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NOCIL Ltd

Stellar Q1, well-placed to strengthen global market share
Sharekhan code: NOCIL
CMP: Rs. 278
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Summary

+ NOCIL reported yet another quarter of strong performance with PAT sharply beating estimates
by 36% at Rs. 66 crore, up 40% y-o-y, led by better-than-expected volumes and a beat in EBITDA
margin

+ Strong volume growth of 16%/11% y-o-y/g-o-q to all-time high of 15521 tonnes reflects robust
domestic demand while EBITDA margins at Rs. 67/kg (up 20% y-o-y) indicates strong realisation
(largely flat g-o-g) and benefit of operating leverage (utilisation rate of 75%).

+ Management expects muted demand in near term and has guided for 10% volume growth for
H1FY23. It now expects optimum utilisation of expanded capacity to be delayed by 3-6 months
from earlier guidance of Sep’23. Debottlenecking plan to expand existing capacity in order to
cater to the rise in demand for the next 1-2 years.

+ We maintain Buy on NOCIL with an unchanged PT of Rs. 348 as we expect robust 24% PAT
CAGR over FY22-24E led by potential gain in global market share (benefit of China Plus One
strategy) and sustained strong margin. Valuation of 19x/17x FY23E/FY24E EPS seems reasonable
considering strong growth prospects.

NOCIL report robust Q1FY23 results with consolidated Q1FY23 revenue at Rs. 509 crore (up 47.7%
y-o-y; up 10% g-o-q), which was 8% above our estimates of Rs. 473 crore on account of 9% beat
in sales volume to 15,251 tonnes (up 16% y-o-y; up 11% q-o-q). Blended realisation of Rs. 334/kg
(down 0.9% g-o-q) was largely in line with expectation of Rs. 337/kg. EBITDA margin improved by
20% y-o-y (down 17% g-o0-q) to Rs. 67/kg and was significantly above our estimate of Rs. 57/kg led
by higher-than-expected gross margin at Rs. 155/kg (up 19.5% y-o-y and 9% above our estimate)
and benefit of operating leverage (sharp volume growth). Margins declined sequentially due to
exceptionally higher margins in Q4FY22. Consequently, operating profit/PAT at Rs. 103 crore/Rs.
66 crore, up 39%/40% y-o-y and 29%/36% above our estimate supported by strong volume and
margin performance.

Key positives

+ Sharp beatin gross/EBITDA margins at Rs. 155/Rs. 67 per kg, up 19.5%/19.8% y-o-y and above the
average of previous quarters.

+ Better than expected volume at 15,251 tonnes, up 11% g-o-q versus our estimate of 9% g-o-q rise.

+ Company improved domestic market share to 42-43%.

Key negatives

+ Muted demand outlook in near term is due to recessionary environment and now NOCIL expects
a 3-6 month delay in achieving optimum capacity utilisation versus earlier guidance of September
2023.

Management Commentary

+ Muted demand outlook in the coming months due to recessionary environment and guided for 10%
volume growth in H1IFY23.

+ Management did not give specific margin guidance but stated that current deltas are maintained
by all industry players. Raw material prices are likely to remain flat in near term.

+ QIFY23 utilisation level was at 75% and due to recessionary environment, company now expects
its earlier target to achieve optimum capacity utilisation by Sep 2023 could get extended by 3-6
months.

+ Domestic market share is at 42-43% and the company aims to increase revenue share of exports
to 40% versus 35% in FY22.

+ Company is looking at debottlenecking existing capacities at a small capex and the same would
help it cater to demand for another 1-2 years.

Revision in estimates — We have increased our FY23 earnings estimates to factor higher margin

assumption partially offset by lower volume growth. We have fine-tuned our FY24 earnings estimates.

Our Call

Valuation — Maintain Buy on NOCIL with an unchanged PT of Rs. 348: We believe that the strong

growth outlook for tyre industry and resilient price environment would result in volume/margin-led

earnings growth. NOCIL is a play on import substitution and China Plus One strategy by global
customers and the same would drive market share gains with improved financials. Valuation of
19.4x/17.1x FY23E/FY24E EPS is attractive considering our expectation of a sharp 1.5x rise in earnings
over FY22-24E and improvement in RoE to 16% (versus 12.9% in FY22). Hence, we maintain a Buy on

NOCIL with an unchanged PT of Rs. 348.

Key Risks

A slowdown in auto/tyre industry and delay in ramp-up of new capacity could impact volume growth.

Competition from Chinese players could affect pricing and margins.

Valuation (Consolidated) Rs cr
Revenue 925 1,571 2,046 2,273
OPM (%) 141 18.2 175 17.5
Adjusted PAT 88 176 239 271
Adjusted EPS (Rs.) 53 10.6 14.3 16.2
P/E (x) 52.2 26.3 19.4 171
EV/EBITDA (x) 35.0 161 12.5 1.3
RONW (%) 7.2 12.9 157 161
RoCE (%) 6.9 16.0 18.0 18.0

Source: Company; Sharekhan estimates
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Stellar Q1 performance with beat on all fronts

Consolidated Q1FY23 revenue at Rs. 509 crore (up 47.7% y-o-y; up 10% g-o-q), was 8% above our estimates of
Rs. 473 crore on account of a 9% beat in sales volume to 15,251 tonnes (up 16% y-o-y; up 1% g-o-q). Blended
realisation of Rs. 334/kg (down 0.9% g-o0-q) was largely in line with expectation of Rs. 337/kg. EBITDA margin
improved by 20% y-o-y (down 17% g-0-q) to Rs. 67/kg and was significantly above our estimate of Rs. 57/kg led
by higher-than-expected gross margin at Rs. 155/kg (up 19.5% y-o-y and 9% above our estimate) and benefit of
operating leverage (sharp volume growth). Margins declined sequentially due to exceptionally higher margins in
Q4FY22. Consequently, operating profit/PAT at Rs. 103 crore/Rs. 66 crore, up 39%/40% y-o-y and 29%/36% above
our estimate supported by strong volume and margin performance.

Q1FY23 conference call highlights

¢+ Demand outlook: Company expects muted demand in the coming months and guided for 10% volume growth
in HIFY23 given decent demand traction from domestic tyre industry (both OEM and replacement).

+ Margin outlook: Management did not give margin outlook as raw material prices have been volatile. R.M prices
however stayed flat sequentially and the management expects the trend to continue for the next month. Further
the management indicated the product deltas are maintained by all players in the industry.

¢ Utilization guidance: Q1FY23 utilisation level was at 75%. Due to recessionary environment company said that
its earlier target to achieve full capacity utilisation by September 2023 has been extended by 3-6 months.

¢ Market Share: Company has improved it market share to 42-43% and aims to further increase it going forward.

+ Debottlenecking capacity to capture demand: The company is looking at debottlenecking of exiting capacities
at a small capex and the same would help it cater to demand for another 1-2 years. Company will decide on
further capacity expansion once the global situation improves. Land utilisation at Navi Mumbai facility is at
100% and at the Dahej facility it is at 50-60%, thus having further scope for brownfield expansion.

+ Domestic versus export sales: Q1FY23 revenue mix was 68:32 for domestic and export sales. Sequential growth
for domestic sales was higher than exports sales as there is de-growth in the global economy. The company
targets to improve its export share to 40% going forward.

Results (consolidated) Rs cr
Particulars | QIFY23| QIFY22 | YoY (%) | Q4FY22| QoQ (%)
Revenue 509 345 477 463 10.0
Total Expenditure 406 271 50.0 351 15.6
Operating profit 103 74 39.2 111 -79
Other Income 1 1 29.6 1 -13.2
Interest 0 0 217 0 -28.2
Depreciation 14 M 29.9 16 -16.0
PBT 90 64 40.7 96 -6.5
Tax 23 16 41.9 27 -14.1
Reported PAT 66 47 40.2 69 -3.5
Equity Cap (cr) 17 17 17

Reported EPS (Rs.) 4.0 29 39.9 41 -3.5
Margins (%) BPS BPS
OPM 20.2 21.4 -123.8 241 -3917
NPM 131 13.8 -69.9 14.9 -183.0
Tax rate 25.9 25.6 227 28.2 -229.4

Source: Company, Sharekhan Research

Key operating metrics

Particulars | QIFY23) QIFY22 | YoY (%) | Q4FY22| QoQ (%)
Volume (tonnes) 15,251 13130 16.2% 13736 1.0%
Realisation (Rs. /kg) 334 262 27.2% 337 -0.9%
RM cost (Rs. /kg) 179 133 347% 168 6.2%
Gross margin (Rs. /kg) 155 130 19.5% 169 -81%
EBITDA margin (Rs. /kg) 67 56 19.8% 81 174%

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - Import substitution and export opportunities bode well for domestic rubber chemical
players

Global rubber consumption stands at “30 million tonnes annually and of this, rubber chemical has a ¥3.5%
share and is dominated by China, which accounts for ¥75% of global rubber chemical production. Global
customers are shifting sourcing of rubber chemicals from China to India and this provides strong export
growth opportunities for domestic players like NOCIL. Additionally, domestic demand for rubber chemicals
is also expected to remain strong supported by restriction on tyre imports, improvement in tyre demand from
both OEM and replacement market and capex by tyre companies to expand capacity. Moreover, a potential

anti-dumping duty on major rubber chemicals would result in import substitution and drive up domestic
players’ volumes.

B Company outlook - Volume and margin growth to drive 24% PAT CAGR over FY22-24E

NOCIL has recently doubled production capacity to 110,000 tonnes in time for a rubber chemical demand
recovery cycle both in domestic and export markets. We thus expect a 21% volume CAGR over FY2022-
FY2024E. Ramp-up in utilisation rates and strong pricing environment would mean sustained high margin of
>Rs. 50/kg. Thus, we expect NOCIL's PAT to register a 24% CAGR over FY2022-FY2024E.

B Valuation - Maintain Buy on NOCIL with an unchanged PT of Rs. 348

We believe that the strong growth outlook for tyre industry and resilient price environment would result in
volume/margin-led earnings growth. NOCIL is a play on import substitution and China Plus One strategy
by global customers and the same would drive market share gains with improved financials. Valuation of
19.4x/17.1x FY23E/FY24E EPS is attractive considering our expectation of a sharp 1.5x rise in earnings over
FY22-24E and improvement in RoE to 16% (versus 12.9% in FY22). Hence, we maintain a Buy on NOCIL with an
unchanged PT of Rs. 348.
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About company

NOCIL, incorporated in 1975, is part of Arvind Mafatlal Group and is the largest rubber chemical manufacturer
in India with production capacity of 110 ktpa and market share of “42%/5% in domestic/global markets. The
company has presence in over 40 countries with exports accounting for 36% of FY2022 revenues. The
business segments include Accelerator, Anti-oxidant, Pre/Post vulcanization inhibitor/stabilizer and Zinc
based applications.

Investment theme

NOCIL is the key beneficiary of China plus one strategy and import substitution in niche market of rubber
chemicals. Recent doubling of capacity has made in third largest rubber chemical manufacturers in term of
capacity and ramp-up of utilisation would drive sustainable double digit volume growth and help expand
global market share to “8% over next 2-3 years as compared to 5% currently. Volume growth coupled with
margin expansion would drive strong earnings growth and consistent FCF generation. Balance sheet remains
strong with net cash position.

Key Risks
¢ Slowdown in auto/tyre industry and delay in ramp-up of new capacity could impact volume growth.

¢ Competition from Chinese players could impact pricing and margin.

Additional Data

Key management personnel

Mr. Hrishikesh Arvind Mafatlal  Chairman

Mr. S.R. Deo Managing Director

P Srinivasan Chief Financial Officer
Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Tejas Trivedi 175
2 Trivedi Shivani Tejas 1.63
3 Canara Robeco Asset Management Co Ltd 1.52
4 Aagam Agencies Pvt Ltd 116
5 HN Safal Infra Space Pvt Ltd 110
6 IDFC Mutual Fund 1.04
7 Trivedi Minaxi Balchandra 0.99
8 Trivedi Khushi Tejas 0.99
9 Dimensional Fund Advisors LP 0.89
10 Deo Sudhir Ramchandra 0.48

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
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The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed 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, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that neither he
or his relatives or Sharekhan associates has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or
more in the securities of the company at the end of the month immediately preceding the date of publication of the research report
nor have any material conflict of interest nor has served as officer, director or employee or engaged in market making activity of the
company. Further, the analyst has also not been a part of the team which has managed or co-managed the public offerings of the
company and no part of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or
views expressed in this document. Sharekhan Limited or its associates or analysts have not received any compensation for investment
banking, merchant banking, brokerage services or any compensation or other benefits from the subject company or from third party
in the past twelve months in connection with the research report.

Either, SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Ms. Priya Sonavane; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028,
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