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Navin Fluorine International

Well-oiled machine

We retain our BUY rating on Navin Fluorine International Ltd (NFIL) with a

INSTITUTIO), NAL

RESEARCH d

\

BUY

CMP 21 April 2023) INR 4,733
target price of INR 5,471 on the back of (1) earnings visibility, given long-term (as on 21 Apri )
contracts; (2) tilt in sales mix towards better margin products; (3) capacity Target Price INR 5,471
expansion-led growth; and (4) strong R&D infrastructure. The stock is currently NIFTY 17,624
trading at 29x FY25E EPS.

We recently visited Navin Fluorine Advanced Sciences Ltd’s (NFASL, a wholly- KEY OLD NEW
. 1s s 1s . . CHANGES

owned subsidiary of NFIL) plant which is spread over ~75 acres of land in Dahej, .
Gujarat. The plant is designed with the philosophy of sustainability and Rating BUY BUY
keeping in mind the various regulations that are imposed now and that can be Price Target  INR5471 INR 5471
imposed in the future in terms of safety, environment, waste management, s FY23E FY24E
structure, etc. The plant is a self-sustainable unit where the company has built EPS % B B
the capability to produce all its raw materials in-house in case of any disruption
at its supplier’s end which ensures business continuity. KEY STOCK DATA
We expect the EBITDA margin to improve by 636bps from 27% in FY23E to 33% Bloomberg code NFIL IN
in FY25E, owing to the increase in the value-added products in the product

. . . R No. of Shares (mn) 50
portfolio with superior margins. We expect NFIL’s PAT to grow at a 47% CAGR

MCap (INRbn) /($mn)  235/2,857

over FY23-25E, led by a 47% CAGR in EBITDA.
Key takeaways from NFASL’s plant (Dahej) visit

*  QOut of the 75 acres of land, 5 acres are occupied by the hydro fluoro olefins
plant (Honeywell plant), 4.5 acres are occupied by the multi-purpose plant
(MPP), 2.5 acres are occupied by the fluoro agrochemical intermediate and 5
acres are dedicated to the new fluoro speciality chemical plant. Around 25

6m avg traded value INRmn) 641
52 Week high / low Rs 4,848/3,433

STOCK PERFORMANCE (%)
3M 6M 12M

acres of the land are still available for future expansion plans. Absolute (%) 16.4 70 170
*  The Honeywell plant (part of the HPP business unit) is divided into two stages. Relative (%) 180 64 140
The output from the first stage or intermediate undergoes a fluorination
reaction in the second stage to produce a gaseous finished product. Reactors SHAREHOLDING PATTERN (%)
in both stages are continuous flow reactors, operating at moderate operating Dec-22  Mar-23
conditions. The raw m.aterlal t? f1n1§hed produ.d conversion cycle takes aTbout Promoters 29,40 28,61
8 to 10 days. The residence time in reactors is less as reactants are highly
. . . . . . FIs & Local MFs 23.78 24.84
reactive, but the highly reactive raw material leads to many side reactions.
Thus, downstream unit operations for purification take a lot of time. FPIs 19.19 19.58
= Honeywell supplied the proprietary technology and catalyst to NFASL. It had Public & Others 27.63 26.77
taken full part in designing the plant as well. Product and process technology, Pledged Shares 3.09 3.15

both are patented till 2028 and 2038 respectively. The plant is operating at Source: BSE
optimum capacity utilisation. NFASL manufactures both the intermediate and

final product for Honeywell and transports it to them according to their

requirement. Nilesh Ghuge

= The contract with Honeywell secures the net profit margin for NFASL and is
a complete cost pass-through contract. The company is in the process of
debottlenecking the plant, which will expand the plant’s capacity by 20%.

= The MPP is designed to produce five intermediates or advanced intermediates
for agrochemical intermediates (Al) and for active pharmaceutical ingredients
(API). Three products are currently being produced in it. The technology as
well as catalysts used to produce the products in the MPP are indigenously
developed by NFASL. MPP uses batch processing for production so it's
convenient to switch between products. The company mainly wants to focus
on agrochemical and performance material end-user industries in its speciality
chemicals business unit. The MPP is a part of the speciality business unit.
There exists sufficient space for putting up an additional MPP at Dahe;j.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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* The fluoro agrochemical intermediate plant (Capex of INR 1.25bn) that was
commissioned in Q3FY23, is ramping up well. It is a dedicated plant that produces
a single product for a single customer. The technology and catalyst are developed
in-house by NFASL. There exists scope for doubling the plant capacity in the future
depending upon its demand.

*  The new fluoro speciality plant (Capex of INR 5.4bn announced in May 2022) shall
come on stream by December 2023. This is a single product dedicated plant with
multiple customers. NFASL has an assured contract with a large MNC to offtake
50% of the volumes, and the remaining 50% can be sold to the open market. Hence,
50% of the volumes have a complete cost pass-through. The MNC had provided
NFASL with the technology to produce this fluoro speciality chemical.

*  The Dahej site doesn’t have any hydrofluoric acid (HF) plant and hence needs to
procure its HF from NFIL’s plant in Surat. In order to cater to the growing demand
for its products, NFIL is planning to set up a 40kTPA HF plant in Dahej at NFASL’s
site which will triple HF’s capacity of the company. This plant shall allow the
company to scale up its operations faster with ease in the availability of the key
raw material.

= NFIL is in the process of setting up the cGMP-4 plant owing to the strong traction
in its CDMO business. The company is in process of gradually changing the
products being manufactured from its MPP at Surat. This exercise will result in
more than doubling the contribution margin from this MPP.

Financial summary (consolidated)

3 2 1] 3 YoY

INR mn FYQZ 3 FY% 3 Q ( %Q) FY% » %) FY21 FY22| FY23E FY24E FY25E
Net Sales 5636 4,192 34.4 3,790 48.7 11,794 14,534| 20,211 27,605 35,291
EBITDA 1,556 938 65.8 986 57.8 3,093 3548| 5379 8242 11,639
APAT 1,066 578 84.3 688 549 2,216  2,606| 3,665 5,480 7,951
AEPS (INR) 21.5 11.7 84.3 13.9 54.9 44.7 52.6 740 110.6 160.6
P/E (x) 105.5 89.7 63.8 42.7 29.4
EV/EBITDA(x) 73.6 65.6 442 29.0 20.3
RoE (%) 14.6 15.0 18.5 23.6 28.1

Source: Company, HSIE Research
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Financials (Consolidated)

INCOME STATEMENT
INR mn FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Revenues 9,127 9,959 10,616 11,794 14,534 20,211 27,605 35,291
Growth (%) 23.1 9.1 6.6 11.1 23.2 39.1 36.6 27.8
Material Expenses 4,023 4,766 4,838 5,374 6,656 8,996 11,958 15,120
Employee Expenses 1,105 1,155 1,308 1,417 1,815 2,432 2,675 3,144
Other Operating Expenses 1,849 1,855 1,835 1,910 2,514 3,404 4,730 5,387
EBIDTA 2,150 2,184 2,635 3,093 3,548 5,379 8,242 11,639
EBIDTA Margin (%) 23.6 21.9 24.8 26.2 244 26.6 29.9 33.0
Growth (%) 35.4 1.6 20.7 17.4 14.7 51.6 53.2 41.2
Depreciation 398 275 370 442 479 802 1,154 1,496
EBIT 1,752 1,908 2,265 2,651 3,069 4,578 7,089 10,142
Other Income (incl EO items) 925 344 333 946 392 400 408 416
Interest 12 8 20 18 19 231 463 504
PBT 2,665 2,244 2,578 3,578 3,442 4,747 7,034 10,055
Tax 840 770 (1,436) 1,108 812 1,082 1,554 2,104
PAT before share of JV 1,825 1,474 4,014 2,471 2,631 3,665 5,480 7,951
Minority Interest = = = = =
EO items (net of tax) 367 119 230 359 24 - - -
Share of Profits from JV/Associates (27) 17 72 105 0) - - -
APAT 1431 1,372 3,855 2,216 2,606 3,665 5,480 7,951
Growth (%) 4.7 4.1) 181.0 (42.5) 17.6 40.6 49.5 45.1
AEPS 28.9 27.7 77.8 44.7 52.6 74.0 110.6 160.6
Growth (%) 47 4.1) 181.0 (42.5) 17.6 40.6 49.5 45.1

Source: Company, HSIE Research

BALANCE SHEET

INR mn FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
SOURCE OF FUNDS

Share Capital 99 99 99 99 99 99 99 99
Reserves 9,736 10,626 14,023 16,240 18,343 21,092 25,202 31,166
Total Shareholders’ Funds 9,835 10,724 14,122 16,339 18,442 21,191 25,301 31,265
Long-term Debt 42 - - - 1,000 5,500 6,750 5,750
Short-term Debt 84 41 14 25 45 45 45 45
Total Debt 127 41 14 25 1,045 5,545 6,795 5,795
Deferred Taxes 308 348 (151) 207 201 151 101 51
Other LT Liabilities 257 231 391 409 372 372 372 372
Minority Interest - - - - - - - -
TOTAL SOURCE OF FUNDS 10,526 11,345 14,376 16,980 20,060 27,259 32,569 37,483
APPLICATION OF FUNDS

Net Block 2,826 2,863 3,860 3,985 4,156 16,025 20,146 21,700
CWIP 201 393 389 949 7,421 1,750 1,175 625
Goodwill 878 878 878 878 878 878 878 878
LT Investments 2,928 3,258 3,097 1,136 1,087 1,185 1,299 1,429
LT Loans & Advances 73 73 75 81 121 121 121 121
Inventories 1,138 1,119 1,579 1,804 2,575 3,223 3,962 5,065
Debtors 1,556 1,727 2,185 2,841 3,577 4,820 6,627 8,504
Cash & Equivalents 2,450 2,253 3,513 6,284 2,000 1,503 1,273 2,767
Other Current Assets 506 508 559 1,019 2,041 2,121 2,201 2,281
Total Current Assets 5,651 5,607 7,836 11,947 10,193 11,667 14,063 18,618
Creditors 984 713 981 1,074 1,465 2,038 2,783 3,558
Other Current Liabilities 1,046 1,014 777 920 2,329 2,329 2,329 2,329
Total Current Liabilities 2,030 1,727 1,758 1,995 3,794 4,367 5,112 5,887
Net Current Assets 3,621 3,880 6,078 9,953 6,398 7,301 8,951 12,730
TOTAL APPLICATION OF FUNDS 10,526 11,345 14,376 16,980 20,060 27,259 32,569 37,483

Source: Company, HSIE Research
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CASH FLOW STATEMENT
INR mn FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Reported PBT 2,638 2,261 2,650 3,683 3,442 4,747 7,034 10,055
Non-operating & EO items (35) 215 144 (187) 17) 0 - -
Adjusted PBT 2,673 2,045 2,506 3,870 3,459 4,747 7,034 10,055
Interest expenses 12 8 20 18 19 231 463 504
Depreciation 398 275 370 442 479 802 1,154 1,496
Working Capital Change (1,720) (264) 268 (1,279) (966) (1,399) (1,880) (2,285)
Tax Paid (840) (770) 1,436 (1,108) (812) (1,082) (1,554) (2,104)
OPERATING CASH FLOW (a) 523 1,295 4,600 1,943 2,179 3,298 5,216 7,666
Capex 897 (504) (1,362) (1,127) (7,122) (7,000) (4,700) (2,500)
Free cash flow (FCF) 1,419 791 3,238 816 (4,943) (3,702) 516 5,166
Investments (1,193) (172) 1,124 1,144 17 (66) (73) (80)
Others 150 (120) (1,446) 1,190 45 (83) 91) (101)
INVESTING CASH FLOW (b) (146) (796) (1,685) 1,208 (7,060) (7,148) (4,863) (2,681)
Debt Issuance/(Repaid) (59) (85) (27) 11 1,020 4,500 1,250 (1,000)
Interest Expenses (12) (8) (20) (18) (19) (231) (463) (504)
FCFE 1,349 697 3,191 809 (3,942) 568 1,303 3,663
Dividend (350) (386) (545) (545) (545) (916) (1,370) (1,988)
Others 0) (24) 144 2 (55) - - -
FINANCING CASH FLOW (c) (420) (504) (448) (550) 400 3,353 (583) (3,491)
NET CASH FLOW (a+b+c) 44) 5) 2,468 2,601 (4,480) 497) (230) 1,494
EO Items, Others - - - - - - - -
Closing Cash & Equivalents 374 370 2,837 5,439 958 461 231 1,725
Source: Company, HSIE Research
KEY RATIOS
FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
PROFITABILITY %
Gross Margin 55.9 52.1 54.4 54.4 54.2 55.5 56.7 57.2
EBITDA Margin 23.6 21.9 24.8 26.2 24.4 26.6 29.9 33.0
EBIT Margin 19.2 19.2 21.3 22.5 211 22.6 25.7 28.7
APAT Margin 15.7 13.8 36.3 18.8 17.9 18.1 19.9 22.5
RoE 15.7 13.3 31.0 14.6 15.0 18.5 23.6 28.1
Core RoCE 20.4 20.0 445 18.6 24.4 21.3 21.0 25.7
RoCE 14.7 12.6 30.2 14.2 14.2 16.2 19.5 23.8
EFFICIENCY
Tax rate % 31.5 343 (55.7) 31.0 23.6 22.8 221 20.9
Fixed Asset Turnover (x) 2.6 35 3.2 3.0 3.6 2.0 1.5 1.7
Inventory (days) 46 41 54 56 65 58 52 52
Debtor (days) 62 63 75 88 90 87 88 88
Other Current Assets (days) 20 19 19 32 51 38 29 24
Payables (days) 39 26 34 33 37 37 37 37
Other Current Liab & Provns (days) 28 24 27 26 58 42 31 24
Cash Conversion Cycle (days) 61 73 88 116 110 105 102 103
Net Debt/EBITDA (x) 0.1 0.0 0.0 0.0 0.3 1.0 0.8 0.5
Net D/E (x) 0.2) 0.2) 0.2) 0.4) 0.1) 0.2 0.2 0.1
Interest Coverage (x) 182.5 272.4 129.6 187.2 182.2 21.6 16.2 21.0
PER SHARE DATA (INR/sh)
EPS 28.9 27.7 77.8 447 52.6 74.0 110.6 160.6
CEPS 36.9 33.3 85.3 53.7 62.3 90.2 133.9 190.8
DPS 7.1 7.8 11.0 11.0 11.0 18.5 27.7 40.1
BV 198.6 216.5 285.1 329.9 372.4 427.9 510.9 631.3
VALUATION
P/E (x) 1634 1704 60.6 105.5 89.7 63.8 42.7 29.4
P/Cash EPS (x) 1279 141.9 55.3 88.0 75.8 52.3 35.2 24.7
P/BV (x) 23.8 21.8 16.6 14.3 12.7 11.0 9.2 7.5
EV/EBITDA (x) 107.7 106.0 87.4 73.6 65.6 442 29.0 20.3
EV/Revenue (x) 25.4 23.2 21.7 19.3 16.0 11.8 8.7 6.7
OCF/EV (%) 0.2 0.6 2.0 0.9 0.9 14 22 32
FCFF/EV (%) 0.6 0.3 14 0.4 2.1) (1.6) 0.2 22
FCFE/M CAP (%) 0.6 0.3 14 0.3 (1.7) 0.2 0.6 1.6
Dividend Yield (%) 0.1 0.2 0.2 0.2 0.2 0.4 0.6 0.9
Source: Company, HSIE Research
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Recommendation Historv
. Date CMP Reco Target
£ 000 Navin Fluro & TP 26-Jul-22 4,208 BUY 4,900
’ 1 21-Oct-22 4,424 BUY 5,140
5,500 - - 9-Feb-23 4,185 BUY 5,174
m m 18-Apr-23 4,528 BUY 5,471
5,000 m 22-Apr-23 4,733 BUY 5,471
4,500 ~
4,000 -
3,500 Rating Criteria
3,000 — BUY: >+15% return potential
ﬁl ﬁl ﬂl ﬁl ﬁl ﬁl ﬁl ﬁl ﬂl QI "q,‘ ‘"N'I’ QI ADD: +5% to +15% return potential
a2 = & © &® &9 2 g £ 2 F & REDUCE: -10% to +5% return potential
Q@ T 5 2 5 o R o 2 s 0 8 & p
< > = < s 0 7z A mE < SELL: > 10% Downside return potential
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