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Buy in the band of Rs 658-696 and further add at Rs 593 Rs 738 Rs 818 2 quarters

Our Take:

Vishnu Chemicals Ltd (VCL) is India’s largest manufacturer of Chromium and Barium compounds. The company has a strong moat of being a
low cost manufacturer and a leader in a niche industry, its products has varied applications across 20 sectors like Leather, Pharmaceuticals,
Glass, Paints & Coatings, Tiles, Wood preservatives etc. Chromium is used to harden steel, to manufacture stainless steel (named as it won't
rust) and to produce several alloys. Chromium plating can be used to give a polished mirror finish to steel. Chromium plating was once widely
used to give steel a polished silvery mirror coating. Chromium is used in metallurgy to impart corrosion resistance and a shiny finish; as dyes
and paints, its salts colour glass an emerald green and it is used to produce synthetic rubies; as a catalyst in dyeing and in the tanning of
leather; to make molds for the firing of bricks.. VCL has overall 170+ customers globally with top customer contributing ~5% of revenues and
top 10 contributing ~20% of overall revenues. Its products are sold across 57 countries around the world while exports contribute ~50% of
overall revenues. Over the years, the company has been constantly expanding its product portfolio from basic chromium to its derivative
products and had also entered the highly synergic, Barium segment in 2015 with the acquisition of Barium carbonate facility of Solvay Barium
GMBH in India. Going forward, we are positive on the growth prospects of the company on the back of 1) Constant expansion of its product
application across industries 2) Backward integration by setting up Soda Ash unit which is expected to be commissioned by Q4FY22 at a capex
of Rs. 120Cr for Chromium chemicals which will be margin accretive 3) Incremental capacity expansion in Barium segment provides good
visibility of future growth and 4) Post completion of investment phase in FY22, we expect VCL to generate strong cash flows which will aid in
deleveraging its balance sheet and thereby improve its return ratios.

Valuation & Recommendation:

VCL had witnessed a muted earnings growth of 7.9% CAGR during FY15-21. Going forward, in our view, VCL can show acceleration in topline
and bottomline. We expect, its revenue, EBITDA and PAT are likely to record a growth of 16/36% and 51% CAGR over FY21-23E along with
consistent FCF generation and improvement in working capital. Segment-wise, we expect Chromium and Barium revenues to grow at CAGR
15% and 17% respectively over FY21-23E. Higher PAT growth will be driven by strong operating performance across both Chromium and
Barium segments where we expect segment-wise EBITDA margins to expand by 600/400 bps respectively over FY21-23E. At a consolidated
level, we expect overall margins to expand by 430 bps to 15.9% in FY23E v/s 11.6% in FY21. Also strong cash flows on the back of better
operating performance will result in lower debt, aiding lower interest cost which will further be earnings accretive.
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The stock is currently trading at valuation of 10x FY23E earnings. We feel the base case fair value of the stock is Rs. 738 (11.5x FY23E) and bull
case fair value is Rs. 818 (12.75x FY23E). We recommend investors to buy the stock in the band of Rs. 658-696 and further add at Rs. 593.

Financial Summary

Total Operating Income 913
EBITDA 27 18 51 25 9 102 82 79 112 145
Depreciation 6 5 10 5 11 21 20 20 23 27
Other Income 1 1 -10 1 -17 3 7 3 3 6
Interest Cost 6 7 -12 7 -20 47 39 27 24 20
Tax 5 -5 -188 3 80 13 8 0 16 26
PAT 12 12 -7 11 7 24 22 34 52 78
Diluted EPS (Rs) 10 10 -7 9 7 21 19 29 42 64
RoE 12% 10% 14% 18% 24%
P/E (x) 33 36 23 16 10
EV/EBITDA 10 13 13 9 7

(Source: Company, HDFC sec)

Q1FY22 Result Review

VCL reported steady performance in Q1FY22 which was on the back of favorable base. Consolidated net revenue/EBITDA on a YoY basis grew
by 31/51% while PAT declined by 7% mainly on account of deferred tax benefits of Rs. 5.1Cr in the in Q1FY21. However, at the PBT level, VCL
registered a strong growth of 132% on a YoY basis. Segment-wise Chromium/ barium revenues grew by 22/58% respectively on YoY basis.

EBITDA for the quarter stood at Rs. 26.8Cr which grew by 51/25% on YoY/QoQ basis while EBITDA margin for the quarter stood at 13.6%
which expanded by 190/210 bps on YoY/QoQ basis. Segment-wise Chromium margins stood at 11.9% up 120/190 bps YoY/QoQ while Barium
segment reported strong operational performance for the quarter and reported best ever performance. Its margins for the quarter stood at
21.2% up 250/90 bps on a YoY/QoQ basis.

Recent Triggers

Strong up-tick in VCL operating performance

Post the planned maintenance at VCL Vizag facility which lasted for almost 35 days in Q3FY21 and the subdued performance for the 1st three
qguarters of FY21 due to pandemic led challenges, the overall operational performance of the company has been back on track for the last 2
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quarters. The company has been continuously accelerating its constant efforts in expanding its product applications across industries. In the
Barium business, VCL has been benefiting with higher realizations which has resulted in better operating performance for the company.

Quarterly Revenue Trend Quarterly EBITDA Margin trend
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(Source: Company, HDFC sec)

Incremental capacity expansion in Barium segment provides good visibility of future growth

VCL’s created a niche for itself as a dominant player in India with ~40% market share in the highly heavy duty process Barium compounds
industry. It had forayed in this space in 2015 with the acquisition of loss making Barium carbonate facility of Solvay Barium GMBH in India.
Post the acquisition, the company has fully turned around the business. Currently VCL is the largest player in India in this segment and the
2nd largest player is 1/10 of its size. The key raw material for this product is barite which is locally sourced through Andhra Pradesh Mineral
Development Corp (APMDC) mines. In the international market, it competes with Solvay Belgium and few other Chinese companies. It has
been constantly focusing on consumable category of products which have a strong synergy with their Chromium compounds segment.

VCL conducts the Barium business through its wholly owned subsidiary ‘Vishnu Barium Pvt Ltd’ wherein its current capacity is at 40k MTPA.
The company is in the process of expanding its capacity by 50% to 60k MTPA which will be commissioned by Q4FY22. The total capex outlay
behind this project is Rs. 30Cr. Post this capex, it also aims to enter into Barium derivatives segment and get into products like Barium
Hydroxide and Barium Sulphate which have varied applications. Barium Sulphate is an import substitution product which is used as a filler in
automotive paints to give glossy effect. Going forward, we expect Barium segment revenues to grow at CAGR 16% over FY21-23E.
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Barium revenue to grow at CAGR 17% over FY21-23E Barium margins to expand by 400bps over FY21-23E
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Backward integration of Soda Ash unit by Q4FY22 to be margin accretive for the Chromium business

In the chromium business, VCL is an undisputed leader in India with a 70k MTPA capacity at its Vizag facility. The company mainly produces
sodium dichromate and based on this, for last 7-8 years it has been constantly expanding its derivatives product portfolio which has
applications across industries. Around of 1/3rd of sodium dichromate is sold in market while other 2/3rd is used for manufacturing derivative
products. Two key raw materials i.e. Chrome ore and soda ash are its key raw materials for this segment. VCL mainly sources its chrome ore
requirement through imports from South Africa while Soda ash is the largest contributor in its raw material basket with ~65%+ share in overall
material consumed. Currently, the company has been mainly importing soda ash for its raw material requirements. In order to insulate itself
from volatile raw material prices and improve its cost efficiency, VCL has invested Rs. 120Cr behind setting-up an in-house 30k MTPA soda
ash capacity. This will cater to almost 60% of its soda ash requirements and is likely to have substantial cost saving which will be in the tune
of almost Rs. 8/Kg on cost of soda ash. The company has already started trial run for the same and the entire capacity is expected to commence
production Q4FY22 onwards. VCL is also implementing its Carbon Di-oxide (CO2) gas recovery plant which will reduce its demand for sulphuric
acid and can lead to substantial cost savings. Going forward, on the back of its backward integration, we expect strong visibility of margin
improvement in the Chromium compounds segment. We have penciled in a 15% margin for this segment for FY23E v/s 10% in FY21 and 12-
13% over FY17-FY19.
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Chromium revenue to grow at CAGR 15% over FY21-23E Chromium margins to expand by 600bps over FY21-23E
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Long Term Triggers

Constant focus on expansion of its product application across industries

VCL was mainly in the sodium dichromate segment, in the last 7-8 years it has scaled-up its capabilities in the chromium derivatives segment.
Sodium dichromate is used as oxidizing agent for many organic synthesis and bulk drugs especially ibuprofen production. It also has usage in
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metal finishing industries, anti-corrosive applications, water treatment chemicals, pigments, paints etc. Apart from this, VCL’s other products
includes- Basic chrome sulphate which is mainly used in leather tanning industry having applications primarily in the auto seat
covers/accessories and furniture segment. In the US, chromic acid is used as a coating on lumber wood to make it termite resistant. Also
chrome oxide green has several applications like roofing/ ceramic tiles, coatings and inorganic pigment in paints. Sodium sulphate is used as
a filler in manufacturing of detergents, glass, paper and textile materials. Potassium dichromate is used in manufacturing of matches, dyes,
glass, ceramics and wood treatments. Barium chemicals are mainly used in ceramic tiles for a glossy finish and has application in chlorine/
caustic soda industry.

Revenue Break-up FY21: Chromium segment Revenue Break-up FY21: Barium segment
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(Source: Company, HDFC sec)

Export business, key growth drivers and game changer for VCL

VCL currently exports to over 57 countries across the world. Over the years, exports has been a key growth driver for the company which as
on FY21 contributed ~50% of overall revenues v/s 36% in FY16. Chromium exports grew at a CAGR 11% v/s overall chromium revenues growth
of 4.4% over FY16-21. In the international markets VCL competes to companies like Sisecam based in Turkey, Lanxess in South Africa and

Elementis based in USA.

In case of Barium segment, VCM ventured into this segment in FY15 with acquisition of Barium carbonate facility of Solvay Barium GMBH in
India. In the initial phase its revenue was highly dependent on domestic market but gradually exports became the key growth driver for the
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company resulting a turnaround for the segment with a profitable and a sustainable growth. Barium exports grew at a CAGR of 70% over

FY16-21.
Chromium exports business grew at CAGR 11% over FY16-21 Barium exports business grew at CAGR 70% over FY16-21
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Strong visibility of improvement in cash flow generation Improvement in Net D/E and Return ratio
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Segment-wise volume break-up trend of VCL
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(Source: Company, HDFC sec)

What could go wrong?

High promoter pledge

The promoter pledge of his holding in the company as on Q1FY22 stood at 40.4%. However the pledge share has been continuously declining
from 45.7% in Mar’19 and 41.2% in Mar '20. The promoter pledge was done mainly for working capital requirements and expansion of
operations of VCL. Inability of reducing the pledge over next few years can have an overhang on the stock performance. Further the promoters
have foregone dividend on 7% 7.66 cr preference shares of Rs.10 each invested by them in VCL a few years back.

Higher completion from international players resulting price erosion
VCL has been a key beneficiary of its low cost business model compared to other global peers. Any aggressive disputing pricing strategy by
global competitors resulting in price erosion can be detrimental for VCL future earnings growth trajectory.

Inability to continue growth momentum in exports business

VCM exports business has been a key growth driver for the company while the domestic business has been a laggard. Going forward, we
expect the export business to continue the growth momentum, in-case if there are any divergent trends on the exports side there can be an
impact of companies overall performance.
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Inability to sustain high margins in the Barium business

The Barium business has been reporting healthy margins and further are likely to expand on the back of operating leverage mainly driven by
higher volume growth due to incremental capacity expansion. Incase if the company takes longer than expected time to utilize the new
capacity there can be a downward revision to growth estimates for Barium segment.

Backward integration of soda ash facility for Chromium compounds
Inability to commence production on time or higher than expected time in resolving initial teething challenges can result in cost overruns
which can have short to medium term impact on the operations performance of the company.

Rise in prices of raw materials and fuels like Coal/pet-coke could impact the margins unless VCL is able to pass over the rise.

About the company

Vishnu Chemical Ltd (VCL), was incepted in 1989 and is the largest manufacturer of Chromium and Barium compounds in India. Since the
inception the company has aggressively grown both in organic and inorganic way. It had acquired pier Keystone industries Bhllai Chhattisgarh
facility in 1999 and had acquired Barium carbonate facility from Solvay Barium GMBH in 2015. The company has 5 manufacturing facilities
located at Vizag-AP, Srikalahasti-AP, Jeedimetla- AP, Kazipally-Telangana and Bhillai-Chattishgarh. Its current capacity in the chromium and
barium space is 70k and 40k MT respectively.

Region-wise Revenue Break-up_ Segment-wise Revenue Break-up

= Domestic = Exports = Chromium = Barium

(Source: Company, HDFC sec)

10 /RETAILRESEARCH




a securities & '
Vishnu Chemicals Ltd. 20

Click. Invest. Grow. YEARS

Financials — Consolidated

Income Statement Balance Sheet
I 7 N T T T

Net Revenues 769 674 679 797 913 SOURCE OF FUNDS

Growth (%) 20% -12% 1% 17% 15% Share Capital 89 89 89 89 39

Operating Expenses 667 591 600 686 768 Reserves 130 148 184 227 301

EBITDA 102 82 79 112 145 Shareholders' Funds 219 237 273 316 340

Growth (%) 26% -19% -4% 42% 30% Long Term Debt 272 252 259 239 209

EBITDA Margin (%) 13.3 12.2 11.6 14.0 15.9 Net Deferred Taxes 37 40 37 37 38

Depreciation 21 20 20 23 27 Other Liabilities 40 34 37 39 41

EBIT 81 62 58 89 118 Minority Interest

Other Income 3 7 3 3 6 Total Source of Funds 568 562 606 631 628

Interest expenses 47 39 27 24 20 APPLICATION OF FUNDS

PBT 37 30 34 68 105 Net Block & Goodwill 350 338 387 415 413

Tax 13 8 0 16 26 CWIP 19 36 24 12 12

RPAT 24 22 34 52 78 Other Non-Current Assets 14 14 12 12 18

APAT 24 22 34 52 78 Total Non-Current Assets 383 389 424 439 443

Growth (%) 69% -9% 55% 50% 52% Current Investments 1 1 1 1 1

EPS 21.0 18.6 29.0 42.3 64.1 Inventories 190 208 191 218 213
Trade Receivables 134 91 116 131 150
Cash & Equivalents 14 15 11 14 18
Other Current Assets 34 31 31 32 37
Total Current Assets 374 347 350 396 418
Trade Payables 139 138 137 164 188
Other Current Liab & Prov 50 36 31 40 45
Total Current Liabilities 189 174 168 203 232
Net Current Assets 185 173 182 192 185
Total Application of Funds 568 562 606 631 628
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Cash Flow Statement

37 30 34 68 105

Reported PBT
Non-operating & EO items
Interest Expenses
Depreciation

Working Capital Change

Tax Paid

OPERATING CASH FLOW ( a)
Capex

Free Cash Flow

Investments

Non-operating income
INVESTING CASH FLOW (b))
Debt Issuance / (Repaid)
Interest Expenses

FCFE

Share Capital Issuance
Others

FINANCING CASH FLOW (c)
NET CASH FLOW (a+b+c)

Vishnu Chemicals Ltd.

1
40
21
12
-12
100
-25

75

2
30
20

-21
-12
49
-26
23

2
22
20
-5
-7
67

-54
13

0
24
23
-7

-16
91
-38
53

0
20
27
11

-26
136
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Profitability Ratios (%)
EBITDA Margin

EBIT Margin

APAT Margin

RoE

RoCE

Solvency Ratio

Net Debt/EBITDA (x)
Net D/E

PER SHARE DATA
EPS

CEPS

Dividend

BVPS

Turnover Ratios (days)
Debtor days
Inventory days
Creditors days
VALUATION

P/E

P/BV

EV/EBITDA

EV / Revenues
Dividend Yield (%)
Dividend Pay-out

13.3%
10.6%
3.2%
12%
14%

2.5
1.2

21.0
1.0
1.0

179.4

66
88
75

33

10
14
0.0
4.8

12.2%
9.2%
3.3%

10%
11%

2.9
1.0

18.6
1.0
1.0

193.8

61
108
75

36

13
1.6
0.0
5.4

11.6% 14.0% 15.9%
8.6% 11.1% 12.9%
5.1% 6.5% 8.6%

14% 18% 24%
10% 14% 19%
3.1 2.0 13
0.9 0.7 0.6
29.0 42.3 64.1
1.2 1.7 5.5
1.0 1.0 1.0
223.4 258.5 278.5
55 60 60
107 100 85
74 75 75
23 16 10

3 3 2

13 9 7
1.6 13 1.1
0.0 0.0 0.0
3.4 2.4 1.6

(Source: Company, HDFC sec Research)
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One Year Stock Price Chart
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They offer
stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the level
of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove their
mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Nirav Savai, MBA, 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. HSL has no material adverse disciplinary history as on the date of publication of this report. 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 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 not have any material conflict of interest.

Any holding in stock — No

HDFC 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 meant for sole use by the recipient and not for circulation. 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. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended to be
complete and 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 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. 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.

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.
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 t 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.
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