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March 18, 2020
Covid-19 major threat to global growth but provides
opportunity to build long term portfolio...

We have envisaged the impact of Coronavirus (Covid-19) on our midcap
coverage universe based on the revenue contribution from both the US as
well as Europe. Since we believe these two geographies are witnessing an
upsurge in patients infected by Coronavirus, there is a high probability of
city lockdowns in the near future as witnessed in a few European countries
recently. We expect this to largely hamper manufacturing growth compared
to the services sector, going ahead.

In our midcap universe of 11 companies, we expect Tata Chemicals, VA
Tech Wabag, Emmbi Industries and Kanpur Plastipack to be the most
impacted stocks given that all these have revenue contributions in excess of
30-35% from the said geographies. The rest from our universe could be
impacted by supply chain issues related to raw material, which, we believe,
is largely discounted in the stock price.

In terms of RM requirements, majority of the chemical inputs are imported
from China. With China returning to action recently albeit at lower utilisation,
we do not expect much impact from the supply side. However, the real
impact can come from the demand side due to the cascading impact of the
slowdown. This can eventually lead to suppressed prices and, thereby,
financial growth of most companies. Further, a cash flow crunch can impact
the debt repayment schedule. However, we expect the same to be
refinanced largely as most economies are coming out with quantitative
easing (QE) leading to lower interest rates. However, we expect companies
with high levered balance sheet or low cash flows to face challenges to
refinance. Thus, we believe one should select strong balance sheet
companies with low leverage and higher cash flows during these turbulent
time. We also believe the Covid-19 issue is not relevant only to one
geography but is widespread globally. Hence, central government/central
banks are expected to eventually come out with assistance to manage the
entire global economy.

Valuation & Outlook

We believe majority of the negative outcomes from Covid-19, for at least the
next two quarters, have already been discounted across global indices.
However, either any delay beyond that or a substantial increase in infection
can result in more negative outcomes. Hence, the probability of a further
downside in equity indices cannot be ruled out. However, we believe
majority of the stocks are available at suppressed valuations. Therefore, we
believe this is the right time to build a portfolio in a gradual manner to gain
from the roller coaster ride ahead.

In our midcap universe of 11 companies, we
expect Tata Chemical, VA Tech Wabag,
Emmbi Industries and Kanpur Plastipack to
be the most impacted stocks given that all
these have revenue contribution in excess
of 30-35% from the said geographies.

The real impact can come from the demand
side due to the cascading impact of the
slowdown. This can eventually lead to
suppressed prices and, thereby, financial
growth of most companies

Majority of the negative outcomes from
Covid-19 in at least the next two quarters
are already discounted across global
indices. However, either any delay beyond
that or a substantial increase in infection can
result in more negative outcomes. Hence,
the probability of further downsides in
equity indices cannot be ruled out
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Exhibit 1: Revision of estimates

Ty e Existing PAT estimates  Revised PAT estimates CMP  Earlier Target Price Revised Target Price  Upside Earlier Revised
FY20E FY21E FY20E FY21E N ] R) (%) Rating Rating
Tata chemical 1,081 1,224 1,074 1,043 239 360 220 -8% HOLD REDUCE
VA Tech Wabag 98 109 98 58 120 200 100 -17% REDUCE SELL
Apcotex Industries 50 66 14 20 79 205 70 -11% HOLD REDUCE
Emmbi Industries 21 26 14 13 56 180 50 -11% BUY REDUCE
Kanpur Plastipack 19 24 10 6 4 135 30 -27% BUY SELL

Source: ICIC| Direct Research, Company
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Tata Chemicals

Tata Chemicals derives ~60% of basic chemical revenues from Europe and
North America while the corresponding figure for EBITDA contribution is at
~b50%. The company’s UK capacity largely caters to the European market.
We expect this to witness slower growth due to the ongoing Covid-19 issue.
The North America plant exports soda ash to counterparts like Asian
countries. We expect the same to also witness poor growth largely on
account of the depressed demand environment across auto/construction
sector, etc. For the same reason, we curb volume growth in both these
geographies. (Note: Covid-19 is still at an early stage and it is very difficult
to assess the actual impact in case of prolonged infection). On the other
hand, although lower input cost could maintain basic chemical EBITDA/ton,
we expect any negative development from the fear of recession in the US
and Europe due to Covid-19 to translate into subdued demand outlook.
Hence, we can expect pressure in soda ash prices. We cut our EV/EBITDA
multiple for domestic basis chemical and overseas basic chemical
businesses to factor in the potential negative impact in both volumes and
margins, going ahead. We revise our target price to ¥ 220/share excluding
investment portfolio value. We have a REDUCE rating on the stock.

Exhibit 2: Basic chemical revenues from Europe & North @ Exhibit 3: Basic chemical EBITDA from Europe & North

America (T crore) America (X crore)
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Source: ICICI Direct Research, Company Source: ICICI Direct Research, Company

Exhibit 4: Europe & North America revenue contribution JllExhibit 5: Europe & North America EBITDA contribution

against overall basic chemical revenue against overall basic chemical EBITDA
62 1% 52% - 51%
61% - 51%
60% - ] %
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50% 58% 48% -
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Source: ICICI Direct Research, Company Source: ICICI Direct Research, Company
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Exhibit 6: SOTP Analysis
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InZC : h oned Revenue EBITDA EV/EBITDA EV
n < Grore unless other mentione FY20E  FY2IE FY22E FY20E FY21E FY22E FY21E FY21E
Basic Chemical

India 2,831 2,694 2,928 823 800 887 4.5x 3,599

ROW 5,272 4,586 4,670 972 841 864 3.0x 2,522
Speciality Products

Rallis 2,276 2,564 2,871 283 328 386 11.7x 3,823

Other Speciality 70 283 396 15 56 78 8.0x 447
Consolidated EV 1,563
Less: Net debt 1,960
Target MCAP 5,603
No.of shares 25.5
Target price/share 220
CMP 239

Upside/downside

-8%

Source: ICICI Direct Research, Company

Exhibit 7: Key Financial Summary

(X Crore) FY16 FY17 FY18 FY19 FY20E FY21E FY22E CAGR FY19-22E
Net Revenue 14,872.9 10,346.1 10,269.7 11,296.3 10,587.6 10,045.6 10,646.7 (2.0)
EBITDA 2,091.7 2,094.3 2,190.7 2,095.1 2,157.3 2,090.5 2,282.4 2.9
EBITDA Margins (%) 14.1% 20.2% 21.3% 18.5% 20.4% 20.8% 21.4%

Adj.PAT 696.4 879.6 1,290.6 1,163.9 1,074.4 1,042.9 1,156.5 (0.2)
Adj. EPS ]) 21.3 34.5 50.6 45.7 42.2 40.9 45.4

EV/EBITDA 6.4x 4.4x 3.2x 3.4x 3.5x 3.8x 3.1x

P/E 8.7x 6.9x 4.7x 5.2x 5.7x 5.8x 5.3x

ROE (%) 10.2 11.1 11.6 9.4 8.4 7.8 8.3

ROCE (%) 8.7 9.7 8.3 8.4 8.1 1.7 8.1
Source: ICICI Direct Research, Company
ICICI Securities | Retail Research 3
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VA Tech Wabag

The order backlog of the company is at ¥ 10826 crore excluding framework
contracts as on Q3FY20 of which Wabag’s overseas segment constitutes
23% of the backlog. In terms of revenues, TTMFY20 revenues remained at
¥ 2586 crore of which Wabag's overseas share was at 35%. This represents
a book to bill of 2.7x. The company has already been witnessing a slowdown
in recovery of receivables. We expect the slowdown in Europe along with
lower crude oil prices to translate into a fall in incremental capex there, in
turn impact the backlog of company, going ahead. Apart from this, a stretch
in the working capital cycle of the company can limit the execution capability
and, thereby, revenue growth further, going ahead. We value the company
at 9.5x FY21E PER and arrive at a target price of ¥ 100/share. We have a SELL
rating on the stock.

Exhibit 8: Overseas revenue excluding Asian cluster (X crore) lll Exhibit 9: Overseas order backlog excluding Asian cluster
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Source: ICICI Direct Research, Company

Exhibit 10: Book to bill of overseas business excluding Asian cluster

3.0x 1 2.8x

2.5x A

1.5x 1 1.2x

1.0x A

0.0x T T T 1
FY17 FY18 FY19 TTMFY20

Source: ICICI Direct Research, Company

Exhibit 11: Key financial summary (% crore)

Key Financials FY11 FY18 FY19 FY20E FY21E FY22E CAGR (FY19-22E)
Net Revenue 3,208 3,457 2,781 2,816 2,632 2,850 0.8%
EBITDA 297 292 194 210 237 256 9.7%
EBITDA Margins (%) 9.2 8.4 1.0 9.6 9.0 9.0

Net Profit 91 132 105 98 58 60 -17.1%

EPS R) 16.7 24.1 19.2 18.0 10.6 10.9

P/E 6.9 4.8 6.0 6.5 11.0 10.6

RONW (%) 9.4 12.3 9.5 8.8 5.0 5.0

ROCE (%) 24.8 22.0 14.6 19.5 17.3 17.8

Source: ICIC| Direct Research, Company
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Apcotex Industries

The export segment of the company remains at a mere 15%. Hence, we do
not expect much of an impact due to Covid-19. Although we expect a lower
price spread between Europe and South East Asia, butadiene prices can
provide some assistance in terms of NBR prices. However, a slump in
domestic auto sales volume can keep overall realisation under pressure and
thereby gross margins. Until there is a revival in the auto sector, we expect
gross margins to be lower than earlier levels of 30-32%. However, the power
plant at Valia can provide some respite to the overall operational
performance. We revise our estimates to factor in lower realisation growth.
We value the company at 15x FY22E PER and arrive at a target price of

% 70/share. We have a REDUCE rating on the stock.

ICICI Direct Research

Exhibit 12: Butadiene price (US$/tonne) Exhibit 13: Acrylonitrile price (US$/tonne)
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Source: ICICI Direct Research, Bloomberg

Exhibit 14: Styrene price (US$/tonne)
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Exhibit 15: Key Financial Summary X crore)

CAGR (FY19-22E)

Key Financials

Net Sales

EBITDA

EBITDA Margins (%)
Net Profit

EPS R)

P/E

RoNW (%)

RoCE (%)

FY17
389
29
14
19
3.7
22.4
8.6
10.0

FY18
526
64
121
39
1.6
10.8
16.1
20.8

FY19

626
68
10.8
41
9.0
9.2
16.8
20.5

FY20E
496
28

5.6

14

2.7
30.2
5.9
15

FY21E

571
37
6.5
20
3.8
21.7
8.3
10.4

FY22E
611
45

13

24

4.7
17.6
10.1
12.6

-1%
-19%

-28%

Source: ICICI Direct Research, Company
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Emmbi Industries

The export segment constitutes ~48% of overall revenues for Emmbi
Industries, of which Europe, America and the Middle East together
constitute ~85-88% of the export share. In turn, this poses downside risks
to export revenue growth owing to suppressed demand due to Covid-19.
Further, a fall in polypropylene price along with waiver of export benefit can
lead to a fall in realisations and lower gross margins. We lower volume
growth along with margins to factor in the negative outcome owing too
Covid-19. We value the company at 7x FY21E PER and arrive at a target price

of ¥ 50/share. We have REDUCE rating on the stock.

Exhibit 16: Geographical break-up

® Domestic

= Export

Exhibit 17: Export revenue break-up

ICICI Direct Research
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Exhibit 20: Financial Summary

(X Crore)

Net Sales

EBITDA

EBITDA Margins (%)
Net Profit

EPS ()

P/E

RoNW (%)

RoCE (%)

FY17
228
30
13.1
13
1.2
1.8
14.9
15.1

FY18
254
35
13.8
15
8.7
6.5
15.6
14.7

FY19
289
4
14.2
18
10.0
5.6
15.4
14.8

FY20E

309
38
12.3
14
8.2
6.9
11.2
13.3

FY21E

300
34
1.2
13
1.2
1.8
9.1
11.3

FY22E CAGR (FY19-22E)

297 1%

33 -10%
1.2

13 -16%

1.1

8.0

8.3
10.8

Source: ICICI Direct Research, Company
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Kanpur Plastipack

ICICI Direct Research

For Kanpur Plastipack, export revenues comprise ~70% of overall revenues
of which both America and Europe constitute ~95% of overall revenues. We

believe Kanpur Plastipack is at highest risk due to its inclination towards
America and Europe. Any slowdown due to Covid-19 can impact the
financial growth significantly, going ahead. Further, lower RMAT prices
along with subdued demand can translate into more realisation de-growth,
leading to poor gross margins. We cut our volume and margins estimates
and revise our target price. We value the company at 7x FY21E PER and

arrive at a target price of ¥ 30. We have a SELL rating on the stock.

B Export

= Domestic

Exhibit 21: Geographical break-up Exhibit 22: Export revenue break-up

B Europe

= North America
= South America
H Asia
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Source: ICICI Direct Research, Company

Source: ICICI Direct Research, Company

Exhibit 23: Financial Summary

(% Crore)

Net Sales

EBITDA

EBITDA Margins (%)
Net Profit

EPS ()

P/E

RoNW (%)

RoCE (%)

FY17
244
33
13.7
14
10.0
4.2
17.4
17.2

FY18
282
36
12.7
17
11.8
3.6
16.1
16.1

FY19

322
27
8.4
16
11.3
3.7
12.8
12.2

FY20E

301

20
6.6

10
6.7
6.3
1.2
8.5

FY21E CAGR (FY19-21E)
286 -6%
17 -21%
5.9
6 -40%
4.1
10.2
4.3
7.4

Source: ICICI Direct Research, Company
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Exhibit 24: Price Charts

Tata Chemicals VA Tech Wabag Apcotex Industries
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RATING RATIONALE

ICICI Direct endeavours 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 categorises 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 : -5% to -15%;
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

We /I, Chirag Shah PGDBM, Dhavan Shah MS (Finance) 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 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 i might have i 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 fi ial 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, and 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 eval the i 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 r ged 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.
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