INDSEC GHCL Limited Initiating Coverage

GHCL Limited was incorporated on 14th Oct ‘83. The company is well diver-

Rating sified with an established presence in Chemicals, Textiles and Consumer
Products segments. In the Chemicals segment, the company mainly manu-
UPSIDE factures Soda Ash (Anhydrous Sodium Carbonate) which is a major raw

material for Detergents & Glass industries and Sodium Bicarbonate (baking
soda). The Soda Ash production capacity currently stands at 9.75 lakh mn
tons/year. Textiles segment manufactures cotton yarn, polyester yarn and
home textile products. Under the Textiles segment, its operations are an

STOCK DETAILS

BSE Code 500171 integrated vertical set up which commences right from spinning of fiber
NSE Code GHCL (yarn), weaving, dyeing, printing till the finished products which are primar-
|tl)y t_exporteﬁ wo_rtlc_jwu::e. dGHCL is als? etngaged |3 thlf__ coggybrrer ﬂr?dé‘m
usiness where it is a leader in manufacturing and selling Edible salt, Indus-
Market Cap (Rs bn) 30.7 trial grade salt and Honey in the country.
Sector Commodity Chemicals
Investment Rationale
Year End March
52 w.High/Low 321/204 Leadership in high entry barrier industry - to provide revenue comfort-In
the soda ash industry, logistics cost plays an important role owing to its
Avg. Monthly Turnover (Rs mn)  570.4 input/output ratio. Five tonnes of raw material is needed for manufacturing
Listed on BSE/NSE one tonne of soda ash. Thus, proximity to key raw materials provides an
edge. GHCL is the only player in the industry to have its own lignite mines.
Shares in Issue (mn) 99.47 It uses an in-house developed briquette coke (cost effective and more effi-
cient) in place of met coke, which reduces its per unit raw material cost.
BSE Sensex 33756

GHCL has successfully created a well-integrated business model with cap-
NSE Nifty 10440 tive availability of raw materials, leading to cost leadership in the indus-

try. As a result, it enjoys ~400-800bps higher margins than its peers. There
are only three domestic major manufacturers of soda ash, and GHCL en-

140 joys 25% market share.
Soda ash industry buoyancy to continue- Cash Cow for GHCL to maintain
120 steady growth-The domestic Soda Ash demand witnessed a growth of 6%
in FY 2016-17 compared to last year. All-consuming segments including
100 Detergents and Flat Glass, Chemicals & Silicates recorded a healthy re-

bound. Demand for soda ash is likely to grow at a steady pace of ~5%
CAGR over the next few years, like the rate seen in the last decade. Prices

80 for soda ash have also increased at a steady pace with increase in input
costs. GHCL is one of the key soda ash players in India, with a capacity of
60 9.75L MT, accounting for 25% of the country’s total demand. GHCL’s soda

ash business contributes 59% to revenues and 80% to its profitability.
Additionally, with no significant capacity coming up, we expect GHCL to

40 report volume growth of 16% over FY17-19, while revenues are expected
to growth by 18% over the same period.

Textile industry on cusp of turnaround -GHCL is one of the late entrants in
the home textile segment; the company is one of the largest integrated
0 textile manufacturers in India with presence in both spinning and home

DI :. :. 5 5 :. 5 5 D. 5 5 textiles. The textile business is currently facing a lot of headwinds because
c o = £ > ¢ 3 w o 5 2 of Dollar Devaluation, uncertainty over GST, Overall Supply situation and
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T e > < 3 2 F oI v O =z Stiff competition in US between Brick n ‘Motor stores with E-commerce.
L @ < @ m Q o 9 X 0 However, the company have taken a lot of corrective action to stream line

this segment (appointment of CEO for textile division), doing away with
low margins orders. We believe such steps along with stabilizing cotton
NIFTY 50 GHCL price could see the division turn around and any improvement in margins
are likely to benefit the company overall.

SHAREHOLDING PATTERN Diversifying in High growth business likely to provide additional fillip to

GHCL’s earnings- The company has further densified its product offering by

% Sep-17 June-17 introducing Sodium Bicarbonate (0.7 tonnes of soda ash required to make 1
Promoter 19.09 18.93 tonne of sodium bicarbonate). The realization for this product is almost like
FII/DIl 24.45 24.42 soda ash realizations. The company has a total capacity of 70 TPD and cur-

rently enjoys a ~13% market share in India. The company is also present in
Others 56.46 56.65 the edible salt segment with a raw salt capacity of 1.50 Lakh MT and Re-
fined Salt Capacity of 0.75 Lakh MT near Chennai. Currently both these

segments contribute very little to the revenue, however they have a huge
FINANCIALS potential and could contribute significantly in the coming years.
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We expect the Topline to grow at CAGR of ~12% over FY17-FY19E, while

Total Revenue 253 28.1 31.3 35.1 EBITDA is expected to grow at CAGR of ~6% with margins are expected to

hover ~22.5% during the same period. At CMP of Rs 310 the stock is trad-
EBIDTA o et s 72 ing at 8.7x and 8.0x on expected earnings of Rs 35.51 and Rs 38.83 for
EBIDTA(%) 24.9% 25.2% 20.4% 22.59 FY18E and FY19E. Given the steady demand in soda ash and recovery in

textile division the company could see improvement in its earning. His-
torically, the stock has traded at 10x 1yr forward multiple. We believe

PAT 2.58 3.80 3.53 3.86  that the current valuations do not capture the full potential of the soda
ash business as well as the expected recovery in the textile division.
EPS (Rs.) 25.8 38.0 35.5 38.8 Hence we assign a target multiple of 10x on FY19E earnings of Rs.38.83
post which we arrive at a target of 388 an upside of 25% from current
P/E (x) 12.0x 8.1x 8.7x g.0x levels.

Source: Company, Indsec Research
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About the Company:
e GHCL is a among the top 3 soda ash players. The company ® It has a Sodium Bicarbonate production capacity of 0.30
. . Lakh MT. Additionally it h tablished a st
has a capacity at 9.75 lakh MT capacity. It caters to 1/4th of a ttionafly 1t has established a strong presence
in consumer products business in South India with edible
Indian soda ash demand. It is a Margin leader in the indus- . .
salt. The company is focused on expanding market reach
. . . I oo
try with one of the highest capacity utilizations (~94%). by adding new geographies and products.
e  Under the Textiles segment, its operations are an inte-
grated vertical set up which commences right from spin-
e  The Inorganic chemicals segment (Soda ash, Sodium Bicar- . . . . L . .
ning of fiber (yarn), weaving, dyeing, printing till the fin-
. o .
bonate and FMCG products) contributed 59% of revenues in ished products which are primarily exported worldwide.
FY17 while the remaining 41% contribution is derived from Its spinning unit is located near Madurai in Tamil Nadu. It
the textiles segment. has a state-of-art plant at Vapi, Gujarat that integrates
weaving, processing and cut & sew facilities.
Journey
2016-2017
2010-2015 ‘ + Launched ‘-FLO" spices
* Soda Ashproduction
‘ Capacity increasedto
AU * Spindiescapacity 950,000 tons / year
increasedto 175,000
+ Launchof “I-FLO" salt and
2001-2006 ‘ * Refined Sodium “-FlaHoney
Bicarbonateplant L .
- . # Airjet looms capacity
commissoned increasedto 162
¥ 0 = Ee ity
* Soda Ashproduction 'nifegs;stf;lf: E",.,.
tapacity increased o - o
50,000 tons,/year
1988-2000 ‘ * Enteredinto Spinning
businesswith 65,000
spindleswhich increasedto
£3,000
* Productionof Soda Ash + Home Textike production
commenceswithan commenceswith36 mn
instaled capacity of metres plrol:ess'ng capacity
4 tons/year which and & airjetlooms
increasedta 525,000
tons,/year
¢ Production of Edible Salt
commences and Launchof
‘Sapan’ salt
FY17 Revenue Breakup Revenue (Rs bn) and OPM
30.00 25 31 2811 30,00%
23.74 )
25.00 22.48 —_— 25.00%
. 25.1
20.00 24.87% 20.00%
. 19.2 o
Textiles NISCT 15.00 22.26% 15.00%
9 Chemical
a 10.00 10.00%
59%
5.00 5.00%
- 0.00%
FY14 FY15 FY16 FY17
N Revenue OPM

Source: Company, Industry & Indsec Research
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Inorganic Chemicals segment

Soda Ash: This segment majorly includes manufacture of Soda Ash
which is an important raw material for the detergent and glass industry.
GHCL is a leader in the production of soda ash in India with a market
share of 25%+ in the domestic market. As of FY17, the soda ash business
contributed ~60 % of total Indian Standalone revenue. One of the key
advantages the company has is its major captive source on some of its
major raw materials namely Salt, Limestone & Lignite which has helped
maintain control on the costs. It is the only company to have its own
lignite mines. Additionally, all imestone mines are located within 40 km
distance from the plant. It has also successfully managed to replace met
coke with in-house developed briquette coke. Its major clients include
Hindustan Unilever Limited, Ghari Group, P&G, Patanjali Ayurved Lim-
ited, Fena Group, HNG Group, Gujarat Guardian Limited, Gujarat Borosil
Limited, Piramal Glass Limited, Gold Plus Glass Industries Limited and
Phillips. During FY17, the company produced 8.01 lacs tons soda ash.
Also, it achieved highest domestic sales of Soda Ash i.e. 7.40 lacs tons
resulting in a total sales of 7.50 lacs tons including exports. Its current

capacity stands at 9.75 lacs tpa.

Sodium Bicarbonate: GHCL also specializes in manufacturing food grade
of Sodium Bicarbonate. A separate unit is used for this purpose. The
sodium bicarbonate is used in Cooking, Pharmaceuticals, Fire Extin-
guishers, pH balancer, and Cleaning agents. The company has experi-
ence in manufacturing of Sodium Bicarbonate of around a decade with
a capacity of 30,000 MTP. During FY17, the Company achieved produc-
tion of Bi-Carbonate 27,677 tons against 24,541 tons in the previous
year. Sales of Bi-Carbonate were 27,638 tons against 24,265 tons in the
previous year. Procter & Gamble is one of the company’s notable cli-

ents.

FMCG: GHCL has also diversified into edible salt business. The business
was acquired in the year 1999 and has its salt works at Vedaranyam and
the refinery at Chennai for its Edible Salt manufacturing. It has raw salt
capacity of 1.5 Lakh MT spread in Tamil Nadu. Refined Salt Capacity is
0.75 Lakh MT near Chennai. Their industrial salt commands a premium
in Caustic soda industries and their edible salt is available in ‘iFLO’ and
‘SAPAN’ brands in the retail market. In addition to edible salt, GHCL has
expanded its product range by introducing Honey and Spices under I-Flo
brand as a strategy to expand its Consumer Product Division. The brand
has established a good presence in the southern states of India, Ma-

harashtra and Goa.

Source: Company, Industry & Indsec Research
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Textiles

The textiles segment manufactures cotton yarn, polyester yarn and home textile products. As of FY17, its contribution to reve-
nue was 41%. GHCL Limited is one of the largest integrated textile manufacturers with its own spinning, weaving, processing &
dyeing, and cutting & sewing manufacturing facility. The Textiles division of the company is a vertically integrated manufacturing
facility with spinning, wide-width weaving, continuous fabric processing, and cut & sew facilities for manufacturing premium
quality bed linen. The textiles capacity utilization is currently 93% vs 85% YoY on account of strong customer relations, product

portfolio, consistent supply of quality products and strengthening organizational structure.

Spinning unit of the company is located near Madurai in Tamil Nadu, India with an installed spinning capacity of around 1.76
lakh spindles. The company manufactures multiple varieties of yarn ranging from 16s to 32s in open end, 30s to 120s in ring
spun counts in 100% cotton and 30s to 70s counts in blended yarns. GHCL’s Home Textiles manufacturing is located near Vapi in
Guijarat, India. Here yarn is woven into fabric, which is then dyed, printed and finished into final products, like bed sheets, which
is then exported worldwide. Both their plants have state-of-the-art facilities and machineries and the company ensures that
every single aspect of its textile production process is backed by world class infrastructure. Its major home textile clients across
the globe include Bed Bath and Beyond, JC Penny, House of Fraser, Sears, The White Company etc.

Also, the company has taken effective steps to reduce the power cost. The total installed capacity of wind mills is ~27 MW,

which is expected to meet major power needs of the spinning and home textiles division.

Textile Product Range

Sheeting Filled Articles Pillows
e Sheets e Quilted Flat e Pillows
e Duvet e Sheets e Shams
e Bed Skirt e Comforter e Cushions
e Comforter
e Shells
Spindles Capacity Sheeting Capacity (mn metres)

175,488 175,488

45
140,000 36 36 36 36
| ] I I I

FY02 FYO8 FY17 FY18E FY14 FY15 FY16 FY17 FY18E

Source: Company, Industry & Indsec Research
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Industry watch—- Soda Ash

The Indian Soda Ash market constitutes of two varieties — Light grade (used in detergent industry) & Dense grade (used in Glass
industry) with a share of 60% and 40%, respectively. The total installed capacity in India was 3.4mn ton p.a. With an estimated
production of about 2.8mn ton p.a in 2016-17, the capacity utilization was around 83%. Going forward, we expect the overall
industry capacity to expand by 0.25 lakh tonne in 2017-18 and another 1.25 lakh tonne in 2018-19.

Almost, all the major Soda ash players are located in the state of Gujarat due to ready availability of key raw materials, namely
limestone and salt. However, sourcing of these key raw materials is posing a major challenge for the industry as the Gujarat govt
is currently not allocating any fresh Lime Stone mines or Land Bank for Salt Works. At the global level, the new low-cost Turkish
supply with a competitive cost base and low transport costs — relative to the US producers — will continue to influence the market,
especially with their forthcoming 2.0 Million tonne per annum supply by 2017 end.

Domestic players have recently taken upward price revisions due to rising cost pressures. With 3 New Glass plants expected to be
commissioned over next 4-5 Months, soda ash market is likely to maintain buoyancy over the coming year.

Global Demand for Soda Ash

The world’s soda ash markets are evolving to meet shifting production economics and demand. The impetus for change lies partly
in the increasing globalization of the industry; such shifts, however, also stem from the difficult environment the industry has
faced in recent years. Changes include the rise of new dominant players like Turkey and increased pressure from the fast-growing
economies of China, India and Russia. The dependency on a volatile energy market for crucial feedstocks adds yet another layer of
complexity. Like many raw materials, the soda ash industry also has become very sensitive to fluctuations in economic conditions.
Glass markets, accounts for more than half of global demand.

Concerns in domestic Markets

The Indian industry remains concentrated in the Gujarat region i.e 95% which makes it vulnerable as the cost of transport to mar-
kets in South and East India, which constitutes about 25% of the National consumption, is high as compared to the ocean freights
to South and East India where product is imported from US/ China/Kenya and Europe. Currently around 21% of the Indian de-
mand is being met by cheap imports. Import price variance continues to be extremely high.

Distribution of soda ash by end use

60%
53%
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Glass Detergent Chemicals Alumina /Metals Pulp & Paper Others
and mining
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Source: Indsec Research, Industry ] INDSEC SECURITIES AND FINANCE LTD.
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Industry watch— Textile

The global textile and clothing industry trade is estimated at US$800bn and has been growing at around 10% CAGR over the 5
years. Out of the total industry size, 60% is captured by clothing or apparel segment while the rest is from the textile segments.
The textile and clothing trade is expected to grow at around 4% annually over the next decade and is expected to reach
USS$1300bn. The size of the Indian Textile industry is ~US$108bn and contributes ~4% to India’s GDP and constitutes ~13% of the
country’s export earnings. It is the second largest employer after agriculture, employing over 45mn people directly and 60mn
people indirectly. Out of the total size, India’s export share stands at ~US$40bn and has emerged as the third largest exporter of
textiles and apparels in the World after China (37%) and EU (25%) with an overall market share of ~5%. Indian textile industry has
shown tremendous promise over last decade and is expected to grow by ~15% to reach a market size of US$220bn by 2023. India
is expected to have a market share of 15-20% of the global textile and apparel trade from the present 5%. The domestic market is

also expected to grow at 12% or higher.

The Home textile industry is pegged at ~$86bn in 2015 which is dominated by bath and bed products and brings about 60% of the
total industry revenues. Bed linen products account for ~21% to the total industry revenues. India’s contribution to the home
textile industry is at ~11% behind China with 35% share. The US home textile market is ~17% of the total home textile market,
India’s share stands at ~31% just behind china with ~39%. In terms of cotton textile products like bed sheets, India is the largest
supplier globally with ~48% share. The Home textile industry is expected to continue on its upward journey and could reach a size
of $96bn by 2016 owing to rising consumer spending on home renovation, accelerating investments on infrastructure and de-

mand from emerging countries.

Global Textile & Apparel Trade (USS$ bn) Indian Textile & Apparel Industry (US$ bn)
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Advantage India -Although India has been lagging in terms of export of fabrics and general apparel, it has significant advantages

in manufacture of cotton home textile. The following are the advantages India enjoys over its peers.

. Advantage .
India

Source: Indsec Research, Industry INDSEC SECURITIES AND FINANCE LTD.
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Investment Rationale
1. Leadership in high entry barrier industry - to provide margin comfort

In the soda ash industry, logistics cost plays an important role owing to its input/output ratio. Five tonnes of raw material is
needed for manufacturing one tonne of soda ash. Thus, proximity to key raw materials provides an edge. GHCL is the only player
in the industry to have its own lignite mines. It uses an in-house developed briquette coke (cost effective and more efficient) in

place of met coke, which reduces its per unit raw material cost.

GHCL enjoys higher capacity utilization at its soda ash plant compared to industry. Capacity utilization at ~94% in FY17 was the
highest in the domestic soda ash industry, which was operating at ~80-85%. The utilization rate of GHCL’s soda ash plant is also

one of the benchmarks in the domestic as well as global market.

Further, over the past many years, the company has been running various cost reduction programs to reduce overall cost.
Apart from these programs, the company regularly spends ~Rs. 400-500mn every year as maintenance capex to increase the
efficiency of plants. GHCL has successfully created a well-integrated business model with captive availability of raw materials,
leading to cost leadership in the industry. As a result, it enjoys ~400-800bps higher margins than its peers. There are only 3
domestic major manufacturers of soda ash, and GHCL enjoys 25% market share.

As soda ash is a capital intensive business (very low asset turnover <0.5x) with 4yrs of gestation period (for greenfield plant),
entry barriers are high. Further GHCL shares highly successful client relationships and is the preferred supplier to all major soda
ash consumers; its clients include Hindustan Unilever Limited, Ghari Group, P&G, Patanjali Ayurved Limited, Fena Group, HNG

Group, Gujarat Guardian Limited, Gujarat Borosil Limited, Piramal Glass Limited, Gold Plus Glass Industries Limited and Phillips.

RMAT Sourcing EBITDA MARGINS
Key Inputs Captive Sourcing 32.5%
Salt Raw Material 40% 32.0% 3.0% 32.0%
. (]
Limestone ——— Raw Materia 31.5% To%
Briquette Raw Material 65% 31.0%
gnte ity 30.5%
30.0% 30.0%
29.5%
29.0%
28.5%
FY16 FY17 FY18E FY19E
Margins compared to peers Market Share
35%
30%
25% imports
20%
15%
10% tata Nirma
chemcial
5%
0% - — _—
GHCL Tata Chemical DCW
Source: Industry & Indsec Research INDSEC SECURITIES AND FINANCE LTD.



INDSEC

2. Soda ash industry buoyancy to continue- Cash Cow for GHCL to remain steady

The domestic Soda Ash demand witnessed a growth of 6% in FY 2016-17 compared to last year. All-consuming segments includ-
ing Detergents and Flat Glass, Chemicals & Silicates recorded a healthy rebound.

Global outlook for Soda Ash
1. Healthy demand growth is observed in world soda ash consumption-
2. Turkey’s additional 2.5 mn MT is now expected to arrive in phased manner. Only major capacity expansion in world.

3.  Environmental Issues and Margin over Volume theory in China has shrinked supplies in the region balancing Turkey’s ex-
pansion thus fading the concerns of oversupply and pricing pressure.

Indian outlook

1. Healthy demand growth expected during the year and next year.

2. New Supplies from GHCL and Nirma has been well absorbed.

3. Inline with International trend, Domestic players have also taken upward price revisions due to rising cost pressures.
4. 3 New Glass plants are expected to be commissioned over next 4-5 Months, adding new soda ash demand.

5. Soda ash market is likely to maintain buoyancy over next year.

Demand for soda ash is likely to grow at a steady pace of ~5% CAGR over the next few years, like the rate seen in the last
decade. Prices for soda ash have also increased at a steady pace with increase in input costs. GHCL is one of the key soda ash
players in India, with a capacity of 9.75L MT, accounting for 25% of the country’s total demand. GHCL’s soda ash business
contributes 59% to revenues and 80% to its profitability. Additionally with no significant capacity coming up, we expect GHCL
to report volume growth of 16% over FY17-19, while revenues are expected to growth by 18% over the same period.

Global Capacity Capacity Addition (MT)

11
95 9.8
INDIA o CHINA 85
CAPACITY : 34 MMT CAPACITY : 32.0 MMT 6
PRODUCTION : 3.0 MMT PRODUCTION : 26.0 MMT ]

o o o 2006 2015 2017 2018E 2019E

0 Soda Ash Revenue (Rs mn)

25.0 A0 21.8

CAPACITY : 68 MMT 50,0 183
PRODUCTION : 58 MMT 155
o ROW 15.0 13 12.7 13.4
CAPACITY : 7.3 MMT
) EUROPE AMERICA PRODUCTION : 5.3 MMT 100
CAPACITY : 13.0 MMT o CAPACITY : 127 MMT 5 O
PRODUCTION : 12.0 MMT PRODUCTION : 12.2 MMT

FY14  FY15 FYl6  FY17 FYI8E FYI9E

Source: Company, Industry & Indsec Research
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3. Textile industry on cusp of turnaround

GHCL is one of the late entrants in the home textile segment; the company is one of the largest integrated textile manufactur-
ers in India with presence in both spinning and home textiles. GHCL has an integrated vertical set up -right from spinning of
fiber (yarn), weaving, dyeing, printing -to the finished products, like sheets & duvets, take shape, which are primarily exported
worldwide.

GHCL’s spinning unit with installed capacity of 175,000 spindles is located near Madurai in Tamil Nadu, India. The company
manufactures multiple varieties of yarn, ranging from 16s to 21s in open end, 30s to 100s in ring spun counts in 100% cotton
and 30s to 70s counts in blended yarns. Further, company’s home textiles manufacturing unit is located near Vapi in Gujarat,
India. Here, yarn is woven into fabric, which is then dyed, printed and finished into final products like bed sheets, which are
then exported. The yarn business (spinning) is limited to the domestic market, the home textiles business (70% contribution in
textiles) is mainly exports (>95%).

In FY17, the textile business contributed ~41% to revenue and only ~13% to EBITDA mainly owing to lower margins compared
to the soda ash business.

The textile business is currently facing a lot of headwinds because of Dollar Devaluation, uncertainty post GST, Overall Sup-
ply situation and Stiff competition in US between Brick n ‘Motor stores with E-commerce. However, the company have taken
a lot of corrective action to stream line this segment ie.a Appointment of CEO for textile division, doing away with low mar-
gins orders. These steps along with stabilizing cotton price could see the division turn around by FY19 the improvement in
margins (1% as of Q2FY17 to 300bps by FY19E) are likely to benefit the company overall.

Indian Home Textile Market Size 2020(E) ($ bn) Indian Bed & Bath Linen Market Size ($ bn)
Kitchen
Linen,11.2 35 - 33
Upholstery, 3.0 -
15.4
2.5 21
Bed Linen & 2.0
I Bed Spread, 1.5 -
Floor, 17.6
60.8 10 J o6 0.9
Bath / 0.5 - -
Toilet Linen, 0.0 i
26.4
bedLinen & Bed Spread Bath/ Toilet Linen
N 2014 2020(e)
Textile Division (Rs Bn) Monthly Cotton prices (Rs kg) (CY17)
o 116 -
CAGR 6% 114 -
112 A
14.00 12.99 12.52 12.83 110 -
12.00 10.63 108 -
10.00 106
104 -
8.00 102 -
6.00 100 -
4.00 98
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4. Diversifying in High growth business likely to provide additional fillip to GHCL’s earnings.

The company has further densified its product offering by introducing Sodium Bicarbonate (0.7 tonnes of soda ash required
to make 1 tonne of sodium bicarbonate). The realization for this product is almost like soda ash realizations. The product is
mainly used for cooking. The company has a total capacity of 70 TPD and currently enjoys a ~13% market share in India.

Going forward, the company is planning to double its capacity of Sodium Bicarbonate from the current level of 32500 Metric
ton per annum to 65000 metric ton per annum to take advantage of the growing market of this product.

The company is also present in the edible salt segment with a raw salt capacity of 1.50 Lakh MT spread over 3500 acres in
Tamil Nadu and Refined Salt Capacity is 0.75 Lakh MT near Chennai. The FMCG segment is the 4th largest sector in the Indian
economy, with food products being the leading segment, constituting 43% of the FMCG market. Going forward, GHCL's con-
sumer products business will be focusing on R&D and innovation as a means of growth, with major focus in the “Health and
Wellness” platform. The new edible salt plant at Thiruporur became operational in March’17 with a capacity of ~1lac Ton p.a.
This will be a big boost for sales and can address almost 75% of their southern market requirement directly.

The brand “i-FLO” has established a good brand image in the southern states of India, Maharashtra and Goa. The product
portfolio of variants of salt, honey and spices has been well received. As a part of our expansion plan, they launched i-FLO

spices (in sachets) and i-FLO Spices Combo in the market.

Currently both these segments contribute very little to the revenue, however they have a huge potential and could contrib-
ute significantly in the coming years.

Sodium Bicarbonate-1.80 Lakh MT

Salt Brands
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Valuation and Recommendation :

GHCL is one of the leading manufacturers of soda ash (¥25% market share). It has a well-integrated business model for its soda
ash business. The company is also present in Textile segment, which includes yarns and home textile (bed sheets) and present in

Sodium Bicarbonate and salt business as well.

We like GHCL due to the fact the company has best-in-class margins in the Soda Ash business, i.e. in the range of ~28-31% -which
is ~400-800bps higher than its peers, mainly driven by its cost leadership and backward integration. Demand for soda ash is likely
to grow at a steady pace of ~¥5% CAGR over the next few years. Thus, with steady demand-supply dynamics going forward, the
business is likely to continue generating steady cash flows for the company. We expect the inorganic chemical segment to grow at
CAGR of 13% over FY17-19, while margins in this division are likely to see ~150bps improvement overall the same period to 32%.

GHCL is one of the late entrants in the home textile segment; the company is one of the largest integrated textile manufacturers
in India with presence in both spinning and home textiles. GHCL has an integrated vertical set up -right from spinning of fiber
(yarn), weaving, dyeing, printing -to the finished products, like sheets & duvets, take shape, which are primarily exported world-
wide. The textile division is currently facing lot of headwinds with Dollar Devaluation, uncertainty over GST, Overall Supply situa-
tion and Stiff competition in US between Brick n ‘Motor stores with E-commerce. However, the company have initiated some
right steps in order to turnaround division and we expect the same to start turning around early FY19. Margins are initially likely

to remain low in the short term, however in the long run it could reach industry standard.

The company is also present in Sodium Bicarbonate and salt business, while this is currently a small contributor to the revenue,

there lies huge potential for them to grow and could provide an additional flip to the company’s earning.

We expect the Topline to grow at CAGR of ~12% over FY17-FY19E, while EBITDA is expected to grow at CAGR of ~6% with mar-
gins are expected to hover ~22.5% during the same period. At CMP of Rs 310 the stock is trading at 8.7x and 8.0x on expected
earnings of Rs 35.51 and Rs 38.83 for FY18E and FY19E. Given the steady demand in soda ash and recovery in textile division
the company could see improvement in its earning. Historically, the stock has traded at 10x 1yr forward multiple. We believe
that the current valuations do not capture the full potential of the soda ash business as well as the expected recovery in the
textile division. Hence we assign a target multiple of 10x on FY19E earnings of Rs.38.83 post which we arrive at a target of 388
an upside of 25% from current levels.

Risk to Call:
Anti dumping duty on Soda Ash Any removal of anti dumping duty could effect the realization for the company

Time taken to recover Textile Segment— delay in recovery in textile segment could hampers overall company’s performance.

INDSEC SECURITIES AND FINANCE LTD.
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Revenue (Rs mn)

Topline is expected to grow by 12% CAGR between 40.000 2%
. ’ (;p\(‘a\’\'L
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Ash and textile segment 35,000 31,311
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Source: Company & Indsec Research
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SUMMARY INCOME STATEMENT

(in mn) FY14 FY15 FY16 FY17 FY18E FY19E
Total Income 22,476 23,736 25,307 28,105 31,311 35,138
Cost Of Revenues (incl Stock Adj) 8,730 9,214 9,464 11,387 12,838 14,407
Gross Profit 13,746 14,522 15,843 16,718 18,474 20,731
Employee Cost 1,220 1,263 1,336 1,585 1,879 2,108
Other Operating Expenses 8,192 7,977 8,213 8,058 10,207 10,714
EBITDA 4,334 5,283 6,294 7,075 6,388 7,909
Other Income 50 113 104 133 157 176

Net Interest Exp. 1,832 1,704 1,649 1,368 1,359 1,412
Depreciation 817 849 817 857 1,079 1,155
Exceptional Items 310 274 135 30 0 0

PBT 1,425 2,568 3,797 4,953 4,107 5,518
Tax 340 749 1,219 1,152 575 1,655
Profit After Tax 1,085 1,819 2,577 3,801 3,532 3,862
Net Profit 1,085 1,819 2,577 3,801 3,532 3,862
EPS 10.8 18.3 25.8 38.0 35.5 38.8

SUMMARY BALANCE SHEET
Fiscal Year Ending
FY14 FY15 FY19E

Assets

Net Block 18,694 19,339 20,492 24,011 25,932 26,777
Capital WIP 125 70 369 260 0 0
Intangible Assets 5 5 463 254 254 254
Non-current Investment 55 15 146 173 173 173
Long term loans and advances 238 131 68 68 68 68
Current Assets

Current Investment 20 - - - - -
Inventories 5,439 4,874 5,033 5,843 6,262 6,739
Trade receivables 3,812 2,444 1,828 2,762 3,002 3,273
Cash and cash equivalents 417 339 426 361 2,157 4,674
Short-term loans and advances 1,336 1,298 - - - -
Other Current Assets 0 0 662 1,303 884 884
Total Current Assets 11,004 8,954 7,949 10,270 12,306 15,570
Current Liabilities & Provisions

Short-term borrowings 5,051 4,542 4,480 5,466 5,966 6,466
Trade payables 5,576 3,919 2,854 3,443 3,603 3,851
Other current liabilities 2,708 2,290 2,952 3,123 3,002 2,888
Short-term provisions 384 413 108 138 172 193
Total Current Liabilities 8,668 6,622 5,913 6,704 6,777 6,931
Net Current Assets 2,336 2,333 2,036 3,566 5,529 8,639
Total Assets 21,472 21,893 23,574 28,332 31,957 35,912
Liabilities

Share Capital 1,000 1,000 1,000 995 995 995
Reserves and Surplus 4,873 6,701 9,359 12,471 15,595 19,050
Total Shareholders Fudn 5,873 7,702 10,359 13,465 16,590 20,045
Money Received against warrants 0 0 0 0 0 0
Total Debt 13,902 12,379 11,230 12,446 12,946 13,446
Long Term Provisions 17 38 53 61 61 61
Other Long Term Liabilities 61 47 - - - -
Net Deffered Tax Liability 1,620 1,727 1,932 2,360 2,360 2,360
Total Liabilities 21,472 21,893 23,574 28,332 31,957 35,912
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SUMMARY CASH FLOW STATEMENT

(in mn) FY14 FY15 FY16 FY17 FY18E FY19E
PBT 1,735 2,842 3,797 4,953 4,107 5,518
Depreciation 817 849 817 857 1,079 1,155
After other adjustments 2,100 1,673 1,695 1,219 1,359 1,412
(Inc) / Dec in Working Capital 243 (580) (244) (1,364) (587) (593)
Taxes (374) (625) (977) (1,084) (575) (1,655)
Others

Cash from Ops. 4,522 4,160 5,087 4,581 5,383 5,836
Capital Expenditure & investments (1,167) (1,274) (2,491) (3,748) (2,740) (2,000)
Cash from Investing (1,167) (1,274) (2,491) (3,748) (2,740) (2,000)
Issue of Share capital - - - (144) - -
Net Borrowings (1,139) (1,069) (603) 1,216 500 500
Others (1,856) (1,661) (1,649) (1,594) (1,359) (1,412)
Issuance of Dividend (233) (234) (268) (607) (407) (407)
Cash from Financing (3,228) (2,964) (2,521) (1,230) (1,267) (1,319)
Extraordinary receipts/payment - - - - - -
Net Change in Cash 126 (78) 76 (296) 1,376 2,517
BF Cash 291 417 310 386 93 1,469
Cash from Merger - - 3 - -
END Cash 417 339 386 93 1,469 3,986

SUMMARY RATIOS

L FY14 FY15 FY16 FY17 FY18E FY19E
Profitability

Return on Assets 3.6% 6.4% 8.7% 10.8% 9.1% 9.0%
Return on Capital 18.0% 22.6% 25.9% 24.5% 18.5% 20.7%
Return on Equity 18.5% 23.6% 24.9% 28.2% 21.3% 19.3%
Margin Analysis

Gross Margin 61.2% 61.2% 62.6% 59.5% 59.0% 59.0%
EBITDA Margin 19.3% 22.3% 24.9% 25.2% 20.4% 22.5%
Net Income Margin 4.83% 7.7% 10.2% 13.5% 11.3% 11.0%
Short-Term Liguidity

Current Ratio 0.8x 0.8x 0.8x 0.8x 1.0x 1.2x
Quick Ratio 0.4x 0.4x 0.3x 0.4x 0.5x 0.7x
Avg. Days Sales Outstanding 62 38 26 36 35 34
Avg. Days Inventory Outstanding 88 75 73 76 73 70
Avg. Days Payables 91 60 41 45 42 40
Long-Term Solvency

Total Debt / Equity 2.4x 1.6x 1.1x 0.9x 0.8x 0.7x
EBITDA / Interest Expense 1.9x 2.7x 3.4x 4.6x 4.0x 4.9x
Valuation Ratios

EV/EBITDA 10.3x 8.1x 6.6x 6.1x 6.5x 5.0x
PER 28.8x 16.9x 12.0x 8.1x 8.7x 8.0x
P/B 5.3x 4.0x 3.0x 2.3x 1.9x 1.5x
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INDSEC Rating Distribution

BUY : Expected total return of over 25% within the next 12 months.
ACCUMULATE : Expected total return between 10 to 25% within the next 12 months.
REDUCE : Expected total return below 10% within the next 12 months.

SELL : Expected total return is below the market return within the next 12 months.

NEUTRAL: No investment opinion on the stock under review.
DISCLOSURE

BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE in Equity, WDM segment and of NSEIL in Equity, WDM, Futures & Options and Currency Deriva-
tive segments. ISFL is also a Depository Participant of the National Securities Depository Limited (NSDL) and a SEBI registered Portfolio Manager. ISFL has also secured
membership of the MCX Stock Exchange in Currency Derivative Segment. With this setup ISFL is in a position to offer all types of services in the securities industry.

Since inception comf)_anyfs focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is today empaneled with most
of the local financial institutions, insurance companies, banks and mutual funds. ISFL has grown from being a medium size broking outfit to become one of the largest
capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio Managers) Regula-
tions, 1993 vide registration No. INPO00001892.

DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
(] No penalties have been imposed for any economic offence by any authority.

(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or initiated by any regula-
tory authority against the Company or its Directors, principal officers or employees or any person directly or indirectly connected with the Company.

DECLARATION:

(] ISFL does not have any financial interest in the subject company (ies);

(] ISFL does not have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL does not have any material conflict of interest in the subject company(ies) at the time of publication of this document;
(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

(] ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the subject company (ies) in
the past twelve months;

. ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;
(] None of the research analysts have served as an officer, director or employee of the subject company (ies);

. ISFL has not been engaged in the market making activity for the subject company (ies);
GENERAL TERMS AND CONDITION/ DISCLAIMERS:
This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed to be reliable. However,
we do not guarantee its accuracy and the information may be incomplete and condensed. Note however that, we have taken meticulous care to ensure that the facts
stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other employee of our company is in any way responsible for its contents. The
Company’s research department has received assistance from the subject company (ies) referred to in this document including, but not limited to, discussions with
management of the subject company (ies). All opinions, projections and estimates constitute the judgment of the author as of the date of this document and these,
including any other information contained in this document, are subject to change without notice. Prices and availability of financial instruments also are subject to
change without notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the information
current. Also, there may be regulatory, compliance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any decision to purchase/sale
securities mentioned in this document must take into account existing public information on such security or any registered prospectus. The appropriateness of a particu-
lar investment, decision or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this docu-
ment may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. 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 docu-
ment (including the merits and risks involved).

This document 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 wouﬁ:l be contrary to law, regulation or which would subject the company to any registration or
licensing requirement within such jurisdiction. Further, this document is not directed or intended for distribution to the US taxpayers covered under US Foreign Account
Tax Compliance Act (FATCA) provisions. 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

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. Any comments or
statements made herein are those of the analyst and do not necessarily reflect those of the company. No matter contained in this document may be reproduced or
copied without the consent of the company. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The
information contained in this document is intended solely for the recipient and may not be further distributed by the recipient. The Company accepts no liability
whatsoever for the actions of third parties.

The research analyst(s} of this document certifies that all of the views expressed in this document accurately reflect their personal views about those issuer(s) or
securities. Analyst’s holding in the stocks mentioned in the Report:-NIL
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CONTACT DETAILS

Management Designation Email ID Direct No. (+91-22)
Nandkishore Gupta Managing Director ngupta@indsec.com 6114 6101/02
Research Team Designation [Sectors Covered] Email ID Direct No. (+91-22)
Milan Wadkar Head - Institutional Equities milanw@indsec.co.in 6114 6105
Rahul Dani Research Analyst (Auto, Media, Textiles & Midcap) rahuld@indsec.co.in 6114 6116
Jimeet Shah Research Analyst (Cap Good, Infra & Midcap) jimeets@indsec.co.in 6114 6109
Ayush Jain Research Associate (Banking, Pharma & Midcap) ayushjain@indsec.co.in 6114 6140
Kimberly Paes Research Associate (FMCG, Cement & Midcap) kimberlyp@indsec.co.in 6114 6111
Deepesh Panchawala Technical Analyst deepeshp@indsec.co.in 6114 6138
Institutional Sales Team Designation Email ID Direct No. (+91-22)
Parag Shah Sales Trader parags@indsec.co.in 6114 6133
Aashish Parekh Asst. Sales Trader aashishp@indsec.co.in 6114 6134

For additional information please contact: research@indsec.co.in, or visit us at www.indsec.co.in

Indsec Securities & Finance Ltd, 301/302, "215 Atrium", "A" Wing, Andheri-Kurla Road, Chakala, Andheri (East), Mumbai - 400 093

Telephone: +91 22 6114 6114 / 6114 6100, Fax: +91 22 6114 6180 / 86
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