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Particulars FY19 FY20E FY21E
Net Sales 35,286 37,393 39,830
EBITDA 6,225 5,588 6,304
Net Profit 3,885 3,388 3,808
EPS %/ share) 22.5 19.7 22.1
RoNW (%) 23.6%  17.7%  17.2%
RoCE (%) 189%  151%  15.8%
P /E (x) 5.6 6.4 5.7
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Key Result Highlights — Q2FY20

»  Phillips Carbon Black (PCBL) reported a de-growth of 2% YoY in top-line at ¥8630mn led
by lower revenue in carbon black segment. Sales volume in both rubber carbon black and
specialty carbon black segment improved 2-4% YoY however pricing pressure in specialty
carbon black segment impacted topline.

> EBITDA in Q2FY20 stood at €1318mn down ~24% YoY with corresponding EBITDA
margins at 15.3% (down 459 bps YoY) however margins were up 285 bps QoQ.

» Consequently, the company reported a PAT of %77 1mn in Q2FY20, down by ~29% YoY
largely due to lower operating profitability. PAT margins stood at 8.93% vs. 12.35% in
Q2FY19.

» Timely commissioning of facility at Palejin H2FY20 augurs well for PCBL. We believe this will
provide a surge in volumes and improve overall profitability for the company.

Earnings Highlights & Investment Rationale

> PCBL reported lower numbers due to challenging business environment — Company
recorded sluggish results with net sales coming in at ¥8630mn (down 2% YoY, down
5.3% QoQ) on the back of pricing pressure in specialty carbon black segment coupled
with degrowth in domestic sales volumes. Domestic automotive sector has witnessed de-
growth during H1FY20 largely on account of higher upfront costs to customers due to
change in regulatory measures relating to insurance and the recent NBFC liquidity woes.
Also, consumption slowdown in sectors such as paints, plastics etc worsened the situation in
domestic market. Due to all these challenges, domestic sales volumes of the company
decreased 11% YoY to 69,747 MT, however exports volumes grew by 54% YoY to
32,574 MT. However, company reported better EBITDA margins at 15.27% in Q2FY20
vs. 12.42% in QT1FY 19 due to lower operating costs.

» Timely capacity expansion in specialty carbon black grade set to improve earnings —
During H2FY20, company is focused to commission specialty carbon black capacity of
32,000 MTPA which we believe would not only improve sales volume but also improve
operability as Specialty carbon black has 3-4x profitability (EBITDA/tonne) and 2x
realisation as compared to rubber carbon black. We expect sales volume in specialty
carbon black grade will increase to ~25,000 MT in FY20E & ~39,000 MT in FY21E from
19,300 MT in FY19. (Management targets to achieve 30,000 MT sales volume in
specialty carbon black grade in FY20E). With indigenous research, competitive edge,
PCBL has made a mark for itself not only in Indiabut also globally. We believe, with
expanded capacities commissioned PCBL is sweetly placed to capture demand arising
from auto sector revival as well as market share gains.

Valuation & Recommendation

With a relative weak THFY20 in both rubber carbon black and specialty carbon black
business resulting from slowdown in automotive and consumption sector we have factored a
lower topline growth of 6-7% and 15-16% EBITDA margins for FY20E & FY21E respectively.
However, with timely capacity expansion in specialty carbon black segment, we expect
volumes to improve thereby increasing overall profitability. With the full ramp up of specialty
carbon black capacity arising from the new plant in FY21E coupled with automotive sector
recovery and increased discretionary spending we are likely to see better growth in FY21E.
We expect PCBL’s topline to grow at 6.2% CAGR over FY19-FY21E (~%35,286mn to
~%39,830mn) however operating margins are expected to remain at15-16.0%. At CMP of
T125PCBL is trading at ~5.7x FY21P/E. We maintain our HOLD Rating for the stock.
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Quarterly Financials
(T mn)
Particulars Q2FY20 Q2FY19 Y-0-Y(%) Q1FY20 Q-0-Q(%)
Sales 8,630 8,803 -2.0% 9,115 -5.3%
Raw Material Expenses 5,804 5,518 5.2% 6,308 -8.0%
Employee Cost 366 347 5.5% 303 20.9%
Other operating expense 1,142 1,189 -4.0% 1,372 -16.8%
Total Expenditure 7,312 7,054 3.7% 7,983 -8.4%
EBITDA 1,318 1,749 -24.6% 1,132 16.4%
EBITDA Margin (%) 15.3% 19.9% -459bps 12.4% 285bps
Depreciation 218 175 24.7% 212 2.9%
EBIT 1,100 1,574 -30.1% 920 19.6%
EBIT Margin (%) 12.7% 17.9% -513bps 10.1% 265bps
Interest 60 77 74.6% 129 -2.0%
Other Income 49 32 54.1% 58 -15.2%
PBT 1,027 1,536 -33.1% 854 20.3%
Taxes 257 456 -43.7% 207 24.0%
PAT 771 1,080 -28.6% 647 19.2%
PAT Margins% 8.9% 12.3% -334bps 7.1% 183bps
EPS 4.5 6.3 -28.6% 3.8 19.2%
Particulars Q2FY20 Q2FY19 Y-0-Y(%) Q1FY20 Q-0-Q(%)
Production Volumes (MT) 106,706 101,871 5% 103,678 3%
Capacity Utilisation 90% 93% -3% 88% 2%
Total Sales Volume (MT) 102,321 99,854 2.3% 107,077 -4%
Domestic Sales volume (MT) 69,747 78,760 -11% 78,696 -11%
Exports Sales Volume(MT) 32,574 21,094 54% 28,381 15%
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Financials
(¥ mn)
Income Statement (Standalone) FY17 FY18 FY19 FY20E FY21E
Net Sales 19,269 25,579 35,286 37,393 39,830
YoY Growth 32.7% 37.9% 6.0% 6.5%
EBITDA 2,861 4,043 6,225 5,588 6,304
EBITDA Margin 14.8% 15.8% 17.6% 14.9% 15.8%
Depreciation 606 605 664 792 824
EBIT 2,255 3,438 5,561 4,796 5,480
EBIT Margin 11.7% 13.4% 15.8% 12.8% 14.0%
Interest 514 414 364 375 382
Other income 189 197 188 186 120
Foreign Exchange Gain or Loss -274 -183 0 -97 -140
PBT 1,655 3,038 5,388 4,509 5,078
Tax 960 740 1,503 1,121 1,270
Tax Rate 58.0% 24.4% 27.9% 24.8% 25.0%
PAT 695 2,298 3,885 3,388 3,808
PAT Margin 3.6% 9.0% 11.0% 9.1% 9.6%
EPS ) 4.0 13.3 22.5 19.7 22.1
(¥ mn)
Balance Sheet (Standalone) FY17 FY18 FY19 FY20E FY21E
Share capital 345 345 345 345 345
Reserves & Surplus 10,915 13,379 16,136 18,792 21,778
Net worth 11,259 13,724 16,481 19,137 22,122
Long term debt 1,902 1,643 2,707 2,707 2,707
Short term debt 5,481 5,226 4,550 4,332 4,438
Total Debt 7,383 6,869 7,257 7,039 7,144
Current liabilities & Provisions 4,881 5,726 7,429 7,405 7,452
Others 2,096 2,280 2,580 2,580 2,580
Total Liabilities 25,619 28,594 33,746 36,161 39,299
Net Block 14,613 14,660 16,754 18,062 19,037
Non- current investments 2,140 3,374 2,787 2,787 2,787
Cash & Equivalent (incl Current Investment) 1,201 1,338 1,809 1,667 2,526
Inventories 2,435 3,099 4,603 5,159 5,392
Debtors 4,657 5,220 6,527 7171 8,184
Other current assets 340 229 792 839 894
Short term loans & advances 10 5 18 19 20
Current assets 8,643 9,891 13,749 14,855 17,017
Others 224 669 457 457 457
Total Assets 25,619 28,594 33,746 36,161 39,299
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(Tmn)

Cash Flow Statement (Standalone) FY17 FY18 FY19 FY20E FY21E
EBT 1,655 3,038 5,388 4,509 5,078
Depreciation 606 605 664 792 824
Inc/Dec in working capital 1,662 -46 -1,680 -1,273 -1,256
Others -455 -992 -1,472 -746 -888
CF from Operating activity 3,468 2,605 2900 3,282 3,759
Inc/Dec in Fixed assets & CWIP -406 -1,233 -2,078 -2100 -1,800
Others 48 831 -708 0 0
CF from Investment activity -359 -402 -2786 -2,100 -1,800
Inc/Dec in debt -1,068 -154 1,428 -218 106
Dividends paid -353 -252 -967 -732 -823
Others -1,950 -693 -1,165 -375 -382
CF from Financing activity -3,371 -1,099 -704 -1,325 -1,099
Inc/Dec in cash -262 1,105 -589 -142 860
Opening balance 486 224 1,328 739 597
Closing balance 224 1,328 739 597 1,457
Ratios FY17 FY18 FY19 FY20E FY21E
Margins

Gross Margin 35.8% 34.7% 34.9% 32.9% 34.1%
EBITDA margin 14.8% 15.8% 17.6% 14.9% 15.8%
EBIT Margins 11.7% 13.4% 15.8% 12.8% 13.8%
PAT Margin 3.6% 9.0% 11.0% 9.1% 9.6%

Profitability Ratios

Return on Equity (ROE) 6.2% 16.7% 23.6% 17.7% 17.2%
Return on Assets (ROA) 2.7% 8.0% 11.5% 9.4% 9.7%
Return on Cap Employed (ROCE) 4.7% 14.9% 18.9% 15.1% 15.8%

Valuation Ratios (X)

P/E 31.0 9.4 5.6 6.4 5.7
EV/EBITDA 10.8 7.3 4.9 5.5 47
EV/Sales 1.6 1.2 0.9 0.8 0.8
EV/EBIT 13.7 8.5 5.5 6.4 5.4
EBITDA/Ton 6,689 10,078 15,453 12,987 13,991
D/E 0.68 0.50 0.44 0.37 0.32

Turnover ratios

Days sales of inventories o/s 71.9 67.7 73.2 75.0 75.0
Days Sales of AR o/s 88.2 74.5 67.5 70.0 75.0
Accounts payable 122.0 99.8 80.7 77.0 77.0
Per share

EPS 4.03 13.33 22.54 19.66 22.10
DPS 6.00 2.40 3.50 3.54 3.98
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Disclaimer

Analyst Certification: |, Yogita Desai, the research analyst and author of this report, hereby certify that the views expressed in this research
report accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part
of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in
this research. The analyst(s), principally responsible for the preparation of this research report, receives compensation based on overall
revenues of the company (Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

It is confirmed Yogita Desai, the author of this report has not received any compensation from the companies mentioned in the report in the
preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings from other
business. Neither Way2Wealth nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information
contained in this report.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to
you. Way2Wealth is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security
or product, or to engage in or refrain from engaging in any such transaction. The contents of this material are general and are neither
comprehensive nor appropriate for every individual and are solely for the informational purposes of the readers. This material does not take
into account the specific objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information
in this research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other
jurisdictions may be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should
inform themselves about, and observe any such restrictions.

The report is based upon information obtained from sources believed to be reliable, but we do not make any representation or warranty that it
is accurate, complete or up to date and it should not be relied upon as such. Way2Wealth or any of its affiliates or employees makes no
warranties, either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of
suitability, fitness for a particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or
update the information or opinions in it. Way2Wealth or any of its affiliates or employees shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. The recipients of this report should
rely on their own investigations. In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect,
special, incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has advised of the possibility of such
damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are
subject to significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These
uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign
exchange rates or indices; adverse impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or
markets; increased competition; unfavorable political and diplomatic developments; change in the governmental or regulatory policies; failure
of a corporate event and such others. This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to
participate in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or redistributed
without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute or otherwise reproduce any
information provided by Way2Wealth in any format to anyone. Way2Wealth and its affiliates, officers, directors and employees including persons
involved in the preparation or issuance of this report may from time to time have interest in securities / positions, financial or otherwise in the
securities related to the information contained in this report.

To enhance transparency, Way2Wealth has incorporated a Disclosure of Interest Statement in this document. This should, however, not be
treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement in Phillips Carbon Black Ltd. as on November 15, 2019

Name of the Security Phillips Carbon Black Ltd.
Name of the analyst Yogita Desai
Analysts’ ownership of any stock related to the information NIL
contained

Financial Interest

Analyst : No

Analyst’s Relative : Yes / No No

Analyst’s Associate/Firm : Yes/No No
Conflict of Interest No
Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained
Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.
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