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Revenue impacted on weaker demand sentiments and price volatility
()] Despite witnessing impact on the end consumer like plasticizer and pigments the
; company’s topline grew by 7.1% y-o-y to INR 315.4 crore in Q3FY19. During Industry Speciality chemicals
L 9MFY19, PAN volume grew by 1.1% y-o-y to 116272 TPA and MAN volumes grew Sensex 36395
o by impressive 22.8% y-o-y to 3296 TPA. Current prices of PAN are hovering Nifty 10888
O’ around INR 70-75 per kg. Stable crude prices would lead to stability in prices Bloomberg Code IGPL:IN
going ahead. Eq.Cap. (INR Crores)  30.8
Face Value (INR) 10

Sudden volatility in crude prices impacted the margins of the company 52w H/L 798/217
In Q3FY19, margins were impacted by 1392 bps y-o-y & 1137 bps g-o-q and "
stood at 10.6%. The company’s raw materials include ortho-xylene which is Market Cap (INR Crores) 677.5

crude derived and sudden volatility in crude prices led to volatility in ortho- Valuation Data | FY19E | FY20E | EY21E

xylene, thereby impacting the margins. Although, we have seen that current

P/E (x 5.0 3.2 2.9
prices are stable and management too guided that recovery in margins of 10- /E)
15% is witnessed lately. P/B (x) 11 0.8 0.7
EV/EBITDA (x) 2.8 2.0 1.7

Expansion of PAN capacity to boost sales growth going ahead

With strong demand of Phthalic Anhydride(PAN) growing at 6-7% annually in the
domestic market, the company plans to increase its capacity by 53,000 MTPA via
brownfield expansion to 2,22,110 MTPA from the current 1,69,110 MTPA by
H2FY20. We believe at optimum utilization levels, the company will generate
incremental revenue of INR 450-500 crore. This expansion will provide strong
visibility to the company in the domestic Phthalic Anhydride(PAN) market.

We expect PAN demand to get a thrust from the key end user industries like
Plasticizers or PVC which is growing at 7-8% annually.
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Valuations _ 2288555588883
We expect the company to notch re-rating in its valuations on the back of: S R/ IRI IR L] R
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(i) Expansion of PAN facility by 53,000 MTPA coupled with strong demand will
lead to strong volume off take. (ii) Forward integration into Maleic Anhydride &
plasticizers to improve the margins going ahead. (iii) Strong demand from key
end user industries to sustain growth momentum. (iv) IGPL is the lowest cost
producer owing to proximity to JNPT port and in house captive power plant.

IG Petrochemicals Sensex

Shareholding Pattern (in %)
Dec’18 | sept'18 | Dec'17

At the CMP of INR 220, the stock trades at 1.7x FY21E EBITDA. We value using Promoters 68.90  68.90 72.22
average of DCF & EV/EBITDA, thereby, assigning target price of INR 386 per share Flls 1.08 111 1.82
representing a potential upside of 75.4% from current valuations. We are DllIs 4.61 3.53 0.35
cautiously optimistic on the stock and therefore have cut our target multiple on Retail 25.41 26.46 25.61
the back of weak sentiment in the PAN market and demand impact in the near Total 100.0 100.0 100.0

term. The recent drop in stock price should be considered as an entry point for
long term investors with a time horizon of 2-3 years as currently the stock is
cheaply available.

(INR Crores) | FY16 | FY17 | FY18 | evaoe | evace | evaie
Net Sales 953 1037 1144 1320 1532 1717
Growth% 8.9% 10.3% 15.4% 16.0% 12.1%
EBITDA 113 168 267 259 392 409
Growth% 48.7% 58.9% -3.2% 51.7% 4.1%
PAT 60 102 146 134 213 235
Growth% 68.9% 43.6% -7.9% 58.7% 9.9%
EPS (INR) 19.5 33.0 47.4 43.7 69.3 76.2
P/E (x) 5.2 108 135 5.0 3.2 2.9
P/B (x) 11 2.8 3.7 11 0.8 0.7
EV/EBITDA(X) 3.7 6.8 7.6 2.8 2.0 17

Source: Company, NSPL Research
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Q3FY19 Result Analysis

(INR Crores) Q2FY19

Revenue (Net of excise duty) 315.4 324.2 294.6 7.1% -2.7%
COGS 241.5 206.7 187.4 28.9% 16.8%
Employee Expenses 14.4 16.5 15.4 -7.0% -12.8%
Other Expenses 26.1 29.8 19.4 34.1% -12.4%
Total Expenses 281.9 253.0 2223 26.8% 11.5%
EBITDA 33.5 71.3 72.3 -53.7% -53.0%
Depreciation 6.8 6.5 6.5 5.1% 4.7%

Other Income 24 1.6 11 116.8% 47.3%
EBIT 29.1 66.4 67.0 -56.6% -56.2%
Finance Cost 1.7 4.8 34 -51.2% -65.8%
PBT 27.4 61.6 63.6 -56.8% -55.4%
Taxes 9.9 21.1 23.1 -57.4% -53.3%
Net Profit 17.6 40.5 40.4 -56.5% -56.6%
EPSin INR 5.7 13.1 13.1 -56.5% -56.5%

Source: Company, NSPL Research

¢ The company’s net sales grew 7.1% y-o-y and de-grew by 2.7% g-o0-q to INR 315.4 crore in Q3FY19.

* EBITDA de-grew by 53.7% y-o-y and 53.0% g-o-q to INR 33.5 crore in Q3FY19. EBITDA Margins stood at 10.6% in Q3FY19 as
against 24.5% in Q3FY18 and 22.0% in Q2FY19. Margin decline was owing to stable PAN prices and increase in ortho-xylene
prices.

* Employee expense de-grew by 7.0% y-o-y and 12.8% g-o-q to INR 14.4 crore.

¢ PBT de-grew by 56.8% y-0-y & 55.4% g-o0-q to INR 27.4 crore in Q3FY19.

* Reported PAT de-grew by 56.5% y-o-y and 56.6% g-0-q to INR 17.6 crore in Q3FY19. PAT margins stood at 5.6% in Q3FY19 as
compared to 13.7% in Q3FY18 and 12.5% in Q2FY19.

Management meeting highlights

* Management guided that due to pigments prices quoting at lower levels the demand is impacted and consequently paints
demand is witnessing traction.

¢ Plasticizers demand is impacted owing to auto slowdown, however, we believe demand to normalize in the subsequent
quarters.

* In Q3FY19, the PAN prices remained stable and ortho-xylene prices increased, thereby, squeezing the margins.

* However, increase in raw material pricing is passed on to the end consumer with a quarter lag, hence we expect improvement
in margins in the subsequent quarters considering crude prices remains stable.

e The company witnessed INR 4-5 crore one off in other expenses due to catalyst change.

e The company would be incurring capex of INR 320 crore for expansion of PAN and plasticizers capacity. The company is
planning to expand the PAN capacity by 53000 TPA by FY20E.

* Also, plasticizers capacity of 8400 TPA is set to commercialize by FY20E.

* Management sounded optimistic on focussing newer business segments like MAN, plasticizers etc and de-risking the company
by not focussing on PAN only.

e Current prices of ortho-xylene and PAN are stable and improved demand sentiments coupled with expansion will lead to
visibility across markets.
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Margins witnessed pressure owing to sudden PAN capacity addition will be the growth driver going ahead
volatility in crude prices
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Financial performance indicates sharp fall in profitability in Q3FY19
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Profit & Loss (INR Crores)

Net sales 953 1037 1144 1320 1532 1717
COGS 734 751 728 895 940 1071
Employee Expenses 30 39 56 61 72 85
Other Expenses 76 79 94 105 127 152
EBITDA 113 168 267 259 392 409
D&A 4 3 4 6 6 6
Other income 18 21 26 26 34 37
EBIT 99 150 245 239 364 377
Interest Expense 23 18 15 18 40 24
PBT 77 132 230 221 324 353
Exceptional Items 0 0 0 10 0 0
Tax 16 30 84 77 110 119
PAT 60 102 146 134 213 235
EPSin INR 19.5 33.0 47.4 43.7 69.3 76.2
Share Capital 31 31 31 31 31 31
Reserves & Surplus 267 361 497 612 802 1007
Shareholder's Funds 298 392 528 643 833 1037
Long term borrowings 92 60 29 53 161 102
Other financial liabilities 0 0 38 38 38 38
Provisions 2 2 3 3 4 4

Deferred tax liabilities(Net) 0 2 37 42 53 56
Total Non-current liabilities 94 64 107 136 255 200
Short term borrowings 0 2 33 43 53 33
Trade payables 153 171 150 291 198 389
Other financial liabilities 25 21 29 12 24

Other current liabilities 6 8 13 5 5

Short-term provisions 0 1 1 1 1

Total Current liabilities 184 203 225 352 280 437
Total Equity and Liabilities 577 658 860 1131 1368 1675
Fixed Assets 327 324 401 489 675 703
Capital work in progress 4 11 89 95 95 95
Goodwill 0 0 2 2 2 2
Other intangible assets 0 0

Intangible assets under develop 0 0

Investment in a joint venture 0 9 9 9 9

Non current Investments 0 8 10 12 14 16
Other financial assets 8 2 6
Non current tax assets 0 1 8 10
Other non current assets 14 13 24 27 32 36
Total Non-current Assets 353 368 545 647 842 878
Inventories 0 0 41 41 41 41
Current Investments 83 97 94 151 107 246
Trade receivables 109 150 139 223 239 373
Cash and cash equivalents 17 30 22 48 115 111
Short term loans & advances 0 0 1 1 1 1
Other financial assets 5 2 0 0 0 1
Other current assets 9 11 19 21 23 26
Total Current Assets 223 290 315 484 526 797
Total Assets 577 658 860 1131 1368 1675

Source: Company, NSPL Research
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Cash Flow (INR Crores) | FY16 | FY17 | FY18 | FY19E | FY20E | FY21E
PBT 77 132 230 221 324 353
Operating profit before working capital changes 109 158 268 265 398 414
Cash generated from operations 86 123 255 239 347 313
Less income tax paid -17 -29 -54 -77 -110 -119
Cash Flow from Operating 69 94 201 162 237 195
(Incr)/ Decr in Gross PP&E -9 -32 -124 -115 -220 -65
Purchase of Investments 0 -17 -42 -2 -2 -2
Cash Flow from Investing -6 -42 -164 -117 -222 -67
(Decr)/Incr in Debt -22 -32 -12 34 118 -79
Finance costs -16 -11 -12 -18 -40 -24
Dividend Paid -4 -7 -11 -19 -24 -30
Cash Flow from Financing -64 -50 -35 -2 53 -132
Incr/(Decr) in Balance Sheet Cash -1 2 2 43 68 -5
Cash at the Start of the Year 18 1 3 5 48 115
Cash at the End of the Year 17 30 22 48 115 111
RATIOS | FY16 | FY17 | FY18 | FY19E | FY20E | FY21E
Profitability
Return on Capital (%) 25% 33% 42% 32% 35% 32%
Return on Equity (%) 20% 26% 28% 21% 26% 23%
Margin Trend
EBITDA Margin (%) 11.9% 16.2% 23.4% 19.6% 25.6% 23.8%
PBT Margin (%) 8.0% 12.7% 20.1% 16.7% 21.1% 20.6%
Net profit Margin (%) 6.3% 9.8% 12.8% 10.2% 13.9% 13.7%
Gross Margin (%) 23.0% 27.6% 36.4% 32.2% 38.6% 37.6%
Solvency
Debt / Equity 0.4 0.2 0.2 0.2 0.3 0.1
Debt / Assets 0.2 0.1 0.1 0.1 0.2 0.1
Interest Coverage 4.4 8.2 16.4 13.3 9.1 15.8
Valuation Ratios
P/E 5.2 10.8 13.5 5.0 3.2 2.9
P/B 11 2.8 3.7 11 0.8 0.7
EV/EBITDA 3.7 6.8 7.6 2.8 2.0 1.7

Source: Company, NSPL Research
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IG Petrochemicals Ltd Rating Legend

Date CMP (INR) Target Price (INR) Recommendation Strong Buy More than 15%

February 12,2019 220 386 Strong Buy Buy 5% - 15%

November 21, 2018 417 646 Strong Buy Hold 0-5%

August 30, 2018 480 647 Strong Buy Reduce -5%-0

August 01, 2018 450 649 Strong Buy Sell Less than -5%
Disclaimer:

This report has been prepared by Nalanda Securities Pvt. Ltd(“NSPL”) and published in accordance with the provisions of Regulation 18 of the Securities and Exchange Board of
India (Research Analysts) Regulations, 2014, for use by the recipient as information only and is not for circulation or public distribution. NSPL includes subsidiaries, group and
associate companies, promoters, directors, employees and affiliates. This report is not to be altered, transmitted, reproduced, copied, redistributed, uploaded, published or made
available to others, in any form, in whole or in part, for any purpose without prior written permission from NSPL. The projections and the forecasts described in this report are
based upon a number of estimates and assumptions and are inherently subject to significant uncertainties and contingencies. Projections and forecasts are necessarily speculative
in nature, and it can be expected that one or more of the estimates on which the projections are forecasts were based will not materialize or will vary significantly from actual
results and such variations will likely increase over the period of time. All the projections and forecasts described in this report have been prepared solely by authors of this report
independently. None of the forecasts were prepared with a view towards compliance with published guidelines or generally accepted accounting principles.

This report should not be construed as an offer to sell or the solicitation of an offer to buy, purchase or subscribe to any securities, and neither this report nor anything contained
therein shall form the basis of or be relied upon in connection with any contract or commitment whatsoever. It does not constitute a personal recommendation or take into
account the particular investment objective, financial situation or needs of individual clients. The research analysts of NSPL have adhered to the code of conduct under Regulation
24 (2) of the Securities and Exchange Board of India (Research Analysts) Regulations, 2014. The recipients of this report must make their own investment decisions, based on their
own investment objectives, financial situation or needs and other factors. The recipients should consider and independently evaluate whether it is suitable for its/ his/ her/their
particular circumstances and if necessary, seek professional / financial advice as there is substantial risk of loss. NSPL does not take any responsibility thereof. Any such recipient
shall be responsible for conducting his/her/its/their own investigation and analysis of the information contained or referred to in this report and of evaluating the merits and risks
involved in securities forming the subject matter of this report. The price and value of the investment referred to in this report and income from them may go up as well as down,
and investors may realize profit/loss on their investments. Past performance is not a guide for future performance. Actual results may differ materially from those set forth in the
projection.

Except for the historical information contained herein, statements in this report, which contain words such as ‘will’, ‘would’, etc., and similar expressions or variations of such
words may constitute ‘forward-looking statements’. These forward-looking statements involve a number of risks, uncertainties and other factors that could cause actual results to
differ materially from those suggested by the forward-looking statements. Forward-looking statements are not predictions and may be subject to change without notice. NSPL
undertakes no obligation to update forward-looking statements to reflect events or circumstances after the date thereof. NSPL accepts no liabilities for any loss or damage of any
kind arising out of use of this report.

This report has been prepared by NSPL based upon the information available in the public domain and other public sources believed to be reliable. Though utmost care has been
taken to ensure its accuracy and completeness, no representation or warranty, express or implied is made by NSPL that such information is accurate or complete and/or is
independently verified. The contents of this report represent the assumptions and projections of NSPL and NSPL does not guarantee the accuracy or reliability of any projection,
assurances or advice made herein. Nothing in this report constitutes investment, legal, accounting and/or tax advice or a representation that any investment or strategy is suitable
or appropriate to recipients’ specific circumstances. This report is based / focused on fundamentals of the Company and forward-looking statements as such, may not match with
a report on a company’s technical analysis report. This report may not be followed by any specific event update/ follow-up.

Following table contains the disclosure of interest in order to adhere to utmost transparency in the matter;

Disclosure of Interest Statement

. NSPL is a Stock Broker registered with BSE, NSE and MCX - SX in all the major segments
viz. Cash, F & O and CDS segments. Further, NSPL is a Registered Portfolio Manager and
is registered with SEBI

*  SEBI Registration Number: INH000004617
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Research analyst or NSPL or its relatives'/associates' financial interest in the No (except to the extent of shares held by Research analyst or NSPL or its
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securities of the subject company
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subject company in the past 12 months

Has research analyst or NSPL or its associates received any compensation for
products or services other than investment banking or merchant banking or NO
brokerage services from the subject company in the past 12 months

Has research analyst or NSPL or its associates received any compensation or
other benefits from the subject company or third party in connection with the NO

document.
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