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April 21, 2020 

CMP: | 48   Target:| 50 (5%)  Target Period: 12 months 

Himadri Speciality Chemical (HIMCHE) 

 HOLD 

 

Transition to speciality some time away… 

Himadri Speciality Chemicals (HSCL) is a carbon product manufacturer 

manufacturing coal tar pitch (CTP) used in aluminium, graphite electrode 

industry and carbon black, which is used in the tyre industry. Both its 

products are industrial in nature and quite essential in their user industries. 

However, this is a steady state business with limited competitive edge and 

minimal excitement for investors. However, HSCL has in the past laid out a 

strategy to venture into new age technological products like speciality 

carbon black that is to be used in paints, plastics, etc. and advance carbon 

material, which is to be used in electric cells/ lithium-ion battery. Both these 

products were supposed to earn very high margins and consequent return 

ratios matrix, thereby putting HSCL into a new orbit of speciality products 

manufacturer. Both projects, however, were delayed with extensions time 

and again. Speciality carbon black project finally came on stream at the end 

of January 2020 (vs. initial indication of early FY20E commissioning) and is 

yet to produce the desired grades. Advance carbon material is yet to be 

commissioned (initial indication of early FY20E commissioning in phases). 

This inordinate delay has led to a sharp de-rating of the HSCL stock with the 

company now commanding a valuation multiple in tandem with its 

commoditised nature of business. We believe this will likely continue before 

any meaningful contribution from the new age technology products.  

Margins fall sharply in sync with muted demand prospects 

By virtue of HSCL supplying essential compound for user industries like 

aluminium, graphite electrode and tyres (automobile), margins were on an 

uptrend tracking robust demand prospects in user industries amid limited 

competition domestically. EBITDA margins expanded from 12.3% in FY16 

to 22.6% in FY19 with corresponding EBITDA/tonne improving from  

~| 4,800/tonne in FY16 to ~| 14,800 in FY19. However, with current muted 

demand prospects in user industries along with incremental capacities in 

market place, margins are under pressure with EBITDA/tonne dropping to 

~| 9,300 in FY20E with corresponding EBITDA margins at 16.5%. With the 

commissioning of new products, which are margin accretive in nature, we 

expect the EBITDA/tonne to improve to ~ | 10,700/tonne in FY22E with 

consequent EBITDA margins at 18.2% in FY22E. 

Valuation & Outlook 

Building in the prevailing muted demand prospects both domestically as 

well as globally in its base business and delay in commissioning of new 

projects, we expect HSCL to clock sales, PAT CAGR of 7.0%, 14.3%, 

respectively, in FY20E-22E. With a decline in margin profile, return ratios 

matrix has reduced to ~10% RoE, which significantly limits our ability to 

assign a higher valuation multiple to HSCL. Consequently, we value HSCL at 

| 50 i.e. 10x P/E on FY22E EPS of | 5.0. We derive some comfort from 

consistent CFO generation with controlled leverage on B/S (debt: equity at 

~0.3x). We downgrade the stock from BUY to HOLD. 

 

K ey F in an cials F Y18 F Y19 F Y20E F Y21E F Y22E C AG R  (F Y20E -22E )

Net S a les 1971 2377 1802 1581 2062 7.0%

E B ITD A 450 537 297 281 375 12.4%

E B ITD A Margins (% ) 22.8% 22.6% 16.5% 17.8% 18.2%

Net P rofit 243 307 161 139 210 14.3%

E P S  (₹) 5.8 7.3 3.8 3.3 5.0

P /E 8.3 6.5 12.5 14.5 9.6

R oNW (% ) 16.7 18.3 8.8 7.1 9.7

R oC E  (% ) 18.2 22.7 11.0 9.6 12.4  
  

Source: Company, ICICI Direct Research 

 

Particulars 
 

S to ck D ata ₹ cro re

Marke t C apita liza tion 2008

Tota l D ebt (F Y19) 458

C ash and C ash E quiva lent (F Y19) 47

E nte rprise  V a lue 2420

52 week H /L 117 / 27

E quity C apita l 41.9

F ace  V a lue ₹ 1  
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Financial Summary  

Exhibit 1: Profit and loss statement                                  | crore 

(Year-en d  March ) F Y19 F Y20E F Y21E F Y22E

Net S a les 2376.6 1802.5 1580.6 2062.0

O ther O pera ting Income 0.0 0.0 0.0 0.0

To tal O p eratin g  In co m e 2376.6 1802.5 1580.6 2062.0

G rowth (% ) 20.6 -24.2 -12.3 30.5

R aw Mate ria l E xpenses 1,587.8 1,219.2 1,051.1 1,360.9

E mployee  E xpenses 58.1 72.6 74.8 78.4

O ther O pera ting E xpense 193.3 213.9 174.1 247.4

Tota l O pera ting E xpenditure 1,839.2 1,505.6 1,299.9 1,686.7

E B ITD A 537.4 296.8 280.6 375.3

G rowth (% ) 19.4 -44.8 -5.5 33.7

D eprecia tion 32.5 36.4 51.1 55.7

Inte rest 70.6 53.2 51.8 44.9

O ther Income 10.7 12.3 12.6 13.2

P B T 445.0 219.6 190.3 287.8

E xceptiona l Item 0.0 0.0 0.0 0.0

Tota l Tax 137.7 58.7 51.4 77.7

P AT 307.3 160.9 138.9 210.1

G rowth (% ) 26.7 -47.6 -13.7 51.3

E P S  (₹) 7.3 3.8 3.3 5.0   
Source: Company, ICICI Direct Research 

Exhibit 2: Cash flow statement                                         | crore 

(Year-en d  March ) F Y19 F Y20E F Y21E F Y22E

P rofit a fte r Tax 307.3 160.9 138.9 210.1

Add: D eprecia tion 32.5 36.4 51.1 55.7

(Inc)/dec in C urrent Asse ts -282.0 143.7 106.2 -222.6

Inc/(dec) in C L  and P rovisions 284.7 -129.9 -34.4 74.7

O thers 70.6 53.2 51.8 44.9

C F  fro m  o p eratin g  activ ities 413.0 264.2 313.6 162.9

(Inc)/dec in Investments 94.0 80.0 10.0 0.0

(Inc)/dec in F ixed Assets -132.1 -330.0 -180.0 -50.0

O thers -37.3 0.0 0.0 0.0

C F  fro m  in vestin g  activ ities  -75.4 -250.0 -170.0 -50.0

Issue /(B uy back) o f E quity 0.0 0.0 0.0 0.0

Inc/(dec) in loan funds -165.5 50.0 -75.0 -50.0

Inte rest & D ividend pa id -78.1 -63.2 -60.2 -53.3

Inc/(dec) in S ha re  C ap 0.0 0.0 0.0 0.0

O thers -78.9 0.0 0.0 0.0

C F  fro m  fin an cin g  activ ities -322.5 -13.2 -135.2 -103.3

Net C ash flow 15.2 1.0 8.4 9.6

O pening C ash 31.4 46.6 47.6 56.0

C lo s in g  C ash 46.6 47.6 56.0 65.6   
Source: Company, ICICI Direct Research 

 

 

Exhibit 3: Balance Sheet                                                   | crore 

(Year-en d  March ) F Y19 F Y20E F Y21E F Y22E

L iabilities

E quity C apita l 41.9 41.9 41.9 41.9

R eserve  and S urplus 1,635.4 1,786.2 1,916.7 2,118.5

To tal S h areh o ld ers  fu n d s 1677.2 1828.1 1958.6 2160.3

To tal D eb t 458.4 508.4 433.4 383.4

D efe rred Tax L iability 130.8 130.8 130.8 130.8

Minority Inte rest / O the rs 4.0 4.0 4.0 4.0

To tal L iab ilities 2270.4 2471.3 2526.8 2678.6

Assets

G ross B lock 1,577.9 1,884.3 2,204.3 2,254.3

L ess: Acc D eprecia tion 487.8 524.1 575.2 631.0

Net B lo ck 1090.1 1360.2 1629.1 1623.3

C apita l WIP 126.4 150.0 10.0 10.0

Tota l F ixed Assets 1,216.5 1,510.2 1,639.1 1,633.3

Investments 259.2 179.2 169.2 169.2

Inventory 538.9 493.8 433.0 564.9

D ebtors 374.0 296.3 259.8 339.0

L oans and Advances 54.2 39.7 31.6 41.2

O ther C urrent Asse ts 168.3 161.9 161.0 163.0

C ash 46.6 47.6 56.0 65.6

Tota l C urrent Asse ts 1,182.1 1,039.3 941.5 1,173.7

C urrent L iabilities 513.0 375.4 342.0 414.5

P rovisions 0.6 8.1 7.1 9.3

C urrent L iabilities & P rov 513.5 383.6 349.1 423.9

Net C u rren t Assets 668.5 655.7 592.4 749.8

O thers Assets 126.2 126.2 126.2 126.2

Ap p licatio n  o f F u n d s 2270.4 2471.3 2526.8 2678.6   
Source: Company, ICICI Direct Research 

 

Exhibit 4: Key ratios                                                          

(Year-en d  March ) F Y19 F Y20E F Y21E F Y22E

P er sh are d ata (₹)

E P S 7.3 3.8 3.3 5.0

C ash E P S 8.1 4.7 4.5 6.4

B V 40.1 43.7 46.8 51.6

D P S 0.2 0.2 0.2 0.2

C ash P er S ha re  (Incl Invst) 7.3 5.4 5.4 5.6

O p eratin g  R atio s  (% )

E B ITD A Margin 22.6 16.5 17.8 18.2

P AT Margin 12.9 8.9 8.8 10.2

Inventory days 82.8 100.0 100.0 100.0

D ebtor days 57.4 60.0 60.0 60.0

C reditor days 62.8 55.0 55.0 55.0

R etu rn  R atio s  (% )

R oE 18.3 8.8 7.1 9.7

R oC E 22.7 11.0 9.6 12.4

R oIC 29.0 13.0 10.5 13.7

V alu atio n  R atio s  (x)

P /E 6.5 12.5 14.5 9.6

E V  / E B ITD A 4.5 8.3 8.5 6.2

E V  / Net S a les 1.0 1.4 1.5 1.1

Marke t C ap / S a les 0.8 1.1 1.3 1.0

P rice  to  B ook V a lue 1.2 1.1 1.0 0.9

S o lven cy  R atio s

D ebt/E B ITD A 0.9 1.7 1.5 1.0

D ebt / E quity 0.3 0.3 0.2 0.2

C urrent R a tio 2.4 3.0 3.0 3.0

Q u ick R atio 1.1 1.2 1.2 1.2   
Source: Company, ICICI Direct Research 
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RATING RATIONALE 

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its 

stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold, 

Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as 

the analysts' valuation for a stock 

 

Buy: >15%  

Hold: -5% to 15%; 

Reduce: -15% to -5%; 

Sell: <-15% 

 

 

Pankaj Pandey Head – Research pankaj.pandey@icicisecurities.com 

  

ICICI Direct Research Desk, 

ICICI Securities Limited, 

1st Floor, Akruti Trade Centre, 

Road No 7, MIDC, 

Andheri (East) 

Mumbai – 400 093 

 

 research@icicidirect.com  
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ANALYST CERTIFICATION  

I/We, Chirag Shah PGDM and Shashank Kanodia, CFA, MBA (Capital Markets), Research Analysts, 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. 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. It is also confirmed 

that above mentioned Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies 

mentioned in the report. 

Terms & conditions and other disclosures: 

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial  products. ICICI Securities Limited is a SEBI registered 

Research Analyst with SEBI Registration Number – INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank 

and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on 

www.icicibank.com  

 

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship 

with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the 

securities or derivatives of any companies that the analysts cover.  

 

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as 

such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports. 

 

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.  

 

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may 

not match or may be contrary with the views, estimates, rating, target price of the Institutional Research. 

 

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected 

recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would 

endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI 

Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in 

circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.  

 

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein 

is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers 

simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting 

and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who 

must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. 

The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities 

whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks 

associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.  

 

ICICI Securities 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.  

 

ICICI Securities 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.  

 

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates 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 ICICI Securities nor Research Analysts and their relatives 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.  

 

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of 

the research report.  

 

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this 

report.  

 

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  

 

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.  

 

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.  

 

This report 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 would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. 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. 

 

 


