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Bhansali Engineering Polymers

Revenue decline a one-off

BEPL's 1QFY19 revenue declined 10% YoY to Rs2,017mn. Whilst awaiting
further clarity, we believe the decline is primarily due to fire at its Satnoor
plant in May which halted HRG production (key monomer). However, gross
profit declined by only 1% YoY to Rs554mn while [gross margins improved by
250bps YoY to 27.5% implying better realisations led by rising share of
specialty resins. EBITDA margins at 13.6% increased by only 46bps YoY
(versus 250bps gross margin improvement YoY) given higher other expenses
(increased 5% YoY). Brownfield capacity expansion at Abu Road from 100ktpa
to 137ktpa has been put on hold given BEPL has made further progress
regarding setting up a greenfield port-based 200ktpa facility at Pipavav Port,
Gujarat (~Rs10-12bn capex). Finally, management has guided for ~75%
capacity utilisation in FY19 (implying ~12-15% volume growth). After recent
correction, the stock now trades at 22.5x TTM earnings which remain
attractive given rising share of margin-accretive specialty grade resins and
favourable industry dynamics (duopolistic industry, double-digit volume
growth, huge import substitution, high fixed costs).

Key highlights

= 10%/33% YoY/QoQ revenue decline in 1TQFY19: TQFY19 revenue declined by
10% YoY to Rs2,017mn (versus comparable revenue of Rs2,240mn in 1QFY18).
Sequentially, revenue declined by 33%. Whilst the management press release
remains silent regarding the cause of revenue decline, we believe the decline was
primarily due to the fire at BEPL's Satnoor plant in May which halted HRG
production (key monomer).

= 250bps YoY gross margin expansion; 142bps sequential decline given
higher feedstock prices: Despite 10% YoY decline in revenue, gross profit
declined by only 1% YoY to Rs554mn (compared to Rs560mn in 1QFY18);
sequentially however, gross profit declined by 36%. Gross margin expanded by
~250bps YoY to 27.5%, implying better realisations led by rising share of
specialty grade resins in the product mix. (However, the sequential decline of
~142bps in gross margins was due to higher feedstock prices. Both butadiene
and styrene prices have increased in 1Q (see exhibit 1 below). Note that even in
4QFY17 and more recently in 4QFY18, when feedstock prices had seen a sharp
increase, BEPL's gross margins had declined.

Exhibit 1: Butadiene and styrene prices have increased during the March quarter
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Key financials (Rs mn)

FY16 FY17 FY18
Revenue 5,307 6,260 10,317
EBITDA 383 635 1,544
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Source: Bloomberg, Ambit Capital research. Note: This is an approximation only. These are average quarterly
prices (calculated using month-end values) in US$/ton terms collected by Nexant for the South East Asian region.
Data for 1QFY19 is for April and May.

= EBITDA margins at 13.6% improved by 46bps YoY: BEPL's EBITDA declined by
7% YoY to Rs275mn (versus Rs295mn in 1QFY18); down 37% sequentially.

Source: Company, Ambit Capital research
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EBITDA margins expanded by 46bps YoY to 13.6% (compared to 13.2% in
1QFY18). Compared to 250bps YoY gross margin improvement, EBITDA margins
only improved by 46bps primarily due to higher employee costs (employee cost at
Rs83mn increased 7% YoY) and due to higher other expenses (other expenses at
Rs196mn increased 5% YoY). We believe other expenses were higher possibly due
to exceptional expenses arising out of fire at Satnoor plant and also due to INR
depreciation (INR depreciated by 6% YoY).

= Reduction in interest cost, lower tax expense and other key highlights:
Interest cost declined to Rs3mn in TQFY19 (versus Rs11mn in the same quarter
last year; and Rs19mn in 4QFY18). We believe this savings in interest cost was
primarily because BEPL became debt-free in FY18. This was however offset by
lower other income (declined 65% YoY) due to which TQFY19 PBT at Rs258mn
declined 7% YoY. PAT at Rs168mn declined by only 1% YoY mainly due to lower
tax outgo (1QFY19 tax rate was 35% versus 39% in TQFY18).

=  Update on brownfield Abu Road expansion: According to the result press
release, the brownfield capacity expansion at Abu Road from 100ktpa to
137ktpa has been put on hold given BEPL has made further progress
regarding setting up a greenfield port-based 200ktpa facility at Pipavav Port,
Guijarat (likely capex: ~Rs10-12bn). Further, management is guiding towards
75% capacity utilisation for FY19 implying ~12-15% volume growth for the
entire year.

Where do we go from here?

We believe that the TQFY19 results were only an exception; primarily because of
capacity shutdown at Satnoor HRG plant which halted production for more than a
month. The interesting takeaway from the results is that despite volume decline, gross
margins have improved during the quarter which is possibly due to rising share of
margin-accretive specialty resins.

Post the recent correction, BEPL now trades at ~22.5x TTM earnings (versus peak
valuation of ~36.5x). Current valuations remain attractive given rising share of
margin-accretive specialty grade resins and favourable industry dynamics (duopolistic
industry, double-digit volume growth, huge import substitution, high fixed costs).

Exhibit 3: Standalone quarterly snapshot (Rs mn)

1QFY19 1QFY18 YoY (%) 4QFY18 QoQ (%) FY18* FY17* YoY (%)
Revenue from operations 2,017 2,240 -10% 3,018 -33% 10,317 6,261 65%
COGS 1,462 1,680 -13% 2,145 -32% 7,441 4,726 57%
Gross Profit 554 560 -1% 872 -36% 2,876 1,535 87%
Employee expense 83 78 7% 99 -16% 374 252 48%
Other expenses 196 186 5% 336 -42% 958 647 48%
EBITDA 275 295 7% 438 -37% 1,544 635 143%
Depreciation 17 15 12% 15 17% 61 54 12%
EBIT 258 280 -8% 423 -39% 1,484 581 155%
Other income 3 8 -65% 53 -94% 137 84 62%
Finance costs 3 11 -74% 19 -85% 77 98 -21%
PBT 258 277 -7% 457 -43% 1,547 566 174%
Tax 90 108 -17% 171 -47% 547 211 159%
PAT 168 169 -1% 286 -41% 1,000 355 182%
EPS (reported/diluted) 1.0 1.0 -1% 1.7 -41% 6.0 2.1 182%
Gross margin (%) 27% 25% 250 29% -142 28% 25% 336
Employee expense (% of revenue) 4% 3% 66 3% 86 4% 4% -40
Other expenses (% of revenue) 10% 8% 138 11% -142 9% 10% -106
EBITDA (%) 13.6% 13.2% 46 15% -86 15% 10% 483
PBT (%) 13% 12% 42 15% -234 15% 9% 596
Tax rate (% of PBT) 35% 39% -407 37% -237 35% 37% -197
PAT (%) 8% 8% 78 9% -116 10% 6% 403

Source: Company, Ambit Capital research. Note: *FY17 and FY18 numbers are on consolidated basis.
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Key financials

Balance Sheet

Year to March (Rs mn) FY13 FY14 FY15 FY16 FY17 * FY18
Cash 104 135 149 152 172 324
Debtors 1,287 1,077 1,466 1,319 1,367 1,854
Inventory 606 907 750 830 1,393 800
Loans & advances 299 325 358 369 0 0
Other assets 1 1 2 2 334 110
Investments - - - - 2 6
Gross Block 3,300 3,339 3,368 1,825 DNA DNA
(-) Accumulated depreciation 1,873 2,011 2,146 1,006 DNA DNA
Net Block 1,427 1,328 1,222 819 930 1,074
CWIP - - - - - 61
Total assets 3,724 3,773 3,946 3,491 4,197 4,230
Trade payables 1,341 1,208 1,610 1,780 987 1,257
Current liabilities & provisions 67 60 56 93 144 249
Debt 301 586 416 318 1,371 -
Long-term provisions 25 27 28 34 40 45
Deferred Tax (Asset)/Liability -17 -16 -13 0 40 106
Total liabilities 1,717 1,865 2,096 2,226 2,583 1,658
Share capital 166 166 166 166 166 166
Reserves & surpluses 1,841 1,742 1,685 1,100 1,449 2,407
Total net worth 2,007 1,908 1,851 1,266 1,615 2,573
Source: Company, Ambit Capital research. Note: *FY17 data has been revised as per latest quarterly filings.
Income Statement
Year to March (Rs mn) FY13 FY14 FY15 FY16 FY17 FY18
Revenue 4,189 5,068 6,007 5,307 6,261 10,317
EBITDA 264 230 211 383 635 1,544
Depreciation 44 44 50 56 54 61
Interest expense 102 86 78 45 98 77
Other income 9 12 19 25 84 137
PBT 2 28 82 229 566 1,547
Provision for tax -10 13 33 67 211 547
Extraordinaries - - - - - -
Adjusted PAT 12 15 49 162 355 1,000
EPS diluted (Rs) 0.1 0.1 0.3 1.0 2.1 6.0
Source: Company, Ambit Capital research
Cash Flow Statement
Year to March (Rs mn) FY13 FY14 FY15 FY16 FY17
PBT 2 28 87 234 559
W/C changes 213 (320) 97 160 (13)
CFO 424 (108) 356 565 573
Net capex (1) (40) (30) (349) (137)
Net Investments (3) (7) (28) (4) 11
CFI (14) (46) (58) (352) (125)
Proceeds from borrowings (262) 286 (170) (98) (315)
Issue of equity - - - - -
CFF (394) 168 (325) (229) (433)
FCF 413 (148) 327 216 437

Source: Company, Ambit Capital research
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Ratio analysis/Valuation parameters

Year to March FY13 FY14 FY15 FY16 FY17 FY18
Revenue growth (%) 1.2 21 18.5 -11.7 18 64.8
Gross margin (%) 16.2 14.2 14.8 21.2 23.3 27.9
EBITDA margin (%) 6.3 4.5 3.5 7.2 9 15.0
EBIT margin (%) 5.3 3.7 2.7 6.2 8.1 14.4
Net margin (%) 0.3 0.3 0.8 3.1 5.5 9.7
Gross Block turnover (x) 1.3 1.5 1.8 2 3.3 DNA
RoCE* (%) 4.2 4.8 6.7 14.2 37.6 52.0
RoE (%) 0.6 0.8 2.6 10.4 24.4 47.8
CFO/EBITDA 164% -45% 176% 155% 124% 139%
P/E (x) 1,352.5 1,352.5 450.8 135.3 63.2 22.4
P/B (x) 11.2 11.8 121 17.7 13.9 8.7
EV/EBITDA (x) 109.1 125.1 136.2 75.3 51.1 14.3

Source: Company, Ambit Capital research. Note: *RoCE is pre-tax.
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)
BUY >10%
SELL <10%
NO STANCE We have forward looking estimates for the stock but we refrain from assigning valuation and recommendation
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events
NOT RATED We do not have any forward looking estimates, valuation or recommendation for the stock
POSITIVE We have a positive view on the sector and most of stocks under our coverage in the sector are BUYs
NEGATIVE We have a negative view on the sector and most of stocks under our coverage in the sector are SELLs

* In case the recommendation given by the Research Analyst becomes inconsistent with the rating legend, the Research Analyst shall within 28 days of the inconsistency, take appropriate measures (like
change in stance/estimates) to make the recommendation consistent with the rating legend.

Disclaimer

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Ambit Capital Private Ltd. AMBIT Capital Private Ltd. research is disseminated and available
primarily electronically, and, in some cases, in printed form.

Additional information on recommended securities is available on request.

Disclaimer

1. AMBIT Capital Private Limited (“AMBIT Capital”) and its affiliates are a full service, integrated investment banking, investment advisory and brokerage group. AMBIT Capital is a Stock Broker, Portfolio
Manager, Merchant Banker, Research Analyst and Depository Participant registered with Securities and Exchange Board of India Limited (SEBI) and is regulated by SEBI.

2. AMBIT Capital makes best endeavours to ensure that the research analyst(s) use current, reliable, comprehensive information and obtain such information from sources which the analyst(s) believes to
be reliable. However, such information has not been independently verified by AMBIT Capital and/or the analyst(s) and no representation or warranty, express or implied, is made as to the accuracy
or completeness of any information obtained from third parties. The information, opinions, views expressed in this Research Report are those of the research analyst as at the date of this Research
Report which are subject to change and do not represent to be an authority on the subject. AMBIT Capital and its affiliates/ group entities may or may not subscribe to any and/ or all the views
expressed herein and the statements made herein by the research analyst may differ from or be contrary to views held by other parties within AMBIT group.

3. This Research Report should be read and relied upon at the sole discretion and risk of the recipient. If you are dissatisfied with the contents of this complimentary Research Report or with the terms of
this Disclaimer, your sole and exclusive remedy is to stop using this Research Report and AMBIT Capital or its offiliates shall not be responsible and/ or liable for any direct/consequential loss
howsoever directly or indirectly, from any use of this Research Report.

4.  If this Research Report is received by any client of AMBIT Capital or its affiliate, the relationship of AMBIT Capital/its affiliate with such client will continue to be governed by the terms and conditions in
place between AMBIT Capital/ such affiliate and the client.

5. This Research Report is issued for information only and the 'Buy’, 'Sell’, or ‘Other Recommendation’ made in this Research Report as such should not be construed as an investment advice to any
recipient to acquire, subscribe, purchase, sell, dispose of, retain any securities and should not be intended or treated as a substitute for necessary review or validation or any professional advice.
Recipients should consider this Research Report as only a single factor in making any investment decisions. This Research Report is not an offer to sell or the solicitation of an offer to purchase or
subscribe for any investment or as an official endorsement of any investment.

6. This Research Report is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied in
whole or in part, for any purpose. Neither this Research Report nor any copy of it may be taken or transmitted or distributed, directly or indirectly within India or into any other country including United
States (to US Persons), Canada or Japan or to any resident thereof. The distribution of this Research Report in other jurisdictions may be strictly restricted and/ or prohibited by law or contract, and
persons into whose possession this Research Report comes should inform themselves about such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.
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reliable and accurate. However, it has not been prepared in accordance with legal requirements designed to promote the independence of investment research. It has also not been independently
verified and no representation or warranty, express or implied, is made as to the accuracy or completeness of any information obtained from third parties.
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