28 Apr 2016

Initiating Coverage (BUY)

Stock Details

Industry Specialty Chemicals
Bloomberg Code VDSM:IN
BSE Code 531717
Face Value (Rs.) 1.00
Market Cap. (Rs. Mn) 3346.30
52wk. High/Low (Adjusted) ( (Rs.) 80.25/17.50

Shareholding Pattern Jun '15

Promoter (%) 64.27
FIl (%) 0.00
DIl (%) 0.00
Public - Other (%) 35.73
No. of Share Outstanding (mn) 49.94

Valuation Summar

FY 14A FY 15A FY 16E FY 17E
P/E (x)* 3.33 22.43 22.33 22.00
EV/EBITDA (X) 1.17 12.35 10.36 10.25
P/BV (x) 0.56 7.40 6.49 6.11
*TTM for Current Year

Based on Market Price as on 1t Apr is taken for FY14

Key Financial

Rs. Mn FY 14A FY 15A FY 16E FY 17E
Net Sales 1,428 1,888 2,059 2,263
EBITDA 161 267 330 370
Net Profit 60 124 159 182
EPS (Rs.)* 1.2 2.5 3.2 3.6

*Un adjusted

Key Ratios

FY 14A FY 15A FY 16E FY 17E
EBITDA Margin (%) 11.2 14.1 16.0 16.3
EBIT Margin (%) 9.9 13.3 15.2 15.6
Net Pro. Margin (%) 4.2 6.6 7.7 8.0
Debt/Equity () 0.06 0.04 0.03 0.02
RoNW (%) 175 30.6 31.8 30.3
RoCE (%) 15.8 28.3 30.0 29.0
One Year Price / Volume
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VIDHI DYESTUFFS MANUFACTURING

CMP

Target Price

We recommend 'BUY' on Vidhi Dyestuffs Manufacturing for a target of
INR 80 - valuing the company at P/E of 22.0x FY17E Earning.

INVESTMENT RATIONALE:

= Vidhi Dyestuffs Manufacturing Ltd. (VDML) is the third largest
manufacturer of synthetic food grade dyes globally

= Has established strong relationships with global majors like Nestle,
Mars, Pedigree and Sanofi among others.

= |nvestments in capacity addition and reduction in its low margin
trading business

= Niche market presents opportunity
=  Well laid out growth plan
VALUATIONS AND VIEW:

VDML is the third largest manufacturer of synthetic food grade dyes
globally with a capacity of 2500 MTPA. Over the last 20 years, it has
established strong relationships with global majors like Nestle, Mars,
Pedigree and Sanofi among others. The company has been able to grow its
revenues substantially by 21% CAGR over the last five years, whereas the
industry has witnessed a growth of 4-5%. Going forward, the company’s
investments in capacity addition and reduction in its low margin trading
business would help it achieve its targeted margins of 20% plus over the
next 4-5 years. Over the next 4-5 years, VDML plans to expand its capacity
from the current 2500 MTPA to 8000 MTPA. In line with this objective, the
company is expected to commission an additional 1300 MTPA by the end
H1FY16 taking the total capacity to 3800 MTPA. Additionally, 35% of its
current revenues are from trading activities currently. Going forward, with
increase in capacities, the utilization for these products would improve,
thus reducing revenues from the low margin trading business. The
company is targeting EBITDA margins of 20% over the next 4-5 years led by
decline in trading activities and its foray into niche segments like lakes,
drug and cosmetic segments which are high margin products and will help
boost its margins over the long run. We value the business at 22x FY17E
EPS and recommend a BUY rating on the stock with a target price of INR 80
per share.



RISK & CONCERNS:

= Currency Fluctuation Risk
= Stringent food standard regulations by FDA
= Stiff competition in the market

COMPANY BACKGROUND:

Over the next 4-5 years, VDML plans to expand its capacity from the current 2500 MTPA to 8000 MTPA. In line with this objective,
the company is expected to commission an additional 1300 MTPA by the end H1FY16 taking the total capacity to 3800 MTPA.
Additionally, 35% of its current revenues are from trading activities currently. Going forward, with increase in capacities, the
utilization for these products would improve, thus reducing revenues from the low margin trading business. The company is
targeting EBITDA margins of 20% over the next 4-5 years led by decline in trading activities and its foray into niche segments like
lakes, drug and cosmetic segments which are high margin products and will help boost its margins over the long run.

Vidhi Dyestuffs is a micro-cap. According to a press release, it is a manufacturer of “Superior Synthetic Food Grade Colours”. These
colours are used in various industries such as Food & Beverage, Confectionary, Pharmaceuticals, Feeds, Cosmetics, Confectionary,
Dairy etc. The colours are distributed and consumed in over 80 countries across 6 continents to some of the largest Consumer /
Healthcare / Food & Feed companies in the world. It is also stated that Vidhi Dyestuffs is an “ISO 9001:2008, ISO 22000:2005 and
HACCP certified company” and that its manufacturing facilities have been audited and found satisfactory by the U.S. FDA. Its
manufacturing facilities are spread over an area of 176,000 square feet, located in Dhatav Village of Raigad District in the state of
Maharashtra - India.

Vidhi Dyestuffs’ press release talks of an ambitious “Vision for 2020”. These are:

1. To be a global player of repute on the lines of Sensient, US.

2. To focus on 3Cs — Capacities, Capabilities and Customers. To be 20% of global capacities.
3. To broad base categories and deepen presence in Colors.

4. To increase margins by moving into value add segments; target EBITDA margins of 20%.

5. To be cognizant of all stakeholders and be counted as amongst the most transparent, shareholder friendly company.

INDUSTRY OVERVIEW:

The Global food color market is estimated at ~USD 1.6 bn, of which colors for food and beverages account for ~70% (~USD 1.1 bn)
of this market. The market is further divided into synthetic and natural dyes & pigments, where the synthetic dyes comprise of
~USD 400-600 mn while the rest is contributed by natural dyes. Vidhi Dyestuff Manufacturing Ltd (VDML) operates primarily in the
synthetic color segment, and is among the few USFDA approved manufacturers of food grade colors in India. Over the last five
years, the company has witnessed topline CAGR of 21%, despite the overall market growth of ~4-5%, as it seems to have taken
away market share from the global leader Sensient whose color division has remained flat over the same period. VDML remains
confident that the investments it has made in forging strong relationships with the global majors like Nestle, Mars, Pedigree and
Sanofi, low cost of production and the global leaders’ focus on natural dyes would help the company take away market share from
them over the long run and propel it to achieve its target of expanding its capacity to 20% of the global capacity going forward.
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FINANCIAL OVERVIEW

Q3 FY16 Performance Highlight

(in Million) 3Q FY15 4Q FY15 1Q FY16 2Q FY16 3Q FY16 YoY (%) QoQ (%)
Revenue 48.77 50.20 60.05 38.68 49.19 0.86% 27.17%
Other Income 0.06 0.14 0.71 0.18 0.1

Total Income 48.83 50.35 60.76 38.86 49.29 0.94% 26.84%

Expenditure -41.65 -41.74 -52.95 -33.30 -39.84

As a % of Sales 85.40% 83.15% 88.18% 86.09% 80.99%
Interest -1.45 -1.8 -1.53 -1.38 -1.32 -8.97% -4.35%
PBDT 5.74 6.8 6.28 4.17 8.13
As a % of Sales 11.77% 13.55% 10.46% 10.78% 16.53%
Depreciation -0.48 -0.44 -0.46 -0.5 -0.51
PBT 525 6.36 5.81 3.67 7.63 45.33% 107.90%
As a % of Sales 10.76% 12.67% 9.68% 9.49% 15.51%
Tax -1.7 -2.64 -2.01 -1.26 -2.64 55.29% 109.52%
Net Profit BI55 3.72 3.8 2.41 4.99 40.56% 107.05%
As a % of Sales 7.28% 7.41% 6.33% 6.23% 10.14%

Equity 5 5 5 5 5 0.00% 0.00%
EPS (Rs) 0.71 0.74 0.76 0.48 1 40.85% 108.33%
CEPS (Rs) 0.81 0.83 0.85 0.58 11
OPM % 14.73 17.14 13 14.36 19.22
NPM % 7.28 7.41 6.33 6.23 10.14

Income Statement (Consolidated)

Y/E Mar (Rs mn) FY 12A FY 13A FY 14A FY 15A FY 16E FY 17E FY 18E
Net Sales 1,125 1,178 1,408 1,830 2,013 2,214 2,436
Other Operating Income 20 22 20 58 46 48 55
Expenditure 1,050 1,077 1,267 1,621 1,739 1,904 2,091
EBITDA 95 123 161 267 320 359 400
Depreciation 9 17 20 16 17 17 18
EBIT 86 106 141 251 304 342 383
Interest Expenses 38 46 53 61 72 76 85
PBT 48 60 87 190 232 266 297
Tax 16 22 32 69 83 94 106
Other Income 2 3 4 8 10 11 12
Extraordinary ltems - - - (5) - - -
Net Income Before Adjustment 34 41 60 124 159 182 204
Monority Int./Income from Assoc. - - - - - - -
Adjusted PAT 34 41 60 124 159 182 204

Balance Sheet (Consolidated)

Y/E Mar (Rs mn) FY 12A FY 13A FY 14A FY 15A FY 16E FY 17E FY 18E
Equity share capita 50 50 50 50 50 50 50
Reserves & surplus 241 273 309 402 497 606 727

Share Warrents - - - o - - .
Misc Expenditure - - - = - - .
Net worth 291 323 359 452 547 656 777
Minority Interest - - - o - - .
Share Application Money - - - = - - .
Loan Funds 40 27 22 20 16 14 12
Net deferred tax liability 6 11 12 12 12 12 12
Other Long-term Liabilities - - - o - - .
Long-term Provisions - - - - - R N

Total Liabilities 338 362 394 486 576 683 803
Net block 173 193 179 257 258 258 259
Investment, Loan & Adv. 22 10 11 13 18 17 19
Total Current Assets 631 725 813 1,039 1,200 1,380 1,587
Current Liabilities & Provisions 489 567 610 825 900 974 1,064
Net Current Assets 143 159 203 214 299 406 523
Total Assets 338 362 394 486 576 683 803
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Cash Flow (Consolidated)

Y/E Mar (Rs mn) FY 15A FY 16E FY 17E FY 18E
Operating Cash Flow 172 207 204 233
Cash Flow from Investments (96) (26) (21) (25)
Cash Flow from Financing (42) (102) (101) (114)
Net Changes in Cash 34 79 81 94
Opening Cash 34 68 147 228
Closing Cash Balance 68 147 228 322

Peer Comparison

Mca Div Yid NP Qtr tr Profit Sales Qtr tr Sales CMP/
Gl 2L SibE) PE CF;) %) Rs ?:r) i %) (Rs c?) e (%) BV
Pidilite Inds. 606 45.4  31,060.4 0.48 185.7 49.34 1,339.1 11.39 10.81
Solar Inds. 166 20.3 659.0 0.51 41.2 10.23 384.8 20.31 5.24
Vinati Organics 452 18.7 2,332.4 0.77 30.2 (2.11) 152.2 (24.68) 4.43
Meghmani Organ. 30 10.2 764.2 1.33 23.2 608.99 311.0 2.33 1.25
NOCIL 51 11.3 814.4 1.97 20.2 22.51 170.2 (3.91) 1.74
Anil 379 6.4 370.2 0.53 17.6 36.28 275.0 22.54 1.08
Sudarshan Chem. 109 14.1 752.2 1.61 13.2 21.53 272.0 10.77 2.28
Vidhi Dyestuffs 66 22.4 3,550.7 0.75 5.0 30.63 49.2 0.86 7.40
*TT™M
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Disclaimer: This document has been prepared by Wealth Discovery Securities Private Limited (hereinafter referred to as WD) to provide information about the company(ies)
and/sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company(ies). This report is for personal information of the selected recipient/s and
does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement to invest in securities or other
investments and Wealth Discovery Securities Private Limited (hereinafter referred as WD) is not soliciting any action based upon it. This report is not for public distribution and has
been furnished to you solely for your general information and should not be reproduced or redistributed to any other person in any form. This report does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in
this material, investors should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice. The price and value of the investments
referred to in this material and the income from them may go down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future
performance, future returns are not guaranteed and a loss of original capital may occur.

WD generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, WD generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member
of any companies that the analysts cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to
our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are
inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing among other things, may give rise to
real or potential conflicts of interest. WD and its affiliated company(ies), their directors and employees and their relatives may; (a) from time to time, have a long or short position
in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and
earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have
no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the
affiliates of WD even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report Reports based on technical and derivative
analysis center on studying charts company's price movement, outstanding positions and trading volume, as opposed to focusing on a company's fundamentals and, as such, may
not match with a report on a company's fundamental analysis. In addition WD has different business segments / Divisions with independent research separated by Chinese walls
catering to different set of customers having various objectives, risk profiles, investment horizon, etc, and therefore may at times have different contrary views on stocks sectors
and markets.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information specifically agrees to
exempt WD or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold WD or any of its affiliates or employees
responsible for any such misuse and further agrees to hold WD or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered
by the person accessing this information due to any errors and delays. The information contained herein is based on publicly available data or other sources believed to be reliable.
Any statements contained in this report attributed to a third party represent WD's interpretation of the data, information and/or opinions provided by that third party either
publicly or through a subscription service, and such use and interpretation have not been reviewed by the third party. This Report is not intended to be a complete statement or
summary of the securities, markets or developments referred to in the document. While we would endeavor to update the information herein on reasonable basis, WD and/or its
affiliates are under no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent WD and/or its affiliates from doing so.
WD or any of its affiliates or employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. WD or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and noninfringement. The recipients of this report
should rely on their own investigations.

WD and it's associates have not received any compensation or other benefits from the subject company or third party in connection with the research report. Subject Company
may have been a client of WD or its associates during twelve months preceding the date of distribution of the research report WD and/or its affiliates and/or employees may have
interests/positions, financial or otherwise of over 1 % at the end of the month immediately preceding the date of publication of the research in the securities mentioned in this
report. To enhance transparency, WD has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views
expressed in the report.

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the compensation of the
research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The research analysts,
strategists, or research associates principally responsible for preparation of WD research receive compensation based upon various factors, including quality of research, investor
client feedback, stock picking, competitive factors and firm revenues

Disclosure of Interest Statement Vidhi Dyestuffs
1.Analyst ownership of the stocks mentioned above No
2.Served as an officer, director or employee No

Regional Disclosures (outside India)

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject WD & its group companies to registration or licensing requirements within such jurisdictions.

___________________________________________________________________________________________________________________________________________|
WEALTH DISCOVERY SECURITIES PVT. LTD. 5



Wealth Discovery

Transforming Knowledge into Wealth.

COMPLETE WEALTH MAMNAGEMEMT SOLUTIONS !

Understanding financial needs.

Optimising returns. ..

Head Office

Wealth Discovery Securities Pvt. Ltd.
1206, 12th Floor,
Kailash Building K.G. Marg.
Connaught Place
New Delhi-110001

Telephone:
91 +11-43444-666
91 +11-43444-623

Email:
info@wealthdiscovery.in

Website:

http://www.wealthdiscovery.in
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