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Stock Info -
Bloomberg VO IN
Equity Shares (m) 103
M.Cap.(INRb)/(USDb) 202.6/2.5
52-Week Range (INR) 2373 /1675
1, 6, 12 Rel. Per (%) 1/-17/6
12M Avg Val (INR M) 125
Free float (%) 25.9
Financials Snapshot (INR b)
Y/E March FY23E FY24E FY25E
Sales 22.2 27.6 368 m
EBITDA 5.9 8.1 11.0
PAT 4.6 6.3 8.6
EPS (INR) 450 612 84.0
EPS Gr. (%) 33 36 37
BV/Sh.(INR) 214 264 331
Ratios u
Net D:E 0.1 0.1 0.1
RoE (%) 23.0 25.6 28.2
RoCE (%) 21.0 23.0 25.7
Payout (%) 193 193 193
Valuations u
P/E (x) 437 321 234
P/BV (x) 9.2 7.5 5.9
EV/EBITDA (x) 345 253 186
Div. Yield (%) 0.4 0.6 0.8
FCF Yield (%) 0.4 1.2 21
Shareholding pattern (%)
As On Dec-22 Sep-22 Dec-21
Promoter 74.1 74.1 74.1
DIl 7.9 8.0 7.5
Fll 4.8 4.8 45 m
Others 13.2 13.2 13.9

FIl Includes depository receipts

Stock performance (one-year)
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QOil drilling activities remain vigorous globally as the countries move away from
their dependence on Russian oil and gas. Average global rig counts have risen
10% since the Russia-Ukraine conflict started in Mar’22.

In line with the above, Vinati Organics (VO)’s management outlook for ATBS
remains robust and it has announced a 50% capacity expansion to 60ktpa (from
40ktpa), which is likely to come online in 2HFY24. ATBS primarily caters to the
oil and gas industry.

Exports form a major part of VO'’s overall revenue and according to our database,
volumes remain steady YoY. Implied blended realizations in USD/kg have also
been firm and move in line with the Brent prices over a longer period of time,
according to our research.

We expect RoE to improve to 26% for FY24 from 21% in FY22. The stock is
trading at 32x FY24E EPS and 25x FY24E EV/EBITDA. We reiterate BUY on the
stock, and value it at 35x Dec’24 EPS to arrive at our TP of INR2,740.

ATBS demand to remain strong in the near term...

ATBS is a unique versatile compound having a variety of end-user industry
applications such as in water treatment chemicals, paints & coatings, adhesives,
textile chemicals and personal care. However, its most important use is in the
enhanced oil recovery industry.

According to Baker Hughes, the global rig counts have increased to an average
of 1,747 in CY22 from an average of 1,361 in CY21 with North America’s rig
count being at an average of 897 in CY22 v/s an average of 606 in CY21.
Average rig counts in Europe have risen 47% to 115 in Dec’22 v/s Mar’22 level.
ATBS demand is likely to stay strong as oil drilling activities remain robust with the
US, Europe and the world at large trying to move away from their dependence on
Russian oil and gas after the Russia-Ukraine conflict started, which created
volatility in the global oil markets.

The global ATBS market stood at USD7.7b in CY21 and it is expected to increase
to USD17b by end-CY28, reporting ~12% CAGR during the period. In line with all
the above, VO has announced an expansion of its ATBS capacity by 50% to
60ktpa (>65% global market share) from 40ktpa, which is likely to come online
in 2HFY24, although the upcoming domestic competition could be a worry.

...with exports realization moving in line with Brent prices
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Exports accounted for 69% of VO’s overall revenue in FY22. ATBS is the largest
product of VO and currently contributes 48% to its overall revenue (53% in
FY22). VO also enjoys >65% global market share in IBB, which is one of the main
raw materials used in production of Ibuprofen. Demand for both remains
strong after a lackluster FY21 and FY22.

VO reported export sales of 13,359mt in 3QFY23, down 10% QoQ and 3% YoY.
Average rig counts fell in North America during the quarter and that might have
been one of the reasons for this decline. Export sales for 9IMFY23 at 43,353mt
were similar to that of the 9MFY22 level.

Swarnendu Bhushan- Research Analyst (Swarnendu.Bhushan@MotilalOswal.com)

Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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As per our database, overall export realizations for VO stood at ~USD3/kg in
3QFY23, flat v/s 2QFY23. During the same period, Brent has corrected 11% QoQ
to USD88.4/bbl. That being said, if we look at a much longer period, our
research suggests that the realizations move in line with Brent prices (Exhibit 7).
Though global oil market volatility persists due to concerns on both demand and
supply, we believe that near-term ATBS demand should remain strong and VO’s
realizations would be healthy in the export market. Our Brent assumptions too
stand at USD98/USD90/USD90 for FY23E/FY24E/FY25E, respectively.

Valuation and view

Exhibit 1: End-user industries of ATBS

ATBS demand outlook remains quite strong going forward in FY24E. Veeral
Organics Pvt. Ltd. (a wholly owned subsidiary of VO) is also set to commence
production of MEHQ, Guaiacol, and Iso Amylene in 1HFY24E, which should
propel VO into the next leg of its growth story.

Veeral Additives has commenced production of AOs and awaits customers’
approvals. Post-amalgamation, VO would become the largest and the only
doubly integrated manufacturer of AOs in India. Currently, AOs are being
imported and the domestic market is seeing huge demand for PP, LLDPE, etc.
(which is likely to grow at 8% YoY).

The stock is trading at 32x FY24E EPS and 25x FY24E EV/EBITDA, with return
ratios of 23-26%. It had a fixed asset turnover of 2x as of FY22. We value the
company at 35x Dec’24E EPS to arrive at our TP of INR2,740. Reiterate BUY.
Key risk to our call is the upcoming competition in ATBS, which could hurt VO.

Water
Treatment
Chemicals

Paints &
Coatings

ATBS market
by application

Textile Oilfield

Adhesives Chemicals Chemicals Personal Care

Source: Industry, Company, MOFSL
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Exhibit 2: Complete value chain of the existing products of VO
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Exhibit 3: Segment revenue of VO (INR b)

Exhibit 4: Revenue mix of VO (%)
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Exhibit 5: Global rig counts have been on a rise since the Russia-Ukraine conflict began, up 10% since Mar’22
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Exhibit 6: Demand for ATBS has been steady that augurs well for VO

Export Volumes (mt)
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Exhibit 7: Over a longer period of time, export realization for VO moves in congruence with the Brent movement

Brent (USD/bbl)

Export realization (USD/kg)
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Story in charts

Exhibit 8: Expect 32% revenue CAGR over FY22-25... Exhibit 9: ...with Exports likely to remain high
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Exhibit 10: EBITDAM to improve as new projects start... Exhibit 11: ...with product excellence to expand PAT margin
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Exhibit 12: One-year forward P/E trades at 34.3x... Exhibit 13: ...with return ratios improving to 26-28%
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Exhibit 14: Capex for the next three years at INR8b Exhibit 15: Debt profile of VO
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Standalone- Income Statement (INR m)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Total Income from Operations 7,422 11,279 10,289 9,543 16,155 22,220 27,635 36,828
Change (%) 8.9 52.0 -8.8 -7.3 69.3 37.5 24.4 33.3
Gross Margin (%) 49.1 53.4 58.3 59.4 46.7 45.5 47.0 47.0
EBITDA 1,973 4,234 4,139 3,525 4,341 5,914 8,066 10,973
Margin (%) 26.6 37.5 40.2 36.9 26.9 26.6 29.2 29.8
Depreciation 234 274 332 429 455 550 677 804
EBIT 1,739 3,960 3,808 3,096 3,886 5,363 7,389 10,169
Int. and Finance Charges 12 9 11 2 3 19 23 23
Other Income 307 302 450 259 610 838 1,043 1,390
PBT bef. EO Exp. 2,034 4,252 4,247 3,353 4,493 6,183 8,409 11,536
PBT after EO Exp. 2,034 4,252 4,247 3,353 4,493 6,183 8,409 11,536
Total Tax 595 1,428 908 659 1,026 1,556 2,117 2,904
Tax Rate (%) 29.3 33.6 21.4 19.7 22.8 25.2 25.2 25.2
Reported PAT 1,439 2,825 3,338 2,693 3,467 4,626 6,292 8,632
Adjusted PAT 1,439 2,825 3,338 2,693 3,467 4,626 6,292 8,632
Change (%) 2.6 96.3 18.2 -19.3 28.7 33.4 36.0 37.2
Margin (%) 19.4 25.0 324 28.2 21.5 20.8 22.8 23.4
Standalone - Balance Sheet (INR m)
Y/E March FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Equity Share Capital 103 103 103 103 103 103 103 103
Total Reserves 7,864 10,410 12,691 15,331 18,179 21,913 26,993 33,962
Net Worth 7,967 10,513 12,794 15,434 18,281 22,016 27,096 34,065
Total Loans 152 37 3 20 189 1,850 2,150 2,100
Deferred Tax Liabilities 809 846 705 779 900 900 900 900
Capital Employed 8,927 11,395 13,502 16,234 19,370 24,766 30,146 37,065
Gross Block 5,023 5,473 8,551 9,045 10,675 13,175 16,175 18,675
Less: Accum. Deprn. 454 728 1,060 1,489 1,944 2,494 3,171 3,975
Net Fixed Assets 4,569 4,745 7,491 7,557 8,732 10,682 13,005 14,701
Capital WIP 349 1,912 310 547 473 473 473 473
Total Investments 1,317 965 2,274 2,887 979 979 979 979
Curr. Assets, Loans, and Adv. 3,565 4,654 4,355 6,345 10,714 14,733 18,302 24,393
Inventory 822 924 932 1,219 1,762 2,423 3,013 4,016
Account Receivables 1,771 2,440 2,018 2,772 4,584 6,305 7,841 10,449
Cash and Bank Balance 52 38 537 68 43 56 47 67
Cash and liquid investments 1,318 492 1,586 1,762 11 56 47 67
Bank Balance 52 38 0 52 33 0 0 0
Loans and Advances 919 1,252 869 2,285 4,326 5,950 7,400 9,862
Curr. Liability and Prov. 872 881 927 1,102 1,527 2,100 2,612 3,481
Account Payables 635 531 557 664 1,146 1,576 1,960 2,612
Other Current Liabilities 174 211 213 391 328 451 560 747
Provisions 64 139 157 47 54 74 92 122
Net Current Assets 2,693 3,774 3,428 5,243 9,187 12,633 15,690 20,912
Appl. of Funds 8,927 11,395 13,502 16,234 19,371 24,766 30,146 37,065
19 January 2023 6
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Ratios
Y/E March FY18 FY19 FY20 FY21 FY22 FY23E FY24E FY25E
Basic (INR)
EPS 14.0 27.5 325 26.2 33.7 45.0 61.2 84.0
EPS Growth (%) 2.6 96.3 18.2 -19.3 28.7 334 36.0 37.2
Cash EPS 16.3 30.1 35.7 30.4 38.2 50.4 67.8 91.8
BV/Share 77.5 102.3 124.5 150.2 177.9 214.2 263.6 3314
DPS 0.3 2.3 5.5 6.0 6.5 8.7 11.8 16.2
Payout (%) 2.2 9.9 31.6 22.9 19.3 19.3 19.3 19.3
Valuation (x)
P/E 140.4 715 60.5 75.0 58.3 43.7 32.1 23.4
Cash P/E 120.8 65.2 55.1 64.7 51.5 39.0 29.0 21.4
P/BV 25.4 19.2 15.8 13.1 11.1 9.2 7.5 5.9
EV/Sales 27.2 17.9 19.6 21.2 12.5 9.2 7.4 5.5
EV/EBITDA 102.5 47.7 48.7 57.3 46.6 34.5 25.3 18.6
Dividend Yield (%) 0.0 0.1 0.3 0.3 0.3 0.4 0.6 0.8
FCF per share 9.4 15.1 10.4 16.5 -3.4 8.6 23.1 41.0
Return Ratios (%)
RoE 19.5 30.6 28.6 19.1 20.6 23.0 25.6 28.2
RoCE 17.6 27.9 26.9 18.1 19.5 21.0 23.0 25.7
RolC 17.6 33.5 31.7 21.5 19.6 19.5 21.3 23.7
Working Capital Ratios
Fixed Asset Turnover (x) 1.6 2.4 1.7 1.3 2.0 2.3 2.3 2.7
Asset Turnover (x) 0.8 1.0 0.8 0.6 0.8 0.9 0.9 1.0
Inventory (Days) 40 30 33 47 40 40 40 40
Debtor (Days) 87 79 72 106 104 104 104 104
Creditor (Days) 31 17 20 25 26 26 26 26
Leverage Ratio (x)
Current Ratio 4.1 5.3 4.7 5.8 7.0 7.0 7.0 7.0
Net Debt/Equity ratio 0.0 0.0 0.0 0.0 0.0 0.1 0.1 0.1
Standalone - Cash Flow Statement (INR m)
Y/E March FY18 FY19 FY20 Fy21 FY22 FY23E FY24E FY25E
OP/(Loss) before Tax 2,034 4,252 4,247 3,353 4,493 6,183 8,409 11,536
Depreciation 254 274 332 429 455 550 677 804
Direct Taxes Paid -491 -1,262 -1,005 -607 -1,081 -1,556 -2,117 -2,904
(Inc.)/Dec. in WC -316 -1,138 811 -874 -2,257 -1,809 -1,615 -2,742
CF from Operations 1,384 2,003 4,159 2,190 1,271 3,387 5,377 6,718
(Inc.)/Dec. in FA -422 -450 -3,094 -490 -1,618 -2,500 -3,000 -2,500
Free Cash Flow 962 1,553 1,065 1,700 -347 887 2,377 4,218
Change in Investments 1 -442 -674 127 267 0 0 0
Others 33 -1,534 1,793 -1,619 -1,206 -1,624 -1,450 -2,462
CF from Investments -388 -2,427 -1,975 -1,982 -2,558 -4,124 -4,450 -4,962
Issue of Shares -240 0 0 0 0 0 0 0
Inc./(Dec.) in Debt 0 0 0 17 164 1,661 300 -50
Interest Paid -11 -9 -11 -2 -3 -19 -23 -23
Dividend Paid -32 -278 -1,046 -55 -618 -892 -1,213 -1,664
CF from Fin. Activity -298 -403 -1,090 -31 -464 750 -936 -1,737
Inc./Dec. in Cash 697 -826 1,094 176 -1,751 14 -9 19
Opening Balance 621 1,318 492 1,586 1,762 43 56 47
Closing Balance 1,318 491 1,585 1,762 10 56 47 67
19 January 2023 7
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Explanation of Investment Rating
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