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Sequent Scientific

Mgmt meeting KTAs; recovery underway, U/G to
ADD

We met Sequent Scientific to better assess the recovery trajectory in animal health
across APl and formulation segments. Company appears upbeat on API business as
price erosion run its course; efforts also underway to ensure increased sourcing from
the same customer. In formulations, Turkey appears stable after price hikes and
company is expecting growth after a period of macro-led disruption. Domestic
business was impacted by stoppage of Zoetis product distribution and whose
resumption should add to ex-Zoetis growth. Overall, we reckon pressure on revenue
(due to demand shortfall and portfolio rationalization) and margin has likely ended
though we await signs of traction in APl and scale up in formulations. Believe worst
may have ended even as it may be too early for signs for earnings upgrades. We roll
over to FY26 estimate and upgrade to ADD from Neutral with revised TP Rs145,
based on a trimmed multiple of ~30x (earlier 35x) as we base target on a normalized
year of earnings.

API business - in recovery mode after a 4-year long drawdown

API business is in the revival mode after a 4-year long drawdown in which revenue has
shrunk ~20% from their normalized peak in FY20 (and even more from one-off levels
seen in pandemic). We reckon most of the decline has been on account of price
compression. To recap, APl sales to regulated markets of US & Europe account for 67%
of revenues while rest is to emerging markets. Company has made efforts to embed
itself in supplying more products to each regulated market customer as also adding new
customers and products; albeit the former - increased API supplies to same customer
- has likely more room to grow followed by new launches. APl business which
performed well in Q4 FY24 is still lumpy in nature and even though price erosion has
stabilized, inflection point could be still some time away in clocking quarterly Rs1bn in
sales.

Formulations - manufacturing rationalization, Turkey demand key
Sequent’s export formulation business has gone through disruption from 1) demand
slowdown in key markets like Europe and 2) currency volatility in Turkey. Europe
recovered in FY24 on the back of pivot towards higher margin/growth products in
Spain along with increase in distribution business in Benelux countries. Company
expects Europe business to clock moderate growth (given the mature nature of
underlying market) on FY24 base. Turkey business has been severely impacted by
currency and hyperinflation in the past few years. As the macro normalizes (stable
currency in last few months), company believes Turkey is poised to grow especially on
back of two price hikes implemented in FY24. Manufacturing footprint has been
rationalized with shutdown of German and Tarapur (APl/intermediates) facilities that
should contribute to cost savings.

India - resumption of Zoetis product distribution to lift growth

India business at 8% of revenue was affected by non-availability of Zoetis product for
distribution. We understand Zoetis would likely resume the distribution arrangement
soon which should bolster the domestic business. Separately, company has ramped up
MR force in India that would support scale up of ex-Zoetis business that has been
clocking healthy mid-teens growth.

Growth to be a key driver of margin between FY24-26

Gross margin has recovered largely on back of lower input costs and some benefit from
product rationalization as Sequent exited low end commodity businesses in Europe. It
has also run a cost optimization program in APl which has resulted in improved EBIDTA.
Overall, we reckon the benefit from cost rationalization and procurement savings have
played out and further margin improvement would be an outcome of expected better
revenue growth over next 2 years.
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Financial Summary
(Rs mn) FY24 FY25E FY26E
Net Revenue 13,697 14,742 16,463
YoY Growth (3.6) 7.6 11.7
EBIDTA 914 1,818 2,609
YoY Growth 42,5 98.9 43.5
PAT (359) 498 1,184
YoY Growth (70.4) - 137.7
ROE 2.6 9.9 17.0
EPS -1.4 2.0 4.8
P/E - 61.2 25.8
P/B 26.4 28.4 g2
EV/EBITDA 34.7 17.3 11.7
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Highlights of company meeting

Below we share key highlights of our interaction with the company:

Reiterate margin and growth guidance given earlier of low to early teens exit in Q4 FY25;
confident of improving growth in current year

Most of the decline in APl revenue over last 4 years is due to price erosion; would be
higher in terms of volume supplies compared to FY20

Efforts under way to position Sequent as a primary supplier and ensure same customer
increases API sourcing in terms of number of products bought

Plan to foray into US using hitherto acquired German site are now on the back burner;
sold off the German facility to rationalize manufacturing footprint

Turkey - have taken price hikes which have been well accepted by the market; working
on using Turkey as a base to supply to other neighbouring markets now that
economy/macro appear stable

Turkey is fast becoming an export hub, which provides a natural forex hedge for imports
apart from accelerating revenues.

India - non availability of an imported product from Zoetis has impacted distribution
sales. Product availability will be normalised in H2 and expect to get back to growth and
lift revenues. Non-Zoetis business continues to show robust growth.

Completed MR hiring in domestic market and FY25 would see productivity ramp up of
the newly added employees

Have seen new players with pharma background enter animal health and do good ramp
up on back of rapid and large scale hiring of field force

Looking to build companion animal segment outside India which would utilize the front-
end infrastructure in major markets; albeit the foray and its impact would take time with
no major impact on near term opex

PE promoter is fully onboard with management thinking and backs its execution; there
is no looming timeline for stake monetization

Cognizant of debt ratios and not doing any major capex in the next 1 year

Worst of the disruption, price compression behind; Upgrade to ADD with triggers
spread out

Post the episode of elevated input costs and demand destruction, along with steps taken to
improve profitability leads us to believe worst of margin and earnings performance is behind. That
said, upgrade cycle may not start immediately as inflection point in API still appears some time
away. We roll over to FY26 estimate which appears a more normalized representation of
underlying steady state deliverables (~mid-teens growth and mid to high teens margin) and hence
trim multiple to sync with normalized earnings. Upgrade to ADD with revised TP Rs145, based
on 30x (earlier 35x) FY26 EPS. Key risk to our constructive view is deceleration in API business,
inability to increase API supplies to same customer and large sized M&A that would lead to
increased leverage.
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STORY IN CHARTS

Exhibit 1: API - steady recovery seen in FY26

Exhibit 2: Europe - modest growth on strong base
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Exhibit 3: Trend in EM revenues Exhibit 4: India -restart of Zoetis distribution lifts growth
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Exhibit 5: Gross margin seen at historic levels in 2 years...

Source: Company, YES Sec

Exhibit 6: ...and so would EBIDTA margin
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FINANCIALS

Exhibit 7: Balance sheet

Y/e 31 Mar (Rs m) FY22 FY23 FY24 FY25E FY26E
Equity capital 497 499 499 499 499
Reserves 6,427 6,489 6,067 6,597 7,813
Net worth 6,924 6,988 6,566 7,096 8,312
Debt 480 504 564 564 564
Minority interest 1,830 2,416 1,936 1,636 1,336
Def.tax lia 158 123 69 69 69
Total liabilities 9,392 10,031 9,134 9,364 10,280
Goodwill 1,853 2,400 2,349 2,349 2,349
Fixed assets 3,813 4,206 3,729 3,592 3,404
Investments 590 333 313 313 313
Net working capital 2,844 2,638 1,959 2,327 3,430
Inventories 3,480 3,461 3,462 3,726 4,162
Sundry debtors 3,292 3,410 3,356 3,612 4,034
Cash 704 409 725 885 1,451
Other current assets 488 610 685 590 659
ST borrowings (2,006) (2,238) (3,159) (3,159) (3,159)
Sundry creditors (2,580) (2,434) (2,603) (2,801) (3,128)
Other current liabilities (535) (579) (509) (526) (588)
Def tax assets 292 454 784 784 784
Total assets 9,392 10,031 9,134 9,364 10,280
Exhibit 8: Income statement
Y/e 31 Mar (Rs m) FY22 FY23 FY24 FY25E FY26E
Revenue 14,128 14,209 13,697 14,742 16,463
Operating profit 1,423 641 914 1,818 2,609
Depreciation (511) (557) (615) (638) (688)
Interest expense (158) (355) (481) (431) (404)
Other income 45 64 110 110 110
Profit before tax 800 (207) (73) 858 1,627
Taxes (82) 157 250 (155) (293)
Adj Profit 718 (50) 178 704 1,334
Ml (38) 8 (63) (63) (63)
Exceptional 63 (816) (252) 0 0
ESOP cost (329) (354) (222) (111) (56)
Net profit 414 (1,211) (359) 530 1,216

For important information about YES Securities (India) Ltd. and other disclosures,
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Exhibit 9: Cash flow statement

Y/e 31 Mar (Rs m) FY22 FY23 FY24 FY25E FY26E
Profit before tax 800 (207) (73) 858 1,627
Depreciation 511 557 615 638 688
Def.taxes (net) 1 (197) (384) - -
Tax paid (82) 157 250 (155) (293)
Working capital A (231) (90) 995 (208) (537)
Other operating items (304) (1,162) (537) (174) (118)
Operating cashflow 695 (941) 868 960 1,366
Capital expenditure (512) (1,497) (88) (500) (500)
Free cash flow 183 (2,438) 780 460 866
Equity raised (766) 1,275 (63) - -
M (7) 24 60 - -
Investments 330 257 20 = =
Debt financing/disposal 346 586 (480) (300) (300)
Dividends - - - - -
Net A in cash 86 (295) 316 160 566
Exhibit 10: Du Pont Analysis
Y/e 31 Mar (Rs m) FY22 FY23 FY24 FY25E FY26E
Tax burden (x) 0.90 0.24 -2.44 0.82 0.82
Interest burden (x) 0.84 -1.39 -0.18 0.67 0.80
EBIT margin (x) 0.07 0.01 0.03 0.09 0.12
Asset turnover (x) 1.16 1.15 1.11 1.18 1.23
Financial leverage (x) 1.71 1.78 1.82 1.83 1.74
RoE (%) 10.1 (0.7) 2.6 10.3 17.3
Exhibit 11: Ratio analysis
Y/e 31 Mar FY22 FY23 FY24 FY25E FY26E
Growth matrix (%)
Revenue growth 3.8 0.6 (3.6) 7.6 11.7
Op profit growth (35.8) (54.9) 42.5 98.9 43.5
EBIT growth (46.7) (84.5) 174.9 216.0 57.5
Net profit growth (56.7) (392.9) (70.4) (247.7) 129.3
Profitability ratios (%)
OPM 10.1 4.5 6.7 12.3 15.8
EBIT margin 6.8 1.0 3.0 8.7 12.3
Net profit margin 5.1 (0.4) 1.3 4.8 8.1
RoCE 10.2 1.5 4.3 13.9 20.7
RoNW 10.1 (0.7) 2.6 10.3 17.3
RoA 5.9 (0.4) 1.4 5.6 10.0
Per share ratios
EPS 1.7 (4.9) (1.4) 2.1 4.9
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Y/e 31 Mar FY22 FY23 FY24 FY25E FY26E
Dividend per share 0.0 0.0 0.0 0.0 0.0
Cash EPS 3.7 (2.6) 1.0 47 7.6
Book value per share 27.9 28.0 26.3 28.4 33.3
Valuation ratios (x)
P/E 73.7 (25.2) (84.9) 57.5 25.1
P/BV 4.4 4.4 4.6 4.3 3.7
M Cap/Sales 2.2 2.1 2.2 2.1 1.9
EV/EBIDTA 22.2 50.7 34.7 17.2 11.6
Payout (%)
Tax payout 10.3 75.9 344 .4 18.0 18.0
Dividend payout 0.0 0.0 0.0 0.0 0.0
Liquidity ratios
Debtor days 85 88 89 89 89
Inventory days 90 89 92 92 92
Creditor days 67 63 69 69 69
Leverage ratios
Interest coverage 6.1 0.4 0.8 3.0 5.0
Net debt / equity 0.2 0.3 0.2 0.1 (0.0)
Net debt / op. profit 0.8 3.1 1.3 0.4 (0.0)
Recommendation Tracker
170 - SEQUENT Reco ------- Nifty (RHS) 24,000
150 - 1 23000
130 r 22,000
110 Neutral Neutral - 21,000
90 r 20,000
70 - r 19,000
50 -+ r 18,000
30 r 17,000
10 - - 16,000
Jun-23  Jul-23  Aug-23  Sep-23 Oct-23 Nov-23 Dec-23 Jan-24  Feb-24 Mar-24  Apr-24 May-24 Jun-24
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections. Registration granted by SEBI and certification from NISM
in no way guarantee performance of the intermediary or provide any
assurance of returns to investors.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company'’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. 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 YSL and associates to any
registration or licensing requirement within such jurisdiction. The
securities described herein may or may not be eligible for sale in all
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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.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: : 7th Floor, Urmi Estate Tower A, Ganpatrao
Kadam Marg, Opp. Peninsula Business Park, Lower Parel (West),
Mumbai - 400 013, Maharashtra, India.

>4 research@ysil.in | Website: www.yesinvest.in

Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX : INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 | CDSL &
NSDL: IN-DP-653-2021 | MERCHANT BANKER: INM000012227 |
RESEARCH ANALYST: INHO00002376 | INVESTMENT ADVISER:
INAO00007331 | Sponsor and Investment Manager to YSL Alternates
Alpha Plus Fund (CAT Il AIF) SEBI Registration No.: IN/AIF3/20-21/0818 |
AMFI ARN Code - 94338.

Details of Compliance Officer: Name: Aditya Goenka,
Email id: compliance@ysil.in, Contact No: 022- 65078127 (Extn: 718127)

Grievances Redressal Cell: customer.service@ysil.in/igc@ysil.in
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DISCLOSURE OF INTEREST

Name of the Research Analyst : Bhavesh Gandhi

The analyst hereby certifies that opinion expressed in this research
report accurately reflect his or her personal opinion about the subject
securities and no part of his or her compensation was, is or will be
directly or indirectly related to the specific recommendation and opinion
expressed in this research report.

=i Particulars

No. Yes/No

Research Analyst or his/her relative’s or YSL's

financial interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more

2 securities of the subject company(ies) at the end No
of the month immediately preceding the date of
publication of the Research Report

Research Analyst or his/her relative or YSL has
3 any other material conflict of interest at the time No
of publication of the Research Report

Research Analyst has served as an officer, director

or employee of the subject company(ies) N2

YSL has received any compensation from the

subject company in the past twelve months No

YSL has received any compensation for
investment banking or merchant banking or
brokerage services from the subject company in
the past twelve months
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YSL has received any compensation for products
or services other than investment banking or
merchant banking or brokerage services from the
subject company in the past twelve months

No

YSL has received any compensation or other
8 benefits from the subject company or third party No
in connection with the research report

YSL has managed or co-managed public offering
9 of securities for the subject company in the past No
twelve months

Research Analyst or YSL has been engaged in
10  market making activity for the subject No
company(ies)

Since YSL and its associates are engaged in various businesses in the
financial services industry, they may have financial interest or may have
received compensation for investment banking or merchant banking or
brokerage services or for any other product or services of whatsoever
nature from the subject company(ies) in the past twelve months or
associates of YSL may have managed or co-managed public offering of
securities in the past twelve months of the subject company(ies) whose
securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more
and/or other material conflict of interest in the securities discussed
herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL”) is a wholly owned subsidiary of YES
BANK LIMITED. YSL is a Securities and Exchange Board of India (SEBI)
registered Stock broker holding membership of National Stock Exchange
(NSE), Bombay Stock Exchange (BSE), Multi Commodity Exchange
(MCX) & National Commodity & Derivatives Exchange (NCDEX). YSL is
also a SEBI-registered Category | Merchant Banker, Investment Adviser
and Research Analyst. YSL is also a Sponsor and Investment Manager of
Alternate Investment Fund - Category Il (YSL Alternates) and AMFI
registered Mutual Fund Distributor. The Company is also a registered
Depository Participant with CDSL and NSDL. YSL offers, inter alia,
trading/investment in equity and other financial products along with
various value added services. We hereby declare that there are no
disciplinary actions taken against YSL by SEBI/Stock Exchanges.
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