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Galaxy Surfactant
Growth and quality

Galaxy Surfactants’ (GSL) volume growth momentum has the potential to
accelerate, accompanied by margin expansion. Global home and personal care
leaders have increased the volume growth outlook for 2024 after strong
volumes in Q1 (Exhibits 3 to 4). Demand for premium specialty care products
is expected to rebound as demand in Europe and North America rebounds with
the easing of inflation and the end of inventory destocking. Demand in the
domestic and RoW markets shall continue. We expect per unit EBITDA to
improve from INR 18.59/kg in FY24 to INR 20.45/22.23/kg in FY25/FY26 owing
to (i) a change in product mix towards better-margin products and (ii) operating
leverage. Volume growth will be 9/9% while EBITDA margin will expand by
89/72 bps to 13.1/13.8% in FY25/26.

Galaxy Surfactants’” balance sheet has turned net cash with INR 1.1bn of net
cash at FY24 end. The company will generate OCF and FCF of INR7.27 mn and
INR4.87 mn, spread over FY25-26. We are expecting an earnings CAGR of 22%
over FY24-26E. RoE will improve from 14.8% in FY24 to 17% in FY26. Currently,
the stock is trading at 26.8/22.1 FY25/FY26. We believe it is contextually low.
Maintain BUY on Galaxy Surfactants with a target price of INR3,465.

Volumes expected to grow at 9/9% in FY25/FY256:

= In FY24, the overall volume growth was ~7.7%YoY, led by ~15% YoY volume
growth in speciality care while performance surfactants reported ~4%YoY
volume growth.

= Performance surfactants have seen a CAGR of 2.6% from FY20 to FY24 despite
challenges in the AMET region. The same has been primarily driven by
consistent domestic volume growth of 10%. Domestic demand has seen good
traction in home care products, mainly in liquid fabric care.

* In H1FY24, sales volume in the AMET region was impacted by volatility in
currency and higher inflation. In H2FY24, food inflation moderated, and
demand stabilised but the Red Sea crisis impacted growth. The supply chain
was impacted in H2FY24 from India to Egypt and from Egypt to the Asian
and US markets.

= We estimate that the Rest of the World (ROW) volume has increased by
14%YoY in FY24, compared to a degrowth of 5% in FY23.

=  This growth is primarily driven by mass-produced specialty care products.
Europe and North America markets are premium specialty care markets.
Higher inflation and inventory destocking have resulted in muted growth in
these regions. With the easing of inflation in Europe, we expect a demand
revival for premium specialty care products. It will support volume growth
momentum as well as margin expansion.

= We expect overall volume growth of ~9/9% YoY in FY25/FY26. Specialty care
volume is expected to grow at ~14/14% in FY25/FY26 while performance
surfactants volume is expected to grow by~6/6% in FY25/FY26.

* Domestic volume growth momentum is expected to continue, catalysed by (i)
favourable macro and (ii) increasing share of existing customers and addition
of new customers.

= Growth momentum in RoW is expected to continue in FY25. Additionally, the
demand in Europe and North America is expected to rebound, primarily due
to (a) the easing inflation situation and (b) the end phase of inventory
destocking. This demand uplift will drive growth towards premium specialty
care.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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* Large multinational companies (MNCs) expect volume-driven growth in the coming
year. HUL expects the improvement in demand to continue gradually, owing to
better monsoons and improving economic indicators. The company is focusing on
volume-led growth in the medium term (Exhibit3).

= Theunderlying volume growth (UVG) for the home care business of Unilever Global
has shown growth consistently over the previous three quarters. In Q1CY24, UVG
was 4.3%, up from less than 1% in the previous two quarters (Exhibit 5).

*  Unilever Global has changed its commentary on CY24 outlook, post Q1CY24 results,
versus its earlier commentary in CY23. The company is maintaining sales growth for
the full year in the range of 3-5% but expects contribution from volume to be higher.
In its earlier commentary over the CY24 outlook, the company mentioned that
growth will be a balance between volume and price (Exhibit 4).

® Henkel has revised its sales growth outlook for FY24 to 3-5% from 2-4%, after posting
strong numbers in Q1CY24. Colgate-Palmolive returned to positive volume growth

in Q1CY24.
Exhibit-1 : Segmental volumes trend
M Performance Surfactants Spedialty Care
'000 tons -
200
1530 +
100 +
50
T3] — [Tg] = 0 L= [30] (=) o~ O =
3¢ B B B g Bo s B Be gaigs Bo @o
L L B L £ B K & & S S

Source: Company, HSIE Research

Exhibit-2 : Share of Specialty Care to increase
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Exhibit 3: Positive outlook by HUL on Home care
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Exhibit 4: Change in commentary post Q1CY24 results by Unilever Global

Unilever Global CY23 commentary Q1CY24 commentary
# Sales growth for full year in the range 3-5%. More balance # Sales growth for full year in the range 3-5%. But increasing
2024 Outlook . L
between volume and price contribution from volume growth
Home care # Fabric enhancers growth driven by Turkey and Latin # Fabric cleaning: Good volume growth while Home &
America Hygiene grew mid-single digit
# Oral care consistent mid-single digit growth through the
year.

Personal care # Oral care continued good momentum

# Skin cleansing return to volume growth, with Dove body
wash relaunch in US

Source:- HSIE research, Company

Exhibit 5: UVG in home care business of Unilever is back

Home care (UVG)*

5% - 4.3%

4% - 2.8%

3%

2%

1%

0%

-1%

2%

-3%

4% N

5% - 4% 4% -3.8%
o~ o~ o~ o~ (351 (351 (351 [32] =f
o~ o~ o~ o~ o~ o~ o~ o~ o~
~ ~ ~ ~ ~ ~ ~ ~ ~
J J J J J J J J J
— (=) [s2] — (=) [s2] —
o o o & o o o & o

Source: HSIE research, Company, *Underlying volume growth

EBITDA per kg is set to improve

In FY24, revenue decreased by 14.6%YoY from INR 44.45bn to INR 37.94bn. EBITDA
decreased by 19%YoY from INR5.68bn to INR 4.62bn. EBITDA margin decreased from
12.8% in FY23 to 12.2% in FY24. The margin was impacted by operating expenses. It was
on the higher side due to (i) higher power and fuel costs in H1FY24 (Exhibit 9, 10, 11)
and (ii) absorption of increased freight cost in H2FY24 due to the Red Sea issue.
Employee expense remained on the higher side which increased by 11%YoY from
INR2.48bn to INR 2. 75bn.

Exhibit-6: Revenue/Kg Of External Sales
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Exhibit-7: Gross margin, EBITDA margin, APAT trend
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Exhibit-8 : EBITDA/Kg On a Rise
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We expect EBITDA/kg to improve from 18.6Rs/kg in FY24 to ~INR20Rs/kg in FY25 as
freight cost is expected to normalise in H1FY25. The company has started to pass on
some of the increased freight costs to the customers from Q4FY24. Fuel oil, HSD and
coal prices have corrected in H2FY24 (Exhibit 9,10,11), which will improve margins.
Additionally, demand is expected to rebound in premium speciality care, which will also
improve per kg realisation and EBITDA.

Exhibit 9 : Fuel prices increased in H1FY24 while it normalised in H2FY24

USD/torme FO (UsD/t) Fueloil Fuel oil prices increased by ~50% in HIFY24. It was
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Exhibit 10: Diesel prices increased in H1FY24, decreased in H2FY24 and has

normalised
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Exhibit 11: Coal prices moderated in H2FY24.
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Exhibit 12: Sea Freight trend
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Net cash business, FCF generation of INR4.87 mn over FY25-26

The company has net cash of INR 1.1bn as of FY24 end. During FY24, the company
generated operating cash flow operations of INR 3bn. It incurred capex of INR1.69bn in
FY24. The company generated a free cash flow of INR 1.31bn in FY24.

We are expecting an operating cash flow of INR7.27 mn over FY25-FY26 and a free cash
flow of INR4.87 mn. We do not expect a major capex announcement by the company, at

least in FY25.

Exhibit-13 : Net debt and Net D/E
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Exhibit-14: Return ratios are likely to improve in FY25/ FY26
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Exhibit-15: OCF/FCF
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Exhibit-16: Moderate Capex going ahead
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Financials (Consolidated)

INCOME STATEMENT

Rs bn FY20 FY21 FY22 FY23 FY24P FY25E FY26E FY27E
Revenues 25.96 27.84 36.86 44.45 37.94 42.35 47.54 53.20
Growth % (6.0) 7.2 32.4 20.6 (14.6) 11.6 12.2 11.9
Raw Material 17.15 17.75 25.89 31.00 25.78 28.78 32.38 36.14
Employee Cost 1.78 2.04 212 2.48 2.75 3.06 3.38 3.72
Other Expenses 3.34 3.57 4.85 529 4.79 498 5.23 5.59
EBITDA 3.69 449 4.01 5.68 4.62 5.54 6.56 7.75
EBIDTA Margin (%) 14.2 16.1 10.9 12.8 12.2 13.1 13.8 14.6
EBITDA Growth % 44 21.7 (10.7) 41.8 (18.7) 19.8 18.4 18.2
Depreciation 0.62 0.74 0.71 0.83 1.00 1.09 1.17 1.24
EBIT 3.07 3.75 3.30 4.85 3.62 4.45 5.39 6.51
Other Income (Including EO Items) 0.06 0.11 0.13 0.10 0.35 0.38 0.41 043
Interest 0.24 0.13 0.13 0.22 0.2 0.22 0.22 0.22
PBT 2.89 3.72 3.29 4.73 3.75 4.61 5.57 6.73
Tax 0.58 0.70 0.67 0.92 0.74 0.92 1.11 1.35
RPAT 2.30 3.02 2.63 3.81 3.01 3.68 4.46 5.38
EO (Loss) / Profit (Net Of Tax) 0.06 - - - - - - -
APAT 2.24 3.02 2.63 3.81 3.01 3.68 4.46 5.38
APAT Growth (%) 17.5 34.7 (13.0) 45.0 (20.9) 22.2 21.0 20.7
AEPS (Rs) 65.0 85.2 74.1 107.5 85.0 103.9 125.7 151.8
AEPS Growth % 20.6 31.1 (13.0) 45.0 (20.9) 22.2 21.0 20.7

Source: Company, HSIE Research

BALANCE SHEET

INR bn FY20 FY21 FY22 FY23 FY24P FY25E FY26E FY27E
SOURCES OF FUNDS

Share Capital 0.35 0.35 0.35 0.35 0.35 0.35 0.35 0.35
Reserves And Surplus 10.32 12.66 15.39 18.47 21.44 24.17 27.47 31.46
Total Equity 10.68 13.01 15.74 18.83 21.79 24.52 27.83 31.82
Long-term Debt 1.17 0.77 0.80 0.89 0.46 0.44 0.44 0.44
Short-term Debt 2.56 1.91 2.86 1.83 0.86 0.86 0.86 0.86
Total Debt 3.72 2.68 3.66 2.72 1.32 1.29 1.29 1.29
Deferred Tax Liability 0.24 0.23 0.25 0.28 0.30 0.33 0.36 0.39
Long-term Provision and others 0.34 0.27 0.56 0.55 0.57 0.68 0.80 0.95
TOTAL SOURCES OF FUNDS 14.98 16.20 20.22 22.37 23.98 26.82 30.28 34.46
APPLICATION OF FUNDS

Net Block 7.48 7.12 7.60 9.23 9.73 10.23 10.25 10.21
Capital WIP 0.66 1.24 2.05 1.39 1.59 1.20 1.20 1.20
LT Loans And Advances and others 0.63 0.56 0.64 0.70 0.81 0.89 0.98 1.07
Total Non-current Investments - - - - - - - -
Inventories 3.25 4.28 7.12 6.46 5.56 6.28 7.07 7.89
Debtors 4.39 4.69 6.38 6.15 5.93 6.62 743 8.32
Cash and Cash Equivalent 0.55 1.11 0.71 2.48 2.39 3.67 5.61 8.23
Other Current Assets 1.16 1.50 1.49 0.94 3.14 3.50 3.93 4.40
Total Current Assets 9.35 11.58 15.70 16.02 17.02 20.08 24.04 28.83
Creditors 2.73 3.77 5.19 430 446 4.98 5.59 6.25
Other Current Liabilities & Provns 0.40 0.52 0.60 0.67 0.71 0.59 0.60 0.60
Total Current Liabilities 3.14 4.29 5.79 4.97 5.17 5.57 6.19 6.86
Net Current Assets 6.22 7.28 9.91 11.05 11.85 14.51 17.85 21.98
TOTAL APPLICATION OF FUNDS 14.98 16.20 20.22 22.37 23.98 26.82 30.28 34.46

Source: Company, HSIE Research
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CASH FLOW STATEMENT
INR bn FY20 FY21 FY22 FY23 FY24P FY25E FY26E FY27E
Reported PBT 2.89 3.72 3.29 4.73 3.75 4.61 5.57 6.73
Non-operating & EO Items (0.06) (0.11) (0.13) (0.10) (0.35) (0.38) (0.41) (0.43)
Interest Expenses 0.24 0.13 0.13 0.22 0.22 0.22 0.22 0.22
Depreciation 0.62 0.74 0.71 0.83 1.00 1.09 1.17 1.24
Working Capital Change (0.46) (0.50) (3.03) 0.63 (0.88) (1.38) (1.41) (1.50)
Tax Paid (0.58) (0.70) (0.67) (0.92) (0.74) (0.92) (1.11) (1.35)
OPERATING CASH FLOW (a) 2.65 3.29 0.31 5.39 3.00 3.24 4.04 491
Capex (2.75) (0.96) (2.01) (1.80) (1.69) (1.20) (1.20) (1.20)
Free Cash Flow (FCF) (0.10) 233 (1.70) 3.59 1.31 2.04 2.84 3.71
Investments = = = = = = = =
Non-operating Income 0.06 0.11 0.13 0.10 0.35 0.38 0.41 043
Others 0.15 (0.08) 0.31 0.02 0.04 0.14 0.16 0.19
INVESTING CASH FLOW (b) (2.53) 0.93) (1.58) (1.69) (1.29) (0.68) (0.63) 0.58)
Debt Issuance/(Repaid) 0.75 (1.04) 0.98 (0.94) (1.40) (0.02) - -
Interest Expenses (0.24) (0.13) (0.13) (0.22) (0.22) (0.22) (0.22) (0.22)
FCFE 0.41 1.15 (0.85) 243 (0.31) 1.79 2.61 3.49
Share Capital Issuance - - - - - - - -
Dividend (0.60) (0.64) (0.64) (0.78) (0.78) (0.95) (1.15) (1.39)
Others 0.27 0.02 0.65 (0.00) 0.62 (0.08) (0.09) (0.10)
FINANCING CASH FLOW (c¢) 0.18 (1.79) 0.87 (1.94) (1.79) (1.27) (1.46) (1.71)
NET CASH FLOW (at+b+c) 0.29 0.57 (0.40) 1.76 (0.08) 1.28 1.94 2.62
EO Items, Others - - - - - - - -
Closing Cash & Equivalents 0.55 111 0.71 2.48 2.39 3.67 5.61 8.23
Source: Company, HSIE Research
KEY RATIOS
Ratios FY20 FY21 FY22 FY23 FY24P FY25E FY26E FY27E
PROFITABILITY %
EBITDA Margin 14.2 16.1 10.9 12.8 122 13.1 13.8 14.6
EBIT Margin 11.8 13.5 8.9 10.9 9.6 10.5 11.3 122
APAT Margin 8.6 10.9 7.1 8.6 7.9 8.7 94 10.1
RoE 23.1 25.5 18.3 22.0 14.8 15.9 17.0 18.0
RoIC 18.6 20.6 152 19.8 14.0 159 18.0 20.5
RoCE 17.9 20.1 15.0 18.7 13.8 152 16.2 17.2
EFFICIENCY
Tax Rate % 20.2 18.8 20.2 19.4 19.7 20.0 20.0 20.0
Fixed Asset Turnover (x) 2.1 22 2.7 2.7 2.1 22 2.3 24
Inventory (days) 46 56 70 53 53 54 54 54
Debtor (days) 62 61 63 50 57 57 57 57
Other Current Assets (days) 16 20 15 8 30 30 30 30
Payables (days) 38 49 51 35 43 43 43 43
Other Current Liab & Provns (days) 6 7 6 6 7 5 5 4
Cash Conversion Cycle (days) 80 81 91 70 91 93 94 94
Net Debt/EBITDA (x) 0.86 0.35 0.74 0.04 (0.23) (0.43) 0.7) 0.9)
Net D/E 0.3 0.1 0.2 0.0 (0.0) (0.1) 0.2) 0.2)
Interest Coverage 12.9 27.9 25.7 22.3 16.2 20.2 24.5 29.6
PER SHARE DATA (Rs)
EPS 65.0 85.2 74.1 107.5 85.0 103.9 125.7 151.8
CEPS 80.8 106.1 94.2 131.0 113.2 134.7 158.8 186.8
Dividend 14.0 18.0 18.0 22.0 22.0 26.9 325 39.3
Book Value 301.2 367.1 4441 531.0 614.7 691.8 785.0 897.5
VALUATION
P/E (x) 428 32.7 37.6 25.9 32.7 26.8 221 18.3
P/Cash EPS (x) 34.5 26.3 29.6 21.3 24.6 20.7 17.5 14.9
P/BV (x) 9.2 7.6 6.3 52 45 4.0 3.5 3.1
EV/EBITDA (x) 25.9 21.6 23.9 17.3 21.6 18.3 15.7 13.6
EV/Revenue (x) 37 3.5 2.6 22 2.6 24 22 2.0
Dividend Yield (%) 0.5 0.6 0.6 0.8 0.8 1.0 12 1.4
OCEF/EV (%) 2.8 3.4 0.3 5.5 3.0 3.2 3.9 4.6
FCFF/EV (%) 0.1) 2.4 (1.8) 3.6 13 2.0 2.8 3.5
FCFE/M Cap (%) (0.1) 2.4 (1.7) 3.6 13 2.1 2.9 3.8

Source: Company, HSIE Research
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Rating Criteria
BUY: >+15% return potential
ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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We, Nilesh Ghuge, MMS, Harshad Katkar, MBA, Prasad Vadnere, MSc & Akshay Mane, PGDM authors and the names
subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views
about the subject issuer(s) or securities. SEBI conducted the inspection and based on their observations have issued
advise/warning. The said observations have been complied with. We also certify that no part of our compensation was, is,
or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more
in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further
Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any material conflict of
interest.

Any holding in stock - NO

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the
risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. Nothing in this document should be construed as investment advice. Each recipient of this document
should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities
of the companies referred to in this document (including merits and risks) and should consult their own advisors to
determine merits and risks of such investment. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same
should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have
an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as ADRs,
the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered to be
taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or other
financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL. HSL may
from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its
attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential
conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.
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HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the associates
of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have
been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period
preceding twelve months from the date of this report for services in respect of managing or co-managing public offerings,
corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third
party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any
material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on
any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports
that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as
an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject
company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDEFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.
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