company,
allowing Sharda to save capital, time and resources on R&D.

It is not involved in manufacturing and invests only in registrations. In
FY16, it had Rs1.3bn of net intangible assets related to product registration;
this increased to Rs5.3bn in FY21. Besides, it has Rs1.3bn of intangible
assets under development as on 315t Mar’21 (comprising costs incurred in
creating product dossiers, fees paid to registration consultants, application
fees to the ministries, data-compensation costs, etc.).

Anand Rathi Research
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Fig 13 - Flow chart comprising registration process
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Preparation of dossiers

(Dossiers are full of data related to the formulation or Als
physical, chemical and biological properties)

Manufacture, procurement

Before filing for registrations, it typically enters an agreement with
a third-party manufacturer to procure relevant generic Als.

For formulations, it procures Als required; here, it outsources the
preparation of formulations to third-party formulators, primarily in

Europe and the US.
it arranges with the data-holder to
use such data, relying on
Applying for registration / | If data already available | —_— demonstrating the technical
equivalence of products
Sharda examines the data and studies required to be submitted \
to apply for registration in relevant jurisdictions | If data not available | oy | Sharda undertakes relevant studies
or tests.
. . The label displays the name under
Formulations, packaging which the formulation or Al is to be

— sold (includes identity of the
manufacturer, registration holder,
dosage, precautions and directions
for use)

Formulations are packaged and labelled by 3 party formulators
in accordance with specifications applicable in each country.

Marketing, distributions

Sharda distribution formulations in more than 80 countries across
Europe, NAFTA, Latin America and the Rest of the World.

Source: Company, Anand Rathi Research

Fig 14 — Peer comparison
Companies ROE (%) RoCE (%) EBITDA (%) GM (%) Assets turnover (x)

Insecticides India 12.2 11.4 10.8 24.9 15
Pl Industries 18.5 17.1 22.1 43.8 0.8
Rallis India 14.8 14.0 133 39.3 14
Bharat Rasayan 25.4 23.0 219 374 14
Sharda Cropchem 15.2 14.2 17.4 317 1.3

Source: Company, Anand Rathi Research

Sharda has peculiar business model but it margins, RoE and RoCE are
comparable with peers as it invest on intangible assets comprising product
registrations and licenses. Other peers are engaged in manufacturing of crop
protection products and invest on tangible assets.

Anand Rathi Research 7
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I Key investment arguments

High registering cost; long gestation

Barriers to other entrants

The business model seems to be a simple trading one but requires a keen
understanding of the agro-chemicals market, identifying popular molecules,
formulations and registering them across the globe.

Cost, time to register formulations, active ingredients

The agrochemicals sector is highly regulated, and registration is a permanent
feature. Before any active ingredient or formulation is sold in any country, it
must receive approval from and be registered by trelevant authorities to
check efficacy, safety and environmental impact for each crop application.

The legal and procedural requirements to seek registration differ for each
jutisdiction. Of the regulated markets, including Europe, the US, Brazil and
Japan, the process and requirements to seek such registrations are complex
and stringent.

Besides, the registration process is capital intensive and requires huge
financial commitments: in creating dossiers, paying registration fees, data-
compensation costs (particularly in the US), field trials, fees to consultants,
laboratories and other intermediaries to ensure compliance with applicable
regulatory requirements, safety standards and effectiveness on crops.
Registration costs vary from $100,000 to $5.6m(€5m)

Fig 15 - Entry barriers
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Source: Anand Rathi Research

The registration procedure takes 4-5 years, from identifying a product in
a specific market to making available the final product to end-users.
Management says the cost to register a molecule/formulation in Europe and
the US is higher (strict regulations in those countries) than in other countries
such as Argentina, Mexico, etc.

The legal and procedural requirements for registration differ in each
jurisdiction. In 1994, when the company started its agro-chemicals business,
the registration process was not that complex.

Over the years, the company focused on and navigated regulatory
requirements in various jurisdictions. This has helped it anticipate potential
issues and comply with regulatory requirements efficiently, a strong barrier
to competition.

Anand Rathi Research
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I Rise in registrations; strong pipeline

Focus on generic registrations, globally

The company continues to focus on identifying generic molecules going off-
patent and seeking registrations, strengthening its range of formulations and
generic active ingredients across Europe, NAFTA, LATAM and the Rest of
the World.

The company is not looking for innovative products as it requires capital,
time and resources primarily towards R&D. Being a generics agrochemical
company, Sharda is able to proceed directly with the preparation of dossiers
and seeking registrations after identifying opportunities in generic (off-
patent) molecules and corresponding formulations and generic active
ingredients.

On 30th Sep’21, it owned more than 2,324 registrations for formulations
(89%) and 286 for generic active ingredients (11%) across Europe, NAFTA,
Latin America and the RoW. Besides, it has filed 1,054 applications for
registrations. These are at different stages.

Fig 16 - Increase in registrations in the last seven years
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Fig 17 - Registrations in the pipeline, region-wise Fig 18 — Registrations, region-wise
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Fig 19 - Europe-registrations grew at 16% CAGR over FY14-  Fig 20 — NAFTA- registrations grew at 25% CAGR over FY14-
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Fig 21 - LATAM- registrations grew at 16% CAGR over Fig 22 — RoW-registrations grew at 2% CAGR over FY14-21
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The company’s registration basket registered a 14% CAGR over FY14-21
to 2,543 formulations and Als. In H1 FY22, this increased by another 67.
We expect regular addition of registrations to support growth. The company
focuses on adding registrations to strengthen its offerings in many regions.
We estimate its registration basket to record a 10% CAGR over FY22-24.

Operations in different regions help diversify revenue,
shrink business risk

Sharda has varied operations in different regions across Europe, NAFTA,
LATAM and the RoW, offering a diversified range of formulations and
generic active ingredients in fungicides, herbicides, insecticides and biocides.

For its non-agrochemicals business, it operates in more than 30 countries
(Australia, in Asia, Europe, North America and Latin America).

Such diversified operations give it a competitive edge as it has knowledge of
local weather and soil, which helps it foresee and satisfy local demand. Also,
this reduces the risk of adverse market conditions, commodity-price
changes, seasonal conditions or concentration and dependence on a single

Anand Rathi Research 10
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jurisdiction. The company has a lower business risk of cyclical fluctuations
in a single market or crop than peers.

Agro-chemicals account for ~85% of its revenue and clocked an 18%
CAGR over FY14-21. Revenue from Europe brought ~50% to its agro-
chemicals business.

The agrochemicals revenue from NAFTA recorded a substantial ~32%
CAGR over FY14-21, contributing 35% to its agro-chemicals business in
FY21 against 16% in FY14.

Revenue share to agrochemical business from LATAM declined to 7% in
FY21, from 21% in FY14, a 1% CAGR.

Revenue from the RoW recorded a 8% CAGR over the same period and
brought ~6% to revenue in FY21 (from 13% in FY14).

In its non-agrochemicals business, Europe brought 32% to revenue in FY21,
LATAM 7%, NAFTA 44% and RoW 17%.

Fig 23 — Agrochemicals revenue break-up, region-wise
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Fig 24 — Non-agrochemicals revenue break-up, region-wise
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Though Sharda has operations in most regions, its market share is much
lower than those of MNCs (over 75%, says management). Hence, generics
manufacturers have only ~25% market share. At product launch Sharda
normally is the 20d/3rd generics player in the market. Prime competition is
with MNCs/innovators, not generics players.

Anand Rathi Research
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For continuous growth, it is further penetrating existing markets and
entering new ones. It continues to expand and strengthen its distribution in
tandem with its continuous investment in registrations to compete with
global manufacturers, who operate on all continents.

Europe has higher margins

Management says the highest margins arise from Europe, a highly regulated
market. This region accounts for ~50% of the company’s revenue, and gives
the company a 35%+ gross margin (GM). Hurt by a change in the product
mix, the GM on sales to Europe declined substantially in Q2 FY22 to 33.3%
(from 38.6% in Q1 and 36.7% in Q2 FY21). Sharda expects this margin to
recover in coming quarters.

The GM on sales to the NAFTA region rose to 28.3% in Q2 FY22 (from
20.2% a year ago and 22.8% the quarter prior). The company’s NAFTA
region margins are regularly improving. It expects the trend to continue.

Sharda plans to sharpen focus and better grow its market by adding
registrations. Region-wise margins in Q2 FY22 were:

Fig 25 — Region-wise margins in agro-chemicals
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Source: Anand Rathi Research

Strengthening its distribution network

Traditionally, the company distributed formulations and generic active
ingredients through third-party distributors in Europe, NAFTA, Latin
America and the RoW.

To reduce its reliance on third-party distributors and increase operations in
various countries, it forward-integrated and set up its own sales force in
countries in Europe and in the USA, Canada, Mexico, Colombia, South
Africa, India and the rest of the world.

Number of its third-party distributors rose to 500+ in the last seven years.
In FY14, it had 440 third party-distributers and a sales force of 100+ in more
than 60 countries. By H1 FY22, its own sales force in over 80 countries rose
to over 400.

Anand Rathi Research
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Fig 26 — Distribution network
(Nos)
800

7
724 >
700
605 634
600
500 500 500
500
400 400
400
300
200
200
109 120 115 99
100
0

u Third party distributers Own Sales force

FY15
FY16
FY17
FY18
FY19
FY20
Fy21

Source: Company

Sharda is expanding its geographical reach using its dossiers, and planning
to penetrate existing markets and enter others. At present, it has on-ground
market activation in process in Mexico, Colombia, Hungary, Spain, Poland,
Italy, Portugal, Canada, the USA and India.

Management says globalisation has helped it lever the best possible global
supply-chain options for the most efficient ways to produce quality
products.

Strategy to become a one-stop solutions provider

The company is working to adopt a factory-to-farmer approach and to
become a one-stop solutions provider with its established market operations
and sound execution capability. This would support margin and product
expansion, and serve customers efficiently. Management says this approach
would help strengthen existing customer relations, besides offering scope to
acquire new ones.

Biocides on the growth path

Agricultural biologicals are a distinctive group of natural products, derived
from naturally occurring micro-organisms, beneficial insects, plant extracts,
and other organic matters.

Agricultural biologicals are the fastest-growing in agricultural inputs. The key
driver here is the mounting demand for eco-friendly, chemical-free products
for greater yield.

Sharda began marketing and distributing biocides in Nov’12 in different
countries: Spain, France, Italy, Hungary, Croatia, the UK, Slovakia, Slovenia,
Belgium, Bulgaria, Greece, Poland and the Czech Republic. It continues to
focus on its biological crop-protection range ('biologicals), a broad category
of derived plant-protection products.

Industry data show the agricultural biologicals market is expected to register
an 11% CAGR over FY21-26 to $19bn from $9.4bn in 2019.

Sharda is focusing more on Europe and scaling up marketing and
distributing biocides. It is targeting increased biocide registrations.
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I Industry Overview

Crop-protection products control pests, which compete with crops for
nutrients or consume the crop itself. Pests come in many forms: weeds,
insects (visible and microscopic) and diseases. Crop-protection products are
herbicides (weed-killers), insecticides (bug-killers), and fungicides (disease-
killers). These improve agricultural yields, boosting production of more food
for a growing and increasingly wealthy population.

An industry report says demand for foodstuffs would rise ~50% by 2050
due to the rise in population and to higher income. The global crop-
protection chemicals market was valued at $59.8bn in 2021 and is estimated
at $76.9bn in 2030, a 3.5% CAGR. Herbicide segment is expected to be the
highest contributor to this market.

The Asia-Pacific region dominates regional demand for agrochemicals due
to the need to feed the already high and growing population. Countries like
India, China, Indonesia and Australia dominate in the use of crop-protection
chemicals. Europe and North America are also high-demand centres for
agrochemicals, major imports of active ingredients coming from China.

In coming decades, estimated growth in the US and Europe is expected to
be lower than in Asia and Brazil as application rates of crop-protection
products plateau in the former group. Further, the EU aims at 20%
reduction in fertiliser consumption by 2030. The Europe crop-protection
chemicals market was valued at $8.7bn in 2021, and is expected to record a
2.2% CAGR over 2021-30 to $9.9bn.

Industry reports say demand for organic food is growing there. Organic
foods are grown without synthetic fertilisers, pesticides, herbicides or
fungicides. The North American crop-protection-chemicals market is
expected to clock a 2.3% CAGR, from $15.6bn in 2021 to $17.9bn in 2030.

The Asia crop-protection chemicals market is expected to grow at a higher
3.9% over 2021-30, from $22.9bn to $30.4bn. The Brazil market, valued at
$3.6bn in 2021, is projected to clock a 3.4% CAGR over 2021-30 to $4.6bn.

In the past few years, low crop prices and adverse weather have shrunk the
global crop-protection market. Price rises were limited, primarily due to huge
stocks with distributors in many markets, as well as to oversupply.

22 Al patents to expire by 2030

Globally, India is the fourth-largest producer of agrochemicals after the U.S.,
Japan and China, and has emerged as the 3 largest exporter of pesticides.
It is a major hub of pesticide generics production. It banks on the fact that
brand-named molecules, exclusive to producing companies, are open to
others after the patent period of 20 years.

The fact that 22 such molecules will soon be off patent would substantially
expand offerings of Indian companies to people at home and abroad and
help fetch extra revenue.

Nearly 22 Als for pesticides will go off-patent in the next 10 years. Demand
for some of these off-patent technical-grade molecules, globally, is expected
to rise markedly. The market for these is expected to cross $4.1bn by 2026.
Some  products  (chlorantraniliprole,  fluropyram,  fluxapyroxad,
cyantranilipore, bixafen, sedaxane, fenpyrazamine, and flupicolide) have vast
markets.
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Fig 27 —Products going off patent in coming years

Name of Molecule Name of Inventor Market Size $m 2019

Patent Expiry

1 Bixafen Bayer Crop Science 276 2023 Broad spectrum fungicide for cereals
2 Chlorantraniliprole Corteva/FMC 1750 2024 Chewing |nsec?s of soybean, F&V, rice, cotton, maize,
pome fruit, sugarcane, potato, and cereals
Effective against the larval stages of lepidopteran insects;
3 Cyantraniliprole Corteva/FMC/Syngenta 120 2026 and on thrips, aphids, and some other chewing and sucking
insects on a variety of crops
4 Fenpyrazamine Sumitomo Chemical 1 2022 Highly effective against grey mold, stem rot, and brown rot in
fruit and vegetables
5 Flubendiamide Bayer Crop Science 507 2024 Mamly eﬁ‘eptwe in controlling lepidopteron pe_sts, incl. resistant
strains in rice, cotton, corn, grapes, other fruit and vegetables
6 Fluopicolide Bayer Crop Science 45 2024 Fungicide for grapes, potatoes, fruit and vegetables
. Against fungal diseases such as gray mold (Botrytis), powdery
! Fluopyram Bayer Crop Science 87 2024 mildew, apple scab, Alternaria, Sclerotinia and Monilinia
8 Fluxapyroxad BASF SE 291 2022 Broad spectrum fungicide foéri ﬁsrtiz#s, soybean, specialty crops,
Broad spectrum fungicide. Controls a wide range of fungal
9 Isopyrazam Syngenta AG 129 2023 pathogens incl. Septoria tritici, Puccinia recondita and Puccinia
striformis
10 mandipropamid Syngenta AG 179 2023 Late blight of potato and tgrr]nda:/c;r.]é-\lso used in tobacco, F&V,
Potato: Black Scurf (Rhizoctonia solani), Silver Scurf
. (Helminthosporium solani), Dry rot (Fusarium spp.).
1 Penflufen Bayer Crop Science 170 2024 Cereals: Root rot (Rhizoctonia spp.), Smut, (Rape, Soybean,
Cotton), and a number of seed-borne pathogens.
; . ™ .
1 Penthiopyrad Corteva Agriscience 85 2024 It offers unique RootmgPO\_Ner that results !nlstronger,
healthier roots for higher crop productivity.
13 Pinoxaden Syngenta AG 1 2026 Highly selective systemic herbicide used to control
monocotyledonous grass weeds
1 Pyriofenone shihara 5 2024 Fungicide developed for the control pf powdery mildew in
cereals and grape vines.
15 Pyroxsulam Corteva Agriscience 215 2024 Broad spectrum grass and broadleaf weeds of cereals.
16 Sedaxane Syngenta AG 108 2024 Long-lasting protection a}galnst difficult-to-control seed-, soil-,
and air-borne pathogens
17 Thiencarbazone-methyl ~ Bayer Crop Science 155 2024 Herbicide used for the select|ye C‘?'“FO' of grasses and
broadleaf weeds primarily in corn.
) . Used to control mildew in many crops including grapes,
18 Valifenalate Ishihara 25 2024 potatoes, and tomatoes.
19 Benzovindiflupyr Syngenta AG 419 2028 Control broad range of fungal diseases-blight, mildew, rust,
scab, leafspot on corn, soybean, ornamentals, turf, etc.
20 Sulfoxaflor Corteva Agriscience 190 2027 Sucking pests of turf, soybean, cotton, cereals, and F&V.
27 Saflufenacil BASF 295 2024 Broadleaf weeds of soybean, maize, sugarcane, cereals, non-
crop, and orchards
2 Aminopyralid Corteva Agriscience 160 2001 Broad spectrum weedicide for pasture, rangeland, oil palm,

Source: India pesticides- DRHP, Industry data and Anand Rathi research

rubber, F&V, and cereals.

More specifically in regulated markets but also in others, where so many
products are going off patent, vast opportunities will arise. In India, generics
for such products will fuel enormous growth for manufacturers and
formulators, directly or indirectly, once patented products no longer fall
under the IPR). We believe that healthy growth opportunities will be thrown
up for Sharda as many products are coming off patents.
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I Financials

Revenue growth along with sustainable margins
15% revenue CAGR over FY22-24

Over FY13-21, the company’s revenue clocked a 15% CAGR. We expect
the growth momentum to continue. Strong growth across regions leads us
to estimate a 15% consolidated revenue CAGR over FY22-24 to Rs38bn.
Revenue growth drivers are

B rising wallet share for existing products

B new product launches and

B cxpansion of the in-house sales team with

B deeper market penetration in existing and new geographies
Revenue break-up

Agrochemicals revenue accounts for ~85% of the company’s revenue; the
balance ~15% comprises conveyor belts, dyes and intermediaries. Of agro-
chemicals revenue, Europe accounted for an average 49% over the last five
years; NAFTA and LATAM accounted for ~34% and ~9% respectively.
The company generates ~90% revenue from formulations and 10% from
Als. We estimate 16% and 10% revenue CAGRs over FY22-24 in its
agrochemicals and non-agrochemical businesses, respectively.

Fig 28 — Revenue to clock ~15% CAGR over FY22-24
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Source: Company, Anand Rathi Research

EBITDA margin to be steady

The 18% EBITDA margin in FY13 rose to 22.3% in FY17, supported by
better gross margins. From FY18, the EBITDA margin started contracting
due to adverse climate, rising RM costs and higher capitalisation costs.

We expect the EBITDA margin to be a steady 18-19% over FY22-24. In
absolute terms we expect EBITDA to register a 17.6% CAGR over FY22-
24, led by better volume growth with new registrations in the pipeline.
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Fig 29 — EBITDA margin expansion over the years
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PAT to clock a 19% CAGR over FY22-24

The company’s strong revenue growth and better margins lead us to expect
a 19% net profit CAGR over FY22-24 to Rs.3.3bn. Forex losses primarily
led to PAT shrinking, from 11% in FY18 to 9.6% in FY21. We estimate net
profit growth to be higher than revenue growth largely because of the
margin expansion and greater efficiencies.

Exchange rate fluctuation risk. Being a global player, Sharda has
exposure to foreign currency as generates revenue mainly in § and €. Owing
to timing difference, the forex rate at which a sale is recorded in the books
of account might not be equal to the forex rate at which the cash is realised.
It results in foreign currency gain or loss, based on the currency movement.
Sharda’s exports act as a natural hedge against imports. Additionally, it takes
plain vanilla hedge against the orders to reduce its exposure. It uses forward
currency contracts to hedge its forex risk.

Fig 30 — Profit to clock a 19% CAGR over FY22-24
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Healthy return ratios

Backed by a higher EBITDA margin (averaging 20%), the RoE averaged
21% over FY13-17. In the last four years, the EBITDA margin had
contracted to an average 17.2% on which the RoE declined to ~15%.
Considering profit growth and stable margins now, we estimate the RoE to
rise to 15.4% in FY24 (from 13.9% in FY22). We estimate a 12.7-14.4%
RoCE over FY22-24.
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Further, the company is debt free and has ready cash. We estimate the RoIC
to increase to 18.4% in FY24, from 15.3% in FY22.

Fig 31 — Improving return ratios supported by better margin
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Free cash-flow generation, with a strong balance sheet

The company averages Rs1.5bn capex yearly. It has guided to Rs2.5bn-3bn
in FY22 on registrations. Considering the past trends and molecules going
off patent in coming years, we expect Rs8bn over FY22-24 on product
registrations. Despite huge capital investment, we expect it would generate
Rs2.7bn as FCF over FY22-24, supported by a healthy balance sheet and
better working-capital management. The company is debt free and capex
would be funded from internal accruals.

Fig 32 — FCF, capex, OCF
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Fig 33 — Debt positioning in the business
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Cash-conversion cycle

The cash-conversion cycle over FY17-21 stretched to an average 111 days
(from 100 over FY13-17) because of stocks needed to be maintained. We
expect ~137 days in FY22, considering higher stocks due to supply and
international logistic issues, then, a decline to ~128 days in FY23 and FY24.
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Fig 34 - Working-capital cycle

(days)

250
200
150
100
50
0

Q S g S S

> > > > >

w w w w w

—Receivable days  ---Inventory Days

Source: Anand Rathi Research

FY18

(=21 o
- N
> >
w w
Payable Days

Fy21
FY22e
FY23e

——Cash Conversion cycle

FY24e

Anand Rathi Research

19



30 December 2021 Sharda Cropchem - Pouring registrations; initiating, with a Buy

IVaIuations

Considering the persistent strong growth momentum (a 19% PAT CAGR
over FY22-24, the sturdy business model, a healthy pipeline of formulations
and active-ingredient registrations, a better revenue mix across regions and
consistent RoEs and RoCEs, we are upbeat about the company’s mid- to
long-term prospects.

Further, assurance has risen about a sustainable revenue steam, driven by a
strong pipeline of registrations across regions, and its announcement of
registrations of formulations and active ingredients.

At present, the stock trades at 10.9x FY23e and 9.2x FY24e earnings. Sharda
is trading at the lower end of its historical P/E multiples (avg 16x over FY15-
21). We initiate coverage with a TP of Rs480, based on 13x FY24e. We
expect a high growth momentum, a strong balance sheet, free cash-flows
and strong return ratios over FY22-24.

Fig 35 - PE band
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36 — Peer Com ar|S|on Valuation

(Rs bn) (RS bn) FY21 FY22e FY23e FY24e FY21 FY22e FY23e FY24e FY21 FY22e FY23e FY24e FY21 FY22e FY23e FY24e

UPL Ltd 758 579 869 202 147 123 107 104 92 82 74 22 20 19 17 159 184 190 187
Rallis India 267 52 49 234 284 227 191 153 172 133 110 20 19 17 14 148 110 126 136
?;ﬁ?ﬁi?c”;fs 391 195 190 565 501 400 325 390 351 284 234 72 64 56 48 239 223 229 235
DhanukaAgritech 725 34 32 160 161 144 129 121 120 106 94 23 22 20 18 267 239 225 208
Pl Industries 3001 455 435 6L7 529 430 356 427 363 204 246 95 81 68 58 180 153 163 169
Insecticides India 682 13 15 143 112 93 80 1200 83 70 59 11 10 09 08 105 133 141 136
India Pesticides 319 37 35 273 222 175 183 193 160 125 131 55 45 37 38 416 305 253 239
Industry Average 313 279 227 196 213 191 156 135 43 37 32 29 150 123 145 151

Sharda Cropchem 341 31 27 134 130 109 92 68 55 44 36 12 10 08 07 152 139 147 154

Source: Bloomberg, Anand Rathi Research
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FY21 FY22e FY23e FY24e FY21 FY22e FY23e FY24e FY21 FY22e FY23e FY24e Revenue EBITDA PAT FY21 FY22e FY23e FY24e

Fig 37 — Peer Comparision (Financials

UPL Ltd 3869 4305 4665 5067 835 948 1058 1169 287 305 472 543 85 110 173 410 563 67.4 775
Rallis India 243 268 300 338 32 29 38 44 22 18 23 27 123 220 220 94 118 140 182
g‘r‘]g‘r'rtfl’cr;f; 264 296 343 399 49 54 67 81 35 39 49 60 161 224 241 69 78 98 120
Dhanuka Agritech 139 147 164 184 27 27 31 35 21 21 24 26 118 132 117 452 452 505 564
Pl Industries 458 539 642 756 102 120 148 176 74 86 106 128 184 214 219 486 566 69.6 84.0
Insecticides India 142 161 174 194 15 19 22 26 09 12 14 17 97 188 181 454 583 701 8L3
India Pesticides 65 78 95 93 18 22 28 27 13 17 21 20 90 104 100 117 144 182 17.4

Sharda Cropchem 240 287 333 380 42 52 62 72 23 24 28 33 15.1 176 186 254 263 313 369

Source: Bloomberg, Anand Rathi Research

Key risks

We believe monsoon dependence is an inherent risk for agro-chemicals.
Other factors specific to the company are

B Delay in new registrations. Delays in securing registrations would lead
to loss of revenue in coming quarters due to the seasonal nature of the
business.

B  Forex volatility. Being a global manufacturer, the company is vastly
exposed to foreign currency movements. It primarily sources active
ingredients and formulations from China in dollars, and sells to the EU
in euros. Since a substantial portion of its revenue and expenditure is in
foreign currencies, to a certain extent it enjoys a natural hedge. Its
foreign-currency exposure over and above this natural hedge may curtail
its profits.

B Climatic conditions. Crop-protection products are affected by
extreme climatic conditions (floods, droughts, etc.), an inherent risk.

B Dependence on Chinese suppliers. The company is completely
dependent on China and local vendors for active ingredients and
formulations. Adverse movements in Chinese currency, rising labour
and environmental-compliance costs could markedly impact the
competitiveness of Chinese manufacturers, which could affect Sharda’s
sourcing.

B Global context, high stocks with distributors, returns of sales. If
distributors are unable to sell the products due to the global slowdown,
there are high chances of sales returns increasing, and impacting the
company’s revenues.
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ICompany Background, Management

Technically-qualified management

The promoters and the management have rich experience in agro chemicals
and have played a key role in developing the business. The company’s apt
domain knowledge and experience offers it a substantial competitive edge
in expanding its business and entering new regions.

Fig 38 — Management
Name Designation Description

Founder. Bachelor's degree of technology in chemical engineering from IIT, Bombay. Over 53 years’ experience in
Ramprakash V f - : : . . .
Bubna Chairman & MD chemicals, agrochemicals and related businesses. Responsible for overall business operations and strategy.

Promoter. Bachelor's Degree in Arts, Nagpur University. Through her sole proprietary concern, Sharda International, she
has been involved in chemicals, agrochemicals and related businesses from 1987 to 2004.

) Director B.Com. 30 years’ experience. Instrumental in strategizing early investment in product registrations and building a library of
Ashish R Bubna dossiers. Responsible for marketing, procurement, registrations and logistics of the agrochemicals business.

Sharda R. Bubna Director

Bachelor's degree in chemical engineering. 28 years’ experience. Spearheaded the company’s foray into conveyor belts
and general chemicals
Post-graduate, economics, University of Madras, with specialisation in mathematical economics and national Income and

Manish R Bubna  Director

I&Aéi.nSundra Independent Director  social accounting. Associate of The Indian Institute of Company Secretaries of India. Was chairman & MD of Indian Bank.
! Over 38 years' experience in banking
- . ) B.Com. University of Mumbai. Over 41 years' experience in banking and financial services. Consultant to Bank of America
Shitin Desai Independent Director

Merrill Lynch. Earlier, executive vice-chairman, DSP Merrill Lynch.

BA (Politics) and LLB. Solicitor, Bombay High Court and the Supreme Court of England and Wales. Advisor to leading
Indian companies on matters relating to corporate law and securities-related legislation. Acted on behalf of leading
investment banks and issuers for initial public offerings in India and several international equity and equity-linked debt issues
by Indian corporate houses.

CA; Executive Diploma in Hospital Administration, Tata Institute of Social Sciences. 34 years’ experience in handling not
only pure finance and accounting but also commercial and embedded functions, resulting in a rare blend of leadership
experience and functional competence. Assignments provided her unique experience and expertise in marketing,
operations, projects and refineries management

Shobhan Thakore Independent Director

Sonal Desai Independent Director

Source: Company
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