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ating Matrix

Rating Unrated
Target NA
Target Period NA
Potential Upside NA

Key Financials

(X Crore) FY13 FY14 FY15 FY16
Net Sales 488.2 596.1 719.0 715.2
EBITDA 20.9 60.3 1133 139.4
Net Profit 42.1 23.9 57.1 78.3
EPS Adj R) 2.6 1.5 3.6 4.9

I

aluation Summary

(x) FY13 FY14 FY15 FY16
P/E 36.3 64.0 26.8 19.5
EV / EBITDA 735 25.5 13.6 11.0
P/BV 4.2 4.0 3.7 3.2
RoNW (%) 11.5 6.3 13.8 16.7
RolC (%) 10.0 10.7 19.4 28.4
Particular Amount
Market Capitalization < 1528 crore
Total Debt (FY16) % 26 crore
Cash (FY16) % 15 crore
EV < 1538 crore
52 week H/L (%) 96/ 48
Equity capital <161 crore
Face value 10
FIl Holding (%) 3.6
DIl Holding (%) 1.8

Price Performance

Return (%) ™ 3M 6M 12M
Nocil Ltd 16.0 33.1 24.1 95.7
Oriental Carbon & Chemicals 8.4 20.3 40.0 90.3
Phillips Carbon Black Ltd 21.3 55.7 33.0 246.6
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Nocil Ltd (NOCIL)

795
Industry leader well poised for growth...

We recently met P Srinivasan, the Chief Financial Officer (CFO) of Nocil
Ltd (Nocil) to get an insight into the global rubber chemicals industry and
the company’s role in the value chain. Nocil, an Arvind Mafatlal Group
enterprise, is India’s largest rubber chemicals manufacturer with a rich
heritage spanning over four decades. It is an approved vendor at most
domestic and global tyre manufacturers. Its wide product range, global
presence and technical know-how make it the most strategic alternative
to its Chinese counterparts. It follows an integrated approach wherein it
manufactures intermediates as well as a wide range of final products
across two manufacturing facilities in Navi Mumbai and Dahej with an
installed capacity of 53000 tonne. As of FY15, it commands a market
share of ~5.6% of the global and ~42% of the domestic rubber chemical
industry, pegged at ~9.45 lakh tonne and ~65000 tonne, respectively.
Citing capacity constraints (operating in 90%+ capacity utilisation levels)
and robust demand for its product offerings, Nocil is undertaking a major
expansion with an estimated capital expenditure of ¥ 170 crore (funded
through internal accruals) and expected commissioning by H2FY19E. In
FY16, sales were at ¥ 715.2 crore, EBITDA at ¥ 139.4 crore (EBITDA
margins 19.5%) and PAT at ¥ 78.3 crore. However, the company is
susceptible to realisation risk amid volatile crude prices.

Impressive growth, envisaged capex lift prospects for FY16-19E

Nocil has delivered an impressive turnaround post the commissioning of
the Dahej facility in FY13. During FY12-16, sales, EBITDA and PAT have
grown at a CAGR of 10.3%, 39.4% and 22.7%, respectively. Improved
process efficiencies, change in product mix and continuous R&D efforts at
its Dahej facility have been a game changer. Sensing capacity constraints
with utilisation levels in excess of 90%, the management has proactively
embarked upon an impressive ~X 170 crore capex programme. It is
expected to be commissioned by H2FY19E with a revenue potential of
~% 300 crore at peak utilisation and intended RoCE of 20%+ thereby
strengthening the prospects for FY17-22E.

Healthy balance sheet, robust cash flows, return ratios!

Robust growth in EBITDA margins from 7.6% in FY12 to 19.5% in FY16
and improved working capital cycle have led to strong return ratios with
FY16 RoE and RolC at 16.7% and 28.4%, respectively. The improved
performance has helped the company to generate a CFO of ¥ 170 crore in
FY16 (X 44 crore in FY14). This has largely resulted in a substantial debt
reduction with debt declining from ¥ 152 crore as of FY14 to ¥ 25 crore in
FY16 with consequent debt-equity at 0.1x (FY16). At the CMP of ¥ 95,
Nocil trades at 13.0x P/E (TTM basis) and 10.0x EV/EBITDA (TTM basis).

Exhibit 1: Financial Performance

(X Crore) FY12 FY13 FY14 FY15 FY16
Net Sales (% crore) 483.4 488.2 596.1 719.0 715.2
EBITDA ( crore) 36.9 20.9 60.3 113.3 139.4
Net Profit (% crore) 34.6 421 23.9 57.1 78.3
EPS Adj (%) 2.1 2.6 15 3.6 4.9
P/E (x) 44.2 36.3 64.0 26.8 19.5
Price / Book (x) 4.6 4.2 4.0 3.7 3.2
EV/EBITDA (x) 41.6 735 25.5 13.6 11.0
RolC (%) 19.7 10.0 10.7 19.4 28.4
RoE (%) 10.3 11.5 6.3 13.8 16.7

Source: Company, ICICldirect.com Research
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Other management meet highlights

» Rubber chemicals are chemical compounds used in production,
synthesising and purification of various rubber products. They are
largely divided into two main categories viz. accelerators
(chemicals that accelerate speed of vulcanisation) and anti
oxidants (chemicals that enhance the durability and life of rubber
products)

» Rubber chemicals constitute ~3.5% of overall rubber
consumption. With global rubber consumption estimated at ~27
million tonnes (MT) as of FY16, the rubber chemicals market is at
~1 million tonne. This market is controlled by China with a market
share of ~75% on the back of higher subsidies and incentives.
The Indian rubber chemical demand constitutes ~7% i.e. 60000-
65000 tonne of the global industry

» With average realisation of ~US$3.5/kg, total industry size in
value terms was at US$3.5 billion at the global level and ~% 1500
crore domestically

» For a tyre manufacturer, rubber chemicals, though critical in
volume terms, form less than 4% of its total cost (in value)

» All manufacturing facilities of Nocil are customer approved. This
usually acts as a key entry barrier in the rubber chemical industry
given its long gestation period of ~12-18 months

» lIts key global customers are Michelin, Bridgestone and
Continental, among others. Its key customers domestically are
MRF, JK Tyres and Birla Tyres, among others

» Benzene is the key raw material for manufacturing rubber
chemicals, which is indeed a crude derivative

Exhibit 2: Product profile

ACCELARATORS

Increase the speed of vulcanization & to permit vulcanization
to proceed at lower temperature & with greater efficiency

ANTI DEGRADANTS

An anti-degradant or deterioration inhibitor is an ingredient in rubber
compounds to deter the aging of rubber products

ANTI-OXIDANTS

Chemical compound that inhibits oxidation & can be used as a stabilizer in rubbers

PRE VULCANIZATION INHIBITOR

Inhibitor of premature vulcanization of synthetic & natural rubbers during procassing

POST VULCANIZATION STABILIZER

Improves Thermal Stability of cross links in rubber products

One Stop Shop with Wide Range to suit Market Requirements

Source: Company, ICICldirect.com Research
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Rubber chemical sales volumes were at ~48117 MT in
FY16 vs. ~37173 in FY12 registering a CAGR of 6.7%

Exhibit 4: Sales volume in FY12-16
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Key financial

Revenues have grown at 10.3% CAGR in FY12-16 to ¥ 715 crore in FY16.
This has been largely driven by 6.7% volume improvement and 3.4%
price improvement. The price improvement has mainly been due to the
management’s conscious effort to increase its share of value added
offerings (~35% of sales in FY16). Revenues remained flattish in FY16
over FY15 in value terms due to a drop in realisations, which is largely
crude linked. However, in volume terms, sales have grown ~4%.

Exhibit 3: Revenue trend; witness CAGR of 10.3% in FY12-16
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Exhibit 5: Sales mix: domestic vs. export
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Source: Company, IC/Cldirect.com, Research

EBITDA margins have improved to the tune of 1185 bps in FY12-16.
Margins improved to 19.5% in FY16 vs. 7.6% in FY12.

Exhibit 6: EBITDA & EBITDA margins trend
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Exhibit 7: RolC & RoE trend
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Robust growth in EBITDA margins from 7.6% in FY12 to 19.5% in FY16
and a stable working capital cycle have led to strong return ratios with
FY16 RoE and RolC at 16.7% and 28.4%, respectively. The improved
performance has helped the company generate a CFO of ¥ 170 crore in
FY16 (X 44 crore in FY14). This has largely resulted in a substantial debt
reduction with debt declining from ¥ 152 crore as of FY14 to ¥ 25 crore in
FY16 with consequent debt-equity at 0.1x (FY16).
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Source: Company, ICICldirect.com, Research

The net working capital cycle has witnessed a significant
improvement with net working capital days at ~114 days in
FY15-16 compared to ~143 days in FY14-15. It largely
benefited from lower inventory and debtor days. The
management has indicated at limited room for a further
reduction in NWC days

Debt: equity is on the decline with debt: equity declining from
0.2x as of FY12 to 0.1x as of FY16

Exhibit 8: PAT trend over FY12-16
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Exhibit 9: Net working capital days trend
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Exhibit 10: Debt: equity profile trend
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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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research report accurately reflect our views about 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.

Terms & conditions and other disclosures:
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are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking
and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts
and their relatives 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
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