!
:

Jyoti Resins & |

(/-/ ‘RETAILRESEARCH
’

EI HDFC securities | “V (&~

Click. Invest. Grow.




™
\
)

i

o o o ' HDFC securities
1 Jyoti Resins & Adhesives Ltd. L Horc sites | 205

Industry Recommendation Base Case Fair Value Bull Case Fair Value Time Horizon

Specialty Chemicals Rs. 1638 Buy in Rs. 1621-1650 band and add more on dips in Rs. 1450-1475 band Rs. 1806 Rs. 1936 3-4 quarters

HDFC Scrip Code JYORESEQNR Our Take:
BSE Code 514488 Jyoti Resins & Adhesives Ltd. (JRAL) offers a wide range of synthetic wood adhesives (white glue) under their flagship brand, Euro 7000.

NSE Code - Euro 7000 has grown exponentially over last few years and is now the second largest selling wood adhesive brand in India's retail segment.
Bloomberg JRAIN While it has a sales footprint across 13 states, Gujarat, Madhya Pradesh, Rajasthan, Maharashtra, Karnataka and Telangana are the top
CMP (Nov 15, 2023) 1638 volume contributing states. The company’s proprietary brand, Euro 7000, commands superior recall and traction for consistency, quality,
Equity Capital (RsCr) 12 and service. JRAL is engaged in the manufacture of various types of wood adhesives with different formulations, such as waterproof, anti-
Face Value (Rs) 10 termite, fast-drying, weather-proof and anti-fungal adhesives.

Equity Share O/S (Cr) 1.2
Market Cap (RsCr) 1966
Book Value (Rs) 113 Valuation & Recommendation:

Avg. 52 Wk Volumes (in ‘000s) 15 JRAL adopts a low-cost manufacturing approach and operates with an asset-light strategy, focusing on efficiency and profitability. The
52 Week High 1780 company has successfully limited overall manpower costs to a commendable 15-16% of its revenues, demonstrating prudent cost
52 Week Low 1055 management. Moreover, selling and distribution expenses are meticulously maintained below 13-14%, further optimising operational
expenses. The company achieved an impressive asset turnover rate of 8x, indicating the company's ability to generate significant revenue
relative to its asset base. In addition, the company stands out in the industry with one of the highest EBITDA per tonne compared to its
peers, showcasing its exceptional profitability. The company's prudent working capital management has enabled it to operate without
any debt, and it maintains a positive operating cash flow and free cash flow position. This financial strength underscores JRAL's prudent
financial management and sustainable business practices.

Share holding Pattern % (Sept, 2023)
Promoters

Institutions

Non Institutions
\ Total

' ‘ We think the base case fair value of the stock is Rs 1806 (28x FY25E EPS) and the bull case fair value of is Rs 1936 (30x FY25E EPS).
‘ Investors can buy the in stock Rs 1621-1650 band (25x FY25E EPS) and add more on dips in Rs 1450-1475 band (23x FY25E EPS).

HDFCsec Retail research
stock rating meter

for details about the ratings, refer at the end of the report

* Refer at the end for explanation on Risk Ratings

Fundamental Research Analyst
Harsh Sheth
Harsh.Sheth@hdfcsec.com
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Particulars (in Rs Cr) Q2FY24 Q2FY23 ‘ YoY-% Q1FY24

Operating Income 63 66 -4% 61 3% 101 182 261 299 350
EBITDA 21 13 60% 21 3% 10 24 61 92 102
APAT 16 9 84% 16 3% 12 20 46 69 77
Diluted EPS (Rs) 13.5 7.4 83% 13.1 3% 30.4 49.4 38.7 57.7 64.5
RoE-% 33.6 37.1 55.1 51.0 39.0
P/E (x) 54 33 42 28 25
EV/EBITDA 186 82 32 21 18

Key Pointers:
Wide Product Portfolio

(Source: Company, HDFC sec)

The company imports raw materials from several countries through local importers. The raw materials are then processed and white glue
is manufactured in their plant at Santej. The finished product is then packaged into different sizes starting from 500 gm upto70 kgs. The

products are then sold through a mix of Distributors and Consignee & Sales Agents into the retail market (sold to dealers).

JRAL has a diverse portfolio catering to different substrates and customer requirements. It offers products with

Diversified Product Portfolio

Water proof, Waterproof,
Anti termite Anti termite, Anti termite,
applications Heat & fungal resistant Cold & Hot press applications Fast drying (2-3 hours)

@

Waterproof, For PVC and Acrylic sheet Waterproof, Waterproof, Anti termite,
Anti termite, bonding to wood; pre edge Anti termite, Fast drying (2-3 hours),
Heat & fungal resistance bending taps Fast drying (2-3 hours) Weather Proof
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Product Launches (last 12 months)

Extreme 3 Hi-Strong EURO EWR

THREE BENEFITS IN ONE COLD PRESS EXPERT HOT PRESS EXPERT
« Fast Drying Adhesive with 2-3 hours + Suitable for cold press * Suitable for Hot & Cold Press
handling strength » Economy grade with extra strength - D2+ Formula
- Waterproof adhesive = Use for furniture industry + Fast Drying
- Anti termite formula + Packing: 50 kgs drum * Powerful strength
- Packing : 50 kgs drum pack
Anti Termite formula water resistant adhesive D2+ Grade Adhesive with Fast Drying Formula

Expanding reach:

At present, JRAL is operating in 13 states, with 50 distributors in smaller cities and 28 branches in major metropolitan areas. Based out of
Gujarat, the company has a strong presence in home state and neighbouring states. Gujarat (~30% market share), Maharashtra (~20%),
Rajasthan (~¥30%), Karnataka (~17%) and Madhya Pradesh contribute ~75% of JRAL’s revenue. In recent past, company has forayed into
new States/ UT namely New Delhi & Uttar Pradesh with 5 branches.

To enhance its reach and cater to the diverse needs of customers, JRAL has adopted a two-pronged strategy. JRL has strategically placed
distributors in small cities and consignee agents/ own branches in large cities thereby removing any hurdles for growth in large markets.

This has enabled JRAL to increase penetration in existing states through branch expansions and growth of the distribution network.
Simultaneously, it continues to explore opportunities for foraying into new states. The company is further evaluating foray into 2 or 3
more states in FY24 to increase its presence and tap into the available opportunity.

Carpenter reward model:
JRAL’s marketing initiatives feature a highly rewarding carpenter loyalty program. With state-wise programs and attractive incentives, the
company prioritizes loyalty and product usage of carpenters. The company also has an efficient carpenter reward model system which is
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a loyalty program for carpenters. On every bucket/drums purchased by carpenters, they receive certain amount of points, which are then
recorded by downloading and logging into the app designed by the company. Post a certain threshold, the carpenters can then redeem
these points in return for gifts in several forms / modes of awards.

This program has garnered significant participation, with carpenters benefiting from the initiative. By strengthening relationships,
fostering brand loyalty, and building a robust support network, these initiatives enhance JRAL’s market position.

Liability for expenses towards carpenter rewards is currently 35% of revenue vs earlier 90% of revenue. Going ahead, JRAL plans to pull
this down further to ~25% by providing lower reward points in mature markets. This would further drive EBITDA margins higher.

Financial Summary:
Over the last 5 years, company has reported CAGR of 38%, 103%, 113% in its revenue, EBITDA and PAT respectively.

Management has set a target of 25% CAGR in revenue over FY23-26E and believes it can sustain EBITDA margins at 22%-23%.

JRAL has increased its capacity from 18,000 MTPA. in FY22 to 23,000 MTPA in FY23. Utilisation in FY23 stood at ~60%. The existing capacity
can facilitate ~22% CAGR in volume over FY23-26E.

In FY23, JRAL's average realization stood at Rs 229/kg and EBITDA/Kg stood at Rs 50/kg. Going ahead, we expect the company to report
16% CAGR in revenue over FY23-25E led by robust volume growth.

We expect company to report 589 bps expansion in EBITDA margin over FY23-25E. PAT to grow by 29% over FY23-25E
Efficient management of working capital has led to a reduction in debtor days (to 109 in FY23 days from 190/117 days in FY20/21) which
has further enhanced company’s operational efficiency. Construction of warehouse will lead to further improvement in working capital

cycle.

JRAL enjoys high return ratios aided by higher profitability and superior asset turnover (~8x).
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Industry Overview:

According to management’s estimate, India’s wood adhesive’s market is pegged at ~“Rs 7000 cr, and is expected to grow at 7-10% CAGR
over next 5 years. Pidilite is dominant player in wood adhesives market with ~70% market share. JRAL is the distinct second with ~3.6%
market share, indicating a presence of many small players.

The Indian wood adhesive industry's expansion has been propelled by the revival of the construction and furniture sectors. Furthermore,
the industry gains momentum from the increasing urbanisation and the expanding middle class with higher disposable incomes. A
noteworthy factor driving this growth is the anticipated surge in India's real estate and construction sectors. On top of that, Government
initiatives focused on infrastructure development and housing have also stimulated the demand for wood adhesives, specifically white
glue.

Indian furniture market—Ilarge room to grow

Despite having a large and growing population, India has a low level of furniture manufacturing and consumption. The per capita
consumption of furniture is much below that of many countries. Further, organised furniture players have only 20% market share and
demand is also met through imports. However, the Indian furniture market is estimated to grow 3x from 2020 to 2035, implying a strong
outlook for domestic manufacturers of plywood, laminates, MDF, and particle boards in India. In addition, many large players like IKEA,
Pepperfry, Urban Ladder, and The Home Dekor are gaining traction. Hence, demand for quality wood panels will continue to accelerate,
which should benefit companies with modern and large manufacturing infrastructures and a strong distribution network.

Key Concerns
Intense Competition: The adhesive and resin industry is highly competitive, with a large established player — Pidilite (~70% market share),

several mid to small existing players and new entrants vying for market share. Intense competition can lead to price wars, reduced profit
margins, and increased marketing expenses, making it challenging for the company to maintain its profitability.

Raw Material Price Volatility: The prices of key raw materials (including Vinyl acetate monomer) used in manufacturing adhesives and
resins, can be subject to fluctuations. Unpredictable price increases can strain profit margins and affect the Company's ability to remain
competitive. Sharp fall in RM prices in H1FY24 has resulted in expansion in gross margins, which benefit may not sustain for long.

Supply Chain Disruptions: Disruptions in the supply chain, such as shortages of raw materials or transportation issues, can disrupt
production schedules and lead to delayed deliveries, damaging customer relationships.
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The topline growth of JRAL over the last few quarters has been mild while margins are showing an uptick. Topline has to grow at a faster
pace going forward.

About the company

Jyoti Resins and Adhesives Ltd. (JRAL) is a manufacturer of synthetic resin adhesives. The company manufactures various types of wood
adhesives (white glue) under the brand name of EURO 7000. The company has steadily increased its plant (at Santej, Ahmedabad) capacity
to 2000 TPM (24,000 TPA) in Aug’22. Today, it services 14 states in India through 35 branches and 50 distributors, catering to 10,000 active
retailers and 3 lakh carpenters across India. Promoters have raised their stake in the company by 85 bps to 50.82% in FY23.

Key milestones of JRAL:
Year | Particulars

1994 | Established in 1994 by Chairman and first generation entrepreneur Mr. Jagdish Patel
1995 | Manufacturing setup at Santej, Ahmedabad over an area 8000 square yard
2006 | Euro 7000 brand launched —white glue —premium adhesive for retail
2007 | Expanded capacity to 250 TPM and enters new markets outside Gujarat
2010 | Foray into Rajasthan markets
2012 | Foray into Maharashtra and other key markets
2016-2017 | Expanded production capacity to 500 TPM
2018-2019 | Presence grows to 12 states & capacity to 1000 TPM
2022 | Expanded capacity to 2000 TPM. Initiates process to setup warehouse
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Financials
Income Statement Balance Sheet
Particulars (in Rs Cr) FY19 | FY20 | FY21 | FY22 | FY23 | FY24E | FY25E PMa;:'cch“'ars (in Rs Cr) - As at FY19 FY21 | FY22 | FY23 | FY24E | FY25E
Net Revenues 69 74 101 182 261 299 350 SOURCE OF FUNDS
Growth (%) 24.5 7.1 37.7 79.6 43.6 14.3 17.3 Share Capital 4 4 4 4 12 12 12
Operating Expenses 66 63 91 158 201 207 248 Reserves 4 24 40 59 94 154 219
EBITDA 3 10 10 24 61 92 102 Shareholders' Funds 8 28 44 63 106 166 231
Growth (%) 83.6 270.3 1.0 127.9 155.1 51.8 10.8 Minority Interest 0 0 0 0 0 0 0
EBITDA Margin (%) 4.1 14.0 10.3 13.1 23.2 30.8 29.1 Total Debt 1 1 0 0 0 0 0
Depreciation 0 0 1 1 1 1 1 Net Deferred Taxes 0 0 0 0 0 0 0
Other Income 1 1 6 3 2 2 4 Total Sources of Funds 9 30 44 63 106 166 231
EBIT 3 11 16 27 61 93 104 APPLICATION OF FUNDS
Interest expenses 0 0 0 0 0 1 1 Net Block & Goodwill 5 19 39 46 47 48 48
PBT 3 11 16 26 61 93 104 CWIP 0 0 0 0 0 0 0
Tax 1 3 4 7 15 23 26 Investments 0 6 3 0 0 0 0
PAT 2 8 12 20 46 69 77 Other Non-Curr. Assets 0 4 6 0 28 32 37
I‘Q'nht"f‘re of Asso./Minority 0 0 0 0 0 0 0 Total Non Current Assets 6 28 48 47 75 80 86
Adj. PAT 2 8 12 20 46 69 77 Inventories 5 9 5 9 5 8 10
Growth (%) 156.6 279.8 50.2 62.7 134.9 49.1 11.9 Debtors 54 53 52 64 91 106 125
EPS 5.3 20.2 30.4 49.4 38.7 57.7 64.5 Cash & Equivalents 8 8 24 24 31 78 133
Other Current Assets 10 22 15 8 8 10 12
Total Current Assets 77 92 96 105 136 202 279
Creditors 3 4 2 2 14 9 11
grt:\i;i‘r‘]rsre”t Liab & 71 87 98 87 90 107 123
Total Current Liabilities 74 91 100 89 104 116 134
Net Current Assets 3 1 -4 16 31 86 146
Total Application of Funds 9 30 44 63 106 166 231
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Cash Flow Statement

Reported PBT 3 61 93 04
Non-operating & EO items 0 1 —3 -1 0 -4 -5
Interest Expenses 0 -1 -1 -1 -2 1 1
Depreciation 0 0 1 1 1 1 1
Working Capital Change 2 -2 1 -15 -46 -8 -4
Tax Paid -1 -3 -3 -7 -14 -23 -26
OPERATING CASH FLOW a 2 10 3 1 59 70
(a)

Capex -1 -2 -16 -8 -2 -2 -2
Free Cash Flow 3 5 -6 -5 -2 57 68
Investments 0 -6 6 4 0 0 0
Non-operating income 0 1 1 2 2 0 0
INVESTING CASH FLOW (b) -1 -7 -9 -2 0 -2 -2
Debt Issuance / (Repaid) 0 0 -1 0 0 0 0
Interest Expenses 0 0 0 0 0 -1 -1
FCFE 3 0 0 0 1 57 68
Share Capital Issuance 0 0 0 0 0 0 0
Dividend 0 0 -1 -1 -3 -10 -12
FINANCING CASH FLOW(c) 0 0 -2 -1 -3 -10 -13
NET CASH FLOW (a+b+c) 3 0 -1 -1 -2 47 56

One-year Share Price Chart
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Key Ratios
Profitability Ratios (%)
EBITDA Margin 4.1 14.0 10.3 13.1 23.2 30.8 29.1
EBIT Margin 4.5 15.2 16.0 14.6 23.5 311 29.7
APAT Margin 3.1 11.0 12.0 10.9 17.8 23.2 22.1
RoE 31.3 44.5 33.6 37.1 55.1 51.0 39.0
RoCE 41.8 58.6 43.9 49.6 72.9 68.5 52.4
Solvency Ratio (x)
Net Debt/EBITDA -24 -0.6 -2.2 -1.0 -0.5 -0.8 -1.3
Net D/E -0.9 -0.2 -0.5 -0.4 -0.3 -0.5 -0.6
PER SHARE DATA (Rs)
EPS 5.3 20.2 30.4 49.4 38.7 57.7 64.5
CEPS 5.9 214 31.9 51.2 39.9 58.8 65.7
BV 19.8 71.1 109.9 156.3 88.3 138.0 192.5
Dividend 0.0 0.0 0.0 7.5 6.0 8.0 10.0
Turnover Ratios (days)
Debtor days 259 266 190 117 109 121 120
Inventory days 28 35 25 14 10 8 9
Creditors days 14 17 11 4 11 14 10
Valuation (X)
P/E 308 81 54 33 42 28 25
P/BV 83 23 15 10 19 12 9
EV/EBITDA 702 189 186 82 32 21 18
EV / Revenues 29 27 19 11 7 6 5
Dividend Yield (%) 0.0 0.0 0.0 0.5 0.4 0.5 0.6
(Source: Company, HDFC sec)
HARSH bty soneciy
RAJ EN DRA SDH’ICETZOZ_’; 11.16
ate: 0.
SHETH 08:34:07 +05'30'
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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. Harsh Sheth (MCom), 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. SEBI conducted the inspection and based on their observations have issued advise/warning. The said observations have been
complied with. 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/her 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 have/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. INHO00002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an individual investor; readers are requested to
take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of the companies referred to in this document (including merits and
risks) and should consult their own advisors to determine merits and risks of such investment. 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. Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such
changes. HSL has the right to make changes and modifications at any time.

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.

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 should not be construed as an invitation or solicitation to do business with HSL. 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.
As regards the associates of HSL please refer the website.

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.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INHO00002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

Registration granted by SEBI, membership of BASL (in case of I1As) and certification from NISM in no way guarantee performance of the intermediary or provide any assurance of returns to investors.
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