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Valiant Organics Litd.

Rs 2,906 BUY Rs 3,350

Company Information Share holding pattern as on June 2020 (%)

BSE Code 540145
NSE Code NA
Bloomberg Code VORG IN
ISIN INE565V01010
Market Cap (Rs. Cr) 3530
Outstanding shares (Cr) 1.2 ® Promoters: 47.8%
. . W FIi:0.0%

52-wk Hi/Lo (Rs.) 3142.7/ 884.1

_ - H DIl:0.3%
Avg. daily volume (Iyr. on NSE) 8,090 R
Face Value (Rs.) 10.0
Book Value 304.0

Company Overview Nitro Aniline (PNA). Over the years,

company has developed an extensive
domain expertise in multiple process
chemistries including Chlorination,
Ammonolysis, Acetylation,
Hydrogenation, Sulphonation and
Methoxylation. Its products have
been used in various industries such

Valiant Organics Ltd. (VOL)

is engaged in the business of
Manufacturing of chemicals for
Agro Intermediate and Pharma.
Company is the market leader for
Chloro Phenols in India & amongst
the Leading manufacturer of Para

{ SHIK \ \
October 2020 ‘ {2 ASHIKA INSIGHT | 16




Valiant Organics Ltd.
(VOL) is engaged

in the business of
manufacturing of
chemicals for Agro
Intermediate and
Pharma. Company

is the market

leader for Chloro
Phenols in India &
amongst the leading
manufacturer of
Para Nitro Aniline
(PNA).

as Agrochemicals account 40% of its
topline followed by dyes & pigments
20%, Specialty chemicals 30% and
Pharmaceuticals 10%. Chloro phenols
account 62% of revenue while PNA
contributes rest 38%. Company
derives 85% revenue from domestic
market and 15% {rom export market.

Investment Rationale

Benefiting from industry
dynamics

China’s competitive position

in the global markets has been
diminishing in the past few years on
account of stringent environmental
and safety norms imposed and

led to the shutdown of several
chemical plants. With a significant
increase in compliance costs, many
chemical plant operations have
become unviable. India, with its
low-cost advantage, is emerging

as an alternative manufacturing
and supply chain hub for major
global economies. Being among
India’s leading specialty chemical
manufacturers, Valiant Organics is
well positioned to capitalise on these
emerging business opportunities
by significantly leveraging the
operations, expanding capacities
and extensive domain knowledge.
The management remain confident
of growing the market share in the
domestic and international markets

by virtue of strong and niche product
portfolio, enhanced capacities and
R&D capabilities. The company is
well positioned to take advantage

of the growing opportunities in
specialty chemicals, as India’s
specialty chemicals market sets itself
on the growth path for the coming
years, and with a rising need for
specialty chemicals in the end-use
domestic markets.

Capacilty expansion to aid growth
VOL started expansion of its
manufacturing capacities at Sarigam
and Jhagadia in FY 2018-19. Despite
all the macro challenges, it continued
expanding and augmenting its
manufacturing capabilities and
completed the expansion of Chloro
Phenols capacity at the Sarigam plant.
It achieved a capacity expansion of
18,000 MT per annum during the
year. The expansion has enhanced
the Company’s capability of adding
high margin downstream products
by using new raw materials. The
company is also working on new
projects at Jhagadia. The Company
has alandbank in Sayakha (68,000
sq.m.) and Dahej (12,000 sq.m.) for
further expansion. A capex of Rs

100 crore has been allocated for the
expansion projects at Jhagadia in
FY21 and it is expected to commence
other capacity expansion projects

in FY 2021-22. Further, in order to
benefit from surging and high growth
API segment, company is expanding
its API business which will increase
the pharma revenue share in coming
years.

Integrated operations are margin
accretive

Company has taken both backward
and forward integration projects
through strategic expansions.

The backward integration at the
Jhagadia plant helped the Company
manufacture its raw materials in-
house leading to significant cost
savings and superior profit margins.
This will also assist in maintaining
product quality and better delivery
timelines and optimize profits
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17 ‘ INSIGHT ‘ ﬁ ﬁ?& snmwcwm&u

margins in future. As per the
government policy for Make in India,
the Company is planning to apply
for environmental clearance for
drug Intermediates / API as import
substitutes. It is also aiming to go for
both organic and inorganic growth.
As part of forward integration,

VOL is leveraging its extensive
domain experience and integrated
manufacturing operations. It has
increased the production capacity

al Tarapur and Vapi plants in order
to increase the share of value-added
intermediates and import substitutes,
which will enlarge the product value
chain and will have significant cost
benefit on end products. Company
has also completed debottlenecking
in Tarapur and Vapi plants in order
to improve its operational efficiency
and productivity. In order to bring
more automation and better safety
systems, company has implemented
Distribution Control System (DCS) at
Tarapur and Vapi plants. VOL is also
working towards reducing plants’
energy requirement per unit of
output and achieved moderate cost
savings by converting high-pressure
steam from manufacturing processes
to power the plants. All these
strategies are helping the company in
maintaining consistency in product
quality and optimizing the resources
while lowering the production costs
and maintaining healthy margins.

Strong financial performance
The financial performance of
the company appears to be quite

The backward
integration at the
Jhagadia plant
helped the Company
manufacture its raw
materials inhouse
leading to significant
cost savings and
superior profit
margins.
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The company
has strong set of
financials with

high margin profile
and high return
ratios. Despite, such
superior growth
backed by capex and
acquisitions, VOL’s
debt-equity ratio is
comfortable at 0.31x
for FY20.

attractive. In last 5 years company
has maintain RoCE of more than 40%
with last year RoCE of 43.5% while
RoE of the company is also strong

at 45.3% in FY20. Chlorophenol
business remains a high ROCE
business for VOL. Post the acquisition
of Abhilasha and Amariyot along
with the new capex lined up it is
expected that the company is capable
to generate more that 30% ROCE

in the business. VOL is successfully
generating more than Rs. 100 cr cash
from operation for last 2 years and
capable enough to fund its inorganic
growth & organic capital expansion
without much increase in Debt. Net
Debt/ Equity remains comfortable at
0.3xin FY20 and expected to remain
at comfortable level going forward.
The capacity expansion will enhance

the company’s capability of adding
high margin downstream products
by using new raw materials which is
expected to improve the company’s
financial performance along with the
return ratios.

Key Risks
= Any disruption in supply chain in
raw material pricing and sourcing.

= Delay in capex implementation or
plant synchronization.

= Exposed to the constant risk of
currency and commodity cycles.

Valuation

VOL is part of the Aarti group of
companies and is a market leader for
Chloro Phenols in India & amongst
the Leading manufacturer of Para
Nitro Aniline (PNA). Acquisition of
Abhilasha Tex-Chem and Amarjyot
Chemical has provided VOL with a
wide range of product basket and
diverse chemistries thus catering

to industries like agro, pharma,

dye intermediates, pigments. The
acquisitions led to 5x & 7.6x jump in
revenues & profitability respectively
between FY18 & FY19. VOL has
strong list of clients in the likes of
BASF, Lanxess, Bayer Crop Science,
Coromandel, Gujarat Insecticides Ltd
etc. The company is fully integrated
and has an import substitution led
story embedded for products like
Para Anisidine (PA) and Ortho Amino
Phenol (OAP) while for another

product, Para Amino Phenol (PAP),
MoCF/DoP has been identified as

one of the key sourcing materials

and covered under production linked
incentive scheme (PLI). Led by higher
demand, the company is expanding
in key high margin products which
would augment its revenue &
profitability ahead. The company

has strong set of financials with high
margin profile and high return ratios.
Despite, such superior growth backed
by capex and acquisitions, VOL’s
debt-equity ratio is comfortable at
0.31x for FY20. Hence, we recommend
our investors to BUY the scrip for a
target of Rs. 3350 from 12 months
investment perspective. Currently,
the scrip is valued at P/E multiple of
18.8x on FY22E EPS.

Hence, we
recommend our
investors to BUY the
scrip for a target of
Rs. 3350 from 12
months investment
perspective.

Currently, the scrip
is valued at P/E
multiple of 18.8x on
FY22E EPS.

Valiant Organics 3Yr. Price Chart

3300 Particulars (in Rs Cr) | FY19 | FY20 | FY2IE | FY22E
Net Sales 692.3 6749  762.7 877.1
2800
Growth (%) 473.8 -2.5 13.0 15.0
2300
1800 EBITDA 180.2 | 179.3 | 205.9 | 241.2
1300 EBITDA Margin (%) 26.0 26.6 27.0 27.5
800 Net profit 133.2 | 140.5 | 160.2 | 188.6
300 Net Profit Margin (%) 19.2 1 20.8 21.0 21.5
=5 o8 o2 o2 @ oe o8 g B g
a v 5 = [N 5 < a v 5 c EPS (RS) 227.2 114.0 131.8 155.2
& 8 = 2 & &8 = 2 & &8 = 2
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Ashika Stock Broking Litd.

Ashika Stock Broking Limited (“ASBL”)
started its journey in the year 1994 and
is presently offering a wide bouquet of
services to its valued clients including
broking services, depository services
and distributorship of financial prod-
ucts (Mutual funds, IPO & Bonds). It
became a “Research Entity” under
SEBI (Research Analyst) Regulations
2014 in the year of 2015 (Reg No.
INH000000206).

ASBL is a wholly owned subsidiary of
Ashika Global Securities (P) Ltd., a RBI
registered non-deposit taking NBFC
Company. ASHIKA GROUP (details
enumerated on our website www.
ashikagroup.com) is an integrated
financial service provider inter alia
engaged in the business of Investment
Banking, Corporate Lending, Com-
modity Broking, Debt Syndication &
Other Advisory Services.

There were no significant and mate-
rial disciplinary actions against ASBL
taken by any regulatory authority
during last three years except routine
matters.

DISCLOSURE

Research reports are being prepared
and distributed by ASBL in the sole
capacitly of being a Research Analyst
under SEBI (Research Analyst) Regu-
lations 2014. The following disclosures
and disclaimer are an essential part
of any Research Report so being
distributed.

1) ASBL or its associates, its Research

Analysts (including their relatives)
may have financial interest in the
subject company(ies). And, the said
financial interest is not limited to
having an open stock market position
in /acting as advisor to /having a loan
transaction with the subject com-
pany(ies) apart from registration as
clients.

2) ASBL or its Research Analysts
(including their relatives) do not have
any actual / beneficial ownership of
1% or more of securities of the subject
company(ies) at the end of the month
immediately preceding the date of
publication of the source research
report or date of the concerned
public appearance. However, ASBL’s
associates may have actual / beneficial
ownership of 1% or more of securities
of the subject company(ies).

3) ASBL or its Research Analysts
(including their relatives) do not
have any other material conflict of
interest at the time of publication of
the source research report or date
of the concerned public appearance.
However, ASBL’s associates might
have an actual / potential conflict of
interest (other than ownership).

4) ASBL or its associates may have
received compensation for investment
banking, merchant banking, broker-
age services and for other products
and services from the subject compa-
nies during the preceding 12 months.
However, ASBL or its associates or its

Research analysts (forming part of
Research Desk) have not received any
compensation or other benefits from
the subject companies or third parties
in connection with the research
report/ research recommendation.
Moreover, Research Analysts have not
received any compensation from the
companies mentioned in the research
report/ recommendation in the past
twelve months.

5) The subject companies in the
research report/ recommendation
may be a client of or may have been
a client of ASBL during the twelve
months preceding the date of con-
cerned public appearance for invest-
ment banking/ merchant banking /
brokerage services.

6) ASBL or their Research Analysts
have not managed or co-managed
public offering of securities for the
subject company(ies) in the past
twelve months. However, ASBL’s
associates may have managed or co-
managed public offering of securities
for the subject company(ies) in the
past twelve months.

7) Research Analysts have not served
as an officer, director or employee
of the companies mentioned in the
report/ recommendation.

8) Neither ASBL nor its Research
Analysts have been engaged in
market making activity for the
companies mentioned in the report /
recommendation.

DISCLAIMER

The research recommendations and information are solely for the personal information of the authorized recipient and does not con-
strue to be an offer document or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not
for public distribution or use by any person or entity, where such distribution, publication, availability or use would be contrary to law,
regulation or subject to any registration or licensing requirement. We will not treat recipients as customer by virtue of their receiving
this report. The report is based upon the information obtained from public sources that we consider reliable, but we do not guarantee
its accuracy or completeness. ASBL shall not be in anyways responsible for any loss or damage that may arise to any such person from
any inadvertent error in the information contained in this report. The recipients of this report should rely on their own investigations.
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