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Chemicals| Result Update
Improved operational performance supported by higher volume growth and
lower RM volatility

Fine Organic Industries (FOIL) overall Q3FY22 performance came slightly above our estimates. The
company reported revenue of INR 4,634mn with a 54.8% YoY increase, which was 8.6% above our
estimate of INR 4,266mn. The revenue growth was driven by better realization supported by the price
increase and strong volume growth. Export volume grew at a better pace with a contribution of 59%.
However, domestic sales picked up at slower pace during the quarter due to the Covid19 (3rd wave)
led restrictions. The company continued re-negotiating with its customers by accepting incremental
business at cost-plus pricing to protect and recover from RM price volatility and higher freight costs.
Despite 118bps contraction in the Gross margin, EBITDA margin managed to improve by 145bps to
17.2% (est. 16.8%) in Q3FY22 due to a 3.7% decline in employee cost on a YoY basis. Higher other
income (INR 66mn vs INR 53mn) coupled with a positive share of profit from JVs helped PAT growth
of 81.5% YoY to INR 520mn vs our estimate of INR 494mn. According to management, the company
is looking for an inorganic expansion and evaluating downstream and upstream integration projects.
However, these plans are still in their preliminary stages. Backed by the strong demand scenario
company is expecting to reach the peak utilisation level of its all capacities by March 23. To cater the
growing demand, FOIL is looking to finalise land parcel in Gujarat for future expansion. It would be
finalized in the next 2-3 months and the new plant is expected to take 20-24 months to get commis-
sion.

Valuation and Outlook

Given sustained traction for a niche business, strong client base, high margins and return ratios and
robust balance sheet, FOIL remains a strong play. The company’s in-house product innovations and
engineering improvements to build advanced machinery help it gain an edge over other local players.
Moreover, we expect a gradual recovery in margins to continue as the company re-negotiates the
margins on a cost-plus basis. With the commissioning of the Patalganga unit ( Phase 2) coupled with
healthy demand environment, the company is expected to report significant growth in the FY23. How-
ever, as FOIL is expected to operate at optimum utilisation level in FY23, the following capacity addi-
tion is 24 months away (assuming no delay). Thus, we expect a minimal scope for volume growth in
FY24. Considering the above factors, we revised our estimates and maintained a Hold rating with a
target price of INR 3,976.
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Variance Analysis

YE March (INR. Mn) e o :
: Revenue came above our

Net Sales 4,634 4,384 5.7% 2,993 54.8% estimate driven by better

Other OperatingIncome .| I O oo 0 e e nerease e healthy

O RVEIME e 4634 A4 STH. 2893 S4B% Y. volume growth

Less :

Raw Material Cost 5 5 o 5.4% = 57 6% M eeesese st ————————— :
Operating & Manufacturing Expenses 541 514 5.4% 344 57.2%

Employee Cost 214 216 (1.0%) 222 (3.7%)

Total Expenditure 3,836 3,653 5.0% 2,521 52.2%

EBITDA 798 731 9.2% 472 69.0%

Less: Depreciation 101 98 3.1% 119 (15.4%)

EBIT 697 633 10.2% 353 97.5%

Less: Interest 124 121 1.9% 15.5 (20.3%)

Add: Other income 66 62 53

Profit before tax 750 683 10.0% 391 92.1%

Adjusted Profit before Tax 750 683 10.0% 391 92.1% AdeATcamesllghtIyabove
Less: Total Tax 231 181 27.6% 99 133.1% : our estimate of INR 520mn,
Profit After Tax 519 501 3.6% 292 78.1% : mainly due to Higher other
Share of profit /(loss) of JVs+ MI 0 3 5 i income (INR 66mn vs

.AdjustedProfntAfterTax ............................ 520 .............. 4 99 ........... 4 2%287815% ...... L * INR 53mn) coupled with a
......................................................................................................................................... % positive share of profit from
Dlluted EPS (Rs.) 16.9 16.4 3.6% 9.5 78.1% JVS

L) Dz 27 a0 2 A a3 LG ... i
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Q3FY22 Result Highlights

Revenue increased by 54.8% YoY EBITDA surged by 69% (YoY)
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Profit & Loss Alc

YE March (INR. mn) FY20 FY21 FY22E FY23E FY24E
Revenue 10,381 11,332 16,970 20,995 22,039
Growth % -2.1% 9.2% 49.7% 23.7% 5.0%
Total Revenue 10,381 11,332 16,970 20,995 22,039
Less:
Raw Material Consumed 5,849 7,260 11,198 13,438 13,684
Employee Cost 725 796 915 1,052 1,210
Other Expenses 1,402 1,284 1,922 2,378 2,497
Total Operating Expenditure 7,976 9,340 14,035 16,869 17,391
EBITDA 2,405 1,993 2,934 4,125 4,648
Growth % 4.4% -17.1% 47.3% 40.6% 12.7%
Less: Depreciation 347 468 531 688 793
EBIT 2,058 1,525 2,403 3,437 3,855
Growth % -3.3% -25.9% 57.6% 43.0% 12.2%
Interest Paid 80 61 34 13 13
Non-operating Income 233 171 250 250 250
Extraordinary Income 0 0 0 0 0
Profit Before tax 2,212 1,635 2,619 3,674 4,092
Tax 513 418 660 926 1,031
Net Profit 1,648 1,203 1,946 2,735 3,048
Adjusted Profit 1,648 1,203 1,946 2,735 3,048
Reported Diluted EPS Rs 53.7 39.2 63.5 89.2 99.4
Growth % 20.9% -27.0% 61.7% 40.6% 11.4%
Adjusted Diluted EPS Rs 53.7 39.2 63.5 89.2 99.4
Growth % 20.9% -27.0% 61.7% 40.6% 11.4%
Source: Company, BP Equities Research

Cash Flow Statement
YE March (INR. Mn) FY20 FY21 FY22E FY23E FY24E
PAT 1,648 1,203 1,946 2,735 3,048
(Less)/Add: Extraordinary Income/Expense 0 0 0 0 0
Less: Non Operating Income (233) 171) (250) (250) (250)
Add: Depreciation 347 468 531 688 793
Add: Interest Paid 80 61 34 13 13
Tax Adjustment 0 0 0 0 0
Operating Profit before Working Capital Changes 1,841 1,561 2,261 3,186 3,604
(Inc)/Dec in Current Assets 535 (477) (1,117) (797) (207)
Inc/(Dec) in Current Liabilities 489 203 1,111 630 163
Changes in Inventory (424) 55 (628) (448) (116)
Net Cash Generated From Operations 2,441 1,342 1,627 2,570 3,444
Cash Flow from Investing Activities
(Inc)/Dec in Fixed Assets (1,723) (258) (600) (1,500) (1,000)
(Inc)/Dec in Capital Work In Progress 1,004 (205) 0 0 0
(Inc)/Dec in Investment (Strategic) (148) 292 (174) (124) (32)
(Inc)/Dec in Investment (Others) 0 0 0 0 0
Add: Non Operating Income 233 171 250 250 250
(Inc)/Dec in Intangible Assets (1) (278) 0 0 0
Net Cash Flow from/(used in) Investing Activities (634) (278) (524) (1,374) (782)
Cash Flow from Financing Activities
Inc/(Dec) in Total Loans (244) (392) (250) (200) 0
Inc/(Dec) in Reserves & Surplus (247) 259 0 0 0
Inc/(Dec) in Equity 0 0 0 0 0
Dividend Paid (215) (337) (545) (767) 0
Less: Interest Paid (80) (61) (34) (13) (13)
Adjustments (10) (0) 0) 0) 0
Exceptional Item 0 0 0 0 0
Net Cash Flow from Financing Activities (795) (531) (830) (979) (13)
Net Inc/Dec in cash equivalents 1,012 533 274 217 2,649
Opening Balance 1,092 2,104 2,637 2,911 3,128
Closing Balance Cash and Cash Equivalents 2,104 2,637 2,911 3,128 5,777
Source: Company, BP Equities Research
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Balance Sheet

YE March( INR. mn) FY20 FY21 FY22E FY23E FY24E
Liabilities

Equity Capital 153 153 153 153 153
Reserves & Surplus 6,036 7,161 8,561 10,530 13,577
Equity 6,189 7,314 8,714 10,683 13,731
Net Worth 6,189 7,314 8,714 10,683 13,731
Minority Interest

Net Deferred tax liability/(Asset) 8 -36 -36 -36 -36
Total Loans 915 567 317 117 117
Capital Employed 7,112 7,845 8,996 10,764 13,812
Assets

Gross Block 4,193 4,452 5,052 6,552 7,552
Less: Depreciation 2,025 2,493 3,024 3,712 4,506
Net Block 2,168 1,959 2,028 2,839 3,046
Capital WIP 58 263 263 263 263
Investments 641 349 522 646 679
Others - A 0 0 0 0 0
Current Assets

Inventories 1,317 1,262 1,889 2,338 2,454
Sundry Debtors 1,323 1,610 2,411 2,982 3,131
Cash and Bank Balance 2,104 2,637 2,911 3,128 5,777
Current Investments 0 0 0 0 0
Loans and Advances 473 634 950 1,175 1,233
Other Current Assets 25 55 55 56 56
Total Current Assets 5,242 6,198 8,216 9,678 12,651
Less:Current Liabilities & Provisions

Sundry Creditors 858 1,072 1,947 2,409 2,529
Provisions 78 86 129 160 168
Other Current Liabilities 405 386 578 715 751
Total Current Liabilities & Provisions 1,341 1,544 2,655 3,284 3,448
Capital Applied 7,112 7,845 8,996 10,764 13,812

Source: Company, BP Equities Research

Key Ratios

YE March FY20 FY21 FY22E FY23E FY24E
Key Operating Ratios

EBITDA Margin (%) 23.2% 17.6% 17.3% 19.6% 21.1%
Tax / PBT (%) 23.2% 25.6% 25.2% 25.2% 25.2%
Net Profit Margin (%) 15.9% 10.6% 11.5% 13.0% 13.8%
RoE (%) 29.4% 17.8% 24.3% 28.2% 25.0%
RoCE (%) 37.5% 27.2% 26.7% 35.7% 37.4%
Current Ratio (x) 3.9x 4.0x 3.1x 2.9x 3.7x
Dividend Payout (%) 13.0% 28.0% 28.0% 28.0% 28.0%
Book Value Per Share (INR) 201.9 238.5 284.2 348.4 447.8
Financial Leverage Ratios

Debt/ Equity (x) 0.1x 0.1x 0.0x 0.0x 0.0x
Interest Coverage (x) 30.1x 32.5x 85.6x 325.2x 366.4x
Growth Indicators %

Growth in Net Block (%) 177.3% (9.7%) 3.5% 40.0% 7.3%
Sales Growth (%) (2.1%) 9.2% 49.7% 23.7% 5.0%
EBITDA Growth (%) 4.4% (17.1%) 47.3% 40.6% 12.7%
Net Profit Growth (%) 20.9% (27.0%) 61.7% 40.6% 11.4%
Diluted EPS Growth (%) 20.9% (27.0%) 61.7% 40.6% 11.4%
Turnover Ratios

Debtors Days 47 52 52 52 52
Creditors Days 39 42 42 42 42
Inventory Days 46 41 41 41 41
Source: Company, BP Equities Research
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General Disclaimer
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