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HOLD

Clean Science and Technology

Good sequential performance

Summary

Clean Science and Technology (Clean) reported results which were in tune with
our expectations. The management stated that the destocking which is almost
going on for a year now seems to have completed and is waiting for an upturn in
demand. Clean witnessed a progressive recovery in Q3FY24 and the Chinese
market also saw sequential improvement for its primary products which are
MEHQ and BHA. Revenue decline of 18% YoY was 13% on account of realisation
and 5% on account of volume. Strong demand uptick for MEHQ and BHA(key
products) along with healthy realizations are key upside triggers for the stock
and these will take some time to fructify. In light of the same,we maintain our
HOLD rating on the stock valuing it at Rs1,425 (PE of 33x on FY26E EPS).

Key Highlights and Investment Rationale
= Good
improvement in the Chinese market which is one of the key markets for the

Progressive recovery: Clean witnessed sequential demand
company. No significant competition is seen in the Chinese market for its
primary products. Sequential revenue growth of 8% is mostly volume led with
realisations remaining steady. Product diversification efforts are bearing fruit
with non-primary products like TBHQ, HALs, DCC and Guaiacol contributing~24%

of sales from ~15% yoy. HALS 701 and 770 are seeing stable demand.

= Valuation & Outlook: Capex for HALs and new products remains on track.
The management stated that the destocking which is almost going on for a
year now seems to have completed and is waiting for an upturn in demand.
Strong demand uptick for MEHQ and BHA (key products) along with healthy
realizations are key upside triggers for the stock and these will take some time
to fructify. Hence, we maintain our HOLD rating on the stock valuing it at
Rs1,425 (PE of 33x on FY26E EPS).

T Rs1,425

P
cmp Rs1,462

Potential upside/downside  -3%
Previous Rating HOLD

Price Performance (%)

-1m -3m  -12m
Absolute (6.7) 89 (1.9)
Rel to Sensex (7.1) (3.0) (20.4)

Key Stock Data

Bloomberg / Reuters  CLEAN IN / CLEA.BO

Sector Specialty Chemicals
Shares o/s (mn) 106
155,289
3-m daily average value (Rs mn) 23.3
52-week high / low Rs1,622 /1,227

Sensex / Nifty 72,086 / 21,854

Market cap. (Rs mn)

V/s Consensus

Shareholding Pattern (%)

EPS (Rs) FY24E FY25E FY26E Promoters 75.0
IDBI Capital 24 31 43 Fll 5.9
Consensus 23 30 42 ] 5.0
% difference 6.2 3.8 1.2 Public 14.1
Financial snapshot (Rs mn)
Year FY22 FY23 FY24E FY25E FY26E
Revenue 6,849 9,358 7,876 10,188 14,493
Change yoy, (%) 34 37 (16) 29 42
EBITDA 2,999 4,021 3,308 4,177 5,797
Change yoy, (%) 16 34 (18) 26 39
EBITDA Margin (%) 43.8 43.0 42.0 41.0 40.0
Adj.PAT 2,285 2,952 2,555 3,314 4,587
EPS (Rs) 22 28 24 31 43
Change yoy, (%) 15.2 29.2 (13.4) 30 38
PE(x) 67.9 52.6 60.7 46.8 33.8
Dividend Yield (%) - 0.4 0.2 0 0
P/B (x) 51.5 38.6 47.0 37.3 26.7
RoE (%) 34.9 33.2 22.7 23.9 26.3
RoCE (%) 40.8 40.1 25 25 29

Source: IDBI Capital Research, Company
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Exhibit 1: Quarterly Snapshot (Consolidated)

Consolidated (Rs mn) Q3FY24 Q3FY23 YoY (%) Q2FY24 QoQ%
Net Sales 1,947 2,374 -18.0% 1,811 7.5%
Expenditure -909 -1,292 -29.6% -893 1.8%
as % of sales -47% -54% -14.2% -49%

Consumption of RM -646 -778 -16.9% -618 4.6%
as % of sales -27% -33% -16.9% -34%

Employee Cost -116 -118 -1.4% -119 -2.1%
as % of sales -5% -5% -1.4% -7%

Other expenditure -146 -190 -23.2% -156 -6.4%
as % of sales -6% -8% -23.2% -9%

EBITDA 866 1,082 -20.0% 748 15.7%
Depreciation -113 -89 27.2% -111 1.6%
EBIT 753 993 -24.2% 637 18.2%
Other Income 78 126 -38.0% 60 29.6%
Interest -1 -1 -12.9% -3 -78.7%
Exceptional 0 0 - 0

PBT 830 1,118 -25.7% 695 19.5%
Total Tax -204 -280 -27.2% -173 18.2%
Reported PAT 626 838 -25.3% 522 20.0%
Discontinued Ops 0 0 - 0 NA
Adjusted PAT 626 838 -25.3% 522 20.0%
Adjusted EPS 6 8 -25.3% 5 20.0%
Margins (%) YoY (bps) QoQ (bps)
EBIDTA 44.5% 45.6% (111) 41.3% 316
EBIT 38.7% 41.8% (317) 35.2% 349
EBT 42.6% 47.1% (447) 38.3% 429
PAT 32.2% 35.3% (314) 28.8% 335
Effective Tax rate 24.6% 25.1% (48) 24.9% (29)

Source: Company, IDBI Capital
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Conference call highlights:

Capital Expenditure: The Green Field Project involves dedicated production blocks, with capex of Rs 1bn
each for new products in April 2024 and August 2024. CFCL has witnessed a total equity infusion of Rs
3.35bn till date, with commercialization scheduled for the pharma intermediates by Sep-Oct 2024. The
focus is on domestic products within the Pharma sector.

Outlook: Overall, demand is showing signs of improvement, but lower demand (China) is limiting price
increases. The market operates with more spot prices on a quarterly and monthly basis, and in declining
markets, there are no long-term contracts. Clean Science is adhering to the target of 225 tonnes for the
coming quarter as well.

Product Review: The contribution from principal products declined from 85% to 76-77%, attributed to a
higher share of products such as TBHQ, HALs, and DCC which are contributing more to the revenue share.
Guaicol has experienced a 50% increase in this quarter, aiming to return to similar levels as the peak.
Additionally, MEHQ is operating at a capacity utilization of 60-65%.

Performance Review: Sales YoY recorded a decline of 18%, with 13% attributed to realization-led factors
and 5% to volume-led factors. Sales to China are unaffected by additional Chinese capacities. Lower
volumes to China are due to reduced demand. The management is hopeful for a rebound in volumes once
China's market revives.

Utilisation Strategy: The company follows a 30/30/30 utilization strategy, with targeting 30% in the initial
year, 30% in the second, and 30% in the third reaching the total capacity utilization to 90%, currently
applied to the HALs segment.

Profit after Tax: The increase in PAT is attributed to a better product mix and growth, capitalizing on the
benefits of operating leverage.

HALS: HALs 701 (water treatment) and HALS 770 gained global approval. 701 is approved in Europe and
exported to China, Korea, and North America. HALS 770, approved in India, has increasing domestic
acceptance and shipments to Europe and the Middle East. The company looks forward to introducing a
new product series in February and March.
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Financial Summary

Profit & Loss Account
Year-end: March
Net sales

Change (yoy, %)
Operating expenses
EBITDA

Change (yoy, %)

Margin (%)
Depreciation
EBIT
Interest paid
Other income
Pre-tax profit
Tax

Effective tax rate (%)
Minority Interest
Net profit
Exceptional items
Adjusted net profit

Change (yoy, %)
EPS
Dividend per sh
Dividend Payout (%)

FY21
5,124
22.2
(2,535)
2,590
39.8
50.5
(172)
2,417
(1)

256
2,673
(689)
25.8

1,984
1,984
42.1
18.7
0.3
1.7

FY22
6,849
34
(3,850)
2,999
16
43.8
(249)
2,750
(1)

300
3,048
(763)
25.0

2,285

2,285

15
215

FY23
9,358
37
(5,337)
4,021
34
43.0
(361)
3,660
(2)

298
3,956
(1,005)
25.4

2,952
2,952
29
27.8
5.2
18.9

FY24E
7,876
(16)
(4,568)
3,308
(18)
42.0
(420)
2,888
(15)
534
3,407
(852)
25.0

2,555
2,555
(13)
24.1
2.6
11

FY25E
10,188
29
(6,011)
4,177
26
41.0
(508)
3,669
(30)
779
4,418
(1,105)
25.0

3,314

3,314
30
31.2
3.1
10

(Rs mn)
FY26E
14,493
42
(8,696)
5,797
39
40.0
(644)
5,153
(30)
993
6,116
(1,529)
25.0

4,587

4,587
38
43.2
3.8
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Balance Sheet
Year-end: March
Shareholders' funds
Share capital
Reserves & surplus
Total Debt
Other liabilities
Curr Liab & prov

Current liabilities
Provisions
Total liabilities

Total equity & liabilities

Net fixed assets
Investments

Other non-curr assets
Current assets

Inventories

Sundry Debtors

Cash and Bank

Loans and advances

Total assets

FY21
5,397
106
5,290
3

179
1,020
1,018

1,203
6,599

2,379

269
3,951
529
742
157
2,523
6,599

FY22
7,684
106
7,578
213
1,349
1,345

1,562
9,247

3,369

174
5,703
881
1,535
747
2,540
9,247

FY23
10,100
106
9,994
3

261
1,155
1,094
61
1,418
11,518

4,433
255
527

6,303

1,088

1,462
125

3,629

11,518

FY24E
12,377
106
12,270
801
(37)
1,340
1,278
61
2,103
14,480

6,513
255
527

7,185
920

1,228
408

4,629

14,480

FY25E
15,355
106
15,249
801
(37)
1,541
1,480
61
2,305
17,660

8,305
255
527

8,573

1,190

1,593
161

5,629

17,660

(Rs mn)
FY26E
19,541
106
19,435
301
(37)
1,913
1,851
61
2,176
21,717

9,461
255
527

11,474

1,693

2,273
880

6,629

21,717
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Cash Flow Statement (Rs mn)
Year-end: March FY21 FY22 FY23 FY24E FY25E FY26E
Pre-tax profit 2,673 3,048 3,956 3,407 4,418 6,116
Depreciation 172 249 361 420 508 644
Tax paid (659) (691) (945) (852) (1,205) (1,529)
Chg in working capital (90) (1,074) (475) 286 (433) (811)
Other operating activities (168) (260) (104) 15 30 30
Cash flow from operations (a) 1,928 1,272 2,794 3,277 3,418 4,450
Capital expenditure (840) (1,396) (1,727) (2,500) (2,300) (1,800)
Chg in investments (1,078) 580 (1,033) (1,000) (1,000) (1,000)
Other investing activities 50 30 61 - - -
Cash flow from investing (b) (1,868) (786) (2,698) (3,500) (3,300) (2,800)

Equity raised/(repaid) - - - - - -

Debt raised/(repaid) (24) - - 800 - (500)
Dividend (incl. tax) (33) - (558) (279) (335) (402)
Chg in monorities - - - - - -
Other financing activities (2) (1) 7 (15) (30) (30)
Cash flow from financing (c) (59) (1) (550) 506 (365) (932)
Net chg in cash (a+b+c) 2 485 (455) 283 (247) 719
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Financial Ratios

Year-end: March FY21 FY22 FY23 FY24E FY25E FY26E
Book Value (Rs) 50.8 72 95 116 145 184
Adj EPS (Rs) 18.7 21.5 27.8 24.1 31.2 43.2
Adj EPS growth (%) 42.1 15 29 -13 30 38
EBITDA margin (%) 50.5 43.8 43.0 42.0 41.0 40.0
Pre-tax margin (%) 52.2 44.5 42.3 43.3 43.4 42.2
Net Debt/Equity (x) 0.0 -0.1 0.0 0.0 0.0 0.0
ROCE (%) 53.1 41 40 25 25 29
ROE (%) 45.0 35 33 23 24 26
DuPont Analysis
Asset turnover (x) 0.9 0.9 0.9 0.6 0.6 0.7
Leverage factor (x) 1.2 1.2 1.2 1.2 1.2 1.1
Net margin (%) 38.7 334 31.5 32.4 32.5 31.6
Working Capital & Liquidity ratio
Inventory days 38 47 42 43 43 43
Receivable days 53 82 57 57 57 57
Payable days 88 97 55 55 54 53
Valuations
Year-end: March FY24E FY25E FY26E
PER (x) 78.2 67.9 52.6 60.7 46.8 33.8
Price/Book value (x) 28.8 20.2 15.4 12.5 10.1 7.9
EV/Net sales (x) 30.3 22.6 16.6 19.8 15.3 10.7
EV/EBITDA (x) 59.9 51.5 38.6 47.0 37.3 26.7
Dividend Yield (%) 0.0 0.0 04 0.2 0.2 0.3

Source: Company; IDBI Capital Research



Clean Science and Technology | Q3FY24 Result Review @ IDBI Capltal

= Notes
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Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or 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. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
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IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or
which would subject IDBI Capital and associates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this report
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E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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