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®= Fine Organic Industries: Our BUY recommendation on Fine Organic
Industries (FOIL) with a target price of INR 4,220 is premised on (1) constant
focus on R&D, (2) diversified product portfolio, (3) capacity-led expansion
growth opportunity, and (4) leadership in oleo-chemical based additives in
the domestic and global markets with a loyal customer base. We expect
FOIL’s PAT to grow at a 41% CAGR over FY22-24E, led by a 36% CAGR in
EBITDA. In the absence of any major Capex in the coming years, the RoCE
would expand from 20% in FY22E to 29% in FY24E. Q2 EBITDA/APAT were
26/37% above our estimates, owing to a 22% rise in revenue, lower-than-
expected raw material costs, lower-than-expected depreciation, and higher-
than-expected other income.

® Sadbhav Engineering: Sadbhav Engineering (SEL) continued its weak
operating performance in Q2 as revenue/EBITDA, at INR 2.6/0.35bn, were a
(miss)/beat of (6.3)/31%. It reported an exceptional loss of INR 50mn on the
sale of fixed assets. SEL has been caught in a tightened liquidity conundrum
and is in the midst of deleveraging through asset monetisation (INR17-
18bn). Execution pick-up is contingent on the same. We await progress on
monetisation of Ahmedabad ring road and three HAM assets along with the
remaining 2.5% stake sale in Indinfravit trust. Further, proceeds from
Maharashtra border check post and arbitration claims shall aid
deleveraging. Given slower-than-expected recovery in execution &
monetisation and high commodity prices, we have cut our estimates. We
downgrade our rating to ADD (from BUY) with a reduced TP of INR 47/sh.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Fine Organic Industries

Shining on!

Our BUY recommendation on Fine Organic Industries (FOIL) with a target
price of INR 4,220 is premised on (1) constant focus on R&D, (2) diversified
product portfolio, (3) capacity-led expansion growth opportunity, and (4)
leadership in oleo-chemical based additives in the domestic and global
markets with a loyal customer base. We expect FOIL’s PAT to grow at a 41%
CAGR over FY22-24E, led by a 36% CAGR in EBITDA. In the absence of any
major Capex in the coming years, the RoCE would expand from 20% in FY22E
to 29% in FY24E. Q2 EBITDA/APAT were 26/37% above our estimates, owing
to a 22% rise in revenue, lower-than-expected raw material costs, lower-than-
expected depreciation, and higher-than-expected other income.

® Q2 financial performance: Revenue grew 23/62% QoQ/YoY to INR 4.4bn,
on the back of strong domestic demand, continued traction in exports
driving volumes, and higher realisations. The contribution of exports to the
total revenue was 60% in H1FY22. Gross margin came in at 33.3% (+104/-
431bps QoQ/YoY) in Q2, improving sequentially as customers are now
accepting price hikes on account of higher raw material costs and higher
freight costs. EBITDA came in at INR 0.7bn, +41/+43% QoQ/YoY, with
EBITDA margin improving sequentially to 16.7% (+212/-223bps QoQ/YoY),
owing to lesser opex. APAT was INR 0.5bn (+39/+60% QoQ/YoY).

® Joint venture update: The Board has agreed to terminate the joint venture
agreement with Adcotec GmbH dated 17 January 2018 for the JV FineADD
Ingredients GmbH in Germany. The timeline of the proposed JV was
impacted by COVID-19 disruptions. The prevailing situation and cost
escalation have adversely affected the viability of the project.

® Change in estimates: We raise our FY22/23/24E EPS estimates by
6.7/4.0/4.3% to INR 55.7/79.3/111 per share to factor in the overall
performance of H1FY22.

®  DCF-based valuation: Our target price is INR 4,220 (WACC 10%, terminal
growth 4.5%). The stock is trading at 32.3x FY24E EPS.

Financial Summary (Consolidated)
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BUY

CMP (as on 18 Nov 2021) INR 3,571

Target Price INR 4,220
NIFTY 17,765
KEY

CHANGES OLD NEW
Rating BUY BUY

Price Target INR 4,050 INR 4,220

FY22E FY23E
EPS %

+6.7% +4.0%
KEY STOCK DATA
Bloomberg code FINEORG IN
No. of Shares (mn) 31

MCap (INR bn) / ($ mn) 109/1,471
6m avg traded value (INR mn) 161
52 Week high / low INR 3,787/2,123

STOCK PERFORMANCE (%)

3M  6M 12M
Absolute (%) 257 116 376
Relative (%) 185 (72) 26

SHAREHOLDING PATTERN (%)
Jun-21  Sept-21

INR mn Q2 Q1 Q@ Q2 Yo¥' L 0 pya1| FY2E FY23E  FY2E
FY22 FY2 (%) FY21 (%)
Net Sales 4384 3576 226 2710 618 10381 11,332] 15537 17,931 21,671
EBITDA 731 520 405 512 427 2405 1,993| 2676 3,643 4,953
APAT 499 359 388 312 598 1,648 1203| 1708 2430 3,402
AEPS (INR) 163 117 388 102 598 537  393| 557 793 1110
P/E (x) 666 912| 643 452 323
EV/EBITDA(x) 453 542| 403 291 209
ROE (%) 2095  178] 216 260 298

Source: Company, HSIE Research

Change in estimates (Consolidated)

FY22E FY22E o FY23E FY23E o FY24E FY24E o
YE Mar old New %0 Ch Old New % Ch ol1d New 70 Ch
EBITDA (INR mn) 2,506 2,676 6.8% 3,517 3,643 3.6% 4,765 4,953 3.9%
Adj. EPS (INR/sh) 52.2 55.7 6.7% 76.2 79.3 4.0% 106.4 111.0 4.3%

Source: Company, HSIE Research

Promoters 75.00 75.00
FIs & Local MFs 11.40 11.32
FPIs 6.80 6.79
Public & Others 6.80 6.89
Pledged Shares 0.00 0.00
Source: BSE
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Sadbhav Engineering

Execution pick-up awaited

Sadbhav Engineering (SEL) continued its weak operating performance in Q2

as revenue/EBITDA, at INR 2.6/0.35bn, were a (miss)/beat of (6.3)/31%. It

reported an exceptional loss of INR 50mn on the sale of fixed assets. SEL has

been caught in a tightened liquidity conundrum and is in the midst of

deleveraging through asset monetisation (INR17-18bn). Execution pick-up is

contingent on the same. We await progress on monetisation of Ahmedabad

ring road and three HAM assets along with the remaining 2.5% stake sale in

Indinfravit trust. Further, proceeds from Maharashtra border check post and

arbitration claims shall aid deleveraging. Given slower-than-expected

recovery in execution & monetisation and high commodity prices, we have cut

our estimates. We downgrade our rating to ADD (from BUY) with a reduced

TP of INR 47/sh.

®= Q2 highlights: Revenue: INR 2.6bn (-36/0% YoY/QoQ, a 6.3% miss).
EBITDA: INR 352mn (-29/+46% YoY/QoQ, a 31% beat due to lower-than-
expected material cost). EBITDA margin came in at 13.4% (+132/+421bps
YoY/QoQ, vs estimate of 9.6%). Exceptional item: INR 50mn in loss on sale
of fixed assets. Consequently, APAT was at INR 81mn (vs the estimated loss
of INR 146mn).

®  Order book strong; SEL-SIPL merger conclusion awaited: The implied OB
was at INR 88bn in Sep-21, with transport sector being the major
contributor. On FY21 revenue, the OB is 5.5x, which looks strong, given
continuing weaker execution. The SEL-SIPL merger is likely to be finalised
by Dec-21.

® Liquidity issue lingers, asset monetisation key for revival: SEL standalone
gross debt is at INR 10.9bn, down from INR 11.4bn at Jun-21 end. INR 5.5bn
sale proceeds from the concluded Maharashtra border check post deal is yet
to be realised; with this, the likely proceed of INR 5.5-6bn from Ahmedabad
ring road and three HAM assets and INR 1.6-1.8bn from the sale of
remaining 2.5% units in Indinfravit Trust will further reduce the debt. Half
of these proceeds, however, will be used to cover working capital needs. The
net worth of Rohtak-Panipat and Rohtak-Hisar has fully eroded. Both have
issued notices for termination of concession agreement and filed claims with
the NHAI for INR 30bn/12bn respectively. The carrying value of loans given
by SEL to these entities is at INR 1.5bn (no provision or adjustment was
made).

Standalone Financial Summary (INR mn)
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ADD

CMP (as on 18 Nov 2021) INR 44

Target Price INR 47
NIFTY 17,765
IC(IIEIT\NGES OLD NEW
Rating BUY ADD
Price Target INR 76 INR 47
EPS Change FY22E FY23E  FY24E
% (193)  (47.6) (39.8)
KEY STOCK DATA

Bloomberg code SADE IN
No. of Shares (mn) 172
MCap (INR bn) / ($ mn) 8/101
6m avg traded value (INR mn) 104
52 Week high / low INR 97/43

STOCK PERFORMANCE (%)
3M  6M  12M
Absolute (%) (253) (32.8) (13.3)

Relative (%) (325) (51.7) (483)

SHAREHOLDING PATTERN (%)

Jun-21 Sep-21

YE March Q2FY22 Q2FY21 YoY(%) QIFY22 QoQ (%) FY21| FY22E FY23E FY24E
Net Sales 2625 4122 (363) 2,628 (0.1) 16236| 17,089 20960 23,786
EBITDA 352 498 (29.3) 242 456 2114 1965 2452 2,878
APAT 81 52 547 (169)  (1481) (204)| 186 545 788
EPS (INR) 05 03 54.7 10) (1481  (1.2) 1.1 32 46
P/E () 668)| 405 138 9.5
EV/EBITDA (x) 8.7 8.9 5.6 5.0
RoE(%) (1.0) 0.9 2.5 35
Standalone Estimate Change Summary (INR mn)

Particulars FY22E FY23E FY24E

(INR mn) New Old Chg. (%)| New Old Chg. (%)| New Old Chg. (%)
Revenues 17,089 17,476 (22)| 20960 27,789  (24.6)| 23786 30723  (22.6)
EBITDA 1,965 2,010 (22)| 2452 319  (233)| 2,878 3718  (22.6)
EBITDA margin (%)| 115 115 ©00)| 117 115 200( 121 121 0.0
APAT 186 230 (19.3)| 545 1040  (47.6)] 788 1308  (39.8)

Source: Company, HSIE Research

Promoters 44.89 44.86
FIs & Local MFs 22.17 15.59
FPIs 4.39 4.39
Public & Others 28.55 35.16
Pledged Shares 31.93 39.46
Source: BSE

Pledged shares as % of total shares
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: > 10% Downside return potential

Disclosure:

Analyst Company Covered Qualification Any holding in the stock
Nilesh Ghuge Fine Organic Industries MMS NO

Rutvi Chokshi Fine Organic Industries CA NO

Akshay Mane Fine Organic Industries PGDM NO

Parikshit Kandpal Sadbhav Engineering CFA NO

Manoj Rawat Sadbhav Engineering MBA NO
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Disclosure:

Authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the
subject issuer(s) or securities. HSL has no material adverse disciplinary history as on the date of publication of this report. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative
or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding
the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does not have any material
conflict of interest.

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular basis of any
investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an individual investor;
readers are requested to take professional advice before investing. Nothing in this document should be construed as investment advice. Each recipient of this
document should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in securities of the companies
referred to in this document (including merits and risks) and should consult their own advisors to determine merits and risks of such investment. The
information and opinions contained herein have been compiled or arrived at, based upon 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. All such information and opinions are subject to change without notice. Descriptions of any company or companies or their
securities mentioned herein are not intended to be complete. HSL is not obliged to update this report for such changes. HSL has the right to make changes and
modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who 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 HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and brought to
the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for any purposes or in
any manner.

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. It should not be considered to be taken as an offer to sell or a solicitation to buy any security.

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. This report
should not be construed as an invitation or solicitation to do business with HSL. HSL may from time to time solicit from, or perform broking, or other services
for, any company mentioned in this mail and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a
market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any
other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, 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 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.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt
in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations
described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject
company for any other assignment in the past twelve months.

HSL or its associates might have received any 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 managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage
services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with
preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this
report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may
have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of
the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg
(East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066 Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022)
3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA
Corporate Agent License No.. CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN -
U67120MH2000PLC152193
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