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SNAPSHOT: 

• Market Cap:  Rs. 15,200 Cr. 

• Book Value:  Rs. 29 

• Stock P/E: 61 

• OPM: 17 % 

• ROCE: 21 % 

 

• Equity capital:  499 Cr. 

• Face Value: Rs.10 

 

• Enterprise Value:  15,500 Cr. 

• Enterprise Value to EBIT: 40  

 

• Promoter holding: 75 % 

 

 

 

 

 

 

 

 

1) Sumitomo Chemical India: 
 

➢  Incorporated in year 2000, Sumitomo 
Chemical India (SCI) is into agrochemical, 
animal nutrition and environmental 
health solutions. 
 

➢ Product range comprises of conventional 
chemistry sourced from our parent 
company, Sumitomo Chemical Company 
and biological products sourced from 
USA based subsidiary, Valent Biosciences 
LLC, a leader in producing a range of 
naturally occurring, environmentally 
compatible pesticides and plant growth 
regulators, for over 40 years. 
 

➢ SUMICHEM’s diversified portfolio, strong 
parentage, rich product pipeline from 
parent, relatively strong balance sheet, 
high profit margin, significant earnings 
growth, and strong cash flows, adds 
credibility to the stock. 
 

➢ Company has moved up several notches 
in the pecking order of the Indian crop 
protection industry. 
 
 

➢ It  
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2) Business Verticals:  

Revenue Mix: 

➢ Agro-Solutions – 93% 

➢ Others– 7% 

 

3) Investing Thesis: 

 

Inching up the ladder of the Indian crop protection industry: 

 

➢ The Company is also one of the few industry players having both chemical and biological 

products in its portfolio.  

➢ With integration of Excel Crop Care Limited through amalgamation, the Company now has 

strong portfolio of generics in addition to specialty products and a strong combined marketing 

network.  

➢ With this integration, your Company has moved up several notches in the pecking order of 

the Indian crop protection industry. 

Strong Parentage of SCC Japan: 

 

➢ SCI’s parent Sumitomo Corporation (SCC Japan) spent 8-9% of sales on R&D activity every 

year, which helps Indian entity to launch proprietary products in the domestic market. 

➢  Global presence of SCC Japan to boost exports due to global distribution channels and 

presence across 40 countries. 

➢  Further, it is in negotiation to get one or two molecules under CRAMS from parent. That 

should translate into a better financial performance, going ahead. 
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Superior Focus on R&D: 

➢ SCIL itself has a strong focus on R&D with 3 DSIR-approved R&D laboratories − located at 

Mumbai, Bhavnagar and Gajod, capable of synthesis, technical product and formulation 

development team comprises of 75+ qualified and dedicated engineers & scientists of which 

10+ are PhDs with more than 15 years of experiences. 

➢ They also have 25+ patents and 200+ registrations have a pipeline of 9 new combination 

products /pre-mixtures currently under development (5 insecticides, 2 fungicides, 2 PGR) and 

2 Technical products (1 Insecticide & 1 Herbicide) for manufacturing in India. 

➢  Besides, SCC will continue to use SCIL to market SCC’s innovative/specialty products in India 

after formulating them in India.  

➢ Through SCIL, SCC aims to be a leading crop protection products company in India’s growing 

market and targeted to increase SCIL’s revenues from ~USD 275m in FY18 to USD 500m by 

FY25.  

➢ Further, developing molecules for its Parent SCC is a big trigger for the company going 

forward. 

 

Benefits and Impacts of Merger:  

 

Merger was value accretive given their similarity of businesses and high degree of 

operational complementarities; the merger is expected to usher in long term benefits by 

creating greater operational synergies and efficiencies, reduction of business risk along with 

highly complementary product offerings. 
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➢ Highly complementary nature of both the businesses with ECC at 100% generics while SCIL's 

stronghold of 63% proprietary product, this in turn should translate into company providing 

end-to-end crop solutions to the domestic market. 

➢ Opportunity to boost sales through co-selling and by leveraging the expanded distribution 

network of more than 13,000 distributors across India 

➢ Globally, ECC's products will gain further credibility by harnessing SCC Japan's global presence 

and stand to gain by having an innovation driven company SCC Japan as its parent company. 

➢ A wide range of products covering kharif and rabi crops with over 20 branded products. 

➢ Exposure to bio pesticides and specialty products. 

 

Diversified product profile and across geographies: 

 

➢ Herbicides, PGRs and Bio-rationales are high margin high growth areas for the company 

➢ PGR business also provides stability as it caters to both Kharif and Rabi crops. Animal nutrition 

(AND) business deals in feed additives (Methionine) in which SCC is a global leader and in 

short supply. 

➢ SCIL’s top ten products contribute <50% of total revenue, while the top product contributes 

<15%, thus the company doesn’t suffer from concentration risk.  

➢ As of FY20, specialty products formed 29% of total revenue while generics / premium generics 

formed 73%.  

➢ As of H1FY21, the ratio of Generics: Specialty stood at 66:34 and is expected to remain that 

way. Geographically also, SCIL is insulated with exports forming 13% of revenue as of FY21. 
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Large molecules going off patent: 

 

➢ Agrochemicals worth USD 4.5 billion are going off patent between 2020- 23 opening up an 

opportunity for industry players to choose the right off-patent/generic.  

➢ SCIL is well placed to benefit from such opportunity given SCC’s global distribution network 

and its R&D capabilities as Excel Crop Care had an edge and was one of the leading players in 

off patented molecules.  

➢ SCIL will have the access to Parent’s R&D expertise, new molecules and also several existing 

in-patent molecules. Company’s focus is on high-margin categories and specialty products 

which are going to drive the earnings of the company.  

➢ Further, global leading agro chemical companies are shifting their product sourcing from 

China to India which will provide immense scope of growth for Indian agro chemical 

companies like SCIL to cash on the opportunity. 

 

New product launches to improve specialty share as well as margins: 

 

➢ Product registration approval is estimated to take around three to five years from the 

application date while the growth stage can commence from around third- or fourth-year 

post product commercialisation.  

➢ This provides strong visibility of specialty business, going ahead. Apart from this, ECC also filed 

few registration applications, which are yet to be approved.  

➢ Out of this, around two are from PGR. We expect all this to result in the specialty business 

growing faster than generic business.  

➢ We expect specialty revenue contribution at group level to reach low-mid thirties from 

around 27% currently and, thus, provides decent OPM improvement visibility in the medium 

term. 
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Strong FCF with zero leverage makes 

 

➢ SCI has higher inventory days compared to ECC given that the former imports majority of 

inventories, thus, leading to higher working capital.  

➢ We expect captive consumption to increase, going ahead, largely due to ECC’s technical 

expertise in manufacturing actives.  

➢ This should lower the working capital requirement and improve cash conversion cycle for the 

group. Even if the merged entity’s cash conversion cycle remains at 35% of sales with around 

40 crore capex every year and 10% CAGR revenue growth with 15% OPM, the group is 

expected to at least generate FCF to the tune of 2-3% of sales every year.  

➢ With liquid cash & investment to the tune of 160 crore as in H1FY20 and almost zero leverage, 

the company can expand liquid cash by at least by around 50 crore every year. 

➢ This should help it to either expand organic capacity or small inorganic acquisition through 

internal accruals.  

➢ We believe that since plans are under way to improve the specialty business revenue 

contribution, one can expect an expansion in operational performance going ahead.  

➢ All this should help earnings to post higher growth compared to revenue for the medium to 

long term. 

 

4) Key Risks: 

Large working capital requirement:  

The agrochemical industry is characterised by working capital-intensive operations, due to large 

inventory requirement, seasonality in demand, and extended credit to dealers and distributors. While 

sales occur at the start of the season, payment is realised post-harvest, thus resulting in large 

receivables. Further, company has to maintain sizeable inventory given the large number of products 

at various price points, to ensure that dealers' requirements are met on time. Additionally, 

distributors require large credit period leading to high working capital requirement. 

Disruption in technical availability from China to impact supply chain 

SCI imports around 35% of its raw material requirements from China while the rest is from other 

countries. The domestic agrochemical industry witnessed challenges in procurement of key inputs in 

the past, leading to price increase, thereby impacting gross margins. Any such scenario can impact 

the future performance of the company. 

 Susceptibility to risks inherent in the agrochemicals sector:  

The crop-protection sector remains susceptible to specific and separate registration processes in 

different countries, and various environmental rules and regulations. Change in regulatory 

requirements and safety requirements in countries where the company has significant exposure, 

could weaken growth prospects. Further with about 80% of revenue coming from the domestic 

agricultural inputs business, SCIL remains exposed to cyclicality in the agrochemicals industry, which 

is highly dependent on monsoon and level of farm incomes. 
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5) Financials: 
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Our View: 

• Diversified portfolio, strong parentage, rich product pipeline from parent, relatively strong 

balance sheet, high profit margin, significant earnings growth, and strong cash flows, adds 

credibility to the future trajectory of the company. 

• The company continues to benefit from business diversity, with increased share of higher-

margin products induced by the strong focus on R&D. 

• Along with a Strong parentage, Innovative and high value product launches coupled with 

Strong FCF with zero leverage, we believe that Sumitomo has a very bright future. 

_________________________________________________________________________ 

 

We are not yet a SEBI registered Research Analyst. Thus, please make your own decision, 

as blindly acting on anyone else’s research and opinions can be injurious to your wealth. 

 


