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B P e CMP:INR139  TP: INR177 (+27%) Buy
Bloomberg SHKLIN - Growth bounces back but revival to be gradual

ij;l::,jr;;i;/((ﬁ)sob) 184 /1;2 m  Revenue growth beats estimate: Revenue grew 15.6% YoY to INR2,744m
52-Week Range (INR) 248 /105 (v/s est. INR2,611m), due to new product launches in the domestic FMCG

1, 6, 12 Rel. Per (%) 4/-19/-42 market and healthy demand in international markets. EBIDTA stood at

12M Avg Val (INR M) 33 INR464m (v/s est. INR371m), up 37% YoY. EBITDA margins expanded 260bp
Free float (%) 431 YoY (+770bp QoQ) to 16.9% (v/s est. 14.2%), largely driven by lower other
o ) expenses (down 330bp YoY) on adoption of IND-AS 116, which led to lower
:(7;::::;& Valuat':::g(lNRF:LOE FY21E rental costs. PAT stood at INR185m (v/s est. INR196m), up 2% YoY.
Sales o4 18 1s¢ W™ Fragrances & flavors see healthy growth; RM pressure likely to ease:

EBITDA 1.3 2.3 2.9 Fragrances business grew 15% YoY (+1% QoQ) to INR2,435m, driven by

NP 0.9 1.1 1.4 strong traction in both domestic (up 10% YoY) and international business (up
EPS (INR) 6.1 7.9 9.8 26% YoY). Flavors business grew 14% YoY (+6% QoQ) to INR280m on

EPS Gr. (%) 134 284 251 increased client engagements and uptick in international business. Further,
BV/Sh. (INR) 59.7 625  69.5 . . .

ROE (%) 103 127 149 normalizing RM supply environment is likely to ease cost pressure.

RoCE (%) 116 164 195 W Concall highlights: (a) Company has re-iterated strong double-digit growth
P/E (x) 22.7 17.7 14.2 for FY20 to be largely driven by both domestic and international business.
P/BV (x) 2.3 2.2 2.0 (b) It has forayed into a new product category — Industrial use of fragrances
EV/EBITDA (x) 17.4 9.9 7.7 for consumer durables and automobile accessories; (c) Creative Flavors &
E;\;OYJ:'((;()%) 2;'; 2;: 2;'; Fragrances (CFF) acquisition is expected to be completed by 3QFY20.

: : — m Valuation view: We expect revenue/PAT CAGR of 22%/25% over FY19-21E

Estimate change - partly drive‘n F)y CFF consolidation, better RM pricing environment leading to
TP change - gross margin |mproverr?ent and new product Iau.nch.es. We v.alue the.stock at
Rating change - 18x FY21E consol. earnings of INR9.8/share. Maintain Buy with a revised TP

of INR177/share.

Consolidated - Quarterly Earning Model INR million
Y/E March FY19 FY20E FY19 FY20E FY20 Var
1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QE (%)
Net Sales 2,374 2,845 2,565 2,697 2,744 2,987 3,539 3,811 10,481 13,082 2,611 5
YoY Change (%) 1.3 282 94 -54 156 50 38.0 413 2.3 24.8 10.0
Total Expenditure 2,035 2,467 2,165 2,448 2,280 2,524 3,005 3,202 9,114 11,010 2,241
EBITDA 340 378 400 249 464 463 534 610 1,367 2,072 371 25
Margins (%) 143 13.3 156 9.2 169 155 151 16.0 13.0 15.8 14.2
Depreciation 68 76 89 79 121 88 115 114 312 438 85
Interest 15 19 45 61 70 54 48 50 140 222 58
Other Income 23 50 50 111 14 67 40 50 234 171 65
PBT before EO expense 280 334 316 220 287 388 411 496 1,149 1,582 293 -2
Extra-Ord expense 0 0 0 0 0 0 0 0 0 0 0
PBT 280 334 316 220 287 388 411 496 1,149 1,582 293 -2
Tax 100 49 103 19 96 124 136 169 270 525 94
Rate (%) 35.7 14.6 32,5 85 33.6 32.0 33.0 340 235 133 32.0
Minority Interest & Profit/Loss of Asso. Cos. -1 3 -1 6 6 5 4 -7 1 8 3
Reported PAT 181 288 214 196 185 259 272 334 878 1,049 196 -6
Adj PAT 181 288 214 196 185 259 272 334 878 1,049 196 -6
YoY Change (%) -32.6 52.8 -36.7 -15.2 2.2 -10.2 27.0 709 -14.3 19.5 8.6
Margins (%) 76 101 83 73 67 87 77 838 8.4 8.0 7.5

E: MOFSL Estimates
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Other takeaways

®  RM volatility weaning off, but gradually: In the last 18 months, the uncertainty
in RM supplies led to volatility in global RM prices. However, management
believes that the situation has started easing and if the same continues, the RM
situation will fully normalize. Ease of RM supplies is likely to help SHKL take on
growth opportunities.

m  Post the election results, company saw encouraging levels of product launches
from FMCG customers.

®m  Management expects net debt level to remain closer to INR3b by FY20-end
(similar to levels seen in Mar’19). While the CFF acquisition would increase
long-term debt, easing of working capital cycle will help maintain debt level.

m  The CFF business is expected to be PAT accretive; synergies in RM sourcing and
management overheads should drive net profit margin similar to its own (8-
8.5%).

m  Working capital has been stretched due to inventory build-up at the newly
commissioned Mahad facility and stocking of raw materials due to
uncertainties regarding their availability. Management expects the same to
ease; and hence, FCF generation should be strong.

m  Adoption of IND-AS 116 has led to lower rental expenses in 1QFY20 by INR39m,
resulting in higher EBITDA growth. Consequently, new standard adoption has
led to increased depreciation cost by INR32.5m and increased finance cost by
INR10m. Hence, PAT growth was subdued.

27 August 2019 2



MoTiLAL OSWAL

Story in Graphs

S H Kelkar and Co.

Exhibit 1: Revenue expected to grow at 22% CAGR

Exhibit 2: EBITDA margins set to improve on efficiencies

Revenues (INR m) =—O=—Growth (%)
23.0 21.9

CFF acquisition
consolidated

12.0

9,936 10,598 10,390 10,436 12,835 15,646

FY16 FY17 FY18 FY19 FY20E FY21E

EBITDA (INR m) =—O=—Margins (%)

17.8 18.3

15.1 15.6 15.2

1,498 1,658 1,581 1,321 2,285 2,863

FY16 FY17 FY18 FY19 FY20E FY21E

Source: MOFSL, Company

Exhibit 3: Expect PAT CAGR of 25% over FY19-21E

Source: MOFSL, Company

Exhibit 4: Improving trend in RoE

PAT (INEm)  —O—Growth (%)

43%

25% 25%

4%

731 1,048 1,022 1,110 1,388

FY16 FY17 FY18 FY19 FY20E FY21E

—O—RoE (%)

14.9
13.7 12.7

11.9 12.2
10.3

FY16 FY17 FY18 FY19 FY20E FY21E

Source: MOFSL, Company

Exhibit 5: Improving trend in RoCE

Source: MOFSL, Company

Exhibit 6: Stable net working capital days trend
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Consolidated - Income Statement (INR Million)
Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20E FY21E
Total Income from Operations 7,113 8,114 8,868 9,936 10,598 10,390 10,436 12,835 15,646
Change (%) 17.7 14.1 9.3 12.0 6.7 -2.0 0.4 23.0 21.9
Total Expenditure 5,933 6,743 7,690 8,438 8,940 8,808 9,115 10,551 12,783
% of Sales 83.4 83.1 86.7 84.9 84.4 84.8 87.3 82.2 81.7
EBITDA 1,180 1,370 1,178 1,498 1,658 1,581 1,321 2,285 2,863
Margin (%) 16.6 16.9 13.3 15.1 15.6 15.2 12.7 17.8 18.3
Depreciation 173 188 293 297 194 238 312 506 613
EBIT 1,007 1,183 885 1,201 1,464 1,343 1,009 1,779 2,250
Int. and Finance Charges 218 175 185 202 52 40 140 272 286
Other Income 15 78 246 105 116 257 279 187 149
PBT bef. EO Exp. 805 1,085 945 1,103 1,528 1,560 1,149 1,693 2,114
EO Items -23 0 0 0 0 -129 0 0 0
PBT after EO Exp. 782 1,085 945 1,103 1,528 1,432 1,149 1,693 2,114
Current Tax 250 328 286 446 459 505 352 566 706
Deferred Tax -7 -33 -45 -74 20 1 -82 0 0
Tax Rate (%) 31.0 27.1 25.5 33.8 31.4 35.3 23.5 33.4 33.4
Less: Minority Interest -76 0 0 0 0 -13 -6 18 20
Reported PAT 616 791 704 731 1,048 939 885 1,110 1,388
Adjusted PAT 631 791 704 731 1,048 1,022 885 1,110 1,388
Change (%) -16.6 253  -11.0 3.7 43.5 2.5 -13.4 25.4 25.1
Margin (%) 8.9 9.8 7.9 7.4 9.9 9.8 8.5 8.6 8.9
Consolidated - Balance Sheet (INR Million)
Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20E FY21E
Equity Share Capital 120 132 1,323 1,446 1,446 1,446 1,446 1,413 1,413
Total Reserves 4,077 4,669 3,682 5,714 6,671 7,123 7,187 7,415 8,402
Net Worth 4,720 4,810 5,097 7,161 8,117 8,569 8,634 8,829 9,816
Deferred Tax Liabilities 6 -19 -50 57 73 82 179 179 179
Total Loans 1,518 2,111 2,427 732 624 1,643 3,340 3,140 2,840
Capital Employed 6,244 6,902 7,474 7,949 8,814 10,294 12,261 12,256 12,943
Gross Block 3,655 4,233 4,573 2,494 3,378 3,879 5,254 6,514 6,664
Less: Accum. Deprn. 2,259 2,548 2,612 427 621 860 1,171 1,677 2,290
Net Fixed Assets 1,395 1,686 1,961 2,067 2,757 3,019 4,083 4,837 4,374
Goodwill on Consolidation 707 828 776 206 206 356 398 398 398
Capital WIP 432 503 105 181 75 602 376 0 0
Total Investments 410 2 0 354 497 1,105 1,112 1,112 1,112
Curr. Assets, Loans&Adv. 4,760 5,573 6,502 7,220 7,196 7,669 8,226 8,780 10,584
Inventory 2,254 2,788 3,175 3,352 3,502 3,480 3,739 4,047 4,868
Account Receivables 1,719 1,794 1,945 2,288 2,170 2,766 2,845 3,270 3,858
Cash and Bank Balance 332 415 759 822 555 239 409 180 294
Loans and Advances 456 576 622 758 970 1,185 1,233 1,284 1,565
Curr. Liability & Prov. 1,461 1,689 1,870 2,126 1,958 2,502 2,190 3,127 3,781
Account Payables 757 879 977 1,633 1,138 1,556 1,343 1,590 1,926
Other Current Liabilities 592 527 553 400 709 816 738 907 1,106
Provisions 112 283 340 93 111 130 110 630 749
Net Current Assets 3,299 3,885 4,632 5,094 5,238 5,167 6,036 5,653 6,803
Deferred Tax assets 0 0 0 47 41 44 255 255 255
Misc Expenditure 0 0 0 0 0 0 0 0 0
Appl. of Funds 6,244 6,902 7,474 7,949 8,814 10,294 12,261 12,256 12,943
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Ratios
Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20E FY21E
Basic (INR)
EPS 4.8 6.0 53 5.1 7.2 7.1 6.1 7.9 9.8
Cash EPS 5.9 7.4 7.5 7.1 8.6 8.7 8.3 11.4 14.2
BV/Share 35.7 36.4 38.5 49.5 56.1 59.3 59.7 62.5 69.5
DPS 0.6 1.1 1.1 1.5 1.7 1.6 1.5 1.9 2.4
Payout (%) 15.6 22.2 25.6 35.7 28.9 28.9 28.9 28.9 28.9
Valuation (x)
P/E 29.1 23.2 26.1 27.5 19.2 19.7 22.7 17.7 14.2
Cash P/E 23.4 18.8 18.4 19.6 16.2 16.0 16.8 12.2 9.8
P/BV 3.9 3.8 3.6 2.8 2.5 2.3 2.3 2.2 2.0
EV/Sales 2.8 2.5 2.3 2.0 1.9 2.1 2.2 1.8 1.4
EV/EBITDA 16.6 14.7 17.0 13.4 12.2 13.6 17.4 9.9 7.7
Dividend Yield (%) 0.4 0.8 0.8 1.1 1.3 1.1 1.1 1.4 1.7
FCF per share 5.2 -0.5 3.0 4.3 0.7 -2.1 -5.8 7.0 6.9
Return Ratios (%)
RoE 15.0 16.6 14.2 11.9 13.7 12.2 10.3 12.7 14.9
RoCE 16.7 19.2 15.6 16.9 19.0 16.9 11.6 16.4 19.5
Working Capital Ratios
Asset Turnover (x) 1.1 1.2 1.2 1.2 1.2 1.0 09 1.0 1.2
Inventory (Days) 116 125 131 123 121 122 131 115 114
Debtor (Days) 88 81 80 84 75 97 99 93 90
Creditor (Days) 39 40 40 60 39 55 47 45 45
Leverage Ratio (x)
Current Ratio 3.3 3.3 3.5 3.4 3.7 3.1 3.8 2.8 2.8
Interest Cover Ratio 4.6 6.7 4.8 5.9 28.4 33.8 7.2 6.5 7.9
Debt/Equity 0.3 0.4 0.5 0.1 0.1 0.2 0.4 0.4 0.3
Consolidated - Cash Flow Statement (INR Million)
Y/E March FY13 FY14 FY15 FY16 FY17 FY18 FY19 FY20E FY21E
OP/(Loss) before Tax 785 1,088 945 1,206 1,528 1,560 1,149 1,693 2,114
Depreciation 173 188 293 294 194 238 312 506 613
Interest & Finance Charges 201 146 175 130 -64 -217 -139 85 136
Direct Taxes Paid -259 -343 -285 -394 -480 -506 -270 -566 -706
(Inc)/Dec in WC 103 -729 -375 -374 -412 -245 -698 153 -1,036
CF from Operations 1,005 350 753 863 767 830 352 1,872 1,121
Others 26 -29 -136 1 108 41 2 0 0
CF from Operating incl EO 1,031 321 617 864 875 872 354 1,872 1,121
(Inc)/Dec in FA -344 -386 -219 -238 -778 -1,178 -1,192 -884 -150
Free Cash Flow 687 -65 399 626 96 -306 -837 989 971
(Pur)/Sale of Investments 0 0 3 4 -143 -608 -7 0 0
Others 14 -211 17 -331 241 -22 279 187 149
CF from Investments -330 -597 -199 -565 -680 -1,808 -920 -697 -1
Issue of Shares 10 0 -38 1,956 0 0 0 -594 0
Inc/(Dec) in Debt -259 527 322 -1,589 -108 1,019 1,697 -200 -300
Interest Paid -210 -161 -183 -162 -52 -40 -140 -272 -286
Dividend Paid -114 0 -176 -441 -303 -271 -256 -321 -401
Others -34 -6 0 0 0 -88 -566 -18 -20
CF from Fin. Activity -607 360 -75 -236 -463 620 736 -1,405 -1,007
Inc/Dec of Cash 94 84 344 63 -268 -316 170 -229 114
Opening Balance 237 332 415 759 822 554 239 409 180
Closing Balance 332 415 759 822 554 239 409 180 294
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Explanation of Investment Rating
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