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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 37.4 51.3 119.2 320.4

Relative 33.9 39.9 74.5 215.2

to Sensex

Market cap: Rs1,517 cr

52 week high/low: Rs197/46

NSE volume: 11.8 lakh
(no. of shares)

BSE code: 532526

NSE code: DISHMAN

Sharekhan code: DISHMAN

Free float: 3.1 cr
(no. of shares)

Dishman Pharmaceuticals & Chemicals Reco: Book out

Stock Update

Book out CMP: Rs188

Key points

� The rally of close to 50% in Dishman Pharmaceuticals & Chemicals in the past

few months has pushed the stock’s valuation to the higher end of its historical

range at 9x one-year forward earnings. It is now trading at a significant premium

to the average multiple of the last three years, ie 5.5x. Thus, the stock is not

cheap anymore. Moreover, we do not expect any significant re-rating from here,

given the company’s track record of inconsistent financial performance.

� We reckon that there could be further upside if the company delivers on the

much awaited event of de-leveraging its balance sheet through the sale of

assets (especially the Ahmedabad SEZ land) and that is a risk to our call. However,

the company has failed to deliver the same in the last two years despite repeated

assurances.

� Consequently, we recommend booking out of the stock at this level (with close

to 90% gains since our initiation two years ago on August 31, 2012).

investor’s eye stock update

Valuations

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Net sales (Rs cr) 1,122.1 1,267.6 1,373.2 1,524.1 1,683.7

PAT (Rs cr) 56.3 100.3 109.2 139.1 170.9

Shares in issue (cr) 8.1 8.1 8.1 8.1 8.1

EPS (Rs) 7.0 12.4 13.5 17.2 21.2

Change YoY  % -29.7 77.9 9.0 27.3 22.9

PER (x) 26.9 15.1 13.9 10.9 8.9

Cash EPS (Rs) 16.5 22.8 27.0 31.2 35.5

Cash PER (x) 46.7 33.8 28.5 24.7 21.7

EV/EBIDTA (x) 9.7 7.3 6.3 5.5 4.8

Book value (Rs/share) 115.5 128.2 146.4 161.0 175.1

P/BV (x) 1.6 1.5 1.3 1.2 1.1

Mcap/sales 1.4 1.2 1.1 1.0 0.9

RoCE (%) 9.0 12.2 12.1 12.7 14.2

RoNW (%) 6.0 9.7 9.2 10.7 12.1
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investor’s eye stock update

Growth is fine, but no re-rating factor

Dishman Pharmaceuticals & Chemicals is gradually building

up the order book for its contract research and

manufacturing services business that will help it maintain

the growth momentum.  However, it is far from securing

any big contract that could materially change the financial

scenario. Small and multiple contracts tend to result in

inconsistency in the performance. The company’s other

businesses, like that of vitamin-D, bulk drugs and other

miscellaneous products, earn low margins despite a

growing  top line. Therefore, we believe the company is

unlikely to get re-rated despite a better performance

going forward.

De-leveraging of balance sheet would be a key risk to

our valuation

Currently, the company has debts of approximately Rs890

crore (a debt/equity ratio of 0.6x). It is scheduled to repay

Rs130 crore of debts in FY2015 and FY2016. In contrast,

the annual profit is likely to be near Rs140 crore in FY2015

and close to Rs170 crore in FY2016. Therefore, the scope

to materially reduce the debts remains limited. The

company is trying to sell its land in an Ahmedabad-based

special economic zone (SEZ) which will help reduce the

debt burden.  However, it has failed to deliver the same

in the last two years despite repeated assurances.

The stock is trading in historical high range

The company is currently trading at 9x FY2016E earnings,

which is close to 60% premium over the average multiple

of the last three years, ie 5.5x. Therefore, we recommend

booking out of the stock at this level (with close to 90%

gains since our initiation two years ago on August 31,

2012).

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Key points

� Essel Propack Ltd (EPL), a leading packaging company, has demonstrated a decent rally in recent times because of

an improving financial performance, turnaround of the European operations and improvement in the working

capital. It has rallied by a strong 31% since our Viewpoint report on the company was published on June 3, 2014. In

Q1FY2015, the company’s revenues grew by 14% and earnings increased by 19% year on year (YoY). However, the

operating profit margin (OPM) contracted due to a higher raw material cost.

� The company’s management is expecting strong traction in the European and American operations in FY2015 on

account of better capacity utilisation, cost reduction initiatives and improving business outlook. In China, the

company has tied up with two local manufacturers for the supply of its products. However, its German and Russian

operations shall remain depressed in the next few quarters due to local issues and lower capacity utilisation.

� The company is now in expansion mode and is setting up new facilities in East China and India. It is increasing its

foothold in the non-oral care category (where the margins are high) by leveraging its strong brand equity and

product mix, and offering cosmetic laminated tubes for various categories. The capital expenditure for FY2015 is

estimated at Rs140 crore while the debt level would gradually decline in the upcoming years. The company is

targeting a 15% revenue growth and an OPM of 18% in FY2015.

� A decent balance sheet, improving fundamentals and pick-up in volumes along with a turnaround in most of the

depressed units (in Poland, Mexico) will enhance the overall financial performance of EPL. We expect the company

to report revenues and earnings CAGR of 14% and 30% in FY2014-16 respectively. At the current market price, the

stock is trading at a price/earnings ratio of 10.6x its FY2016E earnings, indicating that it is fairly valued. Hence, we

recommend investors to book full profit at the current market price and wait for a re-entry opportunity (a 10-15%

correction would be good entry level).

investor’s eye viewpoint

Essel Propack

Viewpoint

Healthy returns in short time; book profit CMP: Rs126

Valuations

Particulars FY2012 FY2013 FY2014 FY2015E FY2016E

Revenues (Rs cr) 1,584 1,832 2,127 2,450 2,776

EBITDA (Rs cr) 267 313 355 418 487

Adjusted net income* (Rs cr) 65 79 109 144 185

Adjusted EPS (Rs) 4.1 5.0 7.0 9.2 11.8

EBITDA margin (%) 16.8 17.1 16.7 17.1 17.6

Adj. net income margin (%) 4.1 4.3 5.1 5.9 6.6

RoE (%) 7.3 8.3 15.4 17.6 19.1

RoCE (%) 7.1 8.6 10.8 11.8 13.6

D/E (x) 0.8 0.8 1.2 1.0 0.8

EV/EBITDA (x) 10 8 7 6 5

P/E (x) 38 25 18 14 11

*Excluding exceptional item



14Sharekhan Home NextSeptember 15, 2014

Sharekhan Stock Ideas

Disclaimer

This document has been prepared by Sharekhan Ltd.(SHAREKHAN) This Document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed to and may contain confidential and/or
privileged material and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. Kindly note that this document does not constitute an offer or solicitation for the purchase or sale of any financial
instrument or as an official confirmation of any transaction.

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated
companies, their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and
affiliates from doing so. We do not represent that information contained herein is accurate or complete and it should not be relied upon as such. This document is prepared for assistance only and is not intended to be and must not alone
betaken as the basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment
discussed or views expressed may not be suitable for all investors. We do not undertake to advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach different
conclusion from the information presented in 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 SHAREKHAN 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.

SHAREKHAN & affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell or may be materially interested in any of the securities mentioned or related
securities. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates
or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. Any comments or statements made herein are those of the analyst and do not necessarily reflect those
of SHAREKHAN.
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