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Phillips Carbon Black



Rating: Hold Target Price: `74 Share Price: `65



Performance subdued, improvement in sight; Hold Key takeaways Sales flattish. In 4QFY13, Phillips Carbon Black reported `5.34bn in revenue (down 0.9% yoy), 5.8% below our estimated `5.7bn. Sales in the carbon black (CB) division, slipped 0.3% (to `5.16bn), while those in the power division fell 13.3% (to `0.19bn). Despite a 6.9% yoy drop in sales volumes, to 69,600 tons, realisations increased from the pass-through of the steep rise in cost of raw material. Export volumes grew 24% yoy. 1QFY14 volumes are expected to be slightly better than those in 4QFY13. EBITDA margin at 5.5%. EBIDTA came at `296m, just 3.5% below our estimate and 11.4% lower yoy. The EBIDTA margin was 5.5%, 65bps lower yoy, declining as the company was unable to fully pass on the increase in rawmaterial costs. After two quarters of losses, the margin in CB has been good and is expected to improve from now. In 1QFY14 the power division’s average realization would be in line with its 4QFY13 figures. QoQ, PBT turns from loss to profit. PCB reported PBT of `15m, vs `60m yoy and a `145m loss qoq. This was better than what we had estimated. On account of the `43m deferred tax credit availed of in 4QFY13, reported PAT was `49.4m. The forex loss in 4Q fell sharply, to `17.9m. Our take. Since 30% safeguard duty was imposed in Oct’12 (till Oct’13) and 25% on CB imports from China till 31 Dec’13, such imports have slid, but ` imports from Korea have now increased. The 50,000-ton Cochin plant CB expansion has been completed in May’13. An MoU has been obtained from the Tamil Nadu government to set up a new CB and power plant; environment clearances are in progress. In view of global developments, project work at Vietnam is under review. We value the stock at a target PE of 4.5x FY14e earnings. We maintain a Hold, with a price target of `74. Risks. A slowdown with original equipment manufacturers and adverse forex movement. Year end 31 March
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Quick Glance – Financials and Valuations Fig 2 – Balance sheet (`m)



Fig 1 – Income statement (`m) Year-end: Mar



Net sales Sales growth (%) - Op. expenses EBIDTA EBITDA margins (%) - Interest - Depreciation + Other income - Tax Tax rate (%) PAT PAT growth (%) FDEPS (Rs/share) FDEPS growth (%) CEPS (Rs/share) DPS (Rs/share)
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345 5,773 6,118 6,554 729 13,401 8,124 724 4,418 135 13,401 34 105 51 178



345 5,567 5,911 8,210 527 14,647 9,023 724 4,210 690 14,647 34 127 69 172



345 5,984 6,328 8,310 527 15,164 8,850 724 4,906 685 15,164 34 120 63 184



345 6,895 7,239 8,610 527 16,375 9,040 724 6,215 396 16,375 34 113 68 210



Fig 4 – Ratio analysis @ `65



Fig 3 – Cash-flow statement (`m) PAT + Non-cash items Cash profit - Incr./(decr.) in WC Operating cash-flow - Capex Free cash-flow - Dividend + Equity raised + Debt raised - Investments - Misc. items Net cash-flow + Op. cash & bank bal. Cl. Cash & bank bal.



Share capital Reserves & surplus Shareholders’ fund Debt Deferred Tax/ others Capital employed Fixed assets Investments of which liquid Working capital Cash Capital deployed No. of shares (m) Net Debt/Equity (%) W C turn (days) Book value (Rs/share)
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Fig 5 – PB band



Fig 6 – Segment-wise revenue break-up (FY13)
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Result highlights Fig 7 – Quarterly results Quarterly results
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Fig 8 – Segment results (`m)
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Operating performance down CB sales were flat yoy. The EBIT margin in this division increased by 83bps yoy, to 4.3%. Capital employed in this division declined sharply, by `1.5bn qoq, to `8.16bn. Volumes declined 6.9% yoy, to 69,600 tons. Export volumes grew 24% yoy. Exports improved sharply due to more sales to the US and Turkey. With the anticipated economic revival in the USA and China and stabilization in the euro zone, carbon-black feedstock (CBFS) prices are expected to rise. In the power division, volumes declined 23% while realisations rose 16%. Sales in the power division declined 13.3%, to `0.19bn. On account of the safeguard duty imposed, imports from China dropped; however, imports from Korea increased. Fig 10 – RM/sales increase yoy, but down qoq
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Fig 9 – EBITDA margin improves qoq
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Phillips Carbon Black – Performance subdued, improvement in sight; Hold



Valuations Though the short-term outlook is not good, the stock is available at attractive valuations. At this price all the negatives have been already priced in. We maintain a Hold rating, with a price target of `74. We value the stock at a target PE of 4.5x FY14e earnings. Risks
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Volatility in key raw material prices. PCB imports most of its key raw material, CBFS. Prices strongly co-relate with those of crude oil. Though a pricing mechanism is in place, any sharp increase in the price of CBFS, if not passed on to end-customers, would eat into margins.







Capacity utilization. Capacity has been constantly increased over the years. If optimal utilization is not forthcoming, profitability would be substantially affected.







Forex fluctuation. Nearly 90% of the raw material is imported; hence, any depreciation in exchange rates may squeeze margins.
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