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’
Modecrator: Ladics and Gentlemen, Good Day and Welcomie (0 the Omkar Speciality Chemicals Limited

Q3FY16 Eamings Conference Call. As a reminder. all participants” lines will be in the listen-
only made and there will be an opportunity for you to ask questions after the prescntation
concludes. Should you need assistance during the conference call, please signal for an operator
by pressing . then .07 on vour touchtone phone. Please note that this conference is being
recorded. | now hand the conference over to Dr. Omkar Herlekar - Whole Time Director.

Thank you and over to vou, sir.

Mr. Omhar Herlekar: Thank You and Good Evening, Friends. | have with me Mr. Pravin Herekar — Chairman and
Managing Dircctor: Mr. Pravin Agrawal — CFO and Stellar Investor Relations, our advisors
for investor relations. Also, we have our Chict Operational Officer Mr. Hiral Patel with me.
We would like to welcome vou all on behalf off Omkar Speciality Chemicals to the Third
Quaricr Financial Results Earnings Conference Call. We have uploaded ihe | Rosults
Presentation” on our websitc and hope you have received the (Results Presentation™ for the

quarter.

To start with, 1 will like to apologize lor the delay and postponing this cunf'crcncc call. As you

have been aware, we have reecived our eavironment clearance for our APl manufacturing Unit
#5 in Chiplun afler nearly two years. We have been at this Chiplun facility along with our
entire projects team overlooking the setting up of the production facility ASAP. We are
conunitted to start this facility in time and had to postpone the call since T was not in town. 1
sincerely regret for the inconvenience caused to all. This EC for our APl manufacturing
facility Unit #5 in Chiplun will help our company to establish itself' amongst one of the leading
global APT manufacturcrs. The projected capacity for this Unit is 4500 tons and we are looking
to start the production from the first quarter of the next financial year. In the first phase, the
unit will be manufacturing Vitamin C and Folic Acid. These products have significant growth

opportunitics and healthy margins.

We arc commilted towards managing working capital cycle. Net working capilal as of
Dccember 2015 is 94 days as compared to the 101 days in Scptember 2015 and 143 days as on
March 201S. We arc confident over our business grbwlh and believe traciion in salcs to

continue with stcady improvement in the capacity utilization. :

Now, | will hand over the call to Mr. Pravin Agrawal who will share the ,Financial Details”

v

with you. Thanks a lot.

Pravin Agrawal: Hi! Good Evening, Everyone, This is Pravin Agrawal. Thank you. Dr. Omkar. On consolidated
basis, the company reported revenue of Rs. 108 crores in Q3 for the current financial year
ending 31" March 2016, a ycar-on-year prowth comes to around §3% compared to

corresponding quarter in the previous vear.

Revenue for nine months of linancial year 2016 stands at Rs.300 crores. registering a growth

of over 50% year-on-year as against Rs.191 crores in the préevious year”s nine months” period.
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Revenue breakup for Third Quarter FY 16 is as follows: fodine Derivatives contributed Rs.25
crores which is 23% of the total revenue. Intemediate segment contributed Rs.40 crores which
was 37% of the total revenue, APL segment contributed Rs.39 crores which is 36% and

Sclenium Derivatives and Resolving Agents contributed balance 4%.

Revenue breakup for the Nine Months Financial Year 2016 is as under: lodine Derivatives
contributed Rs.65 crores which is 22% of the total revenue. Intermedintes segment contributed
Rs.124 crores which was 41% of lllc.rcvcnuc APL scgmcr-n contributed Rs.97 crores of the
“total revenue which was 32% of the fevenue and Sefenium Derivatives and Resolving Agents
contributed the balance of $%. Exports contributcd 4%% of the revenue in Third Quarier FY16

and 16% in ninc months” period.

EBITDA was at Rs. 18 crores in Q3 of Financial Year 2016 as agaiast Rs. 16 crores in Q3 in the
previous financial year, a year-on-year growth at 8.8%. For nine months Financial Year 2016
EBITDA grew by ncarly 39% vear-on-year to Rs.S3 crores. EBITDA margin was impacted
during the quarter due to-higher raw material cost on account of increase in inventory cost

contributed with tower sales realization particularly in the Jodine segment,

We also witiicssed FOREX impact on raw material prices which was carticr mitigated by

higher exports as a process of natural hedging.

Our company reported net profit at Rs.9 crores in (3, year-on-ycar growth of. 26% as
compared to corresponding previous pcriudﬁNcl profit is at Rs.27 crores in the nine months

period-ended December 31

which grew significandy by 41% year-on-year basis.

We would now like to welcome questions from yon all. Thank you so much,

Moderator: Thank you very much, sir. Ladies and Genilemen, we will now begin with the Question-and-
Answer Session. The first question is from the linc of Siddharth Bhattacharya from Suyash

Advisors. Please go ahcad.

- § Bhattacharya: 1 have a couple of questions. 1 just wanted to understand. you said EBITDA was impacted due”
to the higher raw maierial cost during the quarter. So what are our key raw material
components and...?

Mr. Omkar Herlekar: As regards 10 our raw materials, lodine is our main raw material from the lodine segment and
the cost impacted because lodine in the last quarter had slnE'U down from $27 to $23, that is
around $4 lodine came down in (he price on absolute terms. So whatever Jodine was booked at
the ending of Q2 we used in Q3. we had a hit of around $4 over there. Because of that on
percentage terms it was coming to around 8% to 10% of hit we got in ledine pricing.
Simultancously, the ending of Q2, the value of dollar was around Rs.63, which siceply went up
1o Rs.69 today as you know. Because of that it was a mix and blcnd of all the reasons the
EBITDA level suffered or else this would have never happened. it is very unlikely to happen

unless otherwise the doltar is fluctuating or any key raw material is getting slid down. As you
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know we are defocusing on the lodine scgmenl cven though Ioilinc scgment is growing on its
own to a very good extent, but our focus area is Intermediates basically which is giving us very
good EBITDA levels over there as well as APIs also. which is giving us very good EBITDA
level. But since lodine is there in our basket last quarter we suflered because of the lodine

prices coming down.

§ Bhattachurya: So basically for the API and Intermediates segment. there would be minimal amount of lodine

that is used. right. so as we...”

Mr. Omkar Herlckar: There is almost no lodine used for that, -
S Bhattacharya: Sir, looking at the FOREX volatility now, what is the kind of policy that we have in place for

hedging or have we thought about ...?

Mr. Omkur Herlekar: Basically we get all naturally hedged or elsc otherwise we are net exporters, so otherwise also
we get naturally hedged. But ,vdu must be knowing that Europe is always closed during the
November-December period because of the Christmas and all. This trend is followed since last
several years. Usually if you find our sales for the last several years also, November and
December exports sale is very.less as compared to the domestic sales bcca[mc of the closure
and all. Because of that November-December always has a totl on exports and this was
catalyzed by the hike in the dollar pricc. That was very unlikely but every yecar it docs not
happen, this year it happened because of the same reasons, the export also came down the
dollar also went up. That was the mix and match reasons because of which the EBITDA

suffered.
$ Bhattacharya: So what was the quantum of hit that we took?
Pravin Agrawal: The quantum impact was around 3-3.5% on the total inventory cost.

S Bhattacharya: 1f vou could gquantify the numbers?

Mpr. Omkor Herlekar: On an absolute term if vou see our blended EBITDA it is to the extent of 19% and if you go to
sec the EBITDA this Q3 it is just 17%. So EBITDA came down by 2% on a blended basis. The
dollar has only gone 5% up. The impact of dollar on the currency is 5%, yct our EBITDA is
less by only 2%. So it is not really a big alarming thing as such which we feel which will be
recovered in the subscquent quarters. Basically. the business model and the product model is
such that all the products are in the range of 18-19% EBITDA. It is not a matter of concern or

worry because the economy has behaved in that way.

S Bhattacharya: My next question is 1 just wanted o understand that now that the Chiplun plant is on stream.
What is the kind of scale up that we can sce especially in the first phase from Vitamin C and
Folic Acid?
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We will be starting this unit somewhere in the first quarter of TY 17 and then the scale up will
be happening gradually, the 100% utilization would not be scen immediately because in the
first quarter we may wtilize approximately around 10% to 15% ol the capacity because they
require a thing called as plant warm-up: the plant should get acclimatized to the products,
people should get acclimatized to the situations and how the plant is working and also the first
quarter you should not cxpect any magic ﬁgurcs,’scwnd quarter onwards it will start showing
positive signs of the sales as well as the plant will be pampered very nicely accordingly. You
can expect sonie good results from the second quarter of FY (7.

4

In terms of demand, have we sort of spoken to customers how will business progress in this

particular? R . s

Basically we go into (;nl)- thosc products which are demand-driven. So if there is
demand/supply gap we first identify whether the product is having demand/supply gap or not.
If we see that there is a demand/supply gap then only we gut our cftorts into development of
the product and proceed ahead accordingly. Vitamin C is such a big market, practically vitamin
C is used by all the pharmaceutical multivitamin players. by all the foods and beverages. tin
beverages, there are many, it is having a vast market. Apart from that Vitamin C also finds its
application as a preservative in many of the foods. Vitamin C markel is very big. Sky is the
beginning { will say to sell Vitamin C. Only thing is that we should be a proper costing devel
which 1 am confident that we arc best in the costing as far as the raw material cost. The gross
profit levels are pretty fairly g.feal. We are envisaging EBITDA of again around (8% to 19% in
this based on the pilat plant trials which we have done for this product and we have done the
test marketing also for this product. We are fairly confident for running of the show for

Vitamin C and Folic Acid.

In terms of our existing customers in the Intermediates and AP segments, what is the kind of
demand that we are sceing now?
-

As you must he knowing, this Intermediates are derived out of the suggestions by the
customers only, so big customers like Glaxo, Gilead Life and Abbott Laboratorics and all these
people who are the innovator companics, these people suggest the Intermediates for their
Phasc-111 clinical trial products and as soon as their products grow: automatically our products
start growing. So (hat way we have tied up with companies Jike Abbott. Gifead Lite, Johnson
& Johnson and BASF. We arc in tic up with all these companies and their orders come in very
trequently. We have a tentative order book for a year that how much they are going to pick-up.
That gives us the confidence to speak Sut that how much business we are going to do in the
Intermediates. On AP side basically all these are Super Generic APIs. There is a difference
between Generics and Super Generics, please understand. Super Geaerics are costly products,
like products which are above Rs. 1500-2000/Kg yet moving in huge quantitics like several 100
tons and all. Generics are those produ-cls which are very old and very commodity-driven but
Super Generies are dilferent products, We arc into Super Generics like Albendazole,

Fenbendazole and mainly other products like Halpheno! and there are 11-12 products which
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we arc making in APls. These ase basically all demand-driven products. We again stand by
this we only do products which are differently done. We do not do “me too™ kind of a game
show. Some of the peers are doing it by Process-A we are deploving Process-B and this
Process-B is basically catalytically driven process for which we have patents. We are

extremely confident in our entirc chemistry model. So that is all.

If you could help me with the order book or the tentative order book that you have curcently in

the Intermediates segment, what...?

There is no term like order book. We have a quarterly forccast given by the customers. Orders
go on flowing subscquently. Once the forecast is given there is ne default over the forccast
because these are all good MNCs and (hese are working with other people also in a similar
fashion. Usually. we have a quarterly forecast. That is the guidance we have for every quarter
that how much they are going to buy from us. Usually, the guidance ts cqual to whatever top

line we are doing. You may sce around 10 to 15% variance here and there. That is it.

What is our conversion cycle in terms of the manufacturing time cequired?

Dificrent products demand different conversion times, the worst conversion time is around 1§
days. the best conversion time is one day. These are different products. For some of the
products which are very ¢asy to make even we can make it in 24-hours, for some predudts
which are very difficult like Fenbendazole it is around 17 days to make. If you ask what is the
biended time for the conversion, if you take the weighted average it may come to around one
week.

] . .
Thank vou. The next question is from the line of Abhijit Avalekar who is an individual

investor. Please go ahead,

1 just want 10 know the new activities that have happened in patents, Are there any?

The patent department is a very dynamic department. If vou ask me what are the new patents
filed, ! would like 1o answer that in the last six months we hate not filed any patent as such
because you cannot go on filing unlimited patents as tong as thére is some reason to file it, we
can filc a patent it at all we have got some really new jdea or clisc idea which can be copicd
very easily, if you ask me in the last six months there is o filing of pateats. but if you ask me
what is the status of the existing filed patents, then there is FER, the First Examination Report
is published for three of our patents and these three patents are under the scruliny by the patent
officer, the patent general they call, so it is under scrutiny, our advocate has already gone for
(he hearing and they have convinced the First Examination Report and we are expecting the ’

grant of the patent any time,
Regarding European DMF, are those 0!d or new onc?

Whatever DMFs are filed those are all old DMFs.
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Thank you. The next question is from the line of Jayesh Gandhi from Harshad Gandhi

Sceurities. Plcase go ahead.

Can you give me EBITDA margin scparately for lodine Intermediates products APl and

Selenium?

This is for Q3. ) will be talking in percentages only. 21.5% will be APIs. Intermediates will be

14.7% out of the total top line, lodine Derivatives will be 9.7%, Resolving Agents will be
17%, Sclenium Derivatives will be 16% and the approximate all the blended is comting to

around 17%,

1f you can share margin which you will propose in that Vitamin C which you are going to sell

now? .

As 1 just mentioned a few minutes back. it will be around 18 to 20% only.
What is the working capita! cycle in number ot'dnys now?

Ttis 94.
Our planning, was .w bring it down to 75-days in...?

It was never our aspiration, we have always given a guidance of 90 days which will be coming
in our next quarter. 1 vou 20 1o see the entire industry scgment, if vou compare any Speciality
Chemicals or AP] with peers, the best peers which are available in the market you will see that

ours is the best.

I was referring to your ,Analyst Meet” somewhere in August wherein you had said that
probably your working: capital cycle will come down drasticall_\: hecause of the availability of -
loding? |

When \i:c conducied the ,}\nal:vsl Meet” in the month of August, my working capital cvcle was
141 days and from 141 days we have come down (0 95 days which is on absolute terms it is a
phenomenal decrease in the number of days. Hereafler, if you go to sec the practicality of the
husiness because many of the raw materials are import-dependent, many of the raw matenals
need to be-piled up. Logically, itis not possibic to bring it down to 90-days but yet we will try,
there are ways and means. nothing is impossible as such. we will try our {evel best because it is
in the interest of my own company. bringing down the working capital days will give me
benefit over the debt also. So we are planning very much aggressively to bring it down and
cripple it down. Let us see, 1 hope so may be in the results of Q4 you may find 2 é.oud number

over there.

Foreign suppliers as vou said probably sctting up warchouse in Nhava Sheva and Mumbai

itsclf. Are we getting it from there or still we are importing from?
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Definitely, we are getting it from Nhava Sheva only. That is the reason why my working
capital cycle has come down. That is onc of the reasons, The second reason is that our
recovery period has become drastically improved. Earlier, we used o get long recovery days.
but now most of the products which are non-commoditized products, you may say specintized
products. we are taking advance payments and we are not extending any credits to even good
companics, the known companics. | do ot like to take the names of anybody. but even the
good names and the good brands also we are asking for at least 30 days LCs or commitied
payment cycle. That is the rcason why we arc able to bring down our working capital and of
course people are adhering to this that even though we are asking for it because of our pricing
also. Since we have specialized processes automatically (u:tlr cost on raw matcrial is low than
that of the peers and because of that we are able 1o pass on the better pricing to the customers.

So that is the reason why we arc getting the orders also.
k)

One question on vour debt level. Is there any CAPEX that you arc planning in next 2-ycars
now? ’

Not really. we would not be planning big CAPEX, debotticnecking CAPEX and whatevet
CAPEX is required to capitalize the capital work-in progress that much of CAPEX is only
required. but that is somcwhcrcpamund Rs.10 to 12 crores only. so that would not be a very
huge CAPEX as such. Our existing CAPEX which is done will be taking care of our entire
growth rate which we arc posting right now. For the next two vears at least we would not
require major CAPEX unless otherwise there is an acquisition or something which is
unforeseen or clse which is really remuncerative to the current mmp?my"s this thing. there only

thc CAPEX might come. but in routine course CAPEX is not there.

Can you throw light on vour debt currently long-teem and short-term?

It is Rs.205 crores on consolidated basis: long term is Rs.70 crores and Rs.134 crorcs is short

lerm.

N Al
I 'was looking at your finance cost which is annually something like Rs.15 or Rs. 16 crores. Can

you explain this in context of your long term debt and short term debt, 1 am not able to

understand, it is less on interest cost | guess?

There is something missing, | do not think it is only Re. 15 crores. it is more.

Part of the working capital interest which is being used for capital WIP that is being
0
capitalized. That is the rcason it is proportionately less over here.

Can you tell me that after this plant is ready, | do not think there will be an;1l|i|1g which will be

capitalized now, su what can be the interest cost then in that case from’ April 2016 onwards?

1t will be around 12% average.
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Sir. your current pledge share status if you can share?

23% of the tolal shares that have been pledged as of January 2016.

Thank you. The next question is from the line of Kushal Rugani from 1IFL.. Picase go'ahc‘ad.

My question was pertaining to as you previously mentioned about FOREX impact and all. So
given the FOREX fluctuations prevail. what kind of FOREX impact we will see in the coniing

quariers — would it continue going forward?

FOREX impact would not be continuing because of our exports which came down hecause of
the shut down of Europe in November and December happened, the orders we are usually
naturally hedged. Since we arc net cxporters we can say in this way we arc always covered for

our dollar risk because we are net exporters.

23 remains exceptionally quarter...?

This was a funny quarter | must say because the doflar unexpectedly weat up, vou have scen
how much it has gone up. That is number one. Number two, lodine steeply came down. for the
last two years iodine was very stable at $27-28 that was the rate of lodine and since there are &
lot of mining activitics going on in Latin America and there are a lot of intcrnal competition in
the mine owners over there, so because of that Toding-is coming down steeply, it came down
from $28 to $23 in this fn()ﬂlh. These are the only two reasons of the low EBITDA. Since even
the lodine slid down around $4-$ yet were able (0 maintzin our EBITDA. That is one of the
very promising things and onc of the very difficult tasks we have achicved and we are very
confident about that. In future also if anything of such sort happens then we will be very
confident. | told 10 all our investors in the past also. we are haviag association with all the
suppliers of lodine since very long time. If there is a dollar fluctuation they cannot dn‘
anything. they are helpless. But if there is effect of the pricing then because of the longstanding
relations they help us to average out the price of the purchase. That also docs not impact us

very badly that way.

As you have mentioned like you would be focusing lodine segment as such, in this year only

we will see 20% revenue degrowth. So what kind of revenue forecast we shoutld assume for...?

I may talk about the next two years at least vou wilf scc something like 20% to 25% will be

contribution from lodinc Derivatives to the overall revenues.

Which is actually a very less margin?
PR
That is the reason why we are defocusing and we will be focusing more on Intermediates.
Resolving Agenis is alsv growing very steeply. These will be the two arcas where we will be
focusing. Specialty Intcrmediates are really good products to focus on and as you know even

the Veterinary APIs which we are having definitely arc very promising products.
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As you said that plant has gol environment clearance, and Q2 onwards that facility will be

giving revenucs to the company. So what kind of impact we will sce in the financials?

We arc giving guidance of around 25% year-on-ycar growth in Pharma Intermediates as well
as APIs. T am talking consolidated of all the segments. Segmeat wise if vou want we can

discuss it separately.

Thank yeu. The next question is a follow up question from the line of Siddharth Bhattachanva

from Suyash Advisors. Please go ahead.
A couple of more questions from my sidc; basically our Inlermediates segment do the facilities

nced to be inspected and approved by FDA and other regulators?

For the Intermediates segment the facilities are authorized and audited by all the innovator
companics like Gilcad. Novartis and all these people. All of our facilities are complying all
their requirements. That is number one. Number two, for our APIs, yes. our regulatory
authoritics like local FDA or els¢ WHO or clse vou might even say TGA or these are the
different authorities we are liable to get audited by them and liable to qualify the audit also. So
we have to maintain all the documentations very strictly with all the SOPs, all the batch
manutacturing records and so on. This is the status of all the regulatory requirements for

different agencies as well as diflferent customers.

Sir. my sccond question is that we have been sort of reading a lot of media reports saying that
there is some sort of acquisition on the herizon. So if you colitd sort of help us understand that

scenario better, are we looking 10 acquire any company?

We are not realty looking to aéquire anything immediately. Yes, there is something going on'in
the mind or there is a thought process g(:ing on with our internal team. as 1 told you last time
we will be aggressively looking out, for acquisition in fthe Formulations space and that is what
we really looking on for. So if we are able to identify such a good kind of acquisition, wc may

come out, but there is nothirig on the table as of now.

Thank you. The next question is again a follow up guestion from the tine of Abhijit Avatekar

who is an individual investor. Please go ahead.
I want to know about vour warehouse project and its progress in Europe?

Currently, we have not owned any warchouse over there, we were thinking of owning, but then
we thought if we can lease out a warehouse and then facilitate it by way of some of the third-
party logistics it would be great because owniﬁg up a warchouse and cstablishing a logistics
tcam over there is pretty expensive as yon know. That is the reason why we have gi\'cni‘lhc
shop to a third-party logistic people who are very swiﬂiy and very efficiently handling our
processes and vis-d-vis the cost which we are-incurring in this particular thing vis-a-vis what

we would have incurred otherwise is significantly lower.
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Thank vou. The next question is a follow up question from the line of Pragya Vishwakarma

from Edclweiss. Please go ahead.

I just wanted to know the status of TGA approval fike has this been granted or...?

TGA approval will take time. Last time also | said and | maintain the same thing. By April or
May we may get the TGA approval. TGA approval is in the pracess. Whatever documentation
is required, whatever dossicrs need to be filed. whatever samples need to be approved all these

things are in process and their final audit we are expecting in the month of April.

As there are no further questions, | now hand the conference over to Dr. Omkar Herlekar for

closing remarks. Over to you.
My Dear Fricnds. thank you for your participation. Wish you a Great Evening.
Thank vou very much members of the management. Ladies and Gentlemen,-on behalf of

Omkar Speciality Chemicals that concludes today™s conferenee call. Thank you for joining us

and you may now disconnect your lines.
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