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Rising opportunity from industry shake up; fairly valued

Sudarshan Chemical Industries’ (SCIL) Q4FY24 print showed strong margin recovery led by volume growth (double-
digit YoY) in pigments business, and good show in RIECO. SCIL has shared optimistic outlook for pigment business led
by the ongoing consolidation in the industry with recent event of largest player applying for bankruptcy. The company
has overlapping products, right go-to-market strategy and capacity to capitalise on the opportunity. However, it is
cautious on guidance which remains unchanged, and gradual margin improvement. We raise our FY25-26E EPS by
14-18% and target price to INR 780 (from INR 620) as we also increase our P/E multiple to 20x (from 18x). We
downgrade the stock to HOLD (from Buy) on the recent run-up already factors in the optimism.

Pigment revenue rose 8.5% YoY/23.5% QoQ

Revenue from pigment business stood at INR 6.4bn, and it appears destocking
cycle is behind as the company has grown volumes in double-digit YoY;
however, revenue growth is lower due to pass-through of drop in input cost.

Domestic market continues to be the bright spot — where pigment revenue has
grown 14.6% YoY/ 24.1% QoQ to INR 3.5bn driven by better performance in
coating and plastics application while ink continues to struggle. Exports
remain mixed as EU continues to struggle, while US has picked up and RoW
has been doing well. SCIL’s exports revenue grew 2% YoY/ 22.5% QoQ to INR
3bn. Non-specialty segment has grown faster at 13.3% YoY / 25.8% QoQ to
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Market Data

INR 2bn supported by recovery in sales of phthalocyanine which was hurt in ~ Market Cap (INR) 55bn
the past one year from ADD on exports to China. Specialty had slower growth :\aﬁlggknigfgpégj? 56C5H7|n|]£
at 6.6%. YoY / 22.6% QoQ to INR 4.4bn on slower growth in developed Reuters Code SDCH.BO
economies. 52-week Range (INR) 893 /437
Industry consolidation continues with a Canada-based MNC pigment player ~ Free Float (%) 66.0

ADTV-3M (mn) (USD) 4.6

shutting its facility (pigment sales over >USD 100mn), and M&A within top-
players, including BASF (with DIC Japan) and Clariant (with Heubach Group).
Recently, Heubach, Germany has filed for bankruptcy which has increased the
company’s confidence in expanding exports. It has 80% overlapping pigment
portfolio of troubled players, and has created a large capacity to cater to
increased demand. Approval cycles have shortened to 3-4months from 6-
9months earlier which shows urgency for buyers.

Price Performance (%)
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Absolute
Relative to Sensex

355 624 61.2
320 525 387

Financial summary Earnings Revisions (%) FY25E FY26E
Y/E March (INR mn) FY23A FY24A E;}’fg:e 1‘11:; g:g
Net Revenue 23,017 25,388 28,600 31,555 EPS 17.9 13.6
EBITDA 2,106 3,164 4,281 5,262

EBITDA Margin (%) 9.2 125 15.0 16.7

Net Profit 448 1,054 1,998 2,707

EPS (INR) 6.5 15.2 28.9 39.1

EPS % Chg YoY (65.6) 1354 89.6 35.5

P/E (x) 1225 52.0 27.4 20.3

EV/EBITDA (x) 31.2 19.5 14.0 11.0 Previous Reports

RoCE (%) 4.4 3.0 12.7 155 05-02-2024: Q3FY24 results review

RoE (%) 5.4 36.2 16.2 18.9 06-11-2023: Q2FY24 results review

Please refer to important disclosures at the end of this report


https://sbsmail.icicisecurities.com/CRMPortal/ResearchDownload.aspx?Pid=L%2fec2wXY3FU%3d&Cid=ubrMarXuxi0%3d&fName=2NmhDvxKf7k2reot60OWHVrDP5xlLFGJ2fJA8kA9MzwEXFyv7w5AAw%3d%3d&typ=APSSeVhmQ%2b8%3d
https://ind01.safelinks.protection.outlook.com/?url=https%3A%2F%2Fsbsmail.icicisecurities.com%2FCRMPortal%2FResearchDownload.aspx%3FPid%3Dtdi1bVJqECU%253d%26Cid%3DubrMarXuxi0%253d%26fName%3DIkX1q50NEO8GKSfDQsoHKtqBMa%252fGasSO%26typ%3DAPSSeVhmQ%252b8%253d&data=05%7C01%7Cshreekant.joshi%40icicisecurities.com%7C9032d86cefc04b46081908dbdef63996%7C612750759376485d820e102b887c823f%7C1%7C0%7C638348921353943827%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=X5zPHkuEt6N5KXFM%2Fy7yvDOtF6Yr33dSRyEpt9VUAk0%3D&reserved=0

Sudarshan Chemical Industries | Company Update | 10 June 2024 ﬂ’C’C’ Securities

EBITDA margin at 15.6%; notably, Q4 is seasonally strong

SCIL’s gross profit margin dipping by 185bp QoQ to 42.9% was a result of pass
through of lower raw material prices and marginal change in product mix. RIECO
revenue contribution jumped to 15.8% in Q4FY24 (vs just 7.8% in Q3FY24 which has
lower margin profile). Further, SCIL’s specialty pigment contribution stood at 68.2%
(down 55bp QoQ). SCIL has guided that as new capacity ramps up, its contribution of
specialty, which is currently at 67%, will rise to 72-74%, and should help drive gross
margin higher. Gross profit grew 13.1% YoY / 29.5% QoQ to INR 3.3bn. Consolidated
EBITDA margin was 15.6% (up 465bp QoQ) due to lower power cost (reduced coal
prices) and operating leverage as utilisation improves in new facility. EBITDA rose
40.6% YoY to INR 1.2bn (up 92.5% QoQ). Net profit stood at INR 580mn in Q4FY24 (vs
INR 326mn in Q4FY23). Effective tax rate was 25.6% in Q4FY24.

SCIL has guided that its EBITDA margin has normalised, and the focus has shifted to
driving higher volumes and improve utilisation at its facility. The company does not
have any immediate plan to increase backward integration considering benign prices
does not justify investments. It has guided for more gradual margin improvement over
the next couple of years.

Despite industry tailwinds, SCIL’s guidance remain unchanged

SCIL appeared very enthusiastic on rising tailwinds for pigment industry, particularly,
for the company which has prepared itself for this opportunity. It has strong R&D,
application and testing lab which has helped it build product portfolio spanning over
100 products with large overlap with troubled western players. It has invested in sales
& marketing capabilities with investment in overseas technical sales team and
warehouses.

The company is undergoing an approval process for products, and new customer
onboarding has shortened. It expects to grab higher pigment market share particularly
in developed markets of Europe and North America. However, it remained cautious on
guidance and maintained peak revenue potential of INR 30bn from existing investment
over the next four years. It also wishes to further strengthen balance sheet with
controlled working capital structure, and reduction in leverage.

Other highlights

e SCIL has over 100 professionals working in R&D who are developing new
technologies, products and solution. This has enabled the company build enviable
product portfolio of over 100 products with strong presence in HPP and effect
pigment. Its product range is now comparable to any tier-1 supplier. It believes its
comprehensive market position in unmatched by any India /China supplier.

e Company has re-calibrated its go-to-market strategy with increased footprint of
local technical sales and marketing team.

e Export business focus will be to driven by higher sales in EU, North America and
South America markets. Its biggest opportunity in end-user application is coating.

e Company does direct sales of 60-70%, and the rest is sold via distributors.

o FY25 capex will be limited to INR 1bn, largely maintenance in nature.

Risks

Downside risks: Major softness in demand, and slower margin recovery.

Upside risks: Acceleration in revenue from new products, and faster-than-expected
margin improvement.
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Exhibit 1: Sudarshan Chemical (consolidated) financials

INR mn Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 QoQ (%) YoY (%)

Revenue 6,912 6,081 6,007 5,658 7,642 35.1 10.6

COGS 4,011 3,345 3,323 3,124 4,362 39.6 8.7

Gross profit 2,900 2,736 2,684 2,534 3,281 29.5 13.1
GPM (%) 42.0 45.0 44.7 44.8 42.9

Employee cost 487 513 526 536 525 (2.0) 7.7
% of revenue 7.0 8.4 8.8 9.5 6.9

Other expenses 1,566 1,524 1,502 1,379 1,565 13.5 (0.1)
% of revenue 22.7 25.1 25.0 24.4 20.5

Total expenses 2,053 2,037 2,028 1,915 2,090 9.1 1.8

EBITDA 847 699 656 619 1,191 92.5 40.6
EBITDA (%) 12.3 11.5 10.9 10.9 15.6

Depreciation 306 346 354 355 357 0.5 16.7

EBIT 542 353 302 264 834 216.1 54.0

Other income 15 41 57 43 30 (30.2) 94.2

Finance cost 150 103 96 86 84 (2.3) (44.3)

PBT 406 291 262 221 780 253.3 91.9

Tax 81 772 84 75 200 166.7 147.5
ETR (%) 19.9 265.4 319 339 25.6

Exceptional item - 3,151 - - -

Net profit 326 2,670 179 146 580 297.7 78.2
Net profit (%) 4.7 43.9 3.0 2.6 7.6

EPS (INR) 4.7 38.6 2.6 2.1 8.4 297.7 78.2

Source: |-Sec research, Company data

Exhibit 2: Sudarshan Chemical segmental

INR mn Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 QoQ (%) YoY (%)
Segment revenue

Pigments 5,935 5,364 5,216 5,215 6,437 235 8.5
Others 986 719 794 443 1,206 171.9 223
Intersegment elimination - - - - =

Total 6,921 6,083 6,010 5,658 7,643 35.1 10.4
Mix (%)

Pigments 85.8 88.2 86.8 92.2 84.2

Others 14.2 11.8 13.2 7.8 15.8

EBIT

Pigments 444 346 380 392 689 75.9 55.2
Others 113 48 (22) (85) 175

Total 557 394 358 307 864 181.7 55.1

EBIT margin (%)

Pigments 7.5 6.5 7.3 7.5 10.7
Others 115 6.7 (2.7) (19.2) 145
Total 8.0 6.5 6.0 5.4 11.3

Source: I-Sec research, Company data
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Exhibit 3: Sudarshan Chemical (consolidated) revenue breakup

INR mn Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 QoQ (%) YoY (%)
Pigment

Specialty 4,120 3,630 3,620 3,580 4,390 22.6 6.6

Non specialty 1,810 1,740 1,600 1,630 2,050 258 133
Total 5,930 5,370 5,220 5,210 6,440 23.6 8.6
Mix (%)

Specialty 69.5 67.6 69.3 68.7 68.2

Non specialty 30.5 324 30.7 313 31.8
Pigment

Domestic 3,010 2,650 2,720 2,780 3,450 24.1 14.6

Export 2,930 2,720 2,500 2,440 2,990 225 2.0
Total 5,940 5,370 5,220 5,220 6,440 23.4 8.4
Mix (%)

Domestic 50.7 49.3 52.1 53.3 53.6

Export 49.3 50.7 47.9 46.7 46.4

Source: |-Sec research, Company data

Exhibit 4: Sudarshan Chemical (standalone) financials

INR mn Q4FY23 Q1FY24 Q2FY24 Q3FY24 Q4FY24 QoQ (%) YoY (%)

Revenue 5,415 5,248 4,894 5,097 6,176 212 14.0

COGS 3,298 3,079 2,791 2,912 3,668 225 8.2

Gross profit 2,117 2,169 2,103 2,185 2,608 19.3 23.2
GPM (%) 39.1 41.3 43.0 42.9 42.2

Employee cost 330 347 375 369 383 3.6 16.1
% of revenue 6.1 6.6 7.7 7.2 6.2

Other expenses 1,098 1,173 1,166 1,169 1,331 138 21.2
% of revenue 20.3 22.4 238 229 215

Total expenses 1,427 1,520 1,541 1,539 1,714 11.4 20.0

EBITDA 690 648 561 647 895 383 29.6
EBITDA (%) 12.7 12.4 115 12.7 14.5

Depreciation 297 337 344 343 345 0.5 16.3

EBIT 393 312 217 303 550 81.1 39.7

Other income 10 42 58 42 32 (22.2) 2149

Finance cost 126 83 75 69 60 (13.6) (52.8)

PBT 277 271 200 276 522 89.2 88.4

Tax 50 769 59 88 119 349 137.0
ETR (%) 18.1 284.0 293 320 22.8

Exceptional item - 3,151 - - (34)

Net profit 227 (498) 141 188 403 114.7 77.6
Net profit (%) 4.2 (9.5) 2.9 3.7 6.5

Source: I-Sec research, Company data
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Exhibit 5: Sudarshan Chemical (consolidated minus standalone) financials

INR mn Q4FY23 Q1FY24
Revenue 1,497 833
COGS 714 266
Gross profit 783 567
GPM (%) 52.3 68.1
Employee cost 158 166
% of revenue 10.5 19.9
Other expenses 468 351
% of revenue 31.3 42.1
Total expenses 626 517
EBITDA 157 50
EBITDA (%) 10.5 6.0
Depreciation 9 9
EBIT 148 41
Other income 5 (1)
Finance cost 24 20
PBT 129 20
Tax 30 4
ETR (%) 236 19.1
Minority interest
Net profit 99 17
Net profit (%) 6.6 2.0

Q2FY24 Q3FY24 Q4FY24 QoQ (%) YoY (%)
1,113 561 1,466 161.6 (2.0)
532 212 794 273.9 11.2
581 348 673 93.1 (14.1)
52.2 62.1 45.9
150 166 142 (14.6) (9.8)
13.5 29.7 9.7
336 210 234 116 (50.0)
30.2 37.4 16.0
486 376 376 (0.0) (39.9)
94 (28) 296 (1,159.3) 88.5
8.5 (5.0) 20.2
10 12 12 0.8
84 (40) 285 (819.7) 91.9
(1) 1 3) (338.9) (150.9)
21 17 24
62 (55) 258 (566.9) 99.5
25 (13) 81 (703.9) 164.9
40.1 24.2 31.3
37 (42) 177 (523.1) 79.4
3.3 (7.5) 12.1

Source: |-Sec research, Company data

Exhibit 6: Earnings revision (consolidated)

FY25E FY26E FY25E FY26E FY25E FY26E
Revenue 28,600 31,555 27,475 30,342 \ 4.1 4.0
EBITDA 4,281 5,262 3,850 4,804 \ 11.2 9.5
EBITDA margin (%) 15.0 16.7 14.0 158 |
Adj. PAT 1,998 2,707 1,694 2,382 \ 17.9 13.6
Adj. EPS (INR) 28.9 39.1 24.5 34.4 \ 17.9 13.6
Source: I-Sec research, Company data
Exhibit 7: Shareholding pattern Exhibit 8: Price chart
% Sep ‘23 Dec ‘23 Mar‘24 1,000 -
Promoters 35.8 35.8 332 800 -
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Source: Bloomberg

Source: Bloomberg
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Financial Summary

Exhibit 9: Profit & Loss
(INR mn, year ending March)

FY23A
Net Sales 23,017
Operating Expenses 7,228
EBITDA 2,106
EBITDA Margin (%) 9.2
Depreciation & Amortization 1,142
EBIT 964
Interest expenditure 415
Other Non-operating

48

Income
Recurring PBT 597
Profit / (Loss) from
Associates )
Less: Taxes 150
PAT 448
Less: Minority Interest -
Extraordinaries (Net) -
Net Income (Reported) 448
Net Income (Adjusted) 448

FY26E

31,555
8,949
5,262

16.7
1,545
3,717

216

161
3,662

955
2,707

2,707
2,707

Exhibit 12: Cashflow statement
(INR mn, year ending March)

FY23A FY24A FY25E FY26E

Operating Cashflow 2,066 2,395 3,565 4,307
Working Capital Changes 804 (460) (545) (501)
Capital Commitments (1,924) (785) (1,000) (1,000)
Free Cashflow 946 1,151 2,020 2,806
Other investing cashflow 13 124 153 161
Cas.hfl.ow from Investing 31 3578 153 161
Activities

Issue of Share Capital - - - -
Interest Cost (347) (350) (242) (216)
Inc (Dec) in Borrowings (328) (3,731) (1,000) -
Dividend paid (343) (332) (350) (385)
Others (10) (45) - -
Cash flow from Financing

Activities (1,027) (4,459) (1,593) (602)
Chg. in Cash & Bank (49) 269 581 2.366
balance

Closing cash & balance 204 473 1,140 3,506

Source Company data, I-Sec research

Exhibit 10: Balance sheet
(INR mn, year ending March)

FY23A
Total Current Assets 11,649
of which cash & cash eqv. 294
Toto! (;urrent Liabilities & 6.250
Provisions
Net Current Assets 5,399
Investments 21
Net Fixed Assets 11,297
ROU Assets -
Capital Work-in-Progress 445
Total Intangible Assets 409
Other assets 337
Deferred Tax Assets -
Total Assets 17,577
Liabilities
Borrowings 8,175
Deferred Tax Liability 624
Provisions 282
Other Liabilities 214
Equity Share Capital 138
Reserves & Surplus 8,144
Total Net Worth 8,282
Minority Interest -
Total Liabilities 17,577

FY26E

17,483
3,506

7,590

9,893
24
10,070

146
68
358

20,433

3,409
819
385
359
138

15,321
15,459

20,433

Source Company data, I-Sec research

Exhibit 11: Quarterly trend
(INR mn, year ending March)

Jun-23
Net Sales 6,081
% growth (YoY) 9.7
EBITDA 699
Margin % 115
Other Income 41
Extraordinaries 3,151
Adjusted Net Profit 2,670

Mar-24

7,642
10.6
1,191
15.6
30

0

580

Source Company data, I-Sec research

Source Company data, I-Sec research
Exhibit 13: Key ratios
(Year ending March)

FY23A FY24A FY25E FY26E
Per Share Data (INR)

Reported EPS 6.5 15.2 289 39.1
Adjusted EPS (Diluted) 6.5 15.2 289 39.1
Cash EPS 23.0 1175 50.2 61.4
Dividend per share (DPS) 15 4.6 5.1 5.6
Book Value per share (BV) 119.6 166.0 189.8 223.3
Dividend Payout (%) 23.2 30.2 175 14.2
Growth (%)

Net Sales 4.6 10.3 12.7 10.3
EBITDA (23.3) 50.2 353 229
EPS (INR) (65.6) 135.4 89.6 35.5
Valuation Ratios (x)

P/E 1225 52.0 27.4 20.3
P/CEPS 345 6.7 15.8 12.9
P/BV 6.6 4.8 4.2 35
EV /EBITDA 31.2 19.5 14.0 11.0
EV/SALES 2.9 2.4 2.1 1.8
Dividend Yield (%) 0.2 0.6 0.6 0.7

Operating Ratios

Gross Profit Margins (%) 40.6 44.2 44.8 45.0
EBITDA Margins (%) 9.2 12.5 15.0 16.7
Effective Tax Rate (%) 25.1 72.8 26.4 26.1
Net Profit Margins (%) 19 4.2 7.0 8.6
NWC / Total Assets (%) 30.7 334 38.7 48.4
Net Debt / Equity (x) 1.0 0.3 0.2 0.0
Net Debt / EBITDA (x) 3.7 1.2 0.5 0.0

Profitability Ratios

RoCE (%) 4.4 3.0 12.7 155
RoE (%) 5.4 36.2 16.2 18.9
RolC (%) 45 3.0 13.4 17.9
Fixed Asset Turnover (x) 2.1 2.4 2.7 3.2
Inventory Turnover Days 78.3 62.9 61.8 61.1
Receivables Days 77.1 84.2 84.7 85.2
Payables Days 80.7 73.6 73.8 73.9

Source Company data, I-Sec research
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