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CMP Rs 281 Target Rs 347 Result Update — BUY

On a capex drive..|

Company Background

EyhacRats IFGL Refractories Ltd (IFGL), promoted in 1989 by Mr S.K. Bajoria of Kolkata produces

Face Value (INR) 10.0  specialized refractories and operating systems for steel industry, in technical collaboration with
Equity Capital (INR Mn) 360.4 Krosaki Harima Corporation, Japan, subsidiary of Nippon Steel. It has its manufacturing
Market Cap (INR Mn) 10,119.8 facilities at Kalunga, Odisha and Kandla SEZ, Gujarat. IFGL has expanded its product basket,

markets, customer base and manufacturing footprints globally through several strategic

52 week High/Low (INR) 324.5/64.1 acquisitions over the last decade. It's 100% subsidiaries viz. EI Ceramics, USA, Hofmann
6 month Avg. Daily Volume (NSE) 27,761 Ceramics, Germany and Monocon, UK (which has a subsidiary in China) help IFGL serve
BSE Code 540774 respective local markets or exports. In August 2017, IFGL completed reverse merger with its
NSE Code IFGLEXPOR Subsidiary IFGL Exports Ltd (IEL).
Investment Rationale

Reuters Code IFGLRFINS Strong top line growth driven by healthy volumes
Bloomberg Code IFGLRF:IN  » During Q3FY21, IFGL net sales grew by ~32.8% y-o-y and ~17.5% q-0-q to Rs 2.9 bn on

the back of increased demand from steel industry which witnessed sharpest V-shaped
Shareholding Pattern (as on December 2020) demand recovery post lifting of lockdown and improved realisation. The realisation

improvement was mainly on account of better product mix and pass on of input cost
escalations. Of late, raw material (RM) prices are on increasing trend, thus further increase
in realisation will be in alignment with any upward movement in input cost.

» During the quarter, 100% subsidiaries of IFGL viz. ElI Ceramics, USA, Monocon, UK and
Hofmann Ceramics, Germany reported a revenue growth of ~14% y-o-y and ~38.1% g-o-q
to ~Rs 1.1 bn. Performance of overseas subsidiaries has witnessed a sharp improvement
compared to preceding quarters led by gradual economic recovery in US and Europe. Thus,
with visibility of sustainable demand, management expects overseas subsidiaries to deliver
better results in future.
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Source: Company » Going forward, we expect IFGL'’s top line to grow by ~12% and ~10.8% to ~11.7 bn and
~12.9 bn in FY22E and FY23E respectively driven by buoyancy in steel demand which is
Key Financials (Rs Million) expected to grow by ~4.1% to 1,795 mn tn globally in 2021 and ~23% to 100.4 mn tn in

Particulars SR a7Ed  India supported by Gol’s thrust on infrastructure development. Further, recovery in all
sectors especially in steel consuming sectors of Real Estate and Auto augurs well for the

Net Sales 9,173.5 10,453.9 11,713.4 12,979.8 refracto a | d steel indust s f imately 71% ret sh ‘

Growth (%) 3.5% 14.0% 12.0% 10.8% ry players. Iron and steel industry accounts for approximately 71% market share o
refractories.

EBITOA 9158 1,573.3 15579 17923 £giTpA margin to stabilize at ~13-14%

PAT 1946 9485 8997  1,0433 ) ERITDA margin during Q3FY21 increased by 710 bps y-o-y to an all-time high of ~16.9% on

Growth (%) -61.4%  387.5% -5.1%  16.0%  account of favorable exchange rate, benign RM prices, higher volumes and cost

EPS (INR) 5.4 26.3 25.0 28.9  optimization efforts undertaken by the Company. However, RM costs have started

BVPS (INR) 224.5 248.3 270.7 2972 increasing from Q3FY21 onwards, the impact of which will be seen going forward. With
acute shortage of containers at the port, IFGL is also being hit by the hardening up of ocean

Key Financials Ratios freight rates with delays in the delivery of both finished goods and RM shipments.

Particulars S 27 | A 7Y B a#%q > Going forward, with cost headwinds sweeping in, current EBITDA levels of ~15-16% are not

sustainable and management expects EBITDA margins to be in range of ~13-14%.

P/E (x) 520 10.7 1.2 9.7 » During the quarter, other income was higher by ~499% y-o-y to ~Rs 107.2 m on account of
P/BVPS (x) 1.3 1.1 1.0 0.9 ~Rs 79.1 mn of loan waived under the Pay check Protection Program obtained from the US
Mcap/Sales (x) 1.1 1.0 0.9 0.8 Government. Further, the Company continues to amortize goodwill of ~Rs 67 mn quarterly
EV/EBITDA (x) 9.9 5.4 5.1 4.1 E)Rs 267rtmn£>er annum) _ar(ijsinfg1%ut of me:’geé o; IFtG£_0v2vi1thtthGé Exports int 2hO17, which igto
e amortised over a period o years. In Budge , the Government has proposed to
ROCE (%) 49% 11.3% 10.1% 10.9% disallow depreciation on goodwill from 01 April 2021 (assessment year 2021-22 onwards).
ROE (%) 24% 10.6%  9.2%  9.7%  Thus, IFGL amortizing goodwill is subject to change, which might have an impact on FY22E
EBITDA Mar (%) 10.0% 15.1% 13.3% 13.5%  and FY23E projected financials.
PAT Mar (%) 21% 91% 7.7% 8.0% Incremental capacity to drive volumes . o
Debt - Equity (x) 01 01 0.0 0.0 » IFGL is undergoing a brownfield capex for production of Monolithics and Precast Shapes at
. . . . Kandla unit in a phase manner of which, Phase-I of 12,000 tons/pa capacity was completed
Source: Company, SKP Research in Q4FY20. Further Phase-ll entailing a similar capacity is expected to commission by
- — H1FY22. This expansion will boost profitability as margins at Kandla is better than
consolidated margins due to SEZ benefits and freight cost advantage on exports because of
12802 } IFGL BSE Smw proximity with customers in Europe and Middle East, resulting in lower transit time.
0% A » IFGL is also undergoing a Greenfield capex at Visakhapatnam for introduction of new
-50% =TT products such as bricks, monolithic, special precast shapes in a phased manner. Phase-I
A00% L L o b e oo oo oo oo e o witnessed some delays because of Covid-19 led disruptions & heavy rain at the plant site
3383333220233y d  andis now expected to be commissioned in Q1FY22 involving a capacity of ~48,000 tons
& § E 3 z E < 2 g 3 g 3 g z § g S 3 p.a. at a cost of ~Rs 300 mn. Management plans to gradually ramp up the capacity

utilization at optimal levels. A further capex of ~Rs 200 mn is envisaged for Phase-l|

Nikhil Saboo / Simran Bagaria expansion which is slated to be completed by Q1FY23.

Tel No: +91-33-40077019; Valuation _ o
E-mail: nikhil.saboo@skpsecurities.com We have valued the stock on the basis of P/E of 10x FY23E EPS, upgrading it from 8x EPS,

simran.bagaria@skpsecurities.com adjusted for goodwill write-off, on the back of buoyancy in steel demand leading to better
demand visibility for refractories and well placed capex plans with strong cash flows. We
recommend a “BUY” on the stock with a target price of Rs 347 (~24% upside) in 18 months.
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IFGL Refractories Ltd.

Q3FY21 Result Update

Exhibit: Q3FY21 Consolidated Result Review

Total Income

Figures in Rs Million

Q3FY21 Q3FY20 Q2FY21 9MFY21 9MFY20

2,890.0 2,176.0 32.8% 2,462.1 17.4% 7,384.3 6,952.6 6.2%
Expenditure 2,401.4 1,962.7 22.4% 2,071.6 15.9% 6,271.6 6,235.0 0.6%
Material Consumed 1,109.9 882.0 25.8% 772.0 43.8% 2,564.0 2,844.8 -9.9%
(as a % of Total Income) 38.4% 40.5% (213)Bps 31.4% 705 Bps 34.72% 40.92% (619)Bps
Purchases of stock-in-trade 187.6 116.2 61.4% 379.9 -50.6% 850.4 516.4 64.7%
(as a % of Total Income) 6.5% 5.3% 115 Bps 15.4% (894)Bps 11.5% 7.4% 409 Bps
Employees Cost 400.8 381.9 4.9% 379.3 5.7% 1,127.8 1,131.4 -0.3%
(as a % of Total Income) 13.9% 17.6% (368)Bps 15.4% (154)Bps 15.3% 16.3% (100)Bps
Changes in Inventories & WIP 60.8 85.8 -29.1% (56.7) -207.2% (1.8) 157.4 -101.1%
(as a % of Total Income) 2.1% 3.9% (184)Bps -2.3% 441 Bps 0.0% 2.3% (229)Bps
Other Expenses 642.3 496.8 29.3% 597.1 7.6% 1,731.2 1,585.0 9.2%
(as a % of Total Income) 22.2% 22.8% (61)Bps 24.3% (203)Bps 23.4% 22.8% 65 Bps
EBITDA 488.6 213.3 129.1% 390.5 25.1% 1,112.7 717.6 55.1%
EBITDA Margin (%) 16.9% 9.8% 710 Bps 15.9% 105 Bps 15.1% 10.3% 475 Bps
Depreciation 117.8 115.5 2.0% 124.6 -5.5% 361.7 347.1 4.2%
EBIT 370.8 97.8 279.1% 265.9 39.5% 751.0 370.5 102.7%
Other Income 107.2 17.9 498.9% 221 385.1% 160.8 77.7 106.9%
Interest Expense 6.0 7.5 -20.0% 8.5 -29.4% 21.8 24.8 -12.1%
Profit Before Tax 472.0 108.2 336.2% 279.5 68.9% 890.0 423.4 110.2%
Income Tax 99.2 35.5 179.4% 73.1 35.7% 208.9 89.6 133.1%
Effective Tax Rate (%) 21.0% 32.8% 26.2% 23.5% 21.2%
Profit After Tax (PAT) 372.8 72.7 412.8% 206.4 80.6% 681.1 333.8 104.0%
PAT Margins (%) 12.90% 3.34% 956 Bps 8.38% 452 Bps 9.22% 4.80% 442 Bps
Diluted EPS 10.3 2.0 411.9% 5.7 80.5% 18.9 9.3 104.1%

Source: Company Data, SKP Research
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THIRTY ENLIGHTENING YEARS IFGL Refractories Ltd.

Risks & Concerns

Sharp slowdown in steel industry leading to lower volumes

» Like any other refractory company, IFGL’s fortunes depend on the steel industry and any
slowdown in global economy may hamper the steel industry’s growth and IFGL’s volume
growth would be more vulnerable. Sharp slowdown in the steel industry (vs expectations of
recovery) in coming years could lead to lower capacity utilization and lower than expected
volumes.

Intense Competition limit pricing flexibility

» IFGL’s pricing flexibility is limited because of intense competition in the refractory
manufacturing business driven by presence of a large number of players in the domestic
market along with cheap import from China. This in turn exerts pressure on their margins.

Dependent on raw material sourcing through imports

» The industry is dependent on imports of key raw materials like high grade alumina, bauxite,
magnesia, silicon carbide etc. China is the major supplier and has imposed heavy taxes on
export of raw materials of refractories. This has resulted in sharp increase in imported raw
material costs. IFGL sources ~52% of its raw materials through imports and remains
exposed to increase in costs which can impact its margins. Also, fixed price nature of
contract with the customers impedes their ability to immediately pass on the input costs
escalations.

Currency fluctuations

» We believe that steady weakening of Rupee over the past couple of years has been
favourable to the industry as well as for IFGL due to better import substitution and higher
realizations on exports negated only to a partial extent by higher import costs for raw
materials. IFGL has ~45-50% of its revenues coming from overseas on a consolidated basis.
Company’s revenues remain exposed to sharp appreciation of Rupee against foreign
currencies.
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Exhibit: Income Statement

Figuresin Rs Million  Exhibit: Balance Sheet Figures in Rs Million

Particulars FY20 FY21E FY22E FY23E Particulars FY20 FY21E FY22E FY23E
Total Income 9,173.5 10,453.9 11,713.4 12,979.8 Share Capital 360.4 360.4 360.4 360.4
Growth (%) -3.5% 14.0% 12.0% 10.8% Reserve & Surplus 7,729.1  8,587.5 9,397.1 10,350.2
Expenditure 8,257.7  8,880.6 10,155.6 11,227.5 Shareholders Funds 8,089.5 8,947.8 9,757.5 10,710.6
Material Cost 3,908.6  3,664.1 4,509.7 5,062.1 Total Debt 646.6 560.5 448.5 316.5
Traded goods 682.4 1,191.7 1,276.8 1,466.7 Current Liabilities & Prov 1,555.7 1,731.1 1,978.7 2,152.5

Employee Cost 1,504.5 1,578.5 1,733.6  1,856.1 Total Liabilities 10,291.8 11,239.5 12,184.7 13,179.6
Admin & Other Exp. 2,162.1  2,446.2  2,6355  2,842.6

EBITDA 915.8 1,573.3 1,557.9  1,752.3 Net Block inc. Capital WIP 1,811.7 2,011.6 2,162.0 2,126.4

Depreciation 209.7 230.1 259.6 285.6 Goodwill on Consolidation 2,661.3  2,393.3  2,1253  1,857.3

Goodwill 273.8 268.0 268.0 268.0 Other Non Current Assets 132.5 192.1 255.3 302.8
EBIT 432.4 1,075.2 1,030.2 1,198.7 Non-Current Assets 5,686.2 6,642.4 7,642.0 8,893.0

Other Income 109.6 193.0 150.0 160.0 Inventories 1,417.5 1,658.0 1,856.0 2,118.3

Interest Expense 36.1 28.4 23.8 17.7 Sundry Debtors 2,105.3 2,305.4 2,508.4 2,754.6

Profit Before Tax (PBT) 299.7 1,239.8 1,156.4 1,341.0 Cash & BankBalance 1,107.4  1,738.3  2,141.4  2,735.1

Income Tax 105.1 291.4 256.7 297.7 Current Investments 932.1 731.8 843.4 908.6
Profit After Tax (PAT) 194.6 948.5 899.7 1,043.3 Other Current Assets 96.6 167.3 234.3 298.5
Growth (%) -61.4% 387.5% -5.1% 16.0% Loans and Advances 27.4 41.8 58.6 77.9

Diluted EPS 5.4 26.3 25.0 28.9 Total Assets 10,291.8 11,239.5 12,184.7 13,179.6
Exhibit: Cash Flow Statement Figuresin Rs Million  Exhibit: Ratio Analysis

Particulars FY20 FY21E FY22E FY23E Particulars FY20 FY21E FY22E FY23E
Profit Before Tax (PBT) 299.7 1,239.8 1,156.4 1,341.0 Earning Ratios (%)

Depreciation 483.4 498.1 527.6 553.6 EBITDA Margin (%) 10.0% 15.1% 13.3% 13.5%
Finance Costs 36.1 28.4 23.8 17.7 PAT Margins (%) 2.1% 9.1% 7.7% 8.0%
Chg. in Working Capital 458.2 (395.1) (295.5) (460.8) ROCE (%) 4.9% 11.3% 10.1% 10.9%
Direct Taxes Paid (1)  (291.4)  (256.7)  (297.7) ROE (%) 2.4% 10.6% 9.2% 9.7%
Other Charges 225.4 - - - Per Share Data (INR)

Operating Cash Flows 1,498.7 1,079.9 1,155.7 1,153.8 Diluted EPS 5.4 26.3 25.0 28.9
Capital Expenditure (249.5) (430.0) (410.0) (250.0) Cash EPS (CEPS) 18.8 40.1 39.6 44.3
Investments (433.3) 185.7 (116.6) (70.3) BVPS 224.5 248.3 270.7 297.2
Others 145.8 - - - Valuation Ratios (x)

Investing Cash Flows (537.0)  (244.3) (526.6)  (320.3) P/E 52.0 10.7 11.2 9.7
Changes in Equity - - - - Price/BVPS 1.3 1.1 1.0 0.9
Inc/ (Dec) in Debt (395.7) (82.1) (112.0) (132.0) EV/Sales 1.0 0.8 0.7 0.6
Dividend Paid (inc tax) (217.2) (90.1) (90.1) (90.1) EV/EBITDA 9.9 5.4 5.1 4.1
Others (48.6) (32.4) (23.8) (17.7) EV/EBIT(x) 21.0 8.0 7.7 6.0
Financing Cash Flows (661.6) (204.6) (225.9) (239.8) Mcap/Sales (x) 1.1 1.0 0.9 0.8
Exchange Diff on foreign currency 33.0 - - - Balance Sheet Ratios

Net Cashflow 333.1 630.9 403.2 593.6 Debt - Equity 0.1 0.1 0.0 0.0
Opening Cash Balance 878.7 1,107.4 1,738.3 2,141.4 Interest Coverage Ratio 12.0 37.9 43.3 67.6
Deposits with banks (104.5) - - - Current Ratio 2.9 3.3 3.5 3.9
Closing Cash Balance 1,107.4 1,738.3 2,141.4 2,735.1 Asset Turn. Ratios 0.9 1.0 1.0 1.0

Source: SKP Research
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Exhibit: Recommendation - History Table and Chart

Issue Period 450
Price Potential | (months) 400 “. [ ] n [ ]
309

5-Jan-18 BUY 403 30% 18 350
13-Feb-18 BUY 271 403 49% 18 300
30-May-18 BUY 226 409 81% 18 20
200
1-Sep-18 BUY 250 422 69% 18 150
20-Nov-18 BUY 246 409 66% 15 100
28-Jun-19 BUY 191 279 46% 15 50
5-Sep-19 BUY 135 228 69% 15 0
0 0 O 0 W W O O O O O O O O O © O O
B T R I R G K A s A SV AR S YN
27-Nov-19 BUY 140 196 40% 15 T T L
§=225828=225828=22582S
19-Feb-20 BUY 154 191 24% 18 ggggggggggggggggggg
16-Feb-21 BUY 281 347 24% 18 Close Price —=— Target Price
Source: SKP Research Source: BSE, SKP Research
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Notes:

The above analysis and data are based on last available prices and not official closing rates. SKP Research is also available on Bloomberg
and Thomson First Call.

Disclaimer:

This document has been prepared by SKP Securities Ltd, hereinafter referred to as SKP to provide information about the
company(ies)/sector(s), if any, covered in the report and may be distributed by it and/or its affiliates. SKP Securities Ltd., offers
Broking, Depository Participant, Merchant Banking and Portfolio Management Services and is regulated by Securities and
Exchange Board of India (SEBI). It also distributes investment products/services like mutual funds, alternative investment funds,
bonds, IPOs, etc., renders corporate advisory services and invests its own funds in securities and investment products. We
declare that no material disciplinary action has been taken against SKP by any regulatory authority impacting Equity Research
Analysis. As a value addition to its clients, it offers its research services and reports in various formats to its clients and
prospects. As such, SKP is making these disclosures under SEBI (Research Analysts) Regulations, 2014.

Terms & Conditions and Other Disclosures:

This research report (“Report”) is for the personal information of the selected recipient(s), does not construe to be any
investment, legal or taxation advise, is not for public distribution and should not be copied, reproduced or redistributed to any
other person or in any form without SKP’s prior permission. The information provided in the Report is from publicly available
data, which we believe, are reliable. While reasonable endeavours have been made to present reliable data in the Report so far
as it relates to current and historical information, but SKP does not guarantee the accuracy or completeness of the data in the
Report. Accordingly, SKP or its promoters, directors, subsidiaries, associates or employees shall not be in any way responsible
for any loss or damage that may arise to any person from any inadvertent error in the information contained and views and
opinions expressed in this publication. Past performance mentioned in the Report should not be taken as an indication or
guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance.
Information, opinions and estimates contained in this report reflect a judgment of its original date of publication by SKP and are
subject to change without notice. The price, value of and income from any of the securities mentioned in this report can rise or
fall. The Report includes analysis and views of individual research analysts (which, hereinafter, includes persons reporting to
them) covering this Report. The Report is purely for information purposes. Opinions expressed in the Report are SKP’s or its
research analysts’ current opinions as of the date of the Report and may be subject to change from time to time without notice.
SKP or any person connected with it does not accept any liability arising from the use of this Report. Investors should not solely
rely on the information contained in this Report and must make investment decisions based on their own investment objectives,
judgment, risk profile and financial position. The recipients of this Report may take professional advice before acting on this
information. SKP’s Research reports/recommendations may differ on account of differences in research methodology and
difference in time horizons for which recommendations are made. Accordingly our sales personnel, professionals or affiliates
may provide oral or written market commentary or trading strategies or reports or analysis to our clients that may reflect opinions
that are contrary to the opinions expressed herein, and we, or entities associated with us, may make investment decisions
that can be inconsistent with the recommendations expressed herein. In reviewing these materials, you should be aware that any
or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. SKP, along with its affiliates, are
engaged in various financial services and so might have financial, businesses or other interest in other entities, including the
subject company or its affiliates mentioned in this report, for which it might have received any compensation in the past twelve
months. SKP, along with its affiliates have not received any compensation for investment banking and merchant banking
services, have not managed or co-managed public offering of securities and have not been engaged in market making activity of
the subject company in the past twelve months preceding the date of distribution of the research report. SKP encourages
independence in preparation of research reports and strives to minimize conflict in preparation of research reports. SKP and its
analysts did not receive any compensation or other benefits from the subject company mentioned in the Report or from a third
party in connection with preparation of the Report. Accordingly, SKP and its Research Analyst do not have any material conflict
of interest at the time of publication of this Report. SKP’s research analysts may provide input into its other business activities.
Investors should assume that SKP and/or its affiliates are seeking or will seek business assignments from the company(ies) that
are the subject of this material and that the research analysts who are involved in preparing this material may educate investors
on investments in such businesses. The research analysts responsible for the preparation of this document may interact with
trading desk/sales personnel and other parties for the purpose of gathering, applying and interpreting information. Our research
analysts are paid on the profitability of SKP, which may include earnings from business activities for which this Report is being
used, but not for the preparation of this report. SKP generally prohibits its analysts, persons reporting to analysts and their
relatives from maintaining a financial interest in the securities or derivatives of any company(ies) that the analyst covers.
Additionally, SKP generally, prohibits its analysts and persons reporting to analysts from serving as an officer, director or
advisory board member of any companies that the analyst cover. The following Disclosure of Interest Statement, clarifies it
further: SKP and/or its Directors/or its affiliates or its Research Analyst(s) engaged in preparation of this Report or his/her relative
(i) do not have any financial interests in the subject company mentioned in this report (ii) do not own 1% or more of the equity
securities of the subject company mentioned in the report as of the last day of the month preceding the publication of the
research report (ii) do not have any other material conflict of interest at the time of publication of the research report. The
distribution of this document in other jurisdictions may be strictly restricted and/ or prohibited by law, and persons into whose
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possession this document comes should inform themselves about such restriction and/ or prohibition, and observe any such
restrictions and/ or prohibition.

SKP Securities Limited is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014 having
registration no. INH300002902.

Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst about the subject securities or
issues, which are subject to change without prior notice and does not represent to be an authority on the subject. No part of the
compensation of the research analyst was, is, or will be directly or indirectly related to the specific recommendations and views
expressed by research analyst in this report. The research analysts, strategists, or research associates principally responsible for
preparation of SKP research receive compensation based upon various factors, including quality of research, investor client
feedback, stock picking, competitive factors and firm revenues.

Disclosure of Interest Statement

Analyst ownership of the stock NIL
Served as an officer, director or employee NIL

SKP Securities Ltd CIN : L74140WB1990PLC049032 having its registered office at Chatterjee International Centre, Level- 21,
33A Jawaharlal Nehru Road, Kolkata- 700071
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