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GNFC Ltd STOCK IDEA

Chemicals & Fertilisers | Rating: BUY

Date Apr 6, 2021 GNFC was incorporated as a public limited company in 1976 and is promoted jointly by the Gujarat
CMP (Rs) 313.3 State Investments Limited (GSIL) and Gujarat State Fertilizers and Chemicals Limited (GSFC), both
Target Price 380.0 cumulatively holding a 41.18% equity stake. Based in Bharuch, GNFC mainly manufactures

fertilisers such as urea, ANP and calcium ammonium nitrate (CAN), and industrial chemicals such

Potential Upside 21% as methanol, acetic acid, aniline, TDI, formic acid and nitric acid. Fertilizers Division contributes
BSE Sensex 49,201.39 ~35% to company’s revenue and ~5% EBIT, Chemicals division contributes ~60% to revenue and
NSE Nifty 14,683.50 90-95% of EBIT and IT services contributes ~2% of revenues and ~1-2% of EBIT. The company is
one of the largest producers of industrial chemicals in India, with TDI, Acetic Acid, and Formic Acid
being its core products. It is the only manufacturer of Toluene Di Isocyanate (TDI) in South-East
Bloomberg GNFC:IN Asia. The company has so far exported its products to more than 80 countries worldwide.
Reuters GNFC.NS
BSE Group A
INVESTMENT RATIONALE
BSE Code 500670 S °
NSE Symbol GNFC TDI Plant de-bottlenecking and sharp price rise to drive strong growth in revenues and profits
Market Data TDI prices has seen a spurt of about ~50% over the last few months, driven by few units in china undergoing
Mar. cap(Rs Cr) 4869.27 maintenance shut down resulting in shortages. Further, slower demand has picked up after gradual opening of
Eg. Cap.(Rs Cr) 155.42 economies across the world driving demand. TDI constitutes 25% of chemical division revenue for GNFC in
52 Wk High/Low 339.5/108.0 FY20. The rise in prices is likely to sus_tain over the ne_xt_few months, owing to few mor(_a_units in_US_ and Europe
Avg.Qtly Volume 16.25,533 going for maintenance shutdown and tight supply chain issues owing to lack of availability of shipping container

and Suez Blockage issue. Further, debottlenecking of TDI 2 plant is expected to be completed in Q1FY22 which
Face Value (Rs) 10 will improve production of the unit by 20%. Thus we expect a strong revenue growth for TDI with improved

Sh holdi Pait o profitability for FY22 and FY23.
arenolding Pattern (o

DBT implementation in FY22 will help cash flow and company becoming debt free

Particulars Implementation of new DBT in FY22 will mean that fertilizer companies will receive subsidy within a few days of
(%) Dec-20 | Sep-20 | June-20 the sale. This shall help Fertiliser companies with faster recovery in subsidy, providing certainty to cash flow. In
Promoters 112 112 112 fact, Government has provided Rs 1.34 trn towards Fertilizer subsidy in RE of FY21 Budget which shall cover all
. : : outstanding subsidies for FY21. Further, Rs 795 bn is provided for fertilizer subsidy for FY22. GNFC has a
Fil 8.6 8.7 9.9 subsidy receivable of Rs 900 cr as of December 2020 with a debt of Rs 860 cr in FY20. In fact, the management
DIl 13.6 13.9 14.9 has indicated that the Subsidy receivables have already come down to Rs 300 cr with newer model of DBT.
Public 36.7 36.2 34.0 Further, we expect the company to become debt free in FY22 and the incremental cash flow could be either be

used for newer projects or paid to shareholders.

Comparative Price Chart Capacity expansion in Chemicals and IT services to boost profits
Formic Acid capacity is enhanced by 20 MTD, which will be completed in Q2FY22. This will increase the overall
Formic Acid capacity to 85 MTD. Further, company is adding another plant for Concentrated Nitric Acid (CNA),
200 which will add a capacity of 150 MTD and will be completed by Q2FY22. The new plant will help company in
increasing its share in the CNA Market. Increase in capacity for chemicals will bodes well for profitability, as
150 chemicals division accounts for average 85-90% of EBIT vs. 5-10% for Fertilizers. Company’s IT division — nCode
Solutions, a CMMIiSVC level 5 company providing services in Digital Signatures, and e-procurement with high
100 level of transparency. The division reported sales of Rs 75 cr and Rs 20 cr profit in FY20. The division has
expanded into Smart city/System Integration, Project Management, Data Centre operations etc. Thus, we expect
50 IT services to continue to add to company’s profitability.
0+ T T T T T T Key Risks
9 3 b 2 < < by Delay in new DBT implementation could have bearing on both cash flows and debt of the company. Further,
= % 5 qé). 5 qé,. 5 correction in prices of products or a sharp rise in input prices could have implication on profitability of the
= n = N = N = company.
— BSE Sensex GNFC Valuation and Outlook:

GNFC has tailwinds emanating from several factors such as rising TDI prices, new DBT for Fertilizer subsidy,
Liza Fernandes capacity expansion for chemicals and improving visibility in IT service business. For FY22, we are projecting a

revenue growth of 18% and earnings growth of 15% over FY21le-23e (owing to higher tax rate). Further, lower
receivable days at just 25 days in FY23e vs. 100 days in FY20 will aid in improved working capital and company
becoming debt free. With steady revenue and cash flow visibility and improving profitability, we expect the stock
to re-rate. Hence we recommend a BUY on GNFC with a TP of Rs 380, based on 8x FY23e EPS. Our TP
represents a 21% upside to the company’s stock from its CMP of Rs 313.

Research Analyst - Equities
lizafernandes@systematixgroup.in

Particulars Revenue EBITDA EBITDAM
(Rs. Cr) (Rs. Cr) (%)
FY19 5,896 868 14.7% 750 12.7% 48.2 6.5
FY20 5,162 542 10.5% 508 9.8% 32.7 9.6
FY21E 5,067 916 18.1% 563 11.1% 36.2 8.7
FY22E 6,230 1,043 16.7% 648 10.4% 41.7 7.6
FY23E 7,086 1,147 16.2% 742 10.5% 47.8 6.6

Source: Company filings, Systematix Research
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GNFC Ltd

Exhibit 1: Income Statement

Revenues 5,917 5,896 5,162 5,067 6,230 7,086
COGS 2,612 2,861 2,738 2,344 2,966 3,413
Gross profit 3,305 3,035 2,425 2,723 3,264 3,673
Employee cost 395 524 513 471 582 666
Other expenses 631 753 540 575 685 762
EBITDA 1,391 868 542 916 1,043 1,147
EBITDA Margin 23.5% 14.7% 10.5% 18.1% 16.7% 16.2%
Depreciation & amortization 270 263 264 274 296 326
EBIT 1,120 605 277 643 47 821
Interest expense 100 6 5 8 3 2
Other income 142 221 153 136 156 170
PBT 1,162 819 425 772 901 990
Tax 372 78 -74 208 252 247
Minority interest 0 0 0 0 0 0
PAT 795 750 508 563 648 742
Adj. PAT 795 750 508 563 648 742
EPS (INR) 0.0 0.0 0.0 36.2 41.7 47.8
Adj. EPS 51.1 48.2 32.7 36.2 41.7 47.8
Source: Company filings, SystematixResearch
Exhibit 2- Cash Flow Statement
INR Cr FY18 FY19 FY20 FY21E ‘ FY22E FY23E
Net Cash Generated From Operations 1,819 701 286 1,777 807 973
Net Cash Flow from/(used in) Investing Activities 49 (310) (901) 616 (322) (300)
Net Cash Flow from Financing Activities (1,400) (185) 546 (253) (667) (291)
Net Inc/Dec in cash equivalents 468 206 (69) 2,140 (182) 382
Opening Balance (565) 97) 109 40 2,180 1,998
Closing Balance Cash and Cash Equivalents (97) 109 40 2,180 1,998 2,380

Exhibit 3- Key Ratios

Key Ratio FY18 FY19 FY20 FY21E FY22E FY23E

Source: Company filings, SystematixResearch

EBITDA Margin (%) 23.5% 14.7% 10.5% 18.1% 16.7% 16.2%
Tax rate (%) 32.1% 9.5% -17.4% 27.0% 28.0% 25.0%
Net Profit Margin (%) 13.4% 12.7% 9.8% 11.1% 10.4% 10.5%
RoOE (%) 17.6% 14.8% 9.6% 9.9% 10.5% 11.0%
RoCE (%) 26.6% 15.7% 7.0% 12.0% 14.0% 14.4%
EPS (INR) 0.0 0.0 0.0 36.2 41.7 47.8

Source: Company filings, Systematix Research
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Exhibit 4- Balance Sheet

Non-current assets

Property, plant and equipment 4,115 3,916 3,768 3,623 3,486 3,340
Capital work-in-progress 14 25 82 82 82 82
Investment Property/Intangibles 19 19 18 18 18 18
Other intangible assets 27 25 22 22 22 22
Right of use of assets 0 0 2 2 2 2
Financial assets
Investments 785 799 673 660 812 923
Loans 76 247 102 102 102 102
Other financial assets 10 11 14 14 14 14
Income tax assets (Net) 41 23 11 11 11 11
Other non-current assets 37 56 77 77 77 77
Total non-current assets 5,124 5,121 4,771 4,613 4,627 4,593
Current assets
Inventories 681 829 932 915 1,125 1,280
Financial assets
Trade receivables 1,120 1,240 1,413 416 461 485
Cash and cash equivalents 6 164 66 2,205 2,024 2,405
Other bank balances 10 71 123 123 123 123
Loans and advances 15 17 184 184 184 184
Other financial assets 32 23 783 51 62 71
Other current assets 243 144 147 147 147 147
Total current assets 2,107 2,488 3,648 4,041 4,126 4,695
TOTAL ASSETS 7,231 7,609 8,419 8,655 8,753 9,288
EQUITY AND LIABILITIES
Equity
Equity share capital 155 155 155 155 155 155
Other equity 4,362 4,909 5,144 5,562 6,044 6,596
Equity attributable to the equity shareholders 4,517 5,065 5,299 5,718 6,199 6,751
Total equity 4,517 5,065 5,299 5,718 6,199 6,751
Liabilities
Non-current liabilities
Borrowings 0 0 0 0 0 0
Lease Liabilities 0 0 1 1 1 1
Provisions 173 236 243 243 243 243
Deferred tax liabilities (Net) 479 467 316 316 316 316
Government grants(deferd income) 880 820 759 759 759 759
Total non-current liabilities 1,533 1,522 1,319 1,319 1,319 1,319

Current liabilities
Financial liabilities

Borrowings 230 208 859 750 250 150
Lease obligations 0 0 1 1 1 1
Trade payables 426 395 513 440 556 640
Other financial liabilities 172 183 210 210 210 210
Other current liabilities 133 85 68 68 68 68
Provisions 55 64 62 62 62 62
Government grants 66 66 63 63 63 63
Current tax liabilities (Net) 100 23 24 24 24 24
Total current liabilities 1,181 1,022 1,800 1,618 1,234 1,218
Total liabilities 2,714 2,545 3,119 2,937 2,554 2,537
TOTAL EQUITY AND LIABILITIES 7,231 7,609 8,419 8,655 8,753 9,288

Source: Company filings, Systematix Research
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DISCLOSURES/APPENDIX

ANALYST CERTIFICATION

1/We,CA Liza Fernandes , hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers referred to in this research
report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report by Systematix Shares and Stocks (India)
Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock (%) No
Served as an officer, director or employee No
ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.
2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the month immediately preceding
the distribution of the research report.
3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.
4, The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or services from the

company(ies) covered in this report in the past twelve months.

5. The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous twelve months.
6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research report.
7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.
9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:
S. No. Particulars Y/N
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. N
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. N
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. N
4 Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the previous N
twelve months.
5 Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other products or N
services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
EXPLANATION TO RATINGS: BUY: TP>15%; ACCUMULATE: 5%<TP<15%; HOLD: -5%<TP<5%; REDUCE: -15%<TP<-5%; SELL: TP<-15%

DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information has not been
independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise due caution while
acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an offer or solicitation of an offer to buy or
sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. All opinions, projections
and estimates constitute the judgment of the author as on the date of the report and these, plus any other information contained in the report, are subject to change without notice. Prices and availability of
financial instruments are also subject to change without notice. This report is intended for distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any locality, state,
country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or its affiliates to any registration or
licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same may be ignored and brought to the attention of the
sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or
distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication, redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail,
posting of the report on a website or page, and/or providing to a third party a link, is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the
recipient and may not be further distributed by the recipient to any third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of any companies that they cover. Our salespeople,
traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein. Our
proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. The views expressed in this research report reflect the
personal views of the analyst(s) about the subject securities or issues and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific
recommendations and views expressed by research analyst(s) in this report. The compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may
relate to the revenues of the Systematix Group as a whole, of which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its
affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income derived from them. In
addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts or employees do not take any
responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report including but not restricted to fluctuation in the prices
of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the securities thereof, of
company (ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation (financial interest) or act as a market maker in the financial
instruments of the company (ies) discussed herein or act as advisor or lender / borrower to such company (ies) or have other potential material conflict of interest with respect to any recommendation and
related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or
fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, 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. The company accepts no liability whatsoever for the actions of third parties. The report may provide the addresses of, or contain
hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the company has not reviewed the linked site. Accessing such website or following such link
through the report or the website of the company shall be at your own risk and the company shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for any damages,
including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL through this presentation.

SSSIL or any of its other group companies or associates will not be responsible for any decisions taken on the basis of this report. Investors are advised to consult their investment and tax consultants
before taking any investment decisions based on this report.
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