20 December 2024 | Company Update

Clean Science and Technology
Balancing revenue stream

Clean Science and Technology (CSTL) is launching two performance chemicals
and a pharma intermediatory over the next year. It has introduced four new
Hindered Amine Light Stabilisers (HALS) in 1THFY25. The ramp-up in these
new products not only drives revenue but also mitigates product concentration
risk for the company. CSTL has an import substitution opportunity in HALS.
CSTL'’s return ratios during FY19-23 were best in class (RoE 33-45% and RoCE
32-44%); EPS CAGR over FY19-23 was 32%. The stock was trading at 1-year
forward P/E multiple of 55x. RoE/RoCE fell to 22/21% in FY24 owing to lower
asset turnover and margin contraction. We expect RoE to remain between 22-
25% and EPS CAGR of 20% over FY24-29E. The margin of HALS and upcoming
products is much lower than the existing product basket. The company is
investing INR3.3bn (~40% of FY24 gross block) over FY25-26E, which will keep
asset turnover lower. We believe the valuation is contextually high at 45/37/33x
FY25E/26E/27E EPS. We maintain SELL on Clean Science and Technology
(CSTL) with a price target of INR 1,106.

Expanding HALS basket but pricing pressure persists

= In HALS 770, the company has rapidly gained domestic market share and
currently its market share has reached 50-60%. During Q2FY25 company
stabilised another plant of HALS 770 in is subsidiary Clean Fino Chem Ltd
(CEQ). It has started commercial dispatch of HALS 622, HALS 944, HALS 783,
and HALS 119 as well. Now, the company has a wider range of product
portfolio in HALS to offer to its customers. The company is facing challenges
owing to first-time entry into new products. Besides, customer approval
process taking time which has resulted in optimal utilisation of plant at 10-
15% in IHFY25.

= InHIFY25, CSTL’s HALS production improved to 140 tonnes/month from 40
tonnes/month in Q3FY24. We estimate that revenue from HALS in 1HFY25
was INR 400mn, while cumulative production was 800 tonnes. HALS exports
were approximately INR 80mn (20% of HALS revenue), and export volumes
were 230 tonnes during 1HFY25. The export was primarily driven by HALS
770 and supported by HALS 701 in the latter part of HIFY25. Additionally,
the company also started the export of HALS 622 and HALS 944 in 1HFY25.

*  During H1FY25, total HALS imports to India were approximately 2,000
tonnes (compared to approximately 1,700 tonnes in 1HFY24). The majority of
HALS are imported from China and Germany. India mainly imports HALS
770 and HALS 944. The company is tapping into this huge import substitution
opportunity. However, pricing pressure persisted in both of these HALS
products. The prices of these two HALS declined by approximately 16% YoY
in 1THFY25 compared to 1IHFY24. Competition from global suppliers of HALS
770 and 944 is expected to remain in the ensuing quarters. We expect the
realisation of HALS 770/701/622 to remain in the range of INR 350-450 per kg,
while HALS 944 is expected to have a realisation in the range of INR 750-800
per kg.

=  We expect that the launch of a series of HALS will bring balance to revenue
streams. Currently, the revenue contribution of MEHQ is approximately 40%.
Margins in HALS are much lower than in MEHQ), which will lower the overall

margins for the company. We expect EBITDA margins to decrease from 37.7%
in Q2FY25 to ~34% in FY29.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Exhibit-1: Applications of HALS

HALS Name

End-user industries

HALS 701

Water Treatment Chemicals

HALS 770
HALS 944
HALS 622
HALS 119
HALS 783

HALS 292

HALS 111
HALS 2020
HALS 791

HALS 123

Industrial, solvent borne, adhesive and sealant

Automotive, industrial, solvent borne, adhesive, sealant, powder coating
Industrial, solvent borne, adhesive, sealant, powder coating

Automotive, industrial, solvent borne, powder coating

Industrial, powder coating

Automotive, industrial, printing & packaging, solvent borne, wood industry,
construction industry

Automotive, industrial, solvent borne, powder coating

Adhesive, sealant

Automotive

Automotive, industrial, printing & packaging, solvent borne, wood industry,
construction industry

Source: Company, HSIE Research

Exhibit-2: Imports of HALS 770 has increased in H1FY25
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Source: Volza.com, HSIE Research

Exhibit-3: Quarterly HALS* import trend in INR mn

INR Mn
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Source: HSIE Research, Volza.com
*For HALS 770,944,622,783,and 292
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Exhibit-4: Realisations of imported HALS* have fallen 21% YOY in H2FY25
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Source: Volza.com, HSIE Research,
*For HALS 770,944,622,783,and 292

INR3.3bn capex to drive growth for non-HALS business

CSTL will incur a capex of INR 3.3bn spread over FY25 to FY27. This capex will be
incurred by its subsidiary, CFC. Capex will be focused on two performance chemical
molecules and one pharma intermediates.

During FY25, it will incur a capex of INR 2.8bn of which a. INR 0.3bn will be for the
pharma intermediary b. INR 1.5bn for performance chemicals c. INR 1bn for another
performance chemical water treatment chemical production block, which will be
commissioned in FY26. The company will incur a capex of INR 0.5bn in FY26, which will
be for the remaining part of the capex on water treatment chemical.

(a) Pharma intermediate: CFC will incur a capex of INR 0.3bn. It has started construction
of the facility and it is expected to commercialise in H2FY25. It has a revenue potential
of INR 0.8-0.9bn at peak capacity utilisation. It will be sold primarily in the domestic
market with import substitution opportunity. Currently, the chemical is being imported
from China. It is primarily used in antiretroviral therapies.

We expect revenue from pharma intermediate molecule to accrue from Q4FY25, subject
to product validation and approvals from customers. Additionally, the company has
another project in the pipeline for pharma intermediate, which is currently under the
pilot stage.

(b) Performance chemical: CFC designed a novel process for organically designed
performance chemical molecules which has led to a positive outcome in pilot run. The
company will incur a capex of INR 1.5bn for the production block. It has application as
stabiliser, inhibitor. CFC will commercialise this plant in Q2FY26. It has a revenue
potential of ~INR 3.5- 4bn at peak plant capacity utilisation.

CFC will invest further INR 1.5bn on the water chemical performance chemical. It will
commercialise this plant in Q4FY26 and it has revenue potential of ~INR 3bn at peak
utilisation.
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Exhibit-5: Capex of INR 3.3bn spread over FY25-27
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Source: HSIE Research

Revenue, EBITDA to grow at ~26/24% CAGR

We expect revenue to increase by a CAGR of ~26.5% from INR 7,915mn in FY24 to INR
25,663mn in FY29. The growth will be driven by the existing business and the addition
of new molecules into the subsidiary, CFC. The contribution from total HALS and
upcoming new molecules (2 performance chemicals and 1 pharma intermediate) in the
business is expected to reach 31% of revenue by FY29.

The performance chemicals segment is expected to grow from INR 5,018mn to INR
16,349mn from FY24 to FY29, with a CAGR of ~27%, driven by growth in MEHQ, BHA,
TBHQ, and the addition of two new performance chemicals. Pharma and agro
intermediates are expected to increase from INR 1,504mn to INR 3,650mn over FY24-29,
with a CAGR of ~19.4%, led by growth in Guaiacol, DCC, and BHQ, and the addition of
a new pharma molecule.

Revenue from FMCG chemicals is expected to grow from INR 1,029mn to INR 2,160mn,
with a CAGR of ~16%. We estimate that the revenue from HALS was INR 285mn in FY24.
It is expected to reach INR 3,504mn in FY29, with a CAGR of ~65%, due to the addition
of new HALS in the product basket.

We expect EBITDA to increase from INR 3,321mn in FY24 to INR 8,760mn in FY29.
EBITDA margin is likely to reduce by 782 bps, from 42% in FY24 to 34% in FY29. The
reduction in margin is due to the increase in contribution from lower-margin new
molecules. We expect RoE to increase during FY24-FY26, owing to an increase in asset
turnover driven by revenue growth in HALS, while RoE will decrease during FY26-29
as margins reduce.

The company will incur capex of INR 3.3bn spread over FY25-27. The capex will be
funded through internal accruals. We expect CSTL to generate OCF and FCF of ~INR
20.3bn and ~INR 13.7bn, spread over FY25-29, which marks the company’s prudent
financial management.
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Exhibit-6: OCF and FCF of ~INR 20.3bn and ~INR 13.7bn spread over FY25 -29
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Exhibit-7: ROE to remain above 25% until FY25, then fall 300bps by FY29
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Exhibit-8: Revenue CAGR of ~26.5% over FY24-29E while EBITDA margin falls by

781bps
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Exhibit-9: Increased contribution from new molecules*
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Source: HSIE Research; *HALS, Two Performance chemicals, One Pharma Intermediate

Exhibit-10: Export domestic revenue break-up trend
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Source: HSIE Research

Page | 6



3} HOFG scuiies [
Clean Science and Technology: Company Update Click. Invest. Grow. VEARS
INSTITUTIONAL RESEARCH

Financial summary (consolidated)

INR mn 2QFY25 1QFY25 QoQ (%) 2QFY24 YoY (%) FY22 FY23 FY24 FY25E FY26E
Net Sales 2,381 2,240 6.3 1,811 31.5 6,849 9,358 7,915 10,764 14,253
EBITDA 897 947 (5.3) 748 19.8 2,999 4,021 3,321 4,607 5,627
APAT 587 659 (10.9) 522 12.6 2,285 2,952 2,440 3,394 4,030
AEPS (INR) 55 6.2 (10.9) 49 12.6 21.5 27.8 23.0 31.9 37.9
P/E (x) 68.9 53.3 64.5 46.4 39.1
EV/EBITDA (x) 52.3 39.1 474 34.1 27.6
RoE (%) 34.9 33.2 22.1 25.4 24.8

Source: Company, HSIE Research

Change in estimates (consolidated)

FY25E  FY25E . FY26E  FY26E .
Y/E Mar old New % Ch old New %o Ch
EBITDA (INR mn) 4,621 4,607 (0.3) 5,699 5,627 (1.3)
Adj. EPS (INR/sh) 314 319 1.8 38.4 37.9 (1.3)

Source: Company, HSIE Research
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INCOME STATEMENT

INR mn FY22 FY23 FY24 FY25E FY26E FY27E FY28E FY29E
Revenues 6,849 9,358 7,915 10,764 14,253 17,739 21,445 25,663
Growth % 33.7 36.6 (15.4) 36.0 324 245 20.9 19.7
Raw Material 2,247 3,260 2,771 3,983 5,701 7,628 9,650 11,677
Employee Cost 345 452 487 560 644 740 800 864
Other Expenses 1,258 1,625 1,337 1,615 2,280 3,016 3,646 4,363
EBITDA 2,999 4,021 3,321 4,607 5,627 6,355 7,350 8,760
EBIDTA Margin (%) 43.8 43.0 420 42.8 39.5 35.8 34.3 34.1
EBITDA Growth % 15.8 34.1 (17.4) 38.7 222 12.9 15.6 19.2
Depreciation 249 361 459 484 662 724 781 838
EBIT 2,750 3,660 2,861 4,123 4,966 5,631 6,568 7,922
Other Income (Including EO Items) 300 298 413 421 430 438 447 456
Interest 1 2 9 3 3 3 3 3
PBT 3,048 3,956 3,265 4,541 5,393 6,067 7,013 8,375
Tax 763 1,005 825 1,147 1,362 1,533 1,771 2,116
PAT 2,285 2,952 2,440 3,394 4,030 4,535 5,241 6,260
EO (Loss) / Profit (Net Of Tax) - - - - - - - -
APAT 2,285 2,952 2,440 3,394 4,030 4,535 5,241 6,260
Share from associates - - - - - - - -
Minority Interest - - - - - - - -
Consolidated APAT 2,285 2,952 2,440 3,394 4,030 4,535 5,241 6,260
Consolidated APAT Growth (%) 15.2 29.2 (17.3) 39.1 18.8 12.5 15.6 19.4
AEPS 21.5 27.8 23.0 31.9 37.9 42.7 49.3 58.9
AEPS Growth % 15.2 29.2 (17.3) 39.1 18.8 125 15.6 19.4
Source: Company, HSIE Research

BALANCE SHEET

INR mn FY22 FY23 FY24 FY25E FY26E FY27E FY28E FY29E
SOURCES OF FUNDS

Share Capital 106 106 106 106 106 106 106 106
Reserves And Surplus 7,578 9,994 11,925 14,581 17,734 21,281 25,381 30,279
Total Equity 7,684 10,100 12,032 14,687 17,840 21,387 25,488 30,385
Minority Interest - - - - - - - -
Long-term Debt 3 = = = = = = =
Short-term Debt 1 - 1 1 1 1
Total Debt 3 1 - 1 1 1 1 1
Deferred Tax Liability 209 234 299 299 299 299 299 299
Long-term Provision and others 1 29 32 32 32 32 32 32
TOTAL SOURCES OF FUNDS 7,898 10,364 12,363 15,019 18,172 21,719 25,819 30,717
APPLICATION OF FUNDS

Net Block 2,957 4,601 6,361 6,320 8,820 9,198 9,442 9,610
Capital WIP 441 205 573 2,380 469 367 342 335
Other non-current assets 145 154 62 62 62 62 62 62
Non-current Investments - 255 370 370 370 370 370 370
Total Non-current assets 3,544 5,215 7,366 9,132 9,720 9,997 10,215 10,377
Inventories 881 1,088 1,237 1,682 2,227 2,771 3,350 4,009
Debtors 1,535 1,462 1,637 2,227 2,948 3,670 4,436 5,309
Cash and Cash Equivalents 747 125 106 260 1,940 4,325 7,267 10,944
Other Current Assets 2,540 3,629 3,614 3,722 3,834 3,949 4,067 4,190
Total Current Assets 5,703 6,303 6,594 7,890 10,949 14,715 19,121 24,451
Creditors 1,021 805 1,085 1,475 1,953 2,431 2,939 3,517
Other Current Liabilities & Provns 327 349 514 529 545 561 578 595
Total Current Liabilities 1,348 1,155 1,598 2,004 2,498 2,992 3,517 4,112
Net Current Assets 4,355 5,149 4,996 5,886 8,451 11,723 15,604 20,339
TOTAL APPLICATION OF FUNDS 7,898 10,364 12,362 15,019 18,172 21,719 25,819 30,717

Source: Company, HSIE Research
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CASH FLOW STATEMENT
INR mn FY22 FY23 FY24 FY25E FY26E FY27E FY28E FY29E
Reported PBT 3,048 3,956 3,265 4,541 5,393 6,067 7,013 8,375
Non-operating & EO Items (300) (298) (413) (421) (430) (438) (447) (456)
Interest Expenses 1 2 9 3 3 3 3 3
Depreciation 249 361 459 484 662 724 781 838
Working Capital Change (833) (1,416) 134 (737) (885) (887) (940) (1,058)
Tax Paid (729) (980) (760) (1,147) (1,362) (1,533) (1,771) (2,116)
OPERATING CASH FLOW (a) 1,436 1,625 2,696 2,723 3,381 3,936 4,639 5,586
Capex (1,239) (1,768) (2,588) (2,250) (1,250) (1,000) (1,000) (1,000)
Free Cash Flow (FCF) 197 (143) 108 473 2,131 2,936 3,639 4,586
Investments - (255) (115) - - - - -
Non-operating Income 300 298 413 421 430 438 447 456
Others 95 ) 92 - - - - -
INVESTING CASH FLOW (b) (845) (1,734) (2,198) (1,829) (820) (562) (553) (544)
Debt Issuance/(Repaid) - 3) 1) 1 - - - -
Interest Expenses 1) 2) 9) 3) 3) 3) 3) 3)
FCFE 195 (148) 98 471 2,128 2,933 3,636 4,584
Share Capital Issuance - 0 - - - - - -
Dividend - (531) (531) (739) (877) (987) (1,141) (1,363)
Others 0 23 25 ©0) 0 0 0 0)
FINANCING CASH FLOW (c¢) 1) (513) (516) (741) (880) (990) (1,143) (1,365)
NET CASH FLOW (a+b+c) 590 (622) (18) 153 1,680 2,384 2,942 3,677
EO Items, Others
Closing Cash & Equivalents 747 125 107 259 1,940 4,325 7,267 10,944
Source: Company, HSIE Research
KEY RATIOS
FY22 FY23 FY24 FY25E FY26E FY27E FY28E FY29E
PROFITABILITY %
Gross Margin 67.2 65.2 65.0 63.0 60.0 57.0 55.0 54.5
EBITDA Margin 43.8 43.0 420 428 395 35.8 343 34.1
EBIT Margin 40.1 39.1 36.2 38.3 34.8 31.7 30.6 30.9
APAT Margin 33.4 31.5 30.8 32 28 26 24 244
RoE 34.9 33.2 2211 25.41 24.78 23 22 224
RoIC 35.6 33.1 20.3 26 27 26 28 32.1
RoCE 33.9 32.3 215 25 24 23 22 222
EFFICIENCY
Tax Rate % 25.0 254 25.3 25 25 25 25 25.3
Fixed Asset Turnover (x) 2.1 1.9 1.1 1.3 14 14 1.6 1.8
Inventory (days) 47 42 57 57 57 57 57 57
Debtors (days) 82 57 76 76 76 76 76 76
Other Current Assets (days) 135 142 167 126 98 81 69 60
Payables (days) 166 90 143 135 125 116 111 110
Other Current Liab & Provns (days) 17 14 24 18 14 12 10 8
Cash Conversion Cycle (days) 81 137 133 106 92 86 81 74
Net Debt/EBITDA (x) 0.2) (0.0 (0.0) (0) 0) @ 1) (1.2)
Net D/E 0.1) (0.0) 0.0) ©0) ) ) 0) 0.4)
Interest Coverage 1,870.5 1,876.9 309.0 1,641 1,976 2,241 2,614 3,153.1
PER SHARE DATA (INR)
EPS 215 27.8 23.0 32 38 43 49 58.9
CEPS 239 312 27.3 37 44 49 57 66.8
Dividend 33 5.0 5.0 7 8 9 11 12.8
Book Value 72.3 95.1 113.2 138 168 201 240 286.0
VALUATION
P/E (x) 68.9 53.3 64.5 46 39 35 30 25.2
P/Cash EPS (x) 62.1 47.5 54.3 41 34 30 26 222
P/BV (x) 20.5 15.6 13.1 11 9 7 6 5.2
EV/EBITDA (x) 52.3 39.1 474 34 28 24 20 16.7
EV/Revenue (x) 229 16.8 19.9 14.6 10.9 8.6 7.0 5.7
Dividend Yield (%) 0.2 0.3 0.3 0.5 0.6 0.6 0.7 0.9
OCE/EV (%) 0.9 1.0 1.7 1.7 2.2 2.6 3.1 3.8
FCFF/EV (%) 0.1 (0.1) 0.1 0.3 14 1.9 24 3.1
FCFE/M Cap (%) 0.1 0.1) 0.1 0.3 14 19 2.3 2.9
Source: Company, HSIE Research
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published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as
ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be considered
to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (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.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the
associates of HSL please refer the website.
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HSL or its associates might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period
preceding twelve months from the date of this report for services in respect of managing or co-managing public offerings,
corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third
party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any
material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on
any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports
that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served
as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject
company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEL, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

HDEFC Securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com
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