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We had a meeting recently with the management of 20 Microns based in Vadodara,
Gujarat, to understand its business model and growth prospects. The company is
India’s largest manufacturer of micronised minerals which primarily has application
as functional fillers in paint, paper, rubber and plastic products. 20 Microns started
operations in 1988 with 2,000tpa capacity, which has now grown to 400,000tpa.
Through research and development or R&D, the company is looking to consistently
add to the scope and application of its products. In FY17, it achieved revenues of
Rs4,100mn and net profit of Rs154mn. Key takeaways from our interaction with the
management are as follows:

1) 20 Microns began operations with micronisation of minerals to sizes below 20
microns. Now the company is doing micronisation to sizes less than 1 micron. The
nano-sized particles find application in the plastic industry and realisation is also
higher. Realisation in nano-sized particles is more than twice.

2) The company operates through its eight factories located across various cities in
India. The factories are strategically located closer to customers. The company is
backward integrated as it has a mining licence to meet the input requirement for its
factories. Mining licence is a critical entry barrier for new entrants.

3) 20 Microns depends on the paint industry for bulk of its business. All large names in
the paint industry work in close association with 20 Microns for sourcing their raw
materials.

4) The company’s competitive strength in the paint segment is reflected by its ability to
strengthen its relationship with all clients in the paint industry. Akzo Nobel, which is
one of the big players in the paint industry, sources 90% of its requirement of
micronised minerals from 20 Microns. Likewise, Kansai Nerolac also sources 40% of
its requirement from 20 Microns.

5) Micronised minerals are critical inputs for the paint industry and account for 50% of its
raw material input.

6) The focus over the next few years for 20 Microns is to improve cash flow
realisation/EBITDA and reduce its debt which is about Rs1,200mn. Interest costs are
currently impacting its net profit as these costs are close to 150% of net earnings. The
improvement in realisation will be driven by minimising waste generation across its
plants. The company is actively pursuing efforts in this direction and developing
product lines which are meant to transform the waste generated by its plants as inputs
for various industries. Silica waste generated at its Bhuj plant is being targeted as an
input for the construction industry.

7)  According to 20 Microns, globally the micronised mineral industry operates with an
asset turnover ratio of 1.0x, but the company by virtue of its capital efficiency has an
asset turnover of 1.8x.

8) The main competitors of 20 Microns include English Indian Clays, Ashapura
Minechem, Omya India, Wolkem India, and Imerys India.

9) Currently, about 70% of revenues of 20 Microns is derived from in-house
manufacturing, while the rest comes from outsourcing.

10) 20 Microns is looking at Rs700mn capex, which it intends to fund largely through
internal accruals.

11) In the long run, the company’s intention is to transform its business mix in such a
manner that bulk of its business comes from retail channels (under its brand), while
there is lower dependence on B2B sales. The shift will be driven by a portfolio of
products which it has been developing through in-house R&D efforts. Key products
that are ready for a retail push include water-proofing agent and a natural mineral
based fertiliser for agriculture industry. Soft launch of their fertiliser brand has been
made and the response from the farmers is highly encouraging. 20 Microns has also
tied up with an Indian company to leverage its rural presence for distribution of the
fertiliser. The water-proofing agent has also been launched in some cities and it is
being used by builders/contractors/architects.
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Exhibit 1: Key financials

Institutional Equities

Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17
Net sales 3,137 3,292 3,581 3,596 3,950
EBITDA 387 302 299 462 554
Net profit 48 (23) (25) 111 155
EPS (Rs) 14 0.7) 0.7) 3.1 44
EPS growth (%) (56.7) (148.3) - - 40.1
EBITDA margin (%) 12.3 9.2 8.4 12.8 14.0
PER (x) 33.0 (68.2) (63.2) 14.2 10.2
P/BV (x) 23 2.1 22 1.8 1.5
EV/EBITDA (x) 76 9.8 9.8 6.4 5.1
RoCE (%) 14.8 8.9 8.7 15.6 19.0
RoE (%) 7.5 (3.2) (3.4) 14.0 16.3
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 2: Revenue trend Exhibit 3: Gross profit/EBITDA/PAT
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Exhibit 4: Margins

Exhibit 5: Return ratios
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Financials
Exhibit 6: Income statement Exhibit 7: Cash flow
Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17  Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17
Net sales 3,137 3,292 3,581 3,596 3,950 PAT 32 1 (41) 93 127
Growth (%) 3.8 4.9 8.8 0.4 9.9  Depreciation 75 101 95 93 90
Raw material costs 1569 1659 1904 1705 1,849  Otherincome @1 @87) (64) (42) (25)
Employee expenses 236 254 280 313 349  Changes in net working capital 109 54 (37) (251) 6
Other expenses 945 1,077 1,098 1,116 1,197  Cash flow from operations 175 68 (48) (106) 199
Total expenditure 2750 2990 3281 3134 3396 Capital expenditure 418)  (215) ) (65) (97)
EBITDA 387 302 299 462 554  Net cash after capex (243)  (147) (54) (172) 102
Growth (%) 7.1 (21.9) (0.9) 54.2 20.0  Other investment activities 50 82 86 52 (68)
EBITDA margin (%) 12.3 9.2 84 12.8 14.0  Cash from financial activities 165 93 60 30 (7
Other income 37 38 44 38 19 Opening cash balance 91 64 92 184 94
Interest costs 178 238 267 252 236  Change in cash balance (28) 28 92 (90) 27
Depreciation 84 109 105 102 102  Closing cash balance 64 92 184 94 121
Exceptional items ) (12 - - - Source: Company, Nirmal Bang Institutional Equities Research
PBT 76 (19) (29) 145 235
Tax 2 bW s 80 b ibit 9: Key ratios
Effective tax rate (%) 37.3 (19.5) 156.2 23.7 34.0
PAT 48 (23) (25) "1 455  YIE March FY13  FY14  FY15  FY16  FY17
Growth (%) (56.7)  (148.3) - - 401 Pershare(Rs)
EPS (Rs) 14 (07) (0.7 3.4 44 EPS 4 ©n 07 3.4 44
EPS growth (%) (56.7)  (148.3) - - 401 Bookvalue 20 21 20 2 2
Source: Company, Nirmal Bang Institutional Equities Research Valuation (x)
PIE 330 (682)  (63.2) 142 10.2
P/sales 0.5 0.5 0.4 0.4 0.4
Exhibit 8: Balance sheet P/BV 23 21 292 18 15
Y/E March (Rsmn) FY13 FY14 FY15 FY16 FY17  EV/EBITDA 7.6 9.8 9.8 6.4 5.1
Equity 158 169 169 176 176  EVisales 09 0.9 0.8 08 07
Reserves 533 572 541 697 846  Return ratios (%)
Net worth 692 741 710 873 1,023  RoCE 148 8.9 8.7 156 19.0
Minority interest 1 1 1 6 7 RoE 75 (3:2) (34) 14.0 16.3
Short-term loans 710 842 720 761 737 Margins (%)
Long-term loans 727 641 823 724 648  Gross margin 50.0 49.6 46.8 52.6 53.2
Total loans 1437 1482 1543 1485 1,385  EBITDA margin 12.3 9.2 8.4 12.8 14.0
Deferred tax liabilities 145 146 136 150 218 EBIT margin 9.6 59 54 10.0 114
Other non-current liabilities 7 5 4 3 5  PBT margin 24 (0.6) (0.8) 4.0 5.9
Total liabilities 2281 2375 2394 2517 2637 PATmargin 1.5 0.7) (0.7) 31 39
Fixed assets including CWIP 1,654 1,669 1,582 1,652 1,559  Turnover ratio
Intangible assets 3 2 1 3 3 Asset turnover ratio (x) 141 1.0 141 1.0 1.1
Long-term loans & advances 182 188 159 152 246 Avg. inventory days 1165 1192 1214 1456 1360
Other non-current assets 7 7 14 11 9  Avg. collection period (days) 61.3 61.5 55.0 53.6 55.0
Inventories 475 608 658 702 676  Avg. payment period (days) 718 92.0 117.6 136.0 109.7
Debtors 525 583 495 560 630  Solvency ratios (x)
Cash and cash equivalents 64 92 184 94 121 Debt-equity 2.1 20 22 1.7 14
Other current assets 214 220 323 378 366  Growth (%)
Total current assets 1,278 1,503 1,660 1,734 1,793  Sales 3.8 49 8.8 0.4 9.9
Creditors 328 508 719 552 560 EBITDA 71 (219) (0.9 542 200
Other current liabilities/provisions 415 485 303 383 413 PAT (56.7)  (148.3) - - 40.1
Total current liabilities 743 903 1,022 934 973 Source: Company, Nirmal Bang Institutional Equities Research
Net current assets 535 509 638 799 820
Total assets 2,281 2,375 2,394 2,517 2,637

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 and Madhurima Kane, the research associate are the author
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.




&% NIRMAL BANG Institutional Equities

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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