MoTIiLAL OSWAL

FINANCIAL SERVICES

22 May 2023
4QFY23 Results Update | Sector: Specialty Chemicals

Vinati Organics

Estimate changes
TP change

Rating change

]
4
-

Bloomberg VO IN
Equity Shares (m) 103
M.Cap.(INRb)/(USDb) 184.5/2.2
52-Week Range (INR) 2373 /1693
1, 6, 12 Rel. Per (%) -14/-13/-27
12M Avg Val (INR M) 112
Financials & Valuations (INR b)

Y/E March FY23 FY24E FY25E
Sales 20.8 23.8 31.9
EBITDA 6.0 6.3 8.7
PAT 4.6 4.8 6.6
EPS (INR) 446 46.6 64.1
EPS Gr. (%) 321 45 37.8
BV/Sh.(INR) 2159 255.1 309.2
Ratios

Net D:E -0.0 0.0 -0.0
ROE (%) 226 198 227
RoCE (%) 215 18.1 204
Payout (%) 15.7 157 15.7
Valuations

P/E (x) 40.3 38,5 28.0
P/BV (x) 83 7.0 58
EV/EBITDA (x) 31.0 294 211
Div. Yield (%) 04 04 06
FCF Yield (%) 28 04 24

Shareholding pattern (%)

As On Mar-23 Dec-22 Mar-22
Promoter  74.1 74.1 74.1
DIl 7.9 7.9 7.9
Fll 4.8 4.8 4.6
Others 13.3 13.2 13.5

Fll Includes depository receipts

CMP: INR1,795

TP: INR2,245 (+25% ) Buy

Short-term headwinds to play spoil sport

VO reported lower-than-estimated revenues (6% below our estimates) in
4QFY23 because of inventory built-up at customers’ end. This is further
expected to continue in FY24 as well. Gross margin declined to 50.3% (down
140bp QoQ), with EBITDAM at 30.3% (down 190bp QoQ). The management
has guided that demand for IBB is good and expected to remain robust going
forward.

That being said, the management expects to have a muted FY24 with ATBS
demand likely to bounce back not before end-FY24. However, the
management has started commercial supply of Antioxidants (AOs), which
should start contributing to revenues in 1QFY24. Contribution from AOs
would further partially offset the weakness in the ATBS segment in FY24. The
merger with VAPL is expected to be completed by Jun’23.

Expansion of ATBS capacity by 50% (from 40ktpa to 60ktpa) has been delayed
and commissioning is now expected by end-FY24, keeping in mind the
demand pressure that could be seen throughout the year in FY24. The
management also guided that commissioning of products in VOL (MEHQ,
Guaiacol and Iso Amylene) has also been delayed to end-FY24 (from 1HFY24
earlier).

The sales mix for 4QFY23 stood at: ATBS (44%), IBB (19%), Butyl Phenol and
other IB derivatives (16%), Customized products (7%), IB & HPMTBE (9%), and
the rest were others. We cut our revenue/ EBITDA/ PAT estimates by 12%/
19%/18% for FY24 and by 12%/ 18%/ 17% with EBITDAM at 26.5%/ 27.3% for
FY24/25. We forecast revenue CAGR of ~25% over FY23-25, translating into
an EBITDA/EPS CAGR of 26%/24% over the same period.

The stock is trading at 28x FY25E EPS and 21x FY25E EV/EBITDA, with return
ratios of 20-23%. It had a fixed asset turnover of 2.4x as of FY23. We value the
company at 35x FY25E EPS to arrive at our TP of INR2,245. We reiterate our
BUY rating on the stock.

Miss largely led by higher ‘other operating expenses’

>
n

VO's revenue stood at INR5b in 4QFY23 (up 4% YoY, down 1% QoQ), lower
than consensus est. by 5%.

EBITDA stood at INR1.5b (est. of INR1.8b, up 10% YoY, down 7% QoQ), lower
than consensus est. by 7%

EBITDA margin came in at 30.3% (v/s 32.2% in 3QFY23 and 28.6% in 4QFY22).
Gross margin stood at 50.3% (up 420bp QoQ, down 140bp YoY) in 4QFY23.
PAT stood at INR1.2b (est. of INR1.4b, up 14% YoY, down 8% QoQ), lower than
consensus est. by 10%.

For FY23, revenue was up 29% YoY to INR20.8b with EBITDA at INR6b (up 37%
YoY). PAT came in at INR4.6b (up 32% YoY).

EBITDAM stood at 28.6% (up 170bp YoY).

The Board has declared a final dividend of INR7.
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Valuation and view

Veeral Organics Pvt. Ltd. (wholly owned subsidiary of Vinati Organics) is set to
commence production of MEHQ, Guaiacol, and Iso Amylene by end-FY24, which
should propel VO into the next leg of its growth story.

Veeral Additives has commenced the commercial supply of AOs and should
contribute to revenues from 1QFY24. The management expects to complete the
amalgamation by Jun’23. Post the amalgamation, VO would become the largest
and the only doubly integrated manufacturer of AOs in India.

The stock is trading at 28x FY25E EPS and 21x FY25E EV/EBITDA, with return
ratios of 20-23%. It had a fixed asset turnover of 2.4x as of FY23. We value the
company at 35x FY25E EPS to arrive at our TP of INR2,245. We reiterate our BUY
rating on the stock.

Standalone - Quarterly Earnings Model (INR m)
Y/E March FY22 FY23 FY22 FY23 FY23 \Var.
1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 4QE (%)
Gross Sales 3,864 3,741 3,690 4,861 5,063 5,663 5,087 5,034 16,155 20,847 5,349 -6%
YoY Change (%) 66.8 705 65.1 737 310 514 379 3.6 69.3 29.0 10.0
Gross Margin (%) 44.6% 47.6% 48.9% 46.1% 45.5% 45.0% 51.6% 50.3% 46.7% 48.0% 52.0% -1.7%
EBITDA 1,015 1,010 928 1,388 1,309 1,485 1,638 1,523 4,341 5,954 1,828 -17%
Margin (%) 263 270 251 286 258 26.2 322 303 26.9 286 342 -39
Depreciation 110 113 115 117 128 130 130 130 455 519 132
Interest 0 0 0 2 5 0 0 1 3 6 0
Other Income 176 136 146 151 187 200 168 170 609 724 154
PBT before EO expense 1,081 1,033 959 1,420 1,363 1,554 1,675 1,561 4,493 6,153 1,850 -16%
PBT 1,081 1,033 959 1,420 1,363 1,554 1,675 1,561 4,493 6,153 1,850 -16%
Tax 272 220 126 409 351 394 421 407 1,026 1,573 466
Rate (%) 251 213 132 288 257 253 251 26.1 22.8 256 252
Reported PAT 809 814 833 1,011 1,012 1,160 1,254 1,154 3,466 4,580 1,384 -17%
YoY Change (%) 119 311 298 427 250 426 506 14.1 28.7 321 36.9
Margin (%) 209 217 226 208 20.0 205 247 229 21.5 220 259 -3.0
Exhibit 1: One-year forward P/B trades at 7.1x, 22% premium to its long-term average
P/B (x) Avg (x) Max (x) Min (x) - ==-41SD @ ==-=-- 1SD
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Source: Company, MOSL
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—O— EBITDA margin (%)

Exhibit 3: GM and EBITDAM both declined QoQ
—O— Gross Margin (%)

—O— Growth YoY (%)

Exhibit 2: Sales grew 4% YoY (down 1% QoQ)
Gross Sales (INR b)

MoTiLAL OSWAL
4QFY23 in charts

- —
(%] wv
2 = cTAJOY w %L TT | €Tadov w “wmm
a3 3 €ZAdOE| = %TS €T | seadoe | 2 m mmw ECA4DY
c c 0
< & | €zadoe m < e TT | €zadot m o %3
< < ol
g & | ezador| S > %S 0T | €zador | & £ _ s €zAdoe
y e © 0
3 Q zzador| 8 S m %EY 0T | zzador | 8 N o %9L
3 . =] < < (]
2 & | eadoe| 8 Q| T %0¢E 80 | czadoe | § o m i €TA40T
g N zadot ® + %TE 80 | zzadot ° e %I
" ° c £ B PEC | coadOT
<~ ~ [445]0) B — %l 8'0 | ZzAdDT S E% ow%w
= =3
3 % TzAdOY E|Z L0 | TzAdOy = : 2 %O
= S ;2 o | zzadov
3 ® TZA0E A 90 | TeAd0E = £g %58
>= 1)
3 & TzAdoT < = 90 | Tzadoz 2, §2 %L
o c O 0,
o ~ S £8as5 %L | zeadoe
@ g TZAd0T = L0 | TzadOT g|lt=9¢= %05
o — 3
(o] < ON>u_,O¢ - NO ON>H_,O.V % M\DOH
i i < E %98 | zeador
N ™ 0ZA4DE o L0 ON>u_dm < nUu — &Om
— o~ n N x
© < OcAdoe 2| %S9 T'T | ozadoz = §S o
R} g 0ZA40T 2 s 3 X PIEN zeador
ot ~ < %9€ 8'0 | 0ZAdOT 5 x 2 %05
w w
) )
2 2
€2AOY| O ST | seadop o 80
%SE s | eeadoe| > %LL 9T | ctados | = @ 01 €cAdoy
\-OI C [S)
%TS ezador| 8 H| _ %Ly ST | eeador |3 2 80
E o8 5 ° 01 ezadoe
%TE : €ZAd0T| 8 M| T %6C €T | €eadoT | 8 s = w.m
%L wador] & 812 wop v'T | ceador | 8 g e 610
5 2|3 5 % < €| szadoe
%S9 eAdoE| § M = %6¢ 60 | zeadoe | 8 it & m.m
o
%0L ZzAdoT Sl Y %oz 0T | zzador & & 11
& ; B — L | szadot
%L9 ZTAdOT g 0T | zzadot = ES 48
(=] [=2] ~—
TZA4OY M 0T | TZAdOY @ I -
= ; © 91 zzadov
TZAd0E S| = £0 | Tzados £ 29 7.0
= < ~ £ 6'¢C
12Ad0T 2= 80 | TeadDT 2lg o> 70
S8 AEEEE Ll | zeadoe
TZAdOT < E 0T | TzadOT < 2 ©a &7
0ZAJOY gl 0T | ozador g 70
@ = P | zeador
0ZAJ0E w 80 | ozadoe Al oo £
" n g
0zAdOL M 0T | ozAdor = £5= -
0ZAJ0T £ wsv €T | OzAdOT E g 2 51
w w

Source: Company, MOFSL

Source: Company, MOFSL

22 May 2023



MoTiLAL OSWAL

Story in charts

Vinati Organics

Exhibit 8: Expect 25% revenue CAGR over FY23-25

Exhibit 9: Exports likely to remain high
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Exhibit 10: EBITDAM to remain subdued over FY24-25... Exhibit 11: ...with pressure on PAT margin also to sustain
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Exhibit 12: One-year forward P/E trades at 32x...

Exhibit 13: ...with return ratios improving to 20-23%
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Exhibit 14: Strong operating cash flow at INR10.3b

Exhibit 15: ...with capex for FY24-25 at INR5b
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Financials and valuations

Standalone- Income Statement (INR m)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Total Income from Operations 7,422 11,279 10,289 9,543 16,155 20,847 23,779 31,927

Change (%) 8.9 52.0 -8.8 -7.3 69.3 29.0 14.1 34.3
Gross Margin (%) 49.1 53.4 58.3 59.4 46.7 48.0 48.2 48.5
EBITDA 1,973 4,234 4,139 3,525 4,341 5,954 6,300 8,715

Margin (%) 26.6 37.5 40.2 36.9 26.9 28.6 26.5 27.3
Depreciation 234 274 332 429 455 519 628 631
EBIT 1,739 3,960 3,808 3,096 3,886 5,435 5,672 8,083
Int. and Finance Charges 12 9 11 2 3 6 5 4
Other Income 307 302 450 259 610 724 728 731
PBT bef. EO Exp. 2,034 4,252 4,247 3,353 4,493 6,153 6,395 8,810
PBT after EO Exp. 2,034 4,252 4,247 3,353 4,493 6,153 6,395 8,810
Total Tax 595 1,428 908 659 1,026 1,573 1,610 2,217

Tax Rate (%) 29.3 33.6 214 19.7 22.8 25.6 25.2 25.2
Reported PAT 1,439 2,825 3,338 2,693 3,467 4,580 4,785 6,592
Adjusted PAT 1,439 2,825 3,338 2,693 3,467 4,580 4,785 6,592

Change (%) 2.6 96.3 18.2 -19.3 28.7 32.1 4.5 37.8

Margin (%) 19.4 25.0 324 28.2 21.5 22.0 20.1 20.6
Standalone - Balance Sheet (INR m)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Equity Share Capital 103 103 103 103 103 103 103 103
Total Reserves 7,864 10,410 12,691 15,331 18,179 22,085 26,119 31,676
Net Worth 7,967 10,513 12,794 15,434 18,281 22,188 26,222 31,778
Total Loans 152 37 3 20 189 69 2,300 2,200
Deferred Tax Liabilities 809 846 705 779 900 1,021 1,021 1,021
Capital Employed 8,927 11,395 13,502 16,234 19,370 23,278 29,542 34,999
Gross Block 5,023 5,473 8,551 9,045 10,675 11,283 15,283 16,283
Less: Accum. Deprn. 454 728 1,060 1,489 1,944 2,463 3,091 3,723
Net Fixed Assets 4,569 4,745 7,491 7,557 8,732 8,820 12,191 12,560
Capital WIP 349 1,912 310 547 473 2,212 2,212 2,212
Total Investments 1,317 965 2,274 2,887 979 2,555 2,555 2,555
Curr. Assets, Loans, and Adv. 3,565 4,654 4,355 6,345 10,714 11,884 15,086 21,032
Inventory 822 924 932 1,219 1,762 1,909 2,178 2,924
Account Receivables 1,771 2,440 2,018 2,772 4,584 4,696 5,356 7,192
Cash and Bank Balance 52 38 537 68 43 83 1,625 2,958

Cash and liquid investments 1,318 492 1,586 1,762 11 1,219 1,625 2,958

Bank Balance 52 38 0 52 33 59 0 0
Loans and Advances 919 1,252 869 2,285 4,326 5,196 5,927 7,958
Curr. Liability and Prov. 872 881 927 1,102 1,527 2,194 2,502 3,360
Account Payables 635 531 557 664 1,146 1,179 1,345 1,806
Other Current Liabilities 174 211 213 391 328 964 1,099 1,476
Provisions 64 139 157 47 54 51 58 78
Net Current Assets 2,693 3,774 3,428 5,243 9,187 9,690 12,584 17,672
Appl. of Funds 8,927 11,395 13,502 16,234 19,371 23,277 29,542 34,999

22 May 2023 5
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Financials and valuations

Ratios

Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
Basic (INR)

EPS 14.0 27.5 32.5 26.2 33.7 44.6 46.6 64.1
EPS Growth (%) 2.6 96.3 18.2 -19.3 28.7 32.1 4.5 37.8
Cash EPS 16.3 30.1 35.7 304 38.2 49.6 52.7 70.3
BV/Share 77.5 102.3 124.5 150.2 177.9 215.9 255.1 309.2
DPS 0.3 2.3 5.5 6.0 6.5 7.0 7.3 10.1
Payout (%) 2.2 9.9 31.6 22.9 19.3 15.7 15.7 15.7
Valuation (x)

P/E 128.1 65.3 55.2 68.5 53.2 40.3 38.5 28.0
Cash P/E 110.2 59.5 50.2 59.0 47.0 36.2 34.1 25.5
P/BV 23.1 17.5 14.4 11.9 10.1 8.3 7.0 5.8
EV/Sales 24.9 16.3 17.9 19.3 11.4 8.8 7.8 5.8
EV/EBITDA 93.5 43.5 44.4 52.3 42.5 31.0 29.4 21.1
Dividend Yield (%) 0.0 0.1 0.3 0.3 0.4 0.4 0.4 0.6
FCF per share 9.4 15.1 10.4 16.5 -3.4 50.3 7.8 43.8
Return Ratios (%)

RoE 19.5 30.6 28.6 19.1 20.6 22.6 19.8 22.7
RoCE 17.6 27.9 26.9 18.1 19.5 21.5 18.1 20.4
RolC 17.6 335 31.7 21.5 19.6 22.3 20.4 24.0
Working Capital Ratios

Fixed Asset Turnover (x) 1.6 2.4 1.7 1.3 2.0 2.4 2.3 2.6
Asset Turnover (x) 0.8 1.0 0.8 0.6 0.8 0.9 0.8 0.9
Inventory (Days) 40 30 33 47 40 33 33 33
Debtor (Days) 87 79 72 106 104 82 82 82
Creditor (Days) 31 17 20 25 26 21 21 21
Leverage Ratio (x)

Current Ratio 4.1 53 4.7 5.8 7.0 5.4 6.0 6.3
Net Debt/Equity ratio 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Standalone - Cash Flow Statement (INR m)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23 FY24E FY25E
OP/(Loss) before Tax 2,034 4,252 4,247 3,353 4,493 6,153 6,395 8,810
Depreciation 254 274 332 429 455 519 628 631
Direct Taxes Paid -491 -1,262 -1,005 -607 -1,081 -1,310 -1,610 -2,217
(Inc.)/Dec. in WC -316 -1,138 811 -874 -2,257 626 -620 -1,724
CF from Operations 1,384 2,003 4,159 2,190 1,271 5,780 4,798 5,504
(Inc.)/Dec. in FA -422 -450 -3,094 -490 -1,618 -607 -4,000 -1,000
Free Cash Flow 962 1,553 1,065 1,700 -347 5,172 798 4,504
Change in Investments 1 -442 -674 127 267 -350 0 0
Others 33 -1,534 1,793 -1,619 -1,206 -2,758 -731 -2,031
CF from Investments -388 -2,427 -1,975 -1,982 -2,558 -3,715 -4,731 -3,031
Issue of Shares -240 0 0 0 0 0 0 0
Inc./(Dec.) in Debt 0 0 0 17 164 -182 2,231 -100
Interest Paid -11 -9 -11 -2 -3 -6 -5 -4
Dividend Paid -32 -278 -1,046 -55 -618 -670 -752 -1,036
CF from Fin. Activity -298 -403 -1,090 -31 -464 -856 1,474 -1,140
Inc./Dec. in Cash 697 -826 1,094 176 -1,751 1,209 1,542 1,333
Opening Balance 621 1,318 492 1,586 1,762 11 83 1,624
Closing Balance 1,318 491 1,585 1,762 10 1,219 1,624 2,958

Investment in securities market are subject to market risks. Read all the related documents carefully before investing
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst is inconsistent with the investment rating legend for a continuous period of 30 days, the Research Analyst shall be
within following 30 days take appropriate measures to make the recommendation consistent with the investment rating legend.
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