Ester Industries Ltd
Result Update — QE Sep 03

We had recommended Ester Industries at Rs.15 last
month. The stock is up 20% since then despite
institutional investors selling 8.5% of the company’s
equity in the open market. The company has reported
net profit of Rs.111mn for the September quarter as
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Please read important compared to Rs.70mn in QE Jun-03 and Rs.16mn in QE
disclosure on last page Sep-02.
Fair Value Rs.47 Price Rs.18 +161%

The stock currently trades at mere 1.6 times trailing four quarters’ EPS (Rs.11.57). We expect its
earnings to grow at 38% this year and 20% next year driven largely by cost reductions and
efficiency gains. A business with Rs.2.8bn in sales and post-tax RoCE of 20% plus is going dirt-
cheap. We estimate DCF fair value at Rs.47.

We expect the performance in QE Dec-03 to improve further as polyester film realisations are up
5% in the month of Oct-03 as compared to that in the month of Sep-03 due to fire at Flex
Industries’ plant at Noida. Flex makes 3000-3200 MT of thin polyester films per month.

Gross sales increased 17.8% YoY to Rs.749mn for the quarter driven by continued strong demand
for polyester films in the domestic market. Domestic sales grew 43.6% YoY to Rs.514mn for the
quarter. Of this, volume growth contributed around 20% growth and the balance came from
increase in realisations and change in product mix. Export sales for the quarter was down 15.5% to
Rs.235mn, as the volume was diverted to more lucrative domestic market.

Polyester film production increased 10% sequentially to 6500 MT in the quarter from 5900 MT in
QE Jun-03.

There was a marginal decline of Rs.5mn in inventory (finished goods and WIP) during the quarter.
This follows an inventory decline of Rs.53mn in the previous quarter.

EBITDA for the quarter grew 41.5% YoY to Rs.199mn. EBITDA margin improved 447 bps to
26.6% driven largely by higher realisations and marginally by lower costs.

The company’s ERP (SAP R3) implementation has got delayed by a couple of months. It was
supposed to go live with ERP on Oct 1, 2003; but it will now be live towards the end of Nov-03.
Needless to say, the benefits of ERP implementation are yet to kick in.

Depreciation, other income, and interest were at around the same level as in QE Jun-03. There
were, however, down YoY. Interest was down 62% YoY to Rs.33mn. The interest coverage in the
quarter was very comfortable at 4.8 (EBIT/Interest).

Tax rate (Tax/PBT) went up to 14.7% during the quarter from 6.7% in QE Jun-03, as there is net
deferred tax also in this quarter besides MAT.

There was an extra-ordinary income of Rs.79mn in the QE Sep-02. Adjusted for this, PAT has gone
up from Rs.16mn in QE Sep-02 to Rs.111mn in this quarter. PAT in the QE Jun-03 was Rs.70mn.

Promoters’ shareholding remained at 49.5%. Institutional investors reduced their holding from
15.88% to 7.37% during the quarter.

Please refer our report of 08 Sep 03 for detailed analysis.
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Financial Table: Ester Industries Ltd

-

Rs.mn Sep-03 Sep-02 Change Sep-03 Sep-02 Change
No. of months 3 3 % 6 6 %
Domestic Sales 514 358 43.6% 919 845 8.8%
Export Sales 235 278 -15.5% 555 443 25.3%
Gross Sales 749 636 17.8% 1,474 1,288 14.4%
Increase/(Decrease) in stock &) 13 (58) 15

Value of Production 744 649 14.6% 1,416 1,303 8.7%
Total Expenditure 544 508 7.1% 1,070 1,080 -1.0%
EBIDTA 199 141 41.5% 347 223 55.5%
Depreciation 40 45 -11.9% 80 83 -3.5%
EBIT 160 96 66.6% 266 140 90.7%
Other income 4 7 -46.5% 7 8 -15.9%
Interest 33 87 -62.0% 67 168 -60.0%
PBT 130 16 719.9% 206 21

Extra ordinary Exp/(Inc) - (79) - (79)

Tax 19 0 24 0

PAT 111 95 17.0% 181 58 211.1%
Adjusted PAT 111 16 601.9% 181 (21)

Equity Capital 408 408 408 408

Annualised EPS (Rs) 10.90 1.55 601.9% 8.89 (1.03)

EBITDA Margin (%) 26.6% 22.2% 4.47% 23.5% 17.3% 6.21%
EBIT Margin (%) 21.3% 15.1% 6.3% 18.1% 10.8% 7.2%
Adj PAT Margin (%) 15.0% 2.4% 12.8% -1.6%

Other Income/PBT (%) 2.9% 44.9% 33%  -38.5%

Tax/PBT (%) 14.7% 0.4% 11.8% -0.3%
Export/Total sales % 31.4% 43.7% 37.6% 34.4%

Material costs 375 340 10.5% 747 750 -0.4%
% of VoP 50.5% 52.3% -1.9% 52.7% 57.5% -4.8%
Excise 70 58 20.3% 128 138 -7.3%
% of (VoP-Exports) 13.7% 15.6% -1.9% 14.9% 16.1% -1.2%
Staff costs 29 29 -0.4% 57 54 5.0%
% of VoP 3.9% 4.5% -0.6% 4.0% 4.2% -0.1%
Selling and distn exp 37 42 -12.9% 79 72 9.1%
% of VoP 4.9% 6.6% -1.7% 5.4% 5.6% -0.3%
General Admin exp 26 29 -9.6% 54 54 -0.2%
% of VoP 3.5% 4.6% -1.1% 3.7% 4.2% -0.5%
Other costs 7 10 -29.6% 5 11 -57.3%
% of VoP 0.9% 1.5% -0.6% 0.3% 0.9% -0.5%
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Important Disclosure
This material has been prepared by Impetus Advisors, Mumbai, India (www.impetusadvisors.com).

The views expressed herein correctly reflect Impetus Advisors’ views. Owners, analysts, and/or employees of
Impetus Advisors hold long position in the stock of Ester Industries Ltd.

This document is not for public distribution and has been furnished to you solely for your information and may not
be reproduced or redistributed to any other person. Persons into whose possession this document may come are
required to inform themselves of, and to observe such restrictions.

This material is for the personal information of the authorised recipient, and we are not soliciting any action based
upon it. This report is not to be construed as an offer to sell or the solicitation of an offer to buy any security in any
jurisdiction where such an offer or solicitation would be illegal. No person associated with Impetus Advisors is
authorised to call or initiate contact with you for the purposes of elaborating or following up on the information
contained in this document. The material is based upon information that we consider reliable, but we do not
represent that it is accurate or complete, and it should not be relied upon as such. Neither Impetus Advisors, nor any
person connected with it, accepts any liability arising from the use of this document. The recipient of this material
should rely on their own investigations and take their own professional advice. Opinions expressed are our current
opinions as of the date appearing on this material only. While we endeavour to update on a reasonable basis the
information discussed in this material, there may be regulatory, compliance, or other reasons that prevent us from
doing so. Prospective investors and others are cautioned that any forward-looking statements are not predictions and
may be subject to change without notice.

We and our affiliates, officers, directors, and employees world wide, including persons involved in the preparation
or issuance of this material may; (a) from time to time, have long or short positions in, and buy or sell the securities
thereof, of 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 advisor or lender / borrower to such company(ies) or have other potential conflict of
interest with respect to any recommendation and related information and opinions. The same persons may have
acted upon the information contained here.

No part of this material may be duplicated in any form and/or redistributed without Impetus Advisor’s prior written
consent.

Be the first to receive Impetus Advisors’ multi-bagger
research ideas

Impetus Advisors is an equity research boutique, which specialises in
identifying multi-bagger stock ideas among Indian equities. It caters
mainly to high networth individuals & entities. It also counts among
its clients a few discerning institutional investors.

Please Vvisit www.impetusadvisors.com for details. Write to
research@impetusadvisors.com if you wish to be among the first ones
to receive our research ideas.
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