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GHCL Ltd. is the largest single location manufacturer of Soda Ash in India. It has a
plant facility at Sutrapada in Gujarat. It reported its Q1FY23 earnings which were
robust and largely in-line with our estimates. The company has benefitted from
operational efficiencies and supportive industry dynamics in soda ash segment.

Q1FY23 Result Highlights:

* Revenues from operation increased by 95.7% YoY/up 7.2% QoQ to INR 13,652 Mn
and came in above our estimates of INR 13,357 Mn.

* EBITDA increased by 167.7% YoY/up by 4.8% QoQ to INR 4,227 Mn and was above
our estimates of INR 4,187 Mn.

* Operating margins expanded by 833 bps YoY/ down by 71 bps QoQ to 31.0%.

* Effective Tax Rate stood at 22.3% in Q1FY23 versus 26.1% in Q4FY22 and 26.7% in
Q1FY22.

* PAT from continuing operations increased by 313.4% YoY/up by 31.1% QoQ to INR
3,505 Mn and above our estimates of INR 2,785 Mn. PAT Margins expanded by
1,352 bps YoY/up by 468 bps QoQ to 25.7%. However, the strong PAT growth was
driven by proceeds of INR 640 Mn received from the sale of the Home Textile
business.

* The Inorganic Chemicals business saw revenue growth of 108% YoY and 10% QoQ,
supported by volume expansion and realization gains.

* EBITDA for Inorganic Chemicals improved by 226% YoY and 8% QoQ led by better
operating leverage coupled with higher realizations.

* Revenues for the Textiles (Spinning) segment increased by 60% YoY and stable
against QoQ driven by strong contribution from value added products and firm
yarn pricing. However, demand remained softer on account of elevated raw
material costs.

* EBITDA margin stood at 23.5%, benefitting from higher contribution of value-
added products and robust cost management initiatives.

* Balance Sheet remained robust with low Net Debt/Equity at 0.16x.
* Cash and Cash Equivalents of INR 1,500 Mn at the end of 30t June 2022.

Outlook & Valuations: The global and domestic soda ash industry is witnessing
supply-demand imbalance. Additionally, the ongoing Ukraine-Russia conflict has
further tightened the domestic market, thus supporting price growth. The company is
expanding its capacity through brownfield and greenfield project, which will facilitate
volume growth. It reported strong earnings growth in Q1FY23 and we believe that the
growth trajectory will continue in FY23, facilitated by supportive industry dynamics.
We value the overall company on a SOTP basis, factoring its Chemical and Textile
business. We appraise the base business of Chemicals on EV/EBITDA multiple of 7x its
FY24E EBITDA and arrive at a fair value of INR 800 per share. The Textile business is
valued by applying 25% discount to its replacement cost, yielding per share value of
INR 98. Accordingly, we maintain our BUY rating on the stock with the Target Price of
INR 898 per share.

Financial Highlights

INR in Mn FY20 FY21 FY22  FY23E  FY24E
Revenue 32,560 28,231 37,784] 38,413] 40,380
EBITDA 7,367 6,192 9.799]  10,026| 10,842
EBITDA margin(%) 22.6%  21.9%  25.9%  26.1%  26.9%
PAT 4,064 3,100 5,992 6,073 6,607
PATM (%) 12.5%  11.0% 15.7% 15.8%  16.4%
EPS (in INR) 426 32,5 62.8 63.7 69.3
PE (x) 15.1 19.8 10.3 10.1 9.3
EV/EBITDA (x) 8.6 9.6 6.4 5.6 4.9
ROE(%) 18.9%  12.4% 18.1%|  18.3%|  17.3%

Source: Company, Arihant Research
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Quarterly Result

INR, Mn Q1FY23 Q4FY22 Q1FY22 QoQ YoY
Revenue from Operations 13,652 12,733 6,975 7.22% 95.73%
Cost of Material consumed 5,119 4,568 2,849 12.07% 79.71%
Purchase of Stock-in-trade 1178.6 979.7 268.2 20.30% 339.45%
Changes in inventories of finished goods, WIP and stock-in-trade -381.9 -59.4 -108.9 542.93% 250.69%
Gross Profit 7,736 7,245 3,967 6.78% 95.00%
Gross Profit Margin 56.67% 56.90% 56.88% -23 -21
Power, fuel and water expense 2,293 1,887 1,182 21.54% 94.01%
Employee benefits expense 432.5 493.7 341.8 -12.40% 26.54%
Other Expenses 783.1 830.6 864.4 -5.72% -9.41%
Total Expenses 9,425 8,699 5,396 8.34% 74.66%
EBITDA 4,227 4,033 1,579 4.8% 167.7%
EBITDA Margin 31.0% 31.7% 22.6% -71 833
Depreciation and amortization expense 300.5 292.4 283.6 2.77% 5.96%
EBIT 3,927 3,741 1,295 4.96% 203.15%
EBIT Margin 28.8% 29.4% 18.6% -62 1019
Finance Cost 118 182 152.5 -34.98% -22.36%
Other Income 61.1 58.6 14.2 4.27% 330.28%
Profit before tax and Exceptional items from continuing operations 3,869 3,618 1,157 6.96% 234.43%
Exceptional items 640.5 0 0

Profit before tax from continuing operations 4,510 3,618 1,157 24.67% 289.79%
Tax Expenses

Current Tax 957 902.1 285 6.09% 235.79%
Tax adjustment for earlier years 0 -0.3 0 -1

Deferred Tax 48.2 42.5 24.2 0.13411765| 99.17%
Total Tax Expenses 1005.2 944.3 309.2 6.45% 225.10%
Effective Tax Rate 22.3% 26.1% 26.7% -381 -444
Net Profit from continuing operations 3,505 2,673 848 31.11% 313.39%
PAT Margins 25.7% 21.0% 12.2% 468 1352

Source: Company, Arihant Research

Inorganic Chemicals — Quarterly Trend
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Global Demand-Supply Scenario:

» Soda Ash demand remained strong in the first quarter of FY23. It was driven by the glass industry, particularly the solar
glass and lithium carbonate segment.

» Supply side is constrained due to factors like high energy prices, gas shortage for EU market and Russia and Ukraine
situation.

» There is no significant capacity addition coming up in the near future and therefore the demand-supply mismatch is
likely to continue.

» In the textile business, there is slowdown in demand from various end user segments and scenario is likely to remain the
same in the near future.

» Dollar appreciation against the Indian rupee will also support prices of soda ash.

Operational:

» Soda ash prices have remained firm and the company has taken two price increase to pass on the hike in raw material
costs.

» With regards to the de-merger process, the company has received order from the honorable NCLT to conduct meeting
of unsecured shareholders.

» In the last 20 years, revenues have increased by 15% CAGR, while EBITDA has increased by 31% CAGR. EBITDA margins
have also expanded with focus on value-added products.

» The company benefitted from lower imports of soda ash in India. Earlier, about 23% of demand was met by imports,
while currently, itis in the range of 10%-13%.

» All adjustments regarding the exceptional items pertaining to the sale of Home Textile proceeds has been completed in
the present quarter.

EBITDA margin for soda ash has been strong in the range of 30%-35% for the last 15-17 years.
Trading of inorganic chemicals has an annual run rate of about INR 2 Bn with lower margins of 2%-3%.
Capacity utilization of soda ash plant was near the peak in Q1FY23. The overall capacity of the plant is 11 lakh tonnes.

Cotton prices have increased significantly over the last 1.5 years from INR 40,000 to INR 100,000.

YV V V V V

The company repaid debt of INR 2 Bn in the current quarter, i.e. Q1FY23.

Capital Allocation:
» Because of demerger process, there is no thought of buyback program by the management.

» The dividend policy is likely to remain similar to historic levels with dividend distribution policy of 15% to 20%
distribution.

» Main focus is to re-invest in the business through capital expenditure program and capacity augmentation of the soda
ash and textile business.

» The greenfield expansion of soda ash is likely to start from March 2023 and completed in about 2 years, till March 2025.

» The company is doubling the capacity of sodium bicarbonate and is tentatively around November — December 2022.

Outlook:
» Going forward, the impetus will be on green energy expansion and 20% volume growth every quarter.

» There is traction in the textile demerger process and the activity is expected to be complete as per the original timeline.

» Tightness of soda ash market is likely to persist at least for one year, due to lack of any significant new capacity addition
and supply disruption.
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Financials
P&L (INR Mn) FY20 FY21 FY22 FY23E FY24E
Revenues 32,560 28,231 37,784 38,413 40,380
COGS 14,218 12,654 16,869 16,671 17,323
Gross Profit 18,342 15,577 20,914 21,742 23,057
Gross Margins 56.3% 55.2% 55.4% 56.6% 57.1%
Employee Cost 1,884 1,725 1,523 1,537 1,615
Other Operating Expenses 9,091 7,660 9,592 10,180 10,600
EBITDA 7,367 6,192 9,799 10,026 10,842
EBITDA Margins 22.6% 21.9% 25.9% 26.1% 26.9%
Other Income 164 266 121 119 125
Depreciation 1,305 1,332 1,168 1,344 1,413
Finance Cost 1,182 902 636 572 601
Exceptional Items 0 0 0 0 0
PBT 5,044 4,224 8,117 8,229 8,953
Tax 980 1,124 2,125 2,155 2,346
Net Profit 4,064 3,100 5,992 6,073 6,607
NPM 12.5% 11.0% 15.7% 15.8% 16.4%
Balance Sheet (INR, Mn) FY20 FY21 FY22 FY23E FY24E
Assets
Net Block 19,793 20,566 19,313 20,113 22,157
Capital WIP 1,200 866 904 1,000 1,000
Intangible assets under development 692 772 736 736 736
Non-current investment 178 401 401 401 401
Long term loans and advances 155 144 149 149 149
Current Assets
Current Investment 0 0 0 0 0
Inventories 7,906 7,405 9,461 10,621 11,243
Trade Receivables 2,744 2,507 3,332 3,837 4,061
Cash and Cash Equivalents 981 376 669 994 1,465
Bank Balance 239 137 134 134 134
Short Term loans & advances 24 37 28 28 28
Other Current Assets 1,087 631 734 734 734
Total Current Assets 12,981 11,093 14,358 16,348 17,665
Current Liabilities & Provisions
Short-term borrowings 421 402 293 209 108
Trade Payables 3,656 3,353 4,382 4,466 4,467
Other current Liabilities 2,489 2,173 2,173 2,173 2,173
Short-term provisions 129 144 145 146 148
Total Current Liabilities 6,695 6,072 6,993 6,994 6,896
Net Current Assets 6,286 5,021 7,365 9,354 10,769
Total Assets 34,999 33,842 35,861 38,747 42,108
Liabilities 0 0 0 0 0
Share Capital 950 950 950 950 950
Reserves and Surplus 20,540 24,068 27,743 32,239 37,298
Total Shareholders Funds 21,490 25,018 28,693 33,189 38,248
Total Debt 10,753 6,052 4,408 2,798 1,100
Long Term Provisions 63 30 28 28 28
Other Long Term Liabilities 162 140 138 138 138
Net Deferred Tax Liability 2,531 2,602 2,594 2,594 2,594
Total Liabilities 34,999 33,842 35,861 38,747 42,108
Source: Company, Arihant Research

4

Arihant Capital Markets Ltd



Cash flow Statement (INR, Mn) FY20 FY21 FY22 FY23E FY24E
PBT 5,044 4,224 8,117 8,229 8,953
D&A 1,305 1,332 1,301 1,344 1,413
Other Adjustments 1,293 893 215 398 148
(Inc.)/Dec. in Working Capital -182 769 -2,489 -2,182 -1,013
Taxes -991 -1,078 -1,789 -2,079 -2,886
Cashflow from operations 6,469 6,140 5,355 5,710 6,615
Capex -2,040 -1,075 -2,064 -2,693 -3,601
Cashflow from investments -2,040 -1,075 -2,064 -2,693 -3,601
Issue of Share Capital 27 0 0 0 0
Net Borrowings -619 -4715 -1,669 -1,591 -1,695
Others -1,926 -896 -629 -401 -148
Issuance of Dividend -1,052 -59 -700 -700 -700
Cashflow from Financing -3,570 -5,670 -2,998 -2,692 -2,543
Net Change in Cash 859 -605 293 325 471
Beginning Cash 122 981 376 669 994
End Cash 981 376 669 994 1,465
Key Ratios FY20 FY21 FY22 FY23E FY24E
Per share (INR)

EPS 42.6 325 62.8 63.7 69.3
BVPS 225.4 262.4 300.9 348.1 401.1
Valuation (x)

P/E 15.1 19.8 10.3 10.1 9.3
P/BV 2.5 2.2 1.9 1.6 1.4
EV/EBITDA 8.6 9.6 6.4 5.6 4.9
Return Ratios (%)

Gross Margin 56.3% 55.2% 55.4% 56.6% 57.1%
EBIDTA Margin 22.6% 21.9% 25.9% 26.1% 26.9%
PAT Margin 12.5% 11.0% 15.7% 15.8% 16.4%
ROE 18.9% 12.4% 18.1% 18.3% 17.3%
ROCE 18.8% 15.6% 22.8% 24.1% 24.0%
Leverage Ratio (%)

Total D/E 0.5 0.2 0.2 0.1 0.0
Turnover Ratios

Asset Turnover (x) 1.6 1.4 1.9 1.9 1.8
Inventory Days 89 96 93 101 102
Receivable Days 31 32 33 36 37
Payable days 41 43 43 42 40

Source: Company, Arihant Research
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. 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. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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