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Stock Update
Near-term challenges ahead; Downgrade to Hold  

(%) 1m 3m 6m 12m

Absolute -0.5 6.2 11.0 8.3

Relative to Sensex -2.7 9.8 8.3 -1.2

UPL

Reco: Hold  |  CMP: Rs744

Key points

 �  Scales higher in the top five league globally: 
With Arysta’s acquisition, UPL moves ahead in 
the global agri-chemical ranking and is now 
among the top five players. The acquisition is 
expected to provide significant benefits to UPL, 
as it complements UPL in many areas. Arysta is 
an asset-light company and a global provider of 
innovative crop-protection solutions, including 
bio solutions and seed treatment. Arysta 
specialises in the development, formulation, 
registration, marketing and distribution of 
differentiated crop-protection chemicals for a 
variety of crops and applications. Whereas UPL 
has manufacturing facilities around the globe 
and this will help in lowering the cost of goods 
sold (COGS) of the combined entity.

 �  Synergies to flow through FY2020 onwards: 
Though UPL is acquiring Arysta as a debt-free 
company at $4.2 billion, to fund the acquisition 
it has to pare down its stake in UPL Corporation 
(equity dilution of 22%, to raise upto $1.2 billion) 
and borrow funds worth Rs. 3 billion (at 4.0-
4.5%). This is expected to dilute net debt/equity 
ratio to 3.2-3.5x post the acquisition (0.4x in 
FY2018). After the acquisition, UPL is expected 
to have consolidated sales of $5 billion and 
EBITDA of $1 billion, resulting in EBITDA margin 
of 20%+ (pre-synergies). Management expects 
the acquisition to enhance the combined annual 
revenue by $350 million-400 million (30% in the 
first year, 70% in the second year and 100% in 
the third year and onwards). Similarly, on the 
cost front, benefit of $220 million-250 million is 
expected, which will accrue $120 million in the 
first year and $220 million-250 million in the 
second year.

 �  Near-term risk; Dry spells in Europe might 
dent performance: Post integration of Arysta’s 
acquisition, the combined entity’s revenue 
exposure to Europe will increase to 24% (earlier 
13%). Dry spells and heat wave in the region might 
have a bearing on the region’s performance 
and, consequently, on overall earnings. This 
is likely to have an adverse volume impact on 
sales of fungicides and herbicides in the region. 
On the brighter side, management expects 
strong performance in Latin America to mitigate 
some of the impact of expected weakness in its 
performance in Europe. Management does not 
anticipate any business challenges in India as 
well as the U.S.
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Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.

Valuations (Consolidated – Without acquisition) Rs cr

Particulars FY16 FY17 FY18 FY19E FY20E

 Net sales 14,048 16,312 17,378 19,596 22,535

 Growth (%) 16.2 16.1 6.5 12.8 15.0

 Gross Profit 7,268 8,496 9,266 10,536 12,174

 Gross Margin (%) 51.7 52.1 53.3 53.8 54.0

 EBITDA 2,711 3,429 3,919 4,431 5,039

EBITDA Margin (%) 19.3 21.0 22.6 22.6 22.4

 Reported Net profit 940 1,727 2,022 2,213 2,543

 Adjusted net profit 1,069 1,808 2,085 2,363 2,643

 Adj. EPS (Rs.) 24.9 35.8 40.9 46.3 51.8

 Net Debt/Equity (x) 0.6 0.4 0.4 0.3 0.2

 PER (x) 29.9 20.8 18.2 16.1 14.4

 EV/EBIDTA (x) 14.9 13.6 11.9 10.2 8.6

 RoCE (%) 19.5 21.7 21.6 21.9 22.8

 RoNW (%) 19.0 27.4 25.3 23.6 22.4

 �  Valuation – Downgrade to Hold with a revised 
PT of Rs. 777: Though the medium to long-term 
growth outlook remains intact, we see some 
challenges in the near term. Slower offtake in 
Europe and possible further expenses related 

to integration could dent its performance. 
Consequently, we downgrade our rating on the 
stock to Hold with a revised price target (PT) of 
Rs. 777.
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