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Market Cap  Rs60.4bn/US$906mn Year to March FY15 FY16P FY17E FY18E
Reuters/Bloomberg SOIL.BO/SOIL IN Revenue (Rs mn) 13,519 15,382 17,875 23,029
Shares Outstanding (mn) 18.1 Net Income (Rs mn) 1,474 1,661 1,805 2,421
52-week Range (Rs) 4100/3024 Dil. EPS (Rs) 81.4 91.8 99.7 133.8
Free Float (%) 27.0 % Chg YoY 24.5 12.7 8.6 34.1
FII (%) 2.2 P/E (x) 41.0 36.4 33.5 25.0
Daily Volume (US$/'000) 275 CEPS (Rs) 27.5 11.2 11.5 28.7
Absolute Return 3m (%) 4.3 EV/E (x) 25.0 21.4 18.2 14.3
Absolute Return 12m (%) (0.2) Dividend Yield (%) 0.51 0.69 0.75 0.75
Sensex Return 3m (%) 10.6 RoCE (%) 21.4 24.6 24.7 27.3
Sensex Return 12m (%) (4.2) RoE (%) 20.5 20.2 19.4 22.2
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Defence 

Target price Rs3,840 
 
Earnings revision 
(%) FY17E FY18E 
Sales ↑    2.5 ↑  3.3 
EBITDA ↑    2.2 ↑  6.8 
EPS  ↓  12.2 ↓  4.6 
 
Target price revision 
Rs3,840 from Rs4,000 
 
 

Shareholding pattern 

 
 Sep 

‘15 
 Dec 

‘15 
 Mar 

‘16 
Promoters 72.9 73.0 73.0 
Institutional  
investors 18.9 23.0 23.1 
  MFs and UTI 14.4 17.9 18.2 
  Insurance Cos. 2.7 2.7 2.7 
  FIIs 1.9 2.4 2.2 
Others 8.2 4.0 4.0 

Source: BSE India 
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Solar Industries BUY
 Maintained
Going from strength to strength Rs3,339
Reason for report: Q4FY16 results review and earnings revision 
 

 
 
 

 
 
Research Analysts: 
Abhijit Mitra 
abhijit.mitra@icicisecurities.com 
+91 22 6637 7289 
Ansuman Deb 
ansuman.deb@icicisecurities.com 
+91 22 6637 7312 

Solar Industries (SOIL) reported a strong Q4FY16 results with Revenue/EBITDA
/PAT growth of 11%/21%/20% respectively, culminating in a better than expected 
FY16 performance. FY16 PAT turned out 12% higher than our estimates at
Rs1.67bn. As we have highlighted earlier, while defence remains the hope story 
for SOIL, the near-term earnings remain largely dependent on: i) how well SOIL 
can manage margin compression in the domestic bulk explosives market, and ii)
how quickly and profitably can the company’s overseas business be ramped-
up/managed, given global currency volatility and global downturn in mining
business. In FY16, the company has shown remarkable resilience in earnings as
bulk volumes have surprised which have more than offset the weak pricing and
currency headwinds (FY16 had an adverse effect of Rs650mn on account of
currency devaluation in Turkey, Nigeria and Zambia) . SOIL has also embarked on 
an expansion of explosive as well as defence capacity with a cumulative capex of
Rs1.5bn and additional investment of Rs500mn in South Africa, which is
expected to start production from 2HFY17.  We revise down our FY16/17E PAT 
estimates mainly on account of higher tax guidance, while increasing the 
volumes estimates on the bulk segment. Maintain BUY with a revised TP of Rs
3,840/share. 
 Strong commentary for domestic volumes center on the demand pull from coal + 

overburden volumes in Coal India/Singareni Collieries, infrastructure projects, pickup 
in housing construction and acceleration in road developments.  

 However, pressure remains in explosives with last tender prices having fallen by 
15%. The company expects the trend to continue but expressed confidence in 
absorbing the pressure aided by fall in RM prices 

 Defence order book pared down. The defence topline for SOIL came lower at 
Rs80mn for FY16 compared to the erstwhile guidance of~Rs150mn-200mn. 
Currently, the defence orderbook stands at Rs800mn (Akash-Rs240mn, HMX, 
Pyros-Rs560mn) which would start execution from Q2FY17 and be completed by
FY17. Few more defence orders are in the pipeline expected in next 2-3 months. The 
sustainability of defence orders will be tested in FY18.  

 Maintain BUY. Key theses for SOIL remains: i) margin weakness against long-term 
volume growth in explosives with the Indian market stated to grow from ~0.80mnte in
FY15 to ~1.6mnte by FY20E, and ii) potential opportunity in defence, where we
assess an opportunity of Rs12bn for SOIL by FY25E (near term guidance from
management is Rs 8bn) in the segments it has entered, large part of which is tied to
the missile defence programme of the government. We maintain BUY, split between
Rs2,640/share for the explosives business at 22x FY18E and Rs1,200/share for 
defence business at FCFE. 
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Table 1: Q4FY16 standalone result review 
(Rs mn, year ending March 31) 

Q4FY16 Q4FY15 %Chg. YoY Q3FY16 %Chg. QoQ 
Total Income 3,175 2,896 9.6 2,698 17.7 
Expenditure 
Change in Stock 0 (6) (9) 
Consumption of Material 1,858 1,455 27.7 1,563 18.9 
Purchase of traded goods 173 512 213 
Employee Costs 114 96 19.0 112 2.0 
Other Expenditure 482 390 23.4 384 25.5 
Total Expenditure 2,627 2,448 7.3 2,263 16.1 
EBITDA 548 448 22.3 434 26.2 
EBITDA Margin 17.3 15.5 16.1 
Other Income 51 38 33.2 25 100.0 
Depreciation 44 70 (36.9) 45 (2.1) 
Interest and Finance Costs 20 16 22.3 16 21.6 
Exceptional Items - 25 - 
PBT 535 375 42.6 398 34.2 
Tax Expense 180 99 131 141 
PAT 354 276 28.3 257 37.8 

Source: Company data, I-Sec research 
 
 

Table 2: Q4FY16 consolidated result review 
(Rs mn, year ending March 31) 

Q4FY16 Q4FY15 %Chg. YoY Q3FY16 %Chg QoQ 
Total Income 4,307 3,896 10.5 3,848 11.9 
Expenditure 
Change in Stock 20 (16) 27 
Consumption of Material 2,466 2,203 12.0 2,069 19.2 
Purchase of traded goods 42 185 54 
Employee Costs 241 210 14.4 225 6.8 
Other Expenditure 710 632 12.4 708 0.3 
Total Expenditure 3,479 3,214 8.2 3,083 12.8 
EBITDA 828 682 21.4 765 8.2 
EBITDA Margin (%) 19.2 17.5 19.9 
Other Income 45 20 122.1 23 91.4 
Depreciation 85 114 (25.2) 79 7.5 
Interest and Finance Costs 59 33 79.0 47 24.0 
Exceptional Items - 25 - 
PBT 729 531 37.4 662 10.1 
Tax Expense 223 111 229 220 
MI 23 19 30 
PAT 482 401 20.2 412 17.1 

Source: Company data, I-Sec research 
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Conference call takeaways 

• Higher capex guidance shared by management: SOIL did Rs1.35bn capex in 
FY16. However, the capex is expected to increase to Rs2bn in FY17, split between 
 Rs1bn for expanding domestic explosive business (all capacities including bulk , 
cartridge and detonators), Rs500mn for overseas explosives (South Africa, which 
will be operational by 2HFY17)- and Rs500mn towards defence (HMX capacity 
expansion) 

• Currency devaluation hurt the company during FY16 by ~Rs650mn for overseas 
operation. The Turkish, Zambian and Nigerian currency devalued during the time 

• Share of revenues is as follows –  

– Coal India-26% vs 30% in previous fiscal. (drop) 

– Other mining 20% vs 15% in previous fiscal. (increase) 

– Infra, housing 25% vs 26% 

– Export and outside India market 28% vs 27% 

– Defence 0.5% 

• Industrial explosive business riding volume growth with increase in volumes 
shown by Coal India, Singareni and other sectors like housing, infrastructure. Coal 
India has particularly increased the overburden removal rate by 20% along with 
mined coal production estimated increase of 10%. Singareni has also 15%/17% 
targeted increase in coal and overburden production. The company remains bullish 
in cement production growth based on infrastructure and housing demand. 
Roadways have also increased momentum step up jump from 10km per day t0 
20km currently while the plan is to take it to 30km per day run rate. Coal India has 
place a big order recently confirming the demand strength of explosives. 

• The company expects 10% and 25% growth in cartridge and bulk segment in 
FY17. 

• Pricing pressure remains in explosives with last tender prices having fallen 
by 15%. The company expects the trend to continue but expressed 
confidence in absorbing the pressure aided by fall in RM prices. 

• Defence business update- Till date, the company has done Rs2bn capex in 
defence, with additional Rs500mn is expected in FY17. However, it will take another 
3-4 years for achieving full utilisation of the same.  

– Potential defence peak revenue guided by the management is Rs5bn per year 
with this Rs2.5bn capex. This is lower than previous guidance of Rs8bn revenue 
potential from defence segment. However, management clarified that additional 
Rs250mn capex can increase revenue to Rs 8bn.  

– The subsidiary company for building facilities to produce bi-modular charge 
systems (BMCS) in Nagpur has some government clearances pending, but the 
capital commitment remain intact. The company clocked Rs80mn of sales in 
defence in FY16.   

– Currently, the defence orderbook stands at Rs800mn (Akash-Rs240mn, HMX, 
Pyros-Rs560mn) which would start execution from Q2FY17 and be completed 
by FY17. Few more defence order are in the pipeline expected in next 2-3 
months.  
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– The company maintains defence margins to be northwards of 20%. Based on 
the current committed capex, the defence business can breakeven at cash flow 
level with an order book of Rs1.5bn. 

– The propellant filling for Pinaka is facing a capacity constraint at the Ordinance 
Factory Board (OFB). The company will finish ramping up integration facilities at 
its end by Q1FY17 which will require the clearances, technical approvals, 
evaluation and ToT. Commercial orders for Pinaka (complete integration with 
warhead filling)) is expected to start from FY17/18.   

• Debt to increase in FY17 by Rs500mn. FY16 gross debt was Rs3.25bn (7.5% 
cost of debt) which is expected to increase by Rs500mn in FY17. Current net debt 
stands at Rs2.57bn. Net Debt to Equity ratio remain at 0.3. The foreign exposure is 
US$38.3mn out of which 30mn is hedged. 

• Higher tax rates of 30% in the quarter which is expected to continue ahead for 
FY17-18E. 

 
Earnings change 

We have revised our FY17/18E profit estimates downward as tax guidance has 
increased. This leads to a reduction in our PE based target price as well. We have 
increased the volumes of the bulk segment for FY17E as per guidance. We have also 
factored in similar runrate of defence order execution as since last update defence 
orderbook has only increased.  

Table 3: Earnings revision 
(Rs mn) FY17E FY18E 

Old New Chg(%) Old  New Chg(%) 
Revenue 17445 17,875 2.5 22,302 23,029 3.3 
EBITDA 3457 3,533 2.2 4,214 4,502 6.8 
PAT 2056 1,805 (12.2) 2,539 2,421 (4.6) 
TP 4000 3840 (4.0) 
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Valuation methodology and key risks 
 
We maintain multiple for the explosives business at 22x with a corresponding value of 
the explosive business at Rs 2640/share. We maintain BUY, with a revised target price 
of Rs 3840/share. We follow FCFE model for SOIL’s defence segment 

We try and value the defence opportunity for SOIL separately, as this is definitely a 
sunrise sector. We have incorporated all four visible opportunities for SOIL, namely 
HMX, propellant, warhead filling, and Nitroglycerine based explosives, and match the 
same with the possible order book accretion in the tables above. Based on our FCFE 
model, we attribute Rs1,200/share for the defence business, which is essentially 
at 21x FY25E earnings (Discounted to FY18E) 

Table 4: Giving value to the defence opportunity 
(Rs mn) FY18E FY19E FY20E FY21E FY22E FY23E FY24E FY25E
PAT 298 398 604 772 1,225 1,629 2,133 2,608
Depreciation 90 234 358 362 366 370 374 376
Capex 200 100 100 100 100 100 100 56
Increase in Working Capital 1,413 1,214 1,178 403 (153) 876 1,049 302
Borrowings 3,600 810 400 (100) (100) (100) (100) (100)
FCFE 2,375 129 84 531 1,543 923 1,258 2,526
Discount Factor 0.90 0.82 0.74 0.67 0.60 0.54 0.49 0.44
Present Value 2,146 105 62 353 928 501 618 1,120
Discounted Terminal Value 16,102
Equity Value 21,936
Price per share (Rs) 1,200

Source: I-Sec research 
 

Table 5: Valuation of industrial explosive segment of SOIL 
  FY15 FY16E FY17E FY18E 
PAT - Industrial Explosive (Rs mn) 1,474 1,731 1,967 2,169 
(% total PAT) 100 104 109 90 
EPS – explosive 81 96 109 120 
Price/share (22x FY18E) (Rs) 2,640   

Source: I-Sec research 
 
Overcapacity in the domestic explosive industry coupled with high bargaining power of 
Coal India leading to pricing weakness remains an overhang on the company. Currency 
volatility and a dent in global mining operations due to decline in commodity prices 
remain the two key risks to the global operations of SOIL. This may put to test our 
estimates for overseas SOIL subsidiaries for FY17/FY18E. 
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Financial summary  
Table 6: Profit &loss statement  
(Rs mn, year ending March 31) 

  FY15 FY16P FY17E FY18E
Operating Income 13,519 15,382 17,875 23,029
Operating Expenses 10,979 12,406 14,343 18,527
EBITDA 2,540 2,975 3,533 4,502
  % margins 18.8 19.3 19.8 19.5
Depreciation & Amortisation 315 328 413 433
Gross Interest 179 207 191 259
Other Income 79 124 30 116
Recurring PBT 2,126 2,564 2,959 3,926
Add: Extra ordinaries 100 - 100 100
Less: Taxes 463 764 901 1,191
Less: Minority 89 138 153 214
Recurring Net Income 1,474 1,661 1,805 2,421
Source: Company data, I-Sec research  

 

Table 7: Balance sheet  
(Rs mn, year ending March 31) 

  FY15 FY16P FY17E FY18E
Assets   
Total Current Assets 6,101 6,518 7,794 11,768
  of which cash & cash eqv. 373 370 643 2,028
Total Current Liabilities & 
Provisions 1,524 1,906 2,244 2,879
Net Current Assets 4,577 4,612 5,550 8,889
Investments 1,332 1,451 1,461 1,461
Strategic/Group 1,035 1,148 1,158 1,158
Other Marketable 296 303 303 303
Net Fixed Assets 6,459 7,486 9,082 9,349
Capital Work-in-Progress 810 611 1,390 1,590
Goodwill - - - -
Total Assets 12,368 13,549 16,093 19,699
   
Liabilities   
Borrowings 3,694 3,875 4,974 6,474
Deferred Tax Liability 444 433 448 448
Minority Interest 471 566 719 933
Equity Share Capital 181 181 181 181
  Face Value per share (Rs)   
Reserves & Surplus* 7,578 8,495 9,771 11,664
Net Worth 7,759 8,676 9,952 11,845
Total Liabilities 12,368 13,549 16,093 19,699
Source: Company data, I-Sec research  

 
 

Table 8: Cashflow statement  
(Rs mn, year ending March 31) 

  FY15 FY16P FY17E FY18E
Operating Cash flow ex WC 2,299 2,201 2,546 3,211
Working Capital Changes 6 (30) (665) (1,955)
Capital Commitments 1,195 1,355 2,024 700
Free Cash Flow  1,110 816 (143) 555
Cash flow from Investing 
Activities  
Issue of Share Capital - - - -
Inc (Dec) in Borrowings (1,143) 181 1,099 1,500
Dividend paid 309 416 452 452
Chg. in Cash & Bank 
balance (957) 428 277 1,385
Source: Company data, I-Sec research  
 

Table 9: Key ratios  
(Year ending March 31) 
  FY15 FY16P FY17E FY18E
Per Share Data (in Rs.)  
EPS(Basic Recurring) 81.4 91.8 99.7 133.8
Diluted Recurring EPS 81.4 91.8 99.7 133.8
Recurring Cash EPS  98.8 109.9 122.5 157.7
Dividend per share (DPS) 17.1 23.0 25.0 25.0
  
  
Growth Ratios (%)  
EBITDA  25.1 17.1 18.7 27.4
Recurring Net Income 24.5 12.7 8.6 34.1
Diluted Recurring EPS 24.5 12.7 8.6 34.1
Diluted Recurring CEPS 27.5 11.2 11.5 28.7
  
Valuation Ratios (x)  
P/E 41.0 36.4 33.5 25.0
P/CEPS 33.8 30.4 27.3 21.2
P/BV 7.8 7.0 6.1 5.1
EV / EBITDA 25.0 21.4 18.2 14.3
EV / Operating Income 27.5 23.0 20.5 15.4
EV / FCF 57.2 78.0 (450.5) 116.3
  
Operating Ratio (%)  
Raw Material/Sales 56.9 56.8 58.8 62.7
SG&A/Sales - - - -
Other Income / PBT 3.9 4.8 1.1 3.0
Effective Tax Rate 22.8 29.8 31.5 31.1
NWC / Total Assets 0.4 0.3 0.3 0.5
Inventory Turnover (days) 87.5 87.5 87.5 87.5
Receivables (days) 55.6 55.6 55.6 55.6
Payables (days) 13.8 13.8 13.8 13.8
Net D/E Ratio (x) 0.39 0.37 0.40 0.35
  
Return/Profitability Ratio (%)  
Recurring Net Income Margins  10.9 10.8 10.1 10.5
RoCE  21.4 24.6 24.7 27.3
RoNW  20.5 20.2 19.4 22.2
Dividend Payout Ratio 20.9 25.1 25.1 18.7
EBITDA Margins 18.8 19.3 19.8 19.5

Source: Company data, I-Sec research  
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