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Key risks to investing in Nano stocks

e Nano stocks may not be in the limelight and inherently being micro cap in nature will have a high
risk return profile

e We advise clients to be disciplined in investing at all times. Allocate only a small proportion of your
investible income to these stocks and diversify well

e Try to diversify your exposure within the Nano stocks as well by investing equal proportions in
several picks

e These stocks may have low volumes and trade infrequently

e Micro cap stocks the world over are, to a large extent, affected by the “Pump and Dump”
phenomenon of inflated price buying and depressed price selling

e As explained above, the clients should be patient and trade only through limit orders on any side of
the trade.

e The risk of volatility remains in such micro cap stocks as they can move up or down with large
buy/sell orders

e The fair value of Nano stocks are subject to expected growth potential in the future. Though due
diligence has been done to a fair extent, the actualisation of growth still has a degree of uncertainty
attached to it

Nano stocks report tries to highlight companies with good and scaleable business models, dependable management
and sound financials. However, these stocks may not be in the limelight and have a high risk high return potential.
Please watch out for the following factors before investing in these stocks:

Allocate a small proportion of your investible income to these stocks and diversify well. If you choose to invest in these
stocks, most of your assets allocated towards equity should remain in more stable investments like stocks of large
companies. Moreover, try to diversify your exposure within the nano stocks as well by investing equal proportions in several
picks. This will help you avoid losing too much of your total wealth if the investments do not turn out well. When you invest
in micro-cap stocks there is a higher risk of impairment.

These stocks may have low volumes and trade infrequently. This can create a situation in which you may not be able to find
any willing buyers for your stocks when you wish to sell. We advise our clients to be patient and trade only though limit
orders to avoid volatile fluctuations, both while putting a buy and sell order in these stocks.
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Camlin Fine Sciences (CAMFIN)

Camlin Fine Sciences (CFS) is the world’s largest manufacturer and
marketer of food grade antioxidants TBHQ and BHA with ~50% and
~70-80% market share, respectively. Going ahead, CFS’ focus would
be on capitalising on the industrial segment (Diphenol downstream
products) with the introduction of newer products in the industrial
division.

Price

3 91

Recommendation

Buy

Fair Value

<110-128

Highlights:

Dominant position in global antioxidant industry: The market
share of >b60% in TBHQ and 70% in BHA makes CFS the
dominant leader in the global food antioxidant (prevention of
rancidity in edible oil & fats to increase shelf life of packaged
foods) industry. CFS’ capacity has got ramped up at a CAGR of
12% from ~2500 MTPA in FY09 to 4500 MTPA in FY14

Backward integration: Stability for margins/customer relationship:
In order to secure Hydroquinone (HQ, key raw material) to secure
supplies and combat erratic price fluctuations, CFS acquired
Borregaard ltaly (CFS Europe now), with an installed capacity of
8000 MT, for €1.4 million in March 2011. The acquisition,
therefore, led to a significant improvement in EBITDA margins that
recovered from 8.7% in FY12 to 12.2% in FY14. Further, CFS via
de-bottlenecking has increased capacity by 50% to 12000 MTPA
Growth to be led by new products in Diphenol downstream:

The acquisition of CFS Europe has also opened the gates for
Catechol and Diphenol downstream products (Catechol is a by-
product derived in the production of HQ). Given the low yield on
sale of Catechol, CFS has been working on capitalising on the
downstream products of Catechol such as Vanillin, Guaiacol, TBC,
etc. The market size of these products is estimated at ¥ 2000
crore. This can be a scalable opportunity for CFS as industry
segment sales (X 77 crore in FY14) are just 4% of the opportunity
Strong performance warrants re-rating: Strong revenue, PAT
CAGR of 23%, 22%, respectively, (in FY14-16E) on the back of
new product launches in Diphenol downstream segment, entry
into blends business (forward integration for TBHQ, BHA
business) and consistent margins (12.5-12.8%) are expected to
lead to a re-rating of the investment multiples in the range of 12-
14x on FY16E EPS of % 9.1.

Key risks-

Business specific

Penetration into newer geographies: Going ahead, CFS’ focus would on capitalising on the industrial segment (Diphenol
downstream products) with the introduction of newer products in the industrial division. We highlight that given the fact that
the abovementioned segment would entail newer geographies, the success of the segment would hinge on penetration into

those newer geographies.

Company specific

Longer working capital cycle may increase debt burden: CFS has a net working capital (ex-cash) of 85 days. Consequently,
the company has a working capital debt of ~% 120 crore (out of total consolidated debt of ¥ 160 crore). While topline growth,
going ahead, is expected at ~23% over FY14-16E (much lower than historical topline growth of ~37.3% over FY09-14), any
further stretch in working capital could pose a key risk to the company’s balance sheet (current net debt to equity at 1.5x).
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Description Stock data
Camlin Fine Sciences (CFS) is the world’s largest manufacturer and | | Market Capitalization ( crore) 4343
marketer of food grade antioxidants tertiary butyl hydroquinone 52WeekHighl/L0W(?) 95/ 15
(TBHQ) and butyl hydroxy anisole (BHA) with ~50% and ~70-80% | | Promoter Holding (%) 52.6
market share, respectively. CFS is mainly present in two segments — E'I'l HH°'I‘(’1',"9 (%) 0.0
food and industrial. The food division focuses on enhancing the nrio '"g.(%) 0.
. i . . Dividend Yield (%) 0.8
shelf life of food products that contain fats and oils with products 12M / 6M stock return (%) 482/ 440
such as TBHQ and BHA while the industrial division has products Debt (% crore) 160.0
such as Diphenol downstream products such as Vanillin, Tert-Butyl | | ¢ash and cash Equivalent  crore) 15.8
Catechol (TBC), Guaiacol, Veratrole, etc. made from Catechol. Enterprise Value (3 crore) 578.4
. 5 Year Revenue CAGR (%) (FY09-14) 37.3
History and track record 5 Year EBITDA CAGR (%) (FY09-14) 36.2
e Camlin Fine Sciences (erstwhile Camlin Fine Chemicals), the | |5 Year PAT CAGR (%) (FY09-14) 63.6

fine chemical and pharmaceutical division of Camlin (now Kokuyo
Camlin), was demerged from its parent in December, 2006

o CFS caters to two segments, namely the food (average revenue
share in standalone sales at 85% over FY11-14) and the industrial
division

e |t started the process of integration in FY11 with the acquisition
of Borregaard ltalia SpA. This critical backward integration enabled
it to have a firm control over prices as well as supply of
Hydroquinone (HQ), the basic raw material

e The topline and bottomline have grown at 37.3% and 63.6%
CAGR, respectively, over FY09-14 aided mainly by its backward
integration through the stable availability of its key raw materials HQ
and consistent gains in TBHQ+BHA market share leading to 1.8x
capacity increase over FY09-14

e CFS has exhibited strong average dividend payout of 56.5%
over FY09-12. However, with the unfolding growth trajectory, the
same has moderated to 17.7% over FY13-14

e The company had come out with a 3:5 right issues of shares in
July, 2010 and had a share split of 1:5 in February, 2012. The
promoters’ shareholding over FY11-14 has risen from 50.8% to
52.6% currently

Valuation table

Earning estimates

FY13 FY14 FY15E FY16E

P/E 28.6 15.1 13.7 10.1
Target P/E 33.9 17.9 16.3 12.0
EV /EBITDA 1.4 9.4 1.5 6.0
P/BV 6.6 4.6 3.6 2.7
RoNW 23.1 30.2 25.9 271
RoCE 17.5 19.5 221 242
Source: ICICIdirect.com Research

Quarterly performance (Standalone)

(% crore) Q1FY14  Q2FY14  Q3FY14  Q4FY14
Sales 71.9 94.6 91.2 110.6
EBITDA 13.3 14.0 16.3 15.0
EBITDA Margin (%) 17.0 14.8 17.9 13.6
Depreciation 2.1 2.1 2.8 2.3
Interest 5.0 4.8 6.4 6.2
Other Income 0.8 0.5 0.4 0.6
PAT 5.0 5.8 48 3.4
EPS (%) 0.9 1.1 0.9 0.6
Source: ICICldirect.com Research
Shareholding trend (%)

Key Shareholders Q1FY14  Q2FY14  Q3FY14  Q4FY14
Promoter group 52.7 52.8 52.7 52.6
Non-institutional 47.3 47.2 47.3 47.4

Source: ICICIdirect.com Research

% crore FY12 FY13 FY14 FY15E FY16E
Net Sales 335.3 373.6 508.7 610.4 763.0
EBITDA 29.3 47.0 61.6 76.3 97.7
EBITDA margin (%) 8.7 12.6 12.1 12.5 12.8
PAT 3.8 15.1 28.7 31.6 429
EPS 0.8 3.2 6.1 6.7 9.1
Source: Company, ICICldirect.com Research
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Technical View

The stock has been in a secular uptrend forming
higher peak and higher trough in all time frame. It has
seen a multifold rally since the bottoming out in
August 2013 (15.00) going from strength to strength.

Recently in May 2014, the stock bounced back taking
support at the 38.2% retracement of the previous
major up move from ¥ 21 to ¥ 67.50 signalling a bullish
structure and continuance of the positive momentum
in the short-term.

Volume behaviour during the recent rally signals larger
participation in the stock as the up move was
accompanied by almost seven times the 52 week
average volume (1.3 lakh shares per week).

Source: Bloomberg, ICICldirect.com Research
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What's the story?

Camlin Fine Sciences (CFS) has come a long way by maintaining its dominant market share in the global
antioxidants industry [60% share in Tertiary Butyl Hydroquinone (TBHQ) and 70-80% share in Butyl
Hydroxy Anisole (BHA)]. To beak into newer geographies and enhance its product offering, CFS
bifurcated its business into two strategic segments: a) food division- The division focuses on enhancing
the shelf life of food products containing fats & oils with products such as TBHQ & BHA. The food division
has been growing at a healthy CAGR of 24% while average revenue share, in standalone sales, was 85%
over FY11-14. b) The industrial segment is still in a nascent stage as revenues for FY14 were at I 77 crore
or 21% of standalone sales. Going ahead, CFS’ focus would be to capitalise on the industrial segment
(Diphenol downstream products) with the introduction of newer products in the industrial division. CFS
has already launched three new high potential products in FY13, namely Vanillin, TBC and Guaiacol.

A key milestone in CFS’ history was securing raw material supply and becoming 100% backward
integrated in procuring Hydroquinone (HQ), which forms ~55% of the raw material cost. Given the tight
demand-supply dynamics, prices of HQ appreciated more than 100% in FY11. Hence, to shield EBITDA
margins and customer relationships, CFS acquired Borregaard Italia SpA (CFS Europe), one of the five
global manufacturers of HQ with a capacity of 8,000 MTPA, for a sum of €1.4 million and spent an
additional €1 million on overhauling the plant. The acquisition led to a significant improvement in EBITDA
margins, which recovered from 8.7% in FY12 to 12.2% in FY14. Furthermore, CFS via de-bottlenecking
also increased the capacity by 50% to 12,000 MTPA in FY14, which can further provide volume growth
impetus for CFS as they have the lever to manufacture TBHQ and BHA up to 7000 MTPA (5100 MTPA
licensed capacity and 2000 MTPA via contract manufacturing).

Given the sizeable presence in the foods division, CFS now focuses on improving the yield of HQ from
Phenol as CFS has been continuously working on its research & development (R&D, average R&D spend
has been around 0.7% of standalone sales). CFS now aims to improve the current yield ratio of 45:55
(HQ: Catechol) in favour of HQ by raising the yield ratio to 65:35. This will allow CFS to forward integrate
into customised antioxidant blends, which have superior realisation and market size. The base business
i.e. TBHQ and BHA industry is expected to grow at ~10% and ~3%, respectively. CFS has already set up
a blending plant in Brazil, which is currently the fastest growing blend market.

The big growth driver, in our view, will be a ramp up of revenues in the Diphenol downstream products.
The potential products include, Vanillin (market: 20000 MTPA; realisation: ~$13/kg), Guaiacol (market
5000 MTPA; realisation: ~$5.5/kg), Veratrole (market: 2000 MTPA,; realisation: ~$6/kg) and TBC (market:
5000 MTPA; realisation ~$5.5/kg), going ahead, as Catechol is in a glut situation with lower realisation
($3-3.5/kg). Back of the envelope calculations peg the market size at ¥ 2000 crore. This can be a robust
opportunity for CFS to scale up as current industrial segment revenues contribute merely ~% 80 crore
(~4% of the opportunity size). CFS envisaged sale of 2000 MTPA of vanillin (contract manufacturing in
China) by FY16E, which alone has the potential to add ¥ 150 crore alone to consolidated revenues.

Strong performance warrants re-rating

CFS has exhibited a strong financial performance, aided mainly by its backward integration, which
boosted its margins and topline growth through stable availability of its key raw material HQ. The
leverage, which had grown to 2.2x in FY12 (vs. 1.5x in FY11), led by the acquisition of CFS Europe, also
returned to 1.5x given the strong earning growth (175.2% over FY12-14).

Going ahead, we expect topline growth of 20% and 25% in FY15E and FY16E, respectively, on the back
of strong growth in the industrial segment (expected to grow to ~¥ 200 crore in FY16E vs. ~X 77 crore
currently) through the foray into downstream products, namely Vanillin, Guaiacol, Veratrole, etc. We
expect the improvement in the operating margin to continue from 12.1% in FY14 to 12.8% in FY16E as
we believe industry segment revenues have the potential to grow 2.5x over FY14-16E. Consequently, we
expect a strong PAT CAGR of 22.4% over FY14-16E to ¥ 42.9 crore. RoEs are expected to remain strong
in the range of 26-27%.

Historically, CFS has traded at an average one year forward P/E of ~9.1x. We highlight that given the size
of the company, the multiples had always remained at a modest level. However, given the size of the
opportunity, going ahead (~% 2000 crore in the Diphenol downstream product), the dominant position in
the global antioxidant market, strong earnings growth and return ratios, CFS is well poised for a re-rating.
With increasing scale and growth momentum, we use the PEG ratio as the right valuation yardstick and
ascribe 0.5-0.7x on the earnings CAGR. Hence, we arrive at a fair value of ¥ 110 — 128 based on a P/E
multiple of 12-14x on FY16E EPS of % 9.1/share.
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Financial summary

Profit and loss statement % Crore

% crore FY13 FY14 FY15E FY16E
Net Sales 373.6 508.7 610.4 763.0
Other Income 10.2 9.7 3.0 3.0
Total Revenue 383.8 518.3 613.4 766.0
Raw Material Expenses 164.6 275.7 335.7 419.7
Employee Expenses 30.2 355 39.7 41.3
Other Expenses 131.8 135.8 158.7 198.4
Total Operating Expenditure 326.6 447.0 534.1 665.3
EBITDA 47.0 61.6 76.3 97.7
Interest 20.1 24.7 28.1 34.3
PBDT 37.1 46.7 51.2 66.4
Depreciation 13.6 11.8 12.2 13.4
PBT 235 34.9 39.0 53.0
Total Tax 8.4 6.1 1.4 10.1
PAT before Ml 15.1 28.7 31.6 42.9
Minority Interest - - -
Profit from Associates (0.0) (0.0) - -
PAT 15.1 28.7 31.6 42.9
EPS 3.2 6.1 6.7 9.1

Source: Company, ICICldirect.com Research

Balance sheet < Crore

% crore FY13 FY14 FY15E FY16E
Liabilities
Equity Capital 9.4 9.4 9.4 9.4
Reserve and Surplus 56.0 85.7 112.6 149.0
Total Shareholders funds 65.3 95.1 122.0 158.5
Minority Interest - -
Total Debt 125.7 160.0 160.0 190.0
Deferred Tax Liability 3.2 (4.0) (4.0) (4.0)
Total Liabilities 194.2 251.1 277.9 344.4
Assets
Total Gross Block 251.0 284.9 294.9 3249
Less: Acc Dep 167.8 179.5 191.7 205.2
Net Block 83.3 105.4 103.2 119.7
Total CWIP 0.8 0.8 0.8 0.8
Investments 1.2 1.2 1.2 1.2
Inventory 149.0 109.2 128.9 161.1
Debtors 87.1 101.3 119.6 146.3
Loans and Advances 21.4 23.8 28.5 35.7
Cash 25.7 15.8 22.8 40.4
Other Current Assets 1.0 8.1 8.1 8.1
Total Current Assets 284.2 258.2 307.9 391.6
Current Liabilities 162.7 99.4 117.3 146.6
Provisions 12.6 15.1 17.8 223
Net Current Assets 108.9 143.7 172.8 222.1
Total Assets 194.2 251.1 271.9 344.4

Source: Company, ICICldirect.com Research
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Cash flow statement
% crore
Profit after Tax
Depreciation
Interest
Cash Flow before wc changes

Net Increase in Current Assets
Net Increase in Current Liabilities
Net cash flow from op activities
(Purchase)/Sale of Fixed Assets
Other Investments

Others

Net Cash flow from Inv Activities
Change in Equity Capital

Change in Loan Fund

Interest

Others

Net Cash flow from Fin Activities

Net Cash flow
Opening cash & cash equivalent
Closing cash & cash equivalent

Source: Company, ICICldirect.com Research

FY13
15.1
13.6
20.1
48.8

(60.4)
70.7
59.1

(21.6)

0.0
(0.2)
(21.7)
0.0
0.9
(20.1)
(2.6)
(21.9)

15.5
10.2
25.7

FY14
28.7
11.8
24.7
65.2

16.0
(60.7)
20.5
(33.9)
(7.2)
(41.1)
0.1
34.3
(24.7)

1.0
10.7

(9.9)
25.7
15.8

% Crore
FY15E FY16E
31.6 429
12.2 13.4
28.1 34.3
71.9 90.6
(42.7) (66.1)
20.6 33.8
49.8 58.3
(10.0) (30.0)
(10.0) (30.0)
- 30.0
(28.1) (34.3)
(4.7) (6.4)
(32.8) (10.7)
7.0 17.6
15.8 22.8
22.8 40.4

Per Share Data

EPS

Cash EPS

BV

Operating profit per share

Operating Ratios
EBITDA / Total Operating Income
PAT / Total Operating Income

Return Ratios
RoE

RoCE

RolC

Valuation Ratios
EV / EBITDA

P/E

EV / Net Sales
Market Cap / Sales
Price to Book Value

Turnover Ratios

Asset turnover

Debtors Turnover Ratio
Creditors Turnover Ratio

Solvency Ratios
Debt / Equity
Current Ratio
Quick Ratio
Debt / EBITDA

Source: Company, ICICldirect.com Research

FY13

3.2
6.1
13.9
10.0

12.6
4.0

23.1
17.5
19.9

11.4
28.6
1.4
1.2
6.6

2.0

4.3
23

1.9
1.6
0.8
2.1

FY14

6.1
8.6
20.2
13.1

12.1
5.6

30.2
19.5
21.3

9.4
15.1
1.1
0.9
4.6

23
5.0
5.1

1.7
23
1.3
2.6

FY15E

6.7
9.3
25.9
16.2

12.5
5.2

25.9
22.1
25.2

1.5
13.7
0.9
0.7
3.6

2.3

5.1
5.2

1.3
2.3
1.3
2.1

FY16E

9.1
11.9
33.6
20.7

12.8
5.6

211
24.2
21.8

6.0
10.1
0.8
0.6
2.1

2.5

5.2
5.2

1.2
23
1.4
1.9
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction;
Buy: > 10%/ 15% for large caps/midcaps, respectively;

Hold: Up to +/-10%;

Sell: -10% or more;
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ANALYST CERTIFICATION

We /I, Chirag Shah ((PGDBM) Bhupendra Tiwary MBA (Finance) research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities 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 ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Chirag Shah ((PGDBM) Bhupendra Tiwary MBA (Finance) research analysts and the authors of this report have not received
any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which include
earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed Chirag Shah ((PGDBM) Bhupendra Tiwary MBA (Finance) research analysts and the authors of this report or any of their family members does not serve as an officer, director or advisory board
member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

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 ICICI Securities 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.
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