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Large capex provides long-term growth visibility

Deepak Nitrite's 3QFY24 earnings print was weaker than our and consensus
expectations. This miss was primarily on account of sustained weakness in the advanced
intermediates business and lower-than-anticipated jump in phenolic spreads. Although
demand recovery is likely to be fragile, the company expects a better performance
4QFY24 onwards in advanced intermediates. Besides this, we believe the commissioning
of capex worth INR 20bn in CY24 (likely one project every quarter with full benefit in
FY26) should bode well for growth in FY25E-27E. Further, INR 140bn worth of projects
getting commissioned by end-CY27 should augur well for growth starting FY28E.
Accounting for 3QFY24 results and management commentary, we cut our FY24E
EBITDA/EPS estimates by 2%/3%; our FY25E/26E estimates are largely unchanged. We
maintain BUY with an unchanged Mar’25 TP of INR 2,565/share (based on 27x Mar'26E
EPS) as we like the company’s concrete growth plans over the next 5-7 years although
execution of such large projects remains a key risk.

= Phenolics spread jump lower than anticipated: Deepak Nitrite's 3QFY24 consolidated
gross profit came in 1% above JMFe at INR 6.4bn (up 4% QoQ while down 2% YoY) as
revenue came in 11% above JMFe at INR 20.0bn (up 1%/13% QoQ/YoY) offsetting
seguential gross margin decline to 31.7% (vs. JMFe of 34.7% and 34.4% in 2QFY24).
During the quarter, other expenses were higher than anticipated at INR 2.4bn (vs. JMFe of
INR 2.3bn). As a result, EBITDA was 3%/7% below JMFe/consensus and stood at INR
3.0bn (up 1% QoQ while 3% down YoY). Further, PAT came in 6%/8% below
JMFe/consensus at INR 2.0bn (down 1%/3% QoQ/YoY). Deepak’s phenolics EBIT was
lower than anticipated and stood at INR 1.8bn (vs. JMFe of INR 1.9bn, up 5%/42%
QoQ/YoY) as phenolics EBIT margin declined to 13.3% (vs. JMFe of 16.2% and 15.2% in
2QFY24) while revenue was above our estimates at INR 13.5bn (vs. JMFe of INR 11.8bn
and INR 11.2bn in 2QFY24). This indicates that the company was able to make lower
spreads compared to the rise in global benchmark based phenol-acetone spreads.

m  Advanced intermediates business performance not yet recovered: Deepak’s advanced
intermediates (Al) EBIT came in below our expectation at INR 937mn (vs. JMFe of INR
1.0bn and INR 1.0bn in 2QFY24); Al EBIT margin was below JMFe at 13.9% (vs. JMFe of
15.8% and 15.4% in 2QFY24) more than offsetting higher Al revenue at INR 6.7bn (4%
above JMFe, up 1% QoQ while down 18% YoY).

m Estimates largely unchanged; maintain BUY: To factor in 3QFY24 results and
management commentary, we cut our FY24E EBITDA/EPS estimates by ~ 2%/3%, while
our FY25E/FY26E estimates are largely unchanged. Hence, our Mar'25 TP has been kept
unchanged at INR 2,565/share (based on 27x Mar'26E EPS). We maintain BUY as we see
strong growth potential over the next 5 years from the commissioning of INR 140bn
worth capex.

Financial Summary (INR mn)
Y/E March FY22A FY23A FY24E FY25E FY26E
Net Sales 67,651 79,721 73,534 90,748 99,355
Sales Growth (%) 56.1 17.8 -7.8 23.4 9.5
EBITDA 16,036 12,894 11,140 16,253 19,195
EBITDA Margin (%) 23.6 16.2 15.1 17.9 19.3
Adjusted Net Profit 10,666 8,520 7,002 10,557 12,763
Diluted EPS (INR) 78.2 62.4 51.3 77.4 935
Diluted EPS Growth (%) 375 -20.1 -17.8 50.8 20.9
ROIC (%) 36.9 245 16.6 215 21.9
ROE (%) 375 22.9 15.8 19.9 19.7
P/E (x) 29.2 36.6 44.5 29.5 24.4
P/B (x) 9.3 7.6 6.5 5.3 4.4
EV/EBITDA (x) 19.2 23.8 273 18.7 15.5
Dividend Yield (%) 0.2 0.3 0.3 0.3 0.3
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3QFY24 Result Review

Key takeaways from post-results conference call

Details of INR 140bn capex: The management highlighted that the completion timeline
for this capex has been set as CY27-end. The company expects a payback period of 5
years for this project. Under this project, it will be manufacturing high grade of aniline
and not the polyurethane foam grade. Currently, there is anti-dumping duty on aniline
imports. The management is still exploring its fund-raising options for this capex.

Details of INR 20bn capex: The company will be undertaking projects such as i)
polycarbonated compounding, ii) Oman phase | capex, iii) nitric acid, iv) hydrogenation, v)
MIBK and MIBC, and vi) photo chlorination and fluorination. Besides this, there could be
additional capex for specialty chemicals as well.

Power plants benefits captured in phenolic spreads: The company indicated that power
plants benefits are fully captured in the current phenolic spreads. Its current capacity is
around 350,000MT.

Volume growth: The company highlighted that annualising 9MFY24 to FY24 and
comparing it with FY22 volume, on a consolidated basis volume would have seen 17-

20% growth (including phenolics).

Exhibit 1. Deepak Nitrite's quarterly consolidated financial snapshot

Consolidated (INRmn) 3QFY22  4QFY22 1QFY23  2QFY23  3QFY23  4QFY23  1QFY24  2QFY24]  3QFY24  3QFY24E! % YoY %QoQ %diff vs. IMFe
Net Sales 17,223 18,724 20,580 19,617 19,911 19,614 17,683 17,781 20,092 18,172| 1% 13% 11%
COGS 10,851 11,568 13,608 13,700 13,386 12,781 12,236 11,6581 13,726 11,8671 3% 18%

Gross Profit 6,372 7,156 6,972 5,917 6,525 6,832 5,447 6,122: 6,366 6,306I -2% 4% 1%
Gross Margin (%) 37% 38% 34% 30% 33% 35% 31% 34%| 31.7% 34.7%| -109 bps -275 bps

Employee expenses 655 714 812 785 811 775 842 848] 891 850] 10% 5%

Employee expenses as % of sales 4% 4% 4% 4% 4% 4% 5% 5% 4% 5%| 37 bps -33 bps

Other expenses 2,199 2,338 2,600 2,423 2,568 2,578 2,507 2,252I 2,428 2,310: -5% 8%

Other expenses as % of sales 13% 12% 13% 12% 13% 13% 14% 13%) 12% 13% -81 bps -58 bps

EBIDTA 3,519 4,103 3,560 2,709 3,146 3,480 2,098 3,023] 3,047 3,146] -3% 1% -3%
EBITDA Margin (%) 20% 22% 17% 14% 16% 18% 12% 17%| 15% 17%I| -64 bps -184 bps

Depreciation 455 446 419 424 411 409 381 394: 417 400: 1% 6%

EBIT 3,064 3,657 3,141 2,285 2,735 3,070 1,717 2,628 2,630 2,746| -4% 0%

Other Income 258 35 9 120 134 126 319 170! 136 170! 1% -20%

Interest Cost 68 71 86 59 58 45 18 27! 29 3] -50% 9%

PBT 3,253 3,622 3,151 2,346 2,810 3,152 2,017 2,772) 2,736 2,886] -3% -1%

Tax 829 950 805 601 720 813 518 7211 715 7391 -1% -1%

PAT 2,425 2,672 2,346 1,745 2,091 2,339 1,499 2,051I 2,020 2,147I -3% -1% -6%
PAT Margin (%) 14% 14% 11% 9% 10% 12% 8% 12%| 10% 12%: -44 bps -148 bps

EPS (INR) 18 20 17 13 15 17 11 15§ 15 16] -3% -1%

Tax rate 25% 26% 26% 26% 26% 26% 26% 26%I o _22%1_ — 2_6%| 54 bps 13 bps
Source: Company, JM Financial

Exhibit 2. Deepak Nitrite's quarterly operational snapshot

Segmental Revenue (INRmn) 3QFY22  4QFY22 _ 1QFY23  2QFY23 _ 3QFY23  4QFY23  1QFY24  2QFv24]  3QFY24 _ 3QFY24El % YoY % QoQ % diff vs. IMFe
Advanced intermediates 6,892 7,502 7,300 6,853 8,178 8,005 7,083 6,702i 6,743 6,501' -18% 1% 4%
Phenolics 10,367 11,284 13,349 12,841 11,816 11,699 10,679 11,201 13,493 11,761 14% 20% 15%
Less: Inter segment revenue -36 -63 -69 -77 -83 -90 -79 -1231 -144 -90l 73% 17% 60%
Total 17,223 18,724 20,580 19,617 19,911 19,614 17,683 17,781I 20,092 18,172I 1% 13% 11%
Segmental revenue contribution (%) : :

Advanced intermediates 40% 40% 35% 35% 41% 41% 40% 38%| 34% 36%|

Phenolics 60% 60% 65% 65% 59% 60% 60% 63%: 67% 65%:

Segmental EBIT (INRmn)

Advanced intermediates 1,470 1,928 1,327 1,384 1,475 1,365 1,149 1,034: 937 1,029: -36% -9% -9%
Phenolics 1,836 1,759 1,877 1,027 1,270 1,770 876 1,704] 1,798 1,905] 42% 5% -6%
Total 3,306 3,687 3,204 2,410 2,745 3,136 2,025 2,738l 2,734 2,9341 0% 0% -7%
Segmental EBIT Margins (%) I I

Advanced intermediates 21.3% 25.7% 18.2% 20.2% 18.0% 17.1% 16.2% 154%: 13.9% lSB%: -414bps -153bps -193 bps
Phenolics 17.7% 15.6% 14.1% 8.0% 10.7% 15.1% 8.2% 15.2%) 13.3% 16.2%)] 257bps -189bps -288 bps
Total 19.2% 19.7% 15.6% 12.3% 13.8% 16.0% 11.5% 15.4%I 13.6% 16.1%l -18bps -179bps -254 bps

Source: Company, JM Financial
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Assumptions and Estimates

Exhibit 3. Deepak’s EBITDA likely to post ~31% CAGR over FY24E-
26E

Exhibit 4. Deepak likely to post 35% PAT CAGR over FY24E-26E
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Exhibit 5. RoE to remain at ~20% in FY25E/26E Exhibit 6. RoCE (pre-tax) to remain at ~23-24% in FY25E/26E
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Valuation

Exhibit 8. Chemical companies peer valuation

- PIE(x) PIB (x) EV/EBITDA (x) ROE (%)
Company Rating | CMP (INR) | TP (INR) 077 FY20E FY25E FY26E Fv23 FY24E FY25E FY26E Fv23 FY24E FY25E FY26E__| FY23 _ FY24E_FY25E_ FY26E
SRF BUY 2350 | 2665 | 322 56.9 371 274 67 6.1 53 25 206 285 213 164 229 113 153 179
UPL BUY 487 650 100 NM 196 130 12 13 12 11 58 122 7.9 6.8 136 15 63 9.0
P Industries HOLD 3567 | 3720 443 350 320 283 75 6.2 52 44 331 257 24 195 184 194 176 168
Deepak Nitrte BUY 2283 | 2565 | 3656 5 205 2.4 76 65 53 44 29 274 187 156 29 158 199 197
Clean Science BUY 1,391 | 1,830 | 501 643 463 345 146 120 96 75 359 a8 320 243 332 205 230 244
Navin Fluorine BUY 3126 | 4105| 413 62.7 373 27.0 7.1 6.4 57 49 203 379 256 206 186 108 161 194
Fine Organics SELL 4275 | 3100 222 308 a9 202 86 7.4 65 57 162 277 273 255 476 200 164 151
Galaxy Surfactants HOLD 2532 | 2540 | 236 209 282 2.4 48 a1 36 32 158 178 166 152 220 148 136 127
PCBL Ltd. BUY 37| 355| 262 216 202 172 41 34 29 25 17.1 128 15 100 162 173 157 157
Aether Industries BUY 866 | 1,005 | 827 89.9 533 39.2 8.7 54 49 44 57.3 501 341 254 60 76 97 118
Anupam Rasayan HOLD 80| 83| 539 768 484 328 21 32 29 27 234 260 213 168 88 47 63 86
Archean Chericals BUY 631| 720| 182 217 139 110 49 43 33 25 119 142 88 6.4 452 22 271 261
Tatva Chintan Pharma Chem | HOLD 1216| 1310| 580 864 a7 203 55 39 36 33 490 341 25 177 99 53 90  m7

Source: Companies, JM Financial
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Financial Tables (Consolidated)

Income Statement (INR mn) Balance Sheet (INR mn)
Y/E March FY22A FY23A FY24E FY25E FY26E Y/E March FY22A FY23A FY24E FY25E FY26E
Net Sales 67,651 79,721 73,534 90,748 99,355 Shareholders’ Fund 33,384 40,900 47,848 58,370 71,116
Sales Growth 56.1% 17.8% -7.8% 23.4% 9.5% Share Capital 273 273 273 273 273
Other Operating Income 371 0 150 200 200 Reserves & Surplus 33,112 40,627 47,575 58,097 70,843
Total Revenue 68,022 79,721 73,684 90,948 99,555 Preference Share Capital 0 0 0 0 0
Cost of Goods Sold/Op. Exp 41,144 53,475 48,704 59,822 64,420 Minority Interest 0 0 0 0 0
Personnel Cost 2,741 3,183 3,372 3,613 3,873 Total Loans 2,004 584 234 -116 -466
Other Expenses 8,102 10,169 10,468 11,261 12,067 Def. Tax Liab. / Assets (-) 1,229 1,566 1,566 1,566 1,566
EBITDA 16,036 12,894 11,140 16,253 19,195 Total - Equity & Liab. 36,617 43,050 49,649 59,820 72,216
EBITDA Margin 23.6% 16.2% 15.1% 17.9% 19.3% Net Fixed Assets 21,427 23,865 30,974 37,893 43,609
EBITDA Growth 28.6% -19.6% -13.6% 45.9% 18.1% Gross Fixed Assets 29,132 30,577 40,577 50,577 58,577
Depn. & Amort. 1,777 1,663 1,891 2,081 2,283 Intangible Assets 0 0 0 0 0
EBIT 14,259 11,231 9,249 14,171 16,911 Less: Depn. & Amort. 9,498 11,161 13,052 15,133 17,416
Other Income 426 476 676 797 1,075 Capital WIP 1,793 4,449 3,449 2,449 2,449
Finance Cost 340 248 23 -2 -26 Investments 4,390 3,794 3,794 3,794 3,794
PBT before Excep. & Forex 14,345 11,459 9,902 14,970 18,013 Current Assets 18,487 23,629 23,237 28,177 35,828
Excep. & Forex Inc./Loss(-) 0 0 0 0 0 Inventories 5,846 8,931 7,357 8,993 9,878
PBT 14,345 11,459 9,902 14,970 18,013 Sundry Debtors 11,291 13,095 12,048 14,698 16,155
Taxes 3,678 2,939 2,900 4,413 5,250 Cash & Bank Balances 229 376 2,598 3,250 8,557
Extraordinary Inc./Loss(-) 0 0 0 0 0 Loans & Advances 8 7 15 16 18
Assoc. Profit/Min. Int.(-) 0 0 0 0 0 Other Current Assets 1,115 1,220 1,220 1,220 1,220
Reported Net Profit 10,666 8,520 7,002 10,557 12,763 Current Liab. & Prov. 7,688 8,237 8,356 10,043 11,015
Adjusted Net Profit 10,666 8,520 7,002 10,557 12,763 Current Liabilities 7,392 7,794 7,912 9,599 10,571
Net Margin 15.7% 10.7% 9.5% 11.6% 12.8% Provisions & Others 296 443 443 443 443
Diluted Share Cap. (mn) 136.4 136.4 136.4 136.4 136.4 Net Current Assets 10,799 15,392 14,882 18,134 24,813
Diluted EPS (INR) 78.2 62.4 513 774 93.5 Total — Assets 36,617 43,050 49,649 59,820 72,216
Diluted EPS Growth 37.5% -20.1% -17.8% 50.8% 20.9% Source: Company, JM Financial

Total Dividend + Tax 682 819 819 819 819

Dividend Per Share (INR) 5.0 6.0 6.0 6.0 6.0

Source: Company, JM Financial

Cash Flow Statement (INR mn) -

Dupont Analysis
Y/E March FY22A FY23A FY24E FY25E FY26E

Y/E March FY22A FY23A FY24E FY25E FY26E
Profit before Tax 14,345 11,459 10,806 15,892 18,954 -

Net Margin 15.7% 10.7% 9.5% 11.6% 12.8%
Depn. & Amort. 1,777 1,663 1,891 2,081 2,283

Asset Turnover (x) 2.0 2.0 1.6 1.7 1.5
Net Interest Exp. / Inc. (-) 362 277 23 -2 -26

. L F 1.2 1.1 1. 1. 1.

Inc (-) / Dec in WCap. 5,150 3,946 2,732 2,600 1,372 everage Factor (X 0 0 0
Others 439 353 0 0 0 RoE 37.5% 22.9% 15.8% 19.9% 19.7%
Taxes Paid -3,535 -2,600 -2,900 -4,413 -5,250
Operating Cash Flow 8,238 6,499 12,552 10,958 14,588 Key Ratios
Capex -1,865 -3,581 -9,000 -9,000 -8,000 Y/E March FY22A FY23A FY24E FY25E FY26E
Free Cash Flow 6,373 2,918 3,552 1,958 6,588 BV/Share (INR) 2447 299.8 350.7 427.8 521.3
Inc (-) / Dec in Investments -2,401 822 0 0 0 ROIC 36.9% 24.5% 16.6% 21.5% 21.9%
Others 26 -1 0 0 0 ROE 37.5% 22.9% 15.8% 19.9% 19.7%
Investing Cash Flow -4,241 -2,761 -9,000 -9,000 -8,000 Net Debt/Equity (x) -0.1 -0.1 -0.1 -0.1 -0.2
Inc / Dec (-) in Capital 58 173 0 0 0 P/E (x) 29.2 36.6 445 29.5 24.4
Dividend + Tax thereon -750 -955 -958 -958 -958 P/B (x) 9.3 7.6 6.5 53 4.4
Inc / Dec (-) in Loans -2,846 -2,576 -350 -350 -350 EV/EBITDA (x) 19.2 23.8 27.3 18.7 15.5
Others -320 -233 -23 2 26 EV/Sales (x) 4.5 3.9 4.1 33 3.0
Financing Cash Flow -3,858 -3,591 -1,330 -1,306 -1,281 Debtor days 61 60 60 59 59
Inc / Dec (-) in Cash 140 148 2,221 652 5,307 Inventory days 31 41 36 36 36
Opening Cash Balance 89 229 376 2,598 3,250 Creditor days 52 43 46 47 48
Closing Cash Balance 229 376 2,598 3,250 8,557 Source: Company, JM Financial

Source: Company, JM Financial
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History of Recommendation and Target Price Recommendation History
Date Recommendation Target Price % Chg. Dee pﬂl Nitrite
30-Nov-21 Buy 2,800 50 4
24-Jan-22 Buy 2,760 14
5-May-22 Buy 2,760 0.0 273
11-Aug-22 Buy 2,895 49 2310 4
17-Aug-22 Buy 2,895 0.0
15-Sep-22 Buy 2,895 0.0 1850 -
10-Nov-22 Buy 2,845 1.7
14-May-23 Buy 2,660 6.5 1470 4
8-Aug-23 Buy 2,420 -9.0 1050 . : : : : :
11-Sep-23 Buy 2,535 47 Fet-21 Aug-21 Fen-22 Aug-22 Feb-23 Aug-23 Feb-24
9-Nov-23 Buy 2,340 7.7

Targe Frice e P
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views/recommendations expressed in such technical research reports could be inconsistent or even contrary to the views contained in this report.

The investment discussed or views expressed or recommendations/opinions given herein may not be suitable for all investors. The user assumes the entire risk of
any use made of this information. The information contained herein may be changed without notice and JM Financial Institutional Securities reserves the right to
make modifications and alterations to this statement as they may deem fit from time to time.

This report is neither an offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction.

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 JM Financial Institutional
Securities and/or its affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be
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