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Coromandel International Ltd
Strong Q3; Raised fertiliser margin guidance

Sharekhan code: COROMANDEL
CMP: Rs. 894
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Summary

+ Q3FY2023 PAT of Rs. 527 crore (up 38% y-o-y) was 22% above our estimate led by strong performance
from nutrients and other allied business offsetting muted growth from the CPC business. OPM, at 9.4%,
lagged our estimate due to lower gross margins and higher other expenses.

¢ Revenue/EBIT from nutrients and other allied businesses grew strongly by 72%/59% y-o-y to Rs. 7,710
crore/Rs. 697 crore led by higher subsidy support and better realisation. However, CPC revenue/EBIT
growth of 5%/-13% y-o-y was muted as growth in domestic formulation and B2B businesses was offset
by headwinds in export markets.

¢+ The management guided for better fertilizer margins of Rs. 5,500-6,000/mt in the coming years led
by declining raw material prices and increasing cost efficiencies. It had earlier guided for margins
Rs. 5,500/mt for FY23. Phosphoric acid price declined to $1,050/mt in Q3FY23 versus $1,175/tonne in
Q2FY23 and the same bodes well for fertiliser margins.

¢+ We maintain Coromandel to Buy with an unchanged PT of Rs. 1,155 as margin/earnings outlook
has improved as input price pressures ease and valuation of 11.7x/10.9x FY24E/FY25E EPS seems
reasonable.

Coromandel International Limited reported another robust quarter with a beat of 20.1%/21.7% in operating profit/
PAT at Rs. 781 crore/Rs. 527 crore, up 43.3%/38.1% y-o-y led by strong performance of the nutrient and other
allied segment. However, OPM of 9.4% (down 135 bps y-o-y) was 240 bps below our estimate of 11.8% due lower
gross margins of 19.5% (down 484 bps y-o-y) and higher other expenses (up 25% y-o-y). Nutrients and other allied
business reported high y-o-y growth of 72%/59% in its revenue/EBIT to Rs. 7,710 crore/Rs. 697 crore primarily led
by high subsidy and MRP, efficient sourcing of raw materials, increase in capacity utilization levels and backward
integration. However, muted CPC business revenue/EBIT decline of 5%/-13% y-o-y to Rs. 653 crore/Rs. 81 crore
was due to sluggish exports while domestic market witnessed strong growth traction.

Key positives

+ Strong revenue/EBIT growth of 72%/59% y-o-y from nutrient and other allied business.
+ Total Phosphatics (DAP + Complex) volumes grew by 27% y-o-y to 10.5 lakh tonnes.
Key negatives

+ Muted revenue growth/EBIT decline of 5%/-13% y-o-y from CPC due to sluggish exports.
Management Commentary

+ Themanagement guided that fertilizer margins to sustain atRs. 5,500-6,000/mt as compared to earlier guidance
of Rs. 5,500/mt. The company expects the declining trend of raw materials and cost optimization benefits to
continue.

¢ Company expects the CPC segment to grow by 10-12% going forward once new products kick in and the segment
achieves some stability. Focus to sell products at a reasonable margin. Investing in B2C side of business to
improve penetration.

+ Phosphoric acid price declined to $1,050/mt in Q3FY23 versus $1,175/mt in Q2FY23S.

+ The company expects government subsidies to decline going forward (since raw material prices are declining).
Demand for NPK is good and is expected to remain strong.

¢ Company launched ‘Gardina’ a speciality nutrient product in the urban garden segment and ‘Azamax’ a bio
insecticide. The new products launched in CPC in earlier quarters have beaten company’s estimates.

+ DAP and complex plant facilities operated at 108% capacity utilisation in Q3FY23 and produced 9.29 Lakh MT
of fertilizers.

+ Key project update — 1) Sulphuric acid plant expected to be completed by July 2023 and would prove RM
security, 2) Started receiving shipments from BMCC in Senegal and would fulfil 20% of company’s phosphatic
rock requirements, 3) Subsidy outstanding at Rs. 4,359 crore.

Revision in estimates — We have marginally increased our FY23-24 earnings estimate to factor in high margins for
the fertiliser business and largely maintained our FY25 earnings estimate.

Our Call

Valuation — Maintain Buy on Coromandel with an unchanged PT of Rs. 1,155: The recent decline in phosphoric acid
prices, softening of other key input cost and improving cost optimization benefits has improved margin outlook for
fertilizer business while CPC business would benefit from product launches. Moreover, higher adoption of complex
fertilisers (as compared to urea) by farmers bodes well for Coromandel. We expect revenues/PAT to grow at 13%/16%
over FY2022-FY2025E along with high RoE/RoCE of 22%/30% in FY25E. Improved earnings outlook and correction
in the stock price makes valuation of 11.7x/10.9x FY24E/FY25E EPS reasonable. Hence, we maintain our Buy rating
on Coromandel International with an unchanged PT of Rs. 1,155.

Key Risks

1) Lower demand due to poor monsoons and regulatory changes might affect revenue growth momentum and
2) Adverse variations in raw-material prices, delay in the ability to pass on price hikes, and adverse currency
fluctuations might affect margins.

Valuation (Consolidated) Rs cr
Revenue 19,11 26,706 25,804 27,388
OPM (%) 1.2 10.6 12.2 12.3
Adjusted PAT 1,528 2,009 2,243 2,41
% YoY growth 15.0 31.4 1.6 75
EPS (Rs.) 521 68.5 76.4 821
PER (x) 17.2 131 1.7 10.9
P/BV (x) 41 33 27 2.2
EV/EBITDA 1.4 8.5 71 61
ROE (%) 26.6 281 25.3 22.4
ROCE (%) 34.2 374 33.8 301

Source: Company; Sharekhan estimates
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Stellar Q3; earnings above estimate on strong performance of nutrient and other allied segment

Q3FY2023 consolidated revenue of Rs. 8,310 crore (up 64% y-o-y) was 51% above our estimate of Rs. 5,511
crore. Revenue from nutrient and other allied segment witnessed strong growth of 72% y-o-y to Rs. 7,710
crore but that from crop protection segment was muted at Rs. 707 crore (up 5% y-o-y). OPM at 9.4% (down 135
bps y-o-y) was 240 bps below our estimate of 11.8% due lower gross margins of 19.5% (down 484 bps y-o0-y)
and higher other expenses (up 25% y-o-y). Operating profit of Rs. 781 crore (up 43% y-o-y) was 20% above our
estimate of Rs. 650 crore. Nutrient and other allied segment EBIT grew strongly by 59% y-o-y to Rs. 697 crore
while crop protection business was under pressure and reported steep 13% y-o-y decline in EBIT to Rs. 81
crore. PAT at Rs. 527 crore (up 38% y-o-y) was also 21% above our estimate of Rs. 433 crore reflecting strong
growth in nutrients and other allied segments.

Results (Consolidated) Rs cr
Particulars | Q3FY23 | Q3FY22| YoY (%) | Q2FY23| QoQ (%)
Revenue 8,310 5,074 63.8 10,113 -17.8
Total Expenditure 7,529 4,529 66.2 9,056 -16.9
Operating profit 781 545 43.3 1,057 -26.2
Other Income 40 26 52.9 31 273
Interest 57 18 218.9 54 4.8
Depreciation 47 43 9.9 46 2.9
Share of profit of JV -10 1 -867.7 1 -18821
PBT 706 511 381 989 -28.6
Tax 179 130 38.2 248 -277
PAT 527 382 381 741 -28.9
Equity Cap (cr) 29 29 29

EPS (Rs.) 18.0 13.0 381 253 -28.9
Margins (%) BPS BPS
OPM 9.4 10.7 -134.5 10.5 -105.8
NPM 6.3 7.5 -118.1 7.3 -98.2
Tax rate 25.4 25.4 2.2 251 30.7

Source: Company, Sharekhan Research

Segmental Performance Rs cr
Particulars | Q3FY23 | Q3FY22| YoY (%) | Q2FY23| QoQ (%)
Segment Revenue

Nutrient and other allied business 7,710 4,484 72.0% 9,461 -18.5%
Crop protection 653 622 5.0% 707 -7.7%
Total revenue 8,362 5,105 63.8% 10,168 -17.8%
Less: Inter Segment revenue 53 32 55

Net revenue 8,310 5,074 63.8% 10,113 -17.8%
Segment EBIT

Nutrient and other allied business 697 438 591% 955 -27.0%
Crop protection 81 93 -12.8% 105 -231%
Total EBIT 778 531 46.5% 1,061 -26.6%
EBIT margin (%) BPS BPS
Nutrient and other allied business 9.0 9.8 -73 101 -105
Crop protection 12.4 14.9 -252 14.9 -249
Overall EBIT margin 9.4 10.5 -110 10.5 -112

Source: Company, Sharekhan Research
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Sales volume performance Lakh tonne
Particulars | Q3FY23| Q3FY22 | Yo (%) | Q2FY23| QoQ (%)
DAP 1.6 1.3 271% 17 -4.1%
Complex 8.9 7.0 271% 10.7 -17.4%
Total Phosphatics 10.5 8.3 271% 124 -15.5%

BPS BPS
Unique grade share (%) 40.0 24.0 1600 32.0 800
Manufactured Phosphatics 91 75 21.2% 11 -17.4%
Imported Phosphatics 1.4 0.7 88.9% 1.4 -0.7%
Urea 4.0 1.3 203.0% 37 7.8%
MOP 0.0 0.0 - 0.2 -90.0%
SSP 2.2 1.9 16.1% 2.4 -111%

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - Large addressable market

Agriculture plays an important role in India’s economy as it contributes 18% to GDP, 8% to exports, and
generates 44% of the employment. This is largely as India having the largest cropland globally and the
largest irrigated area. Hence, India provides a large addressable market.

B Company outlook - Decent growth outlook led by good agronomics and backward integration

The company delivered healthy CAGRs of 14%, 17%, and 26% at revenue, EBITDA, and PAT level, respectively,
during FY2017-FY2021. We believe the trend of delivering higher growth in earnings compared to revenue
will continue on account of increasing margins (given the focus on NPK). About 30-35 molecules in the agri-
input space have gone off-patent recently or are likely to go off-patent soon. This provides Coromandel a
strong growth opportunity and the company plans to set up multi-product plants (MPPs), which are capable
of producing new-generation molecules.

B Valuation - Maintain Coromandel to Buy with an unchanged PT of Rs. 1,155

The recent decline in phosphoric acid prices, softening of other key input cost and improving cost optimization
benefits has improved margin outlook for fertilizer business while CPC business would benefit from product
launches. Moreover, higher adoption of complex fertilisers (as compared to urea) by farmers bodes well
for Coromandel. We expect revenues/PAT to grow at 13%/16% over FY2022-FY2025E along with high RoE/
RoCE of 22%/30% in FY25E. Improved earnings outlook and correction in the stock price makes valuation of
11.7x/10.9x FY24E/FY25E EPS reasonable. Hence, we maintain our Buy rating on Coromandel International
with an unchanged PT of Rs. 1,155.
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About company

Coromandel was incorporated in 1961 by synergistic efforts of EID Parry Limited, a leading business house in India
associated with agriculture and two major US companies, namely Chevron Chemical Company and International
Minerals and Chemicals Corporation. Coromandel is part of $5 billion Murugappa Group and is the fifth largest Indian
agro chemical company. Coromandel is India’s largest private sector phosphatic fertiliser company and the largest
single super phosphate (SSP) company. The company is also the pioneer and market leader in specialty nutrients.
Coromandel is also the No. 1 organic manure player in India and has the largest rural retail chain across the country.
The company’s manufacturing facilities are located in 16 locations. The company is also present across 81+ countries.
The company has a strong distribution reach and caters to its customers through a strong 2,000+ market development
team along with 20,000+ dealers and 750+ rural retail centres.

Investment theme

We like Coromandel because of its leadership position in key businesses, led by high backward integration through
joint ventures for sourcing of key raw materials and strong distribution reach. This helps the company deliver healthy
performance on a consistent and sustainable basis. The company has been generating healthy cash flows, which
have helped the company to look for inorganic acquisition at different intervals in related businesses. Conservative
and calibrated approach towards capital allocation in the right business has yielded synergies for the company and
has helped the company to maintain a lean and strong balance sheet. However, current valuation captures in growth
prospects and provides limited upside potential from current levels.

Key Risks

1) Lower demand due to poor monsoons and regulatory changes might affect revenue growth momentum and 2) Adverse
variations in raw-material prices, delay in the ability to pass on price hikes, and adverse currency fluctuations might
affect margins.

Additional Data

Key management personnel

M. M. Murugappan Chairman

V Ravichandran Vice Chairman
Sameer Goel Managing Director
B V R Mohan Reddy Director

M M Venkatachalam Director
Prasad Chandran Director

Sumit Bose Director
Aruna B. Advani Director
Nagarajan Ramamurthy Director

Karat Venugopal Parameshwar | Director
Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Kotak Mahindra Asset Management Co Ltd/India 5.0
2 DSP Investmnet Managers Pvt Ltd 3.5
3 Life Insurance Corp of India 21
4 Group Chimique Tunisien SA 1.6
5 UTI Asset Management Co Ltd 1.5
6 SBI Funds Management Ltd 1.4
7 INVESTOR EDUCATION & PROTECTN FD 1.2
8 Vanguard Group Inc/The 1.2
9 Axis Asset Management Co Ltd/India 0.9
10 L&T Mutual Fund Trustee Ltd/India 0.9

Source: Bloomberg (old data)

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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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.
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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.
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