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Institutional Equities

Vikram Thermo (India)

Reuters: VKMT.BO; Bloomberg: VKTI IN

We had a meeting recently with the management of Vikram Thermo (India)
based in Ahmedabad to understand its business model and growth plans.
Vikram Thermo is a niche player which is into the manufacture of methacrylic
acid copolymer-based range of products used in the pharmaceutical industry
to address specific drug delivery requirements. These polymers
are essentially meant to control the release of APl in solid dosage form so as
to achieve the desired therapeutic effect. In addition the company also
manufactures Diphenyl Oxide (Diphenyl Ether) which is used as a perfumery
stabiliser and for manufacturing heat transfer fluid. The company is one of the
pioneers in the manufacture of Diphenyl Oxide and there are only a few
players in the space. The key takeaways from the meeting are as follows:

1. The company achieved revenues of Rs500mn in FY17, out of which 75% comes
from sales of Methacyrlic Acid Copolymer, while Diphenyl Oxide contributes the
rest. Revenues from Diphenyl Oxide have been stable for years, while revenues
from the sale of drug-coating polymers have been growing. Currently, the
company is operating at almost 100% of its capacity.

2. In the drug coating category, the company has its products available in four
different formats - organic solution, powder, granules and ready coat. The
various pharmaceutical applications of these products include:

a) Sustained release

b) Enteric coating

¢) Moisture protection

d) Taste masking

e) Immediate release film coating for protection and aesthetics.

3. In drug coating segment, exports have been negligible to the tune of Rs35mn in
FY17. However, the company is looking to expand this segment of its business.
It has recently invested in additional capacities which are CGMP-compliant with
an objective to build the export business. With the expansion in place, the
manufacturing capacity now stands doubled. The company has received
EXCIPACT and HALAL certifications for its manufacturing facilities. In addition
the company also has made a DMF (drug master filing) for its product so as to
tap business opportunities in the US as and when they arise.

4. From a market share perspective, Vikram Thermo (India) believes it can achieve
high single-digit market share in India. The leading player in this business is a
Germany-based company - Evonik - which is a global leader. Vikram Thermo
(India) believes its product quality is at par with global peers, but it needs to work
on the perception. It has made efforts to ramp up sales and marketing
expenditure so as to expand business volume and client base. Currently its client
base in India comprises mainly small to mid-sized pharmaceutical companies.

5. In terms of expansion plan, the company prefers to go slow and prefers not to
leverage beyond a point. The next project that it envisages is putting up a
manufacturing facility for making carbomers used in gels and diapers.
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Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Key financials

Institutional Equities

Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17
Net sales 377 433 372 384 451
EBITDA 91 91 54 7 86
Net profit 56 57 31 42 49
EPS (Rs) 10.1 10.2 5.6 76 8.8
EPS growth (%) (2.7) 1.6 (45.4) 36.1 16.0
EBITDA margin (%) 24.1 21.0 14.5 20.0 19.0
PER (x) 13.2 13.0 23.9 17.5 15.1
P/BV (x) 34 28 26 23 21
EV/EBITDA (x) 8.1 8.0 14.0 9.7 9.4
RoCE (%) 39.8 31.8 14.8 19.6 19.3
RoE (%) 29.0 237 11.3 13.9 14.4
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Revenue trend Exhibit 3: Gross profit trend
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Exhibit 4: EBITDA trend Exhibit 5: Net profit trend
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Exhibit 6: Margins Exhibit 7: Return ratios
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Financials
Exhibit 8: Income statement Exhibit 9: Cash flow
Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17  YIE March (Rsmn) FY13 FY14 FY15  FY16 FY17
Net sales 377 433 372 384 451 PBT 84 85 47 64 75
Growth (%) 4.5 14.7 (14.0) 3.3 17.5  (Inc.)/dec. in working capital (18) (6) (19) (41) (3)
Raw material costs 186 248 242 213 237 Cash flow from operations 66 79 28 24 71
Employee expenses 28 33 37 41 49  Otherincome (1) (3) (3) 2) (4)
Other expenses 72 60 39 54 80  Other expenses 13 4) (6) 2 3
Total expenditure 286 342 318 307 366  Depreciation 8 8 9 13 13
EBITDA 91 91 54 77 86  Tax paid (32) (28) (9) (16) (23)
Growth (%) (1.8 0.0 (40.8) 42.6 11.4  Net cash from operations 54 53 19 20 61
EBITDA margin (%) 24.1 21.0 14.5 20.0 19.0  Capital expenditure (46) (41) (36) (8) (110)
Other income 1 3 3 2 4 Net cash after capex 8 11 (17) 13 (49)
Interest costs - - 2 2 1 Other investment activities 1 3 4 2 5
Depreciation 8 8 9 13 13 Cash from financial activities (2) (12) 9 (38) 42
PBT 84 85 47 64 75  Opening cash balance 24 31 33 28 4
Tax 28 28 16 22 26 Closing cash balance 31 33 28 4 3
Effective tax rate (%) 33.1 32.7 33.7 341 342  Change in cash balance 7 2 (5) (24) (2)
PAT 56 57 31 42 49 Source: Company, Nirmal Bang Institutional Equities Research
Growth (%) (2.7) 1.6 (45.4) 36.1 16.0
EPS (Rs) 10.1 10.2 5.6 7.6 8.8 Exhibit 11: Key ratios
EPS growth (%) (2.7) 1.6 (45.4) 36.1 16.0
- - » YIE March FY13 FY14 FY15 FY16 FY17

Source: Company, Nirmal Bang Institutional Equities Research

Per share (Rs)

EPS 10.1 10.2 5.6 76 8.8
Exhibit 10: Balance sheet Book value 39 47 52 58 65
Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17  Valuation (x)
Equity 56 56 56 56 56 PIE 13.2 13.0 23.9 175 15.1
Reserves 161 209 234 266 305 Plsales 20 1.7 20 1.9 1.6
Net worth 217 264 290 322 360 PBV 34 28 26 23 2.1
Short-term Loans 19 18 37 2 15  EV/EBITDA 8.1 8.0 14.0 97 94
Long-term Loans - - 1 4 44  EV/sales 1.9 1.7 2.0 1.9 18
Total Loans 19 18 38 8 59  Return ratios (%)
Deferred tax liabilities 6 8 1 18 18 RoCE 398 318 148 196 193
Other non-current liabilities - - - - - RoE 290 23.7 13 139 144
Total Liabilities 243 290 339 346 437 Margins (%)
Fixed assets including CWIP 128 163 187 182 277 Gross margin 50.7 426 34.9 446 475
Intangible assets 0 0 0 0 0 EBITDA margin 241 21.0 145 20.0 19.0
Long Term Loans & Advances 1 0 1 1 1 EBIT margin 221 19.1 121 16.7 16.0
Other Non Current Assets R - R R - PBT margin 223 19.6 12.6 16.8 16.6
Inventories 35 42 43 37 64  PAT margin 14.9 13.2 84 11.0 109
Debtors 88 109 133 146 143 Turnover ratios
Cash and cash equivalents 31 33 28 4 3 Asset turnover ratio (x) 14 1.3 1.0 0.9 1.0
Other current assets 22 12 13 36 43 Avg. inventory days 65.2 56.5 63.8 68.5 7.7
Total Current Assets 175 195 217 224 252  Avg. collection period (days) 85.3 83.1 118.8 132.6 116.8
Creditors 50 58 56 47 74 Avg. payment period (days) 86.2 78.7 854 88.0 929
Other current liabilities/provisions 13 1 11 14 19  Solvency ratios (x)
Total current liabilities 62 68 67 61 93 Debt-equity 0.1 0.1 0.1 - 0.2
Net current assets 113 127 150 163 159  Growth (%)
Total Assets 243 290 339 346 437  Sales 45 147 (140) 33 175
Source: Company, Nirmal Bang Institutional Equities Research EBITDA (18) - (408) 426 114

PAT (2.7) 16  (454) 36.1 16.0

Source: Company, Nirmal Bang Institutional Equities Research
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: I/We, Mr. Vishal Manchanda the research analysts, are the authors of this report, hereby certify that the views
expressed in this research report accurately reflects my/our personal views about the subject securities, issuers, products, sectors or
industries. It is also certified that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the
inclusion of specific recommendations or views in this research. The analyst(s) principally responsible for the preparation of this
research report and has taken reasonable care to achieve and maintain independence and objectivity in making any
recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. 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 NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL 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 non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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