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Ion Exchange Ltd. (IEL) saw muted growth of 2.9% in its top line for Q1FY18 from
Rs. 202.3 cr to Rs. 208.1 cr YoY. Revenues from Engineering Division were flattish
as company didn’t recognize any revenues from Sri Lankan project during the
quarter. The scope of work, during the quarter, primarily involved site audits, land
surveys and Design Engineering due to which there was no revenue recognition.
The Speciality Chemical business grew at 19% while Consumer Business grew at
5.6% respectively during the quarter. IEL’s EBITDA came in at Rs. 11.9cr vs. 12.7
cr, a decline of 6.5% YoY while EBITDA Margin contracted 60 bps. Lower revenues
and increase in employee cost led to deterioration in margins. PAT for the quarter
stood at Rs. 7.3 cr against 8.1 cr YoY.
Outlook:
EPC Division: During the quarter revenues as well as EBIT Margin from this
division remained flat. IEL is expected to see a steep upsurge in revenue and
profits in FY18 and FY19 as it starts recognizing revenues from Sri Lankan project
(~Rs. 300-350 cr will be recognized during FY18 and remaining 900 cr in FY19
and FY20 equally). Though company has not recognized any revenues during
Q1FY18, the project is progressing as per schedule and the management is
confident of achieving its guidance for the year.
This along with other orders in hand will help company register sales growth of
~38% CAGR over FY17-FY19 period. Incremental growth above it would be
possible only if company regularly bags such big orders. As at end of Q1FY18,
company’s order book excluding Sri Lanka project stood at Rs. 510 cr cr and it has
tendered bid for projects worth another Rs. 3000 cr.
Speciality Chemicals: IEL reported 19% growth in revenues from this division for
the quarter. However, company’s EBIT margin shrunk 290 bps to 10.6% due to
unfavourable sales mix and increase in raw material price. Gong ahead, the
margin is expected to recoup back to normal levels as the sales mix reverses and
also as export business starts contributing more. Company has completed
expansion of its facility and now the focus will be on ramping up its international
presence mainly the US and Europe market. Co. has received USFDA approval for
manufacturing resins for pharmaceutical usage and it will help them penetrate
into the overseas market. Revenues from this segment are expected to grow at a
CAGR of 13.5% from FY17 to FY19.
Consumer Product: Turnover of this division increased by 5.6%, however due to
cost overruns, loss at EBIT level widened to Rs. 1.8 cr from 0.9cr. IEL’s consumer
business has been struggling for a few years and in order to turn this business
around; the company is augmenting its team and is also planning to launch new
products. The focus would be on expanding ground water treatment solutions and
designing new products to meet specific requirements
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Ion Exchange Ltd.
Concall Highlights:
• Order Book has been more or less stagnant. Engineering order-book stands at Rs. 500 cr. There were deferment inn
awarding projects from the Govt.’s side due to pending clarities on taxation and other related matters and the same has
been postponed to Q2. Company expects order inflows to begin next quarter onwards
 Company has not yet participated in large infrastructure projects under Swachch Bharat scheme and going ahead it intends

to participate in the bidding.
• No revenue was recognized from Sri Lankan Project but the project is going per schedule. Management is confident of
achieving 25-30% of project’s revenue during the year.
 Specialty Chemical Division: Increase in raw material prices and change in the composition of revenue had a temporary

impact on the margins of this segment. Margin impact from RM price hike will get resolved during Q2.
• Consumer Product division: Ramp up in fixed costs could not be absorbed due to lower than expected turnover, which was
impacted due to proposed GST implementation.
Segment-Wise Performance:
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Valuation and View:
Since the EPC business is based on order inflows unlike Specialty Chemicals and Consumer business which are recurring in
nature, we have valued the company by using SoTP method wherein we have valued EPC Division on P/BV basis and Specialty
Chemicals and Consumer business on P/E basis.
Due to improving RoE profile of EPC business we have increases our P/BV multiple from 1.75X to 2.2X. We have reduced our
estimates of EPS of Consumer Business from Rs. 2.9 to Rs. 2.4 due to lower offtake and weak guidance. We have arrived at a
target price of Rs. 510 for the company and the recent sharp rally in the stock warrants us to recommend a REDUCE on the
stock.
Segment
Engineering Division (EPC):
FY19E BV per Share Rs. 102.8
Specialty Chemical:
FY19E EPS Rs. 21.2
Consumer Business:
FY19E EPS Rs. 2.4
Total Value per Share

Multiple Assigned

Value per share

P/BV of 2.2X

Rs. 226

P/E of 12X

Rs. 254

P/E of 12X

Rs. 29
Rs. 510

3-Yr Price comparison
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DSPL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
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DSPL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network
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