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Heranba Industries Ltd. is a crop protection chemical manufacturer, exporter
and marketing company. The manufacturing facilities are located in Vapi and at
Sarigam near Vapi. It is currently expanding its capacity at Sarigam and also
possess additional land bank at Saykha, Dahej for future capacity expansion.

The company announced its Q1FY23 results, where-in the top-line and bottom-
line were below estimates. The company faced challenges on the cost front
with raw material cost inflation. Also, the lock-down in China hurt its major
export market and negatively affected the growth in revenues. Due to pressure
on both the company operations and cost front, it generated negative cash
flow from operations in Q1FY23, although the quantum was minor in nature in
the range of INR 100 to 150 million.

Q1FY23 Result Highlights:

* In Q1FY23, Revenues from operations increased by 3.0% YoY/and was up by
3.4% QoQ to INR 3,619 Mn. It came in below our estimates of INR 4,040
Mn.

* The lower growth in revenues was attributed to macro challenges related to
lockdown in its major export market - China, subdued export of technical
products and delayed onset of monsoon in India.

* The Shanghai port in China was mostly inaccessible for the supply of
finished products into the country.

* Contribution of exports to the total revenues shrunk and formed about 30%
compared to 38% in the corresponding period last year.

Raw material cost pressure and higher power, fuel and solvent prices
negatively affected the operating margins.

Employee cost also increased by 7.6% YoY / up 41.5% QoQ to INR 149 Mn.

EBITDA declined by 28.6% YoY / down 26.0% QoQ to INR 463 Mn and came
in below expectation of INR 720 Mn.

e Operating margin compressed by 565 basis points YoY / down 507 basis
points QoQ to 12.8%.

Net Profit declined by 28.9% YoY / down 20.8% QoQ to INR 337 Mn and
came in below expectation of INR 530 Mn.

Net Profit margin compressed by 417 basis points YoY / down 285 basis
points QoQ to 9.3%.

Cashflow from operations was negative for the quarter, around -100 to -
150 Mn.

The Sarigam facility near Vapi, Gujarat will be commissioned by Q4FY23 and
will be ramped up gradually.

Outlook & Valuations: At the CMP of INR 596 per share, the stock is trading at
a P/E multiple of 10.1x/8.3x its FY23E/FY24E EPS of INR 58.8/INR 71.6
respectively. It has already acquired another land bank and possess necessary
infrastructure for future expansion if required. The company is penetrating into
higher margin export market. We believe that these drivers will facilitate the
growth in the company’s topline, going forward while maintaining the
operating margins in the range of 18-20% in the long term. The stock has
corrected significantly in-line with the broader market and is trading at
attractive valuation from long term investment horizon. Considering the future
growth drivers, we continue to value the company at a P/E multiple of 15x its
FY24E EPS of INR 71.6 and maintain our Target Price of INR 1,073 per share.
Accordingly, we reiterate our BUY rating on the shares of Heranba Industries
Ltd.
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Heranba Industries Ltd.

Quarterly Result

INR, Mn Q1FY23 Q4FY22 Q1FY22 QoQ YoY
Revenue from operations 3,619.3 3,501.4 3,514.1 3.4% 3.0%
Cost of material consumed 2,768.0 2,342.5 2,695.8 18.2% 2.7%
Purchase of stock-in-trade 0.0 0.0 0.0 NA NA
Change in inventories of Finished Goods and WIP -291.8 -126.0 -392.6 131.6% -25.7%
Gross Profit 1,143.1 1,284.9 1,210.8 -11.0% -5.6%
Gross Profit Margin 31.6% 36.7% 34.5% -511 -287
Employee Cost 148.7 105.0 138.2 41.5% 7.6%
Other Expenses 531.5 554.5 424.5 -4.2% 25.2%
EBITDA 463.0 625.4 648.2 -26.0% -28.6%
EBITDA Margin 12.8% 17.9% 18.4% -507 -565
Depreciation 52.8 82.2 35.7 -35.8% 48.0%
EBIT 410.2 543.2 612.5 -24.5% -33.0%
EBIT Margin 11.3% 15.5% 17.4% -418 -610
Finance Cost 12.0 8.4 12.2 42.6% -1.6%
Other Income 44.4 47.8 42.7 -7.2% 3.8%
Exceptional items 0.0 0.0 0.0 NA NA|
Profit Before Tax 442.6 582.6 643.1 -24.0% -31.2%
[Tax Expense 105.6 156.9 169.2 -32.7% -37.6%
Profit After Tax 337.1 425.8 473.9 -20.8% -28.9%
PAT Margin 9.3% 12.2% 13.5% -285 -417

Source: Company, Arihant Research

Conference Call Highlights:

* In the domestic market, delay in monsoon negatively affected sentiments in the agrochemical industry. However,
monsoon picked up well in Q2FY23 and will benefit the sector, going forward.

* In the international business, China is one of its major market, contributing about 25% of the revenues. The
country went into lockdown, which affected the shipment of products through ports in China.

* The export of technical products suffered during the quarter, which resulted in lower export sales in the period.

*  The margin differential between domestic and export market is in the range of 3-4%, wherein the latter enjoys
higher margin.

* The company continued to face challenges on the logistics and transportation front in the export market due to
higher freight cost and availability and docking of containers, at times. The higher cost of logistics was visible in
the increase in the Other Expenses component.

*  Raw material cost inflation was high and the company was not able to pass on the entire increase in cost to the
customers.

* It will take further price increase in the range of 3%-4% in Q2FY23 to offset the remaining increase in raw
material cost. Also, the company will benefit from the recent decline in commodity prices and the effect may be
reflected from the second half of the financial year.

*  Post the Q1FY23 results, the management has taken a conservative stance of marginally reducing the guidance
from 18%-20% (earlier) to 16%-18% (now) in reference to the growth in revenues.

* The Sarigam plant expansion is expected to be commissioned in Q4FY23 with gradual ramp up in operations.
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Heranba Industries Ltd.

Key Financials

Income Statement (INR Mn) FY19 FY20 FY21 FY22 FY23E FY24E
Net Sales 10,044 9,514 12,186 14,504 16,739 20,087
Total Operating Expenses 6,978 6,374 7,795 9,306 10,880 13,056
Employee Cost 380 465 522 584 668 748
Other Expenses 1,373 1,381 1,656 2,016 1,901 2,249
Operating Profit 1,314 1,293 2,213 2,598 3,290 4,033
Depreciation 60 82 147 198 232 306
PBIT 1,255 1,211 2,067 2,400 3,058 3,727
Other income 74 165 70 194 136 150
Interest 107 88 54 41 49 49
PBT 1,221 1,288 2,083 2,553 3,145 3,828
Profit before tax (post exceptional) 1,221 1,288 2,083 2,553 3,145 3,828
Provision for tax 467 312 541 662 792 965
Reported PAT 754 977 1,542 1,891 2,352 2,863
Ml - - - - - -
Net Profit 754 977 1,542 1,891 2,352 2,863

Source: Company, Arihant Research

Balance Sheet (INR Mn) FY19 FY20 FY21 FY22 FY23E FY24E
Equity capital 391 391 400 400 400 400
Reserves 1,891 2,818 4,881 6,744 8,996 11,672
Net worth 2,282 3,208 5,281 7,145 9,396 12,072
Non Current Liabilites 103 86 149 156 126 131
Current Liabilites 3,220 2,953 3,003 3,386 5,323 6,199
TOTAL LIABILITIES 5,604 6,248 8,433 10,686 14,845 18,401
Non Current Assets 1,088 1,534 1,750 2,299 3,064 3,973
Fixed Assets 671 1,332 1,431 2,077 2,553 3,421
Goodwill - - - - - -
Non Current Investments 0 37 101 21 101 101
Deferred Tax Asset 1 - 10 28 - -
Other Financial Assets 71 84 111 114 292 322
Other Non Current Assets 345 81 97 60 117 129
Current Assets 4,516 4,713 6,683 8,387 11,781 14,428
Current investments

Inventories 1,139 1,455 1,660 2,557 2,522 3,027
Trade Receivables 2,533 2,585 3,418 4,096 4,678 5,613
Cash and Cash Equivalents 210 32 848 950 2,630 3,503
Bank Balance other than above - - 131 249 1,193 1,451
Other Financial Assets 15 26 20 20 24 27
Other Current Assets 619 615 607 515 734 807
TOTAL ASSETS 5,604 6,248 8,433 10,686 14,845 18,401

Source: Company, Arihant Research
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Heranba Industries Ltd.

Key Financials

Cash Flow St. (INR Mn) FY19 FY20 FY21 FY22 FY23E FY24E|
Net Profit 754 977 1,542 1,891 2,352 2,863
Add: Dep. & Amort. 60 82 147 198 232 306
Cash profits 814 1,059 1,689 2,088 2,585 3,169
(Inc)/Decin

-Sundry debtors (502) (52) (758) (947) (334) (936)

-Inventories (199) (316) (180) (478) (280) (763)

-Loans/advances - (9) 9 - - -
- Other Current Assets (109) 253 (157) (97) (106) (117)
-Current Liab and Provisions 102 97 170 44 47 52
Sundry Creditors 568 (227) (169) 370 830 825
Change in working capital (140) (255) (1,085) (1,107) 158 (939)
CF from Oper. activities 674 804 604 981 2,742 2,231
CF from Inv. activities (257) (780) (407) (817) (917) (1,174)
CF from Fin. activities (326) (202) 619 (63) (145) (184)
Cash generated/(utilised) 92 (178) 816 102 1,681 872
Cash at start of the year 118 210 32 848 950 2,630
Cash at end of the year 210 32 848 950 2,630 3,503

Source: Company, Arihant Research

Ratios FY19 FY20 FY21 FY22 FY23E FY24E
OPM 13.1% 13.6% 18.2% 17.9% 19.7% 20.1%
NPM 7.5% 10.1% 12.6% 12.9% 13.9% 14.1%
Tax Rate 38.3% 24.2% 26.0% 25.9% 25.2% 25.2%

Growth Ratios (%)

Net Sales 35.5% -5.3% 28.1% 19.0% 15.4% 20.0%
Operating Profit 49.7% -1.6% 71.1% 17.4% 26.7% 22.6%
PBIT 60.0% 5.5% 61.7% 22.5% 23.2% 21.7%
PAT 60.9% 29.5% 57.9% 22.6% 24.4% 21.7%
Per Share (INR)

Net Earnings (EPS) 19.3 25.0 39.4 47.3 58.8 71.6
Cash Earnings (CPS) 20.8 27.1 42.2 52.2 64.6 79.2
Book Value 58 82 132 179 235 302

Valuation Ratios

P/E(x) 30.9 23.8 15.1 12.6 10.1 8.3
P/B(x) 10.2 7.3 4.5 3.3 2.5 2.0
EV/EBIDTA(x) 18.0 18.3 10.6 8.3 6.2 4.8

Return Ratios (%)
ROE 33.0% 30.4% 29.2% 28.1% 25.0% 23.7%
ROCE 45.1% 33.3% 35.7% 33.4% 30.9% 29.6%

Source: Company, Arihant Research
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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