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UPL is a global crop protection company operating in  Buy 625 23

over 130 countries. The company is organized into four  market data
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e Global Crop ProFe.ctlon (UPL Corppratlon). This division arket Cap (USS M) 0SS M) 5.052
focuses on providing both generic and patented crop  rice vae Rs )
protection products, including fungicides, herbicides,  52weeks High/Low Rs 599.53 / 429.55
and pesticides, to markets worldwide. Average Daily Volume (000) 2,913
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wide range of crop protection products specifically

tailored for the Indian market.

o Seeds (Advanta Enterprises): Specializing in the OneYearPerformance

production and marketing of high-quality seeds, 130 -

Advanta serves agricultural markets globally. 120 1
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e Speciality Chemicals (UPL Specialty Chemicals): 100 4
Engaged in the manufacture and supply of active 90
ingredients and formulation products, this division 80
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supports other UPL group companies (UPL Corporation
and UPL SAS) and also serves third-party customers.
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Each division plays a critical role in UPL's comprehensive
portfolio of agricultural solutions, supporting the company's % Shareholding  Sep-24  Jun-24

mission to enhance crop productivity and sustainability ~ Promoters 32.52 32.52
Public 67.48 67.48
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> What We Think? Total 100 100

We believe UPL Ltd. presents a compelling investment  Source:BSE
opportunity, driven by its large-scale operations, cost-efficient
manufacturing capabilities, and extensive presence across the
value chain. Additionally, the company stands to benefit from
the end of the global chemicals destocking cycle and its
ongoing deleveraging efforts. We expect UPL Ltd. to
significantly improve its operational performance, with
projected revenue growth of 8% CAGR and EBITDA growth of
26% CAGR over the next three years. This robust performance
is expected to translate into favorable stock performance
going forward.
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» Why We Think So?
Industry Backdrop

The global crop protection industry has experienced a prolonged downcycle since December 2022.
This was influenced by higher inventory levels at the distributors end coupled with an increased
supply from Chinese manufacturers at lower prices. The result was an oversupply situation coupled
with subdued demand, which caused significant price declines for key formulations. For example,
the price of Glufosinate, a major product for UPL, dropped from $42 per kilogram in 2022 to around
$8 currently.

We believe that prices have now reached their bottom. With limited new supply entering the
market and inventory destocking largely behind, further price declines appear unlikely. We
expect prices to remain within the current range for the next few months. Additionally, the
prices of key active ingredients have fallen in parallel with the decline in formulation prices.
With high-cost inventory largely cleared from the system, we anticipate the industry will return
to more normalized margins moving forward.

Improvement in Operational Performance

UPL experienced a period of significant financial underperformance due to a challenging
market environment that impacted operational performance, combined with a leveraged
balance sheet that severely affected its bottom line. In FY24, UPL reported a 20% decline in
revenue, with EBITDA falling 51% to INR 5,515 crores, compared to compared to INR 11,178
crores in FY23. As a result, margins shrank by 807 basis points, reaching 12.8% from 20.9% in
the previous year. Profit After Tax (PAT), after minority interest, plunged by 134%, turning into
a loss of INR 1,200 crores, compared to a profit of INR 3,569 crores in FY23.

The sharp decline was mainly driven by lower volumes and price reductions, which affected
revenues. Additionally, the liquidation of high-cost inventory, increased channel rebates, and
higher operating and finance costs significantly impacted profitability.

With prices stabilizing at current levels and the benefits of low-cost inventory, along with a
shift in product mix and a structural reduction in fixed overheads, UPL is poised to achieve a
significant improvement in EBITDA. Even at current price levels, UPL expects margins to recover
to a range of 18-20% by FY26, driving an EBITDA compound annual growth rate (CAGR) of 26%
over the three-year period ending in March 2027.

Balance Sheet Strengthening

In 2019, UPL acquired Arysta LifeSciences, a global agrochemicals company, from Platform
Specialty Products for USD 4.2 billion, funded through debt of USD 3 billion. While UPL made
significant progress in reducing its leverage, bringing its net debt down to USD 2 billion (with
a Net Debt to EBITDA ratio of 1.48x), changes in the operating environment hindered its
deleveraging efforts. As of the end of FY24, net debt increased to USD 2.7 billion, resulting in
a Net Debt to EBITDA ratio of 3.99x.
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To address this, UPL has taken proactive steps, including a rights issue to raise ¥3,338 crores
and monetizing its stake in Advanta Enterprises (its seeds platform) by selling a 12.5% stake
to global private equity firm Alpha Wave Global for USD 250 million (in addition to USD 100
Millions of primary issuance). Additionally, the company plans to use USD 300-400 millions of
free cash flow from its business to further reduce net debt. These initiatives are expected to
bring UPL’s net debt down to below USD 2 billion by the end of FY25.

Potential Value Unlocking at the subsidiaries

UPL has strategically structured its business into distinct platforms for each of its verticals, as
outlined in the introduction. Some of these platforms include minority investments from global
sovereign wealth funds and private equity firms, which could create opportunities for value
unlocking through potential future listings or demergers. Given that the combined value of
these platforms is substantially higher than that of the parent company (as demonstrated by
past transactions), we believe these corporate actions could significantly enhance value for UPL
Ltd.'s shareholders.

Entity Valuation (Latest Round)  Date of Transaction Investors
UPL Corp. Caymen (Arysta Business) USD 5.4 Billion 01/02/2019 AIDA & TPG
Advanta Enterprises USD 2.8 Billion 19/11/2024 KKR & Alpha Wave Global
UPL SAS USD 2.2 Billion 21/10/2022 AIDA & TPG

» Valuation & Outlook

UPL is currently trading at a P/E multiple of 16.5x FY26E and 11.3x FY27E earnings on a fully
diluted basis. We believe UPL is undervalued at these levels, as market sentiment remains
cautious about the company’s ability to deleverage and achieve an operational turnaround.
Our positive outlook is supported by market commentary from international crop protection
players, signaling the end of destocking, as well as UPL's strategic efforts to reduce its debt.
Based on this, we set a price target of INR 625 per share, valuing the company at 20x one-
year forward P/E.

» Financial Summary

Particulars 2020 2021 2022 2023 2024 2025E 2026E 2027E
Revenue 35756 38694 46240 53576 43098 46162 50688 54281
EBITDA 6773 8352 9529 10196 4539 7990 9839 11085
EBITDA

19% 22% 21% 19% 11% 17% 19% 20%
Margin (%)
PAT 2178 3495 4437 4414 -1878 1039 2640 3788
EPS 29 47 59 59 -25 12 31 45

Source: Company, Bloomberg Estimates
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Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B (CINU67120MH1997PTC111186) was established in 1997
and is an integrated financial services player offering an extensive range of financial solutions and services to a wide spectrum of
customers with varied needs ranging from equities to mutual funds to depository services.
D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE). D&B
along with its affiliates offers the most comprehensive avenues for investments and is engaged in the securities businesses including
stock broking (Institutional and retail), depository participant, portfolio management and services rendered in connection with
distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of associates are available on
our website i.e. www.dalal-broacha.com
D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI (Research Analysts)
Regulations, 2014.
D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange
with whom it is registered in any time in the past. It has not been debarred from doing business by any Stock Exchange / SEBI or
any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.
SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or
levied minor penalty on D&B for certain operational deviations in routine course of business.
D&B offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in
this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no
part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in
this report.
Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with
reference to the subject company(s) covered in this report-:
D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.
The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject company.
D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the
month immediately preceding the date of publication of Research Report.
Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the | No

subject company at the end of the month immediately preceding the date of publication of Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the subject company. No
Whether the research Analyst has served as officer, director or employee of the subject company No
Whether the Research Analyst has received any compensation from the subject company in the past twelve | No
months

Whether the Research Analyst has managed or co-managed public offering of securities for the subject company | No
in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or merchant banking or | No
brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation for products or services other than investment | No
banking or merchant banking or brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation or other benefits from the subject company or third | No
party in connection with the research report
D&B and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of
this material. Our salespeople, traders, and other professionals may provide oral or written market commentary or trading
strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and
investing businesses may make investment decisions that may be inconsistent with the recommendations expressed herein.
In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or
potential conflicts of interest including but not limited to those stated herein. Additionally, other important information regarding
our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed
to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which
would subject D&B or its group companies to any registration or licensing requirement within such jurisdiction. Specifically, this
document does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument or
as an official confirmation of any transaction to any U.S. person. Unless otherwise stated, this message should not be construed as
official confirmation of any transaction. No part of this document may be distributed in Canada or used by private customers in
United Kingdom. All material presented in this report, unless specifically indicated otherwise, is under copyright to D&B. None of
the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party,
without the prior express written permission of D&B. All trademarks, service marks and logos used in this report are trademarks or
registered trademarks of D&B or its Group Companies. The information contained herein is not intended for publication or
distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this
communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document
for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian
Securities Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy
and completeness cannot be guaranteed.

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021.
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