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Atul Ltd

Weak margin performance; Capex to drive growth
Speciality Chem Sharekhan code: ATUL
Reco/View: Buy ©

N Upgrade

CMP: Rs. 9,343  Price Target: Rs. 11,000 ©

€> Maintain \l/ Downgrade

Summary

¢ Atul Limited’s (Atul) Q4FY2022 PAT of Rs. 126 crore sharply missed our estimates due to
weaker-than-expected OPM and lower other income, offsetting strong revenue growth of
23% y-o0-y.

¢ Revenue grew strongly by 29%/18% y-o-y from POC/LSC segments; however, EBIT
margin disappointed with a steep decline of 1,030 bps/240 bps y-o-y to 12.1%/14.1% due to
contraction in gross margin and higher operating cost.

¢ Atul has done cumulative capex of Rs. 913 crore over FY2021-FY2022 to augment
capacities of key products (like sulphur black dyes, para-cresol, para-cresidine). Ramp-up
of capacities, price hikes, and likely normalisation of energy/logistics cost should drive
strong earnings growth (expect 31% PAT CAGR over FY22-24E) on a low base of FY22 (PAT
de-growth of 8% y-o-y).

¢ Atul is expected to be a key beneficiary of structural growth tailwinds (China plus One
strategy) for Indian specialty chemicals space and sustained capex to augment capacities
would result in long runway for earnings growth. Hence, we maintain a Buy on Atul Ltd with
an unchanged PT of Rs. 11,000.

Atul Limited’s (Atul) Q4FY2022 performance was marred by weak OPM of 15%
(down 782 bps; down 324 bps g-o-q and below our estimate of 16.8%) as input
and power and fuel cost remained at elevated level, offsetting strong revenue
growth of 22.8% to Rs. 1,370 crore (broadly in-line with our estimates). Revenue
growth reflects decent demand traction with 28.8%/17.8% y-o-y rise in revenue
from performance and other chemical (POC)/Life Science Chemical (LSC) segments
to Rs. 1,053 crore/Rs. 367 crore. However, PoC/LSC EBIT margin declined by 1030
bps/211 bps y-o-y to 12.1%/14.1%. Consequently, operating profit/adjusted PAT of
Rs. 205 crore/Rs. 126 crore, down 19.3%/27.3% y-o-y, missed our estimate due to
weak margin performance and lower-than-expected other income (adjusted for Rs.
10 crore of foreign exchange gain).

Key positives
¢ Strong revenue growth of 29% y-o-y for the POC segment.
Key negatives

¢ Gross/EBITDA margin fell by 533 bps/782 bps y-o-y to 47.5%/15% on high input and
power and fuel cost.

¢ PoC/LSC EBIT margin declined sharply by 1,030 bps/240 bps y-o-y to 12.1%/14.1%.

Revision in estimates — We have lowered our FY2023 earnings estimates to factor in
lower margin assumption and have fine-tuned our FY2024 earnings estimates.

Our Call

Valuation — Maintain Buy with an unchanged PT of Rs. 11,000: We believe continued
high capex intensity (to augment capacities), market share gains (China plus one
strategy by global peers), and focus on process efficiencies (to improve product
yields and support margins) would drive a 31% PAT CAGR over FY2022-FY2024E with
healthy RoE of 18%. Hence, we maintain our Buy rating on Atul with an unchanged
price target (PT) of Rs. 11,000. At the CMP, the stock trades at 32.7x/26.5x its FY2023E/
FY2024E EPS.

Key Risks

1) Revenue growth could be hit by weak demand and delay in commissioning of capex
project and new products and 2) Adverse raw-material prices and delay in the ability
to pass on price hikes adequately in time and forex fluctuation might affect margins.

Valuation (Consolidated) Rs cr

Particutars _________| FY21 FY22 FY23E|___FY24E

Revenue 3,731 5,081 5,851 6,729
OPM (%) 246 17.9 20.5 21.6
Adjusted PAT 656 604 845 1,044
% y-0-y growth (1.6) (7.9) 39.9 235
Adjusted EPS (Rs.) 221.5 2041 285.5 352.6
P/E (x) 42.2 45.8 327 26.5
P/BV (x) 7.2 6.2 5.3 4.4
EV/EBITDA (x) 291 298 22.2 17.9
ROCE (%) 234 18.2 21.8 23.0
RoE (%) 18.8 14.6 17.5 18.2
Source: Company; Sharekhan estimates
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PAT missed estimates due to weaker-than-expected margin

Atul's Q4FY2022 consolidated revenue stood at Rs. 1,370 crore (up 22.8% y-o-y; down 0.7% g-o0-q), broadly
in-line with our estimate of Rs. 1,384 crore. The y-o-y revenue growth was driven by robust 28.8%/17.8% y-o-y
rise in revenue from the performance and other chemical/life science chemical segments to Rs. 1,053 crore/
Rs. 367 crore. OPM at 15% (down 782 bps y-o-y; down 324 bps g-0-q) was below our estimate of 16.8% due to
lower gross margin (down 533 bps y-o-y to 47.5% and against estimate of 49.5%) and higher operating cost
on account of rise in power and fuel cost, employee cost, and other expenses. Consequently, operating profit
declined by 19.3% y-o-y to Rs. 205 crore, below our estimate of Rs. 232 crore. PAT (adjusted for Rs. 10 crore of
forex gain) at Rs. 126 crore (down 27.3% y-o0-y; down 17.1% g-o0-q) was also 27% below our estimate of Rs. 173
crore on account of lower-than-expected margin.

Results (Consolidated) Rs cr
Particulars Q4FY22 ‘ Q4FY21 Q3FY22 QoQ (%)
Revenue 1,370 1,116 22.8 1,380 (0.7)
Total expenditure 1165 862 35.2 1,129 3.2
Operating profit 205 254 (19.3) 251 (18.4)
Other Income 22 19 19.3 3 623.8
Depreciation 44 37 20.4 45 (3.0)
Interest 3 2 445 2 78.5
PBT 182 236 (23.0) 210 (13.4)
Tax 45 59 (23.9) 53 (14.7)
Reported PAT 136 175 (22.2) 155 (12.3)
Adjusted PAT 126 174 (27.3) 152 (174)
Reported EPS (Rs.) 46.1 59.2 (22.2) 52.5 (12.3)
Adjusted EPS (Rs) 426 587 (27.3) 51.4 (179)
Margin (%) YoY (bps) QoQ (bps)
OPM 15.0 22.8 (782) 18.2 (324)
Tax rate 249 25.2 (30) 25.3 (38)
NPM 9.2 15.6 (635) 1.0 (182)

Source: Company, Sharekhan Research

Segmental performance (Consolidated) Rs cr
Particulars Q4FY22 Q4FY21 YoY (%) ‘ Q3FY22 QoQ (%)
Revenue

LSC 367 312 17.8 398 -76
POC 1,053 817 28.8 1,026 2.6
others 15 15 -2 21 -30.2
Gross revenue 1,435 1144 25.4 1,445 -0.7
Less: Inter segment 64 28 128.7 65 -0.7
Net revenue 1,370 1,116 22.8 1,380 -0.7
EBIT

LSC 52 51 2.5 45 15.8
POC 128 183 -30.3 149 -14.4
Others 4 5 -10.0 10 -60.4
Total EBIT 184 238 -23.0 204 -101
Margin (%) bps Bps
LSC 141 16.2 -21 1.3 286
POC 121 224 -1,030 14.5 -240
Others 27.9 30.3 -242 491 -2,124
Overall EBIT margin 13.4 214 -796 14.8 -139

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - Structural growth drivers to propel sustained growth for the specialty chemical sector over
the medium to long term

We remain bullish on the medium to long-term growth prospects of the specialty chemical sector, given a
massive revenue opportunity from the perspective of import substitution (India’s total specialty chemical
imports are estimated at $56 billion), potential increase in exports given the China Plus One strategy of
global customers, and favourable government policies (such as tax incentives and PLI schemes similar to
that of the pharmaceutical sector). In our view, conducive government policies, product innovation, massive
export opportunity, and low input prices would help the sector witness high double-digit earnings growth
trajectory on sustained basis over the next 2-3 years.

B Company outlook - Significant export opportunities underway as global players shift base outside
China:

The company has a healthy balance sheet and intends to continue ongoing expansion plans in a calibrated
manner, be it in expanding capacities through new projects or de-bottlenecking capacities through internal
accruals. Growth is likely to be driven by improved utilisation of enhanced capacities. Moreover, significant
opportunities are expected to arise in the medium to long term, as global players shift their manufacturing
and vendor bases outside China.

B Valuation - Maintain Buy with an unchanged PT of Rs. 11,000

We believe continued high capex intensity (to augment capacities), market share gains (China plus one strategy
by global peers), and focus on process efficiencies (to improve product yields and support margins) would
drive a 31% PAT CAGR over FY2022-FY2024E with healthy RoE of 18%. Hence, we maintain our Buy rating on
Atul with an unchanged price target (PT) of Rs. 11,000. At the CMP, the stock trades at 32.7x/26.5x its FY2023E/

FY2024E EPS.
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About company

Incorporated in 1947 and headquartered in Gujarat, Atul is a member of the Lalbhai Group. The company
is an integrated chemical company and has a diverse product portfolio. The company’s businesses are
broadly classified into two segments, i.e. lifescience chemicals and performance and other chemicals. Crop
protection and pharmaceuticals are sub-segments of the lifescience chemicals segment, while aromatics, bulk
chemicals and intermediates, colours, floras, and polymers are sub-segments of the performance and other
chemicals segment. The company owns 114 brands and manufactures Y900 products and ~450 formulations
in its production facilities situated at Ankleshwar, Atul, Panoli, and Tarapur and through facilities situated at
Ambernath, Ankleshwar, Atul, and Bristol (UK) in various subsidiaries. The company operates a network of
over 38,000 retail outlets in India and serves more than 6,000 customers across 92 countries.

Investment theme

Atul intends to expand capacities in a calibrated manner without relying on external borrowings. Moreover,
significant opportunities are expected to arise from a medium to long-term perspective, as global players
shift their manufacturing base and vendor base outside China. Future growth is expected to be driven by
improved utilisation levels backed by a strong demand outlook along with positive pricing tailwinds and
operating leverage. The company achieved debt-free status in FY2018 and return ratios are expected to see
northward trend (after a gap of four years) on account of improved profitability (largely due to ease in input
cost pressure) and strong free cash flow generation. This gives the company ample scope to explore organic
and inorganic growth opportunities further.

Key Risks

¢ Revenue growth momentum might be affected due to i) slower demand offtake (post lifting of the lockdown),
ii) delay in commissioning of capex project, and iii) delay in launch of new products.

* Adverse raw-material prices and delay in the ability to pass on price hikes adequately in time along with
forex fluctuation might affect margins.

Additional Data

Key management personnel

Sunil Lalbhai Chairman and Joint Managing Director
Samveg Lalbhai Joint Managing Director

Bharathy Mohanan President, Utilities and Services

Gopi Kannan Thirukonda Chief Financial Officer

Lalit Patni Company Secretary and Compliance office

Source: Bloomberg

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 DSP Investment Managers Pvt Ltd 41
2 HDFC Asset Management Co Ltd 2.6
3 Aditya Birla Sun Life Asset Manage 24
4 Vanguard Group Inc/The 2.0
5 TRIVEDI SHIVANI TEJAS 1.8
6 Kotak Mahindra Asset Management Co 17
7 Mirae Asset Global Investments Co 1.5
8 TRIVEDI TEJAS B 1.4
9 Norges Bank 1.3
10 Government Pension Fund 1.3

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



