Deepak Fertilisers & Petrochemicals Corporation Ltd
CMP: INR 236 (5.1x FY24 P/E)
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BUY

Deepak Fertilisers and Petrochemicals Corporation Ltd. (DFPCL) is a
unique play on the ammonia vertical, with products spanning industrial
chemicals to fertilizers. DFPCL enjoys a leadership position in a majority
of its products like IPA, Bentonite sulphur, Nitric acid (2nd largest in SE
Asia),TAN, etc.
We believe that DFPCL is at the cusp of a major re-rating story given
 the strong outlook for its chemical products business.
 NPK and differentiated NPK (branded as Smartek) to be the drivers
in the near term, led by price realisation and volume growth.
 fresh capex (~INR 1,580-1800 crore) to ramp up its leadership TAN
business capacity to 863K MTPA (+77%) which should cater to
medium to long term growth.
We expect revenues to grow at 8.1% CAGR over FY21-24E to INR 7,208.6
cr (4.6% CAGR for chemicals business including trading to INR 3,514.3 cr,
11.8% CAGR for fertilizer business including trading to INR 3,664.8 cr &
other segments, namely realty & windmills, to grow at 13.8/-11.6% CAGR
respectively, to INR 29.4 cr cumulatively). EBITDA and net earnings are
expected to grow at a CAGR of 10.2% & 9.2% to INR 1,141.1 cr & INR 471.5
cr, respectively, over the forecast period. Return ratios, RoE & RoCE which
have seen a step up to double digits in FY21 are expected to more or less
sustain the uptrend inspite of the fact that DFPCL would be in a major
capex cycle.
In light of this fact, we expect the stock to undergo a major re-rating. At
the CMP of INR 236, DFPCL is available at 5.1x FY24E EPS and a dividend
yield of 1.3%. We initiate coverage with a price target of INR 368 (8.0x
FY24E EPS) representing an upside of 55.8% over the next 24 months.
Our optimism stems from the following
Manufactured chemical business (ex-TAN) to be driven by volume growth;
pricing to normalise post pandemic for IPA
We expect the manufactured chemicals business (ex-TAN) to grow at a
CAGR of 7.7% to INR 1,404.8 cr mainly due to fall in realisations of IPA.
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STOCK POINTER

Target: INR 368

IPA prices to remain firm in the short run; but later normalise to pre
pandemic level
DFPCL is the largest Indian manufacturer of IPA (Isopropyl Alcohol) with
an installed capacity of 70K MTPA. Currently, the annual demand of ~190
MTPA far outstrips supply. Hence we expect pricing to remain firm in the
short to medium term before it goes back to pre-pandemic levels. Deepak
Nitrite’s 30K MTPA capacity also expected to ease supplies.
IPA realisation trajectory
Rs/tonne

After IPA prices shot up in 1QFY21, due to the pandemic, they have been slowly
going down. We expect prices to reach to FY20 levels again by FY24
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Domestic leader by far in acids
DFPCL’s plant at Taloja is the largest integrated nitric acid plant across
South East Asia, manufacturing three grades of nitric acid - Dilute nitric
acid (DNA) with a capacity of 885K MTPA, strong nitric acid (SNA) and
concentrated nitric acid (CNA), with a capacity of 231K MTPA. The
domestic demand for nitric acid outstrips the supply and DFPCL, by virtue
of its leadeship position, is a price maker.
Other manufactured chemicals include liquid carbon dioxide (66K MTPA
capacity) and Methanol (100K MTPA capacity). Methanol, which is mainly
traded goods for DFPCL, is an opportunistic manufacturing play when
pricing is favourable.
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TAN (Technical Ammonium Nitrite) to enjoy high capcity utilisation; ~INR
1,800 cr capex to drive growth post FY24
In Q3FY21, the TAN facility utilisation stood at 95%. Domestic demand for
TAN is expected to grow at a CAGR of ~ 5% over the next ten years, to
1,775 KTPA by 2031 (with coal alone expected to contribute to ~60% of the
overall TAN demand). As a result, the TAN demand-supply gap which was
around 225 KT in 2019, is expected to double in the next 5 years.
In addition, the recent blast at a TAN warehousing facility at the Beirut,
(Lebanon) port has raised concerns around the TAN warehousing facility
at the Vizag port. As a result, we expect the government to encourage local
production in lieu of imports (27% of total demand).
Given the rosy outlook, DFPCL has chalked out an expansion plan of ~INR
1,800 cr (assuming commodity cost escalation on the previously
announced capex of ~Rs 1,580 cr) to enhance capacity by 376K MTPA to
~863K MTPA by FY25. As a backward integration to this project, DFPCL is
currently putting up a 500K MTPA ammonia facility (capex of ~INR 2,800
cr) at Taloja, Maharashta.
We expect TAN revenues to grow at a CAGR of 9.8% over FY21-24E to INR
1,367.7 cr with an upside risk to utilisation estimates given that the
company has utilised the plant at >100% levels also in the past.
Crop nutrition business (CNB) to scale volumes through increased NPK
usage and the success of Smartek. DBT-2 to help lower working capital
The crop protection business has seen an uptick over the last 5-6 quarters
with increased adoption of NPK fertilizers by the farm community. Its
differentiated NPK (Smartek) has also met with runaway success. Smartek
sales have rocketed by ~120% YoY gain in volumes to 320K MTPA during
9MFY21 despite being sold at a 8-10% premium over commodity NPK
products. This has helped the CNB segment margins improved from
negative 1.2% in 9MFY20 to 8.3% in 9MFY21.
We expect the crop protection business, which currently operates at 82%
(9MFY21) utilisation to achieve 947K MTPA of production (~90% capacity
utilisation including additional 200K MTPA available through debottlenecking) by FY24E. We expect a CAGR of 11.8% in the CNB revenues
to IN 3,664.8 cr in FY24 given the robust sales outlook for Smartek.
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Trading revenues to decline as a part of conscious strategy
Since the company is on the threshold of a large capex cycle, the
management has taken a conscious decision to pare trading revenues and
free up capital. We expect the contribution from trading revenues to
decline to 19% of total sales by FY24 as compared to 39% in FY19.
Capex to be funded largely by debt
Post completion of capex in FY24 (ammonia +TAN), the net debt of the
company is expected to increase to ~INR 4,100 cr (1.0x net debt/equity &
3.6x net debt/EBITDA). While optically the debt build up seems ominous,
we are not perturbed, given the track record of the previous capex cycle
and the robust outlook for TAN.
A case in point is the real estate project ‘Creaticity (erstwhile Ishanya)’
mall. In FY07, when this project was rolled out, the capex incurred of INR
207 cr was fairly large for the then size of the company. Despite the project
becoming a white elephant, the financials of the company and cash flows
have remained buoyant. This brings to fore the inherent financial strength
of the company and lowers the risk perception around the large capex.

IFC’s CCD/FCCB investment not an immediate dilution overhang on the
stock
IFC has invested USD 60mn via CCD/FCCBs in DFPCL. The 1st tranche of
USD 30 mn was invested in the parent DFPCL (USD 15 mn) and subsidiary
Smartek (USD 15 mn) in FY20. The second tranche of similar amounts was
invested in Q2FY21.
The investment in the parent, DFPCL, has an optional conversion price of
INR 195 per share and cannot be exercised in the forecast period. Hence
there is no scope of dilution in the forecsted net earnings.
The investment in Smartchem of USD 30 mn is for a period of 10 years,
post which conversion will take place.
Promoter’s pledge is lesser than perception of the market
A major concern / miunderstanding among investors w.r.t DFPCL is the
high promoter pledge. We would like to bring to notice that out of ~4.4 cr
-4-
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shares encumbered, ~87.6 lakh shares have been pledged while the
remaining are in the form of non disposable undertaking provided by the
promoters to IFC for CCDs issued by Smartchem Technologies Limited.
The NDU, infact, ensures that the promoters would continue to own shares,
contrary to market perception that the promoters run the risk of losing
control of DFPCL.
Financial outlook to be driven by improving CNB revenues & margins
We expect revenues to grow at 8.1% CAGR over FY21-24E to INR 7,208.6
cr driven by:
 Manufactured chemicals business ex-TAN to grow at a CAGR of
7.7% to INR 1,404.8 cr mainly due to fall in realisations of IPA.
 TAN revenues to grow at a CAGR of 9.8% over FY21-24E to INR
1,367.7 cr.
 Chemical trading business to grow by 6.6% CAGR over FY21-24 to
INR 741.9 cr.
 11.8% CAGR for fertilizer business including trading to INR 3,664.8
cr &
 other segments (namely realty & windmills) to grow at 13.8/-11.6%
CAGR respectively over FY21-24 to INR 29.4 cr in FY24.
EBITDA and net earnings are expected to grow at a CAGR of 10.2% & 9.2%
to INR 1,141.1 cr & INR 471.5 cr, respectively, over the forecast period.
Return ratios, RoE & RoCE, which have seen a step up to double digits in
FY21, are expected to more or less sustain the uptrend inspite of the fact
that DFPCL would be in a major capex cycle.
Major re-rating of DFPCL is on the cards
We initiate coverage with a price target of INR 368 (8x FY24E EPS)
representing an upside of 55.8% over the next 24 months. Our increased
valuation estimate is based on the following
 leadership over its chemical products.
 lucrative prospects of the TAN business and high ‘regulatory’
entry barriers virtually eliminates any competition.
 improving capacity utilisations of the CNB business providing
operating leverage leading to healthy and sustainable
improvement in return ratios.
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RoE & RoCE which have seen a step up to double digits in FY21
are expected to more or less sustain the uptrend inspite of the fact
that DFPCL would be in a major capex cycle.

DFPCL 10 year average 1 year forward PE stands at ~9.9x

Deepak Fertilizers 1 year forward P/E band chart
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Peer Comparison

Source :Bloomberg, Ventura Research
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DFPCL story in charts
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DFPCL’s plant locations

Source: Company Reports
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Production flow diagram

Source: Company Reports, Ventura research

DFPCL organisational structure

Deepak fertlisers & Petrochemicals Corp. Ltd

100% stake

Smartchem Technologies Ltd
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Performance Chemiserve Ltd
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Platinum Blasting Services Lty Ltd-Australia

Source: Company Reports

- 10 -

Monday 26thApril, 2021

This document is for private circulation, and must be read in conjunction with the disclaimer on the last page.

Key risk and concern areas


While FY21 was a record year for the chemicals/fertilizer business,
we expect moderation in realisations going forward, especially for
IPA which saw a sharp jump in realisations in Q1FY21 mainly due to
COVID. While we have built in modest realisation growth at -0.2/ 7.5
/ 4.5% over FY20-24E for IPA/acid/TAN & 2.1/-1.2% for NP &
NPK/Bensulf, any severe deterioration in realisations can derail the
growth story.



Due to continuation of capex cycle, the net/debt to equity levels
which stood at 1.2x in FY20 is expcted to be in a similar range
between FY21-FY24.
The debt levels are expected to fall only after FY25 when all the
capex is over and plants get commissioned. Till then, leveraged
balance sheet is a key risk for the company.



DFPCL has contingent liabilities of Rs 600 cr as on FY20 (Rs 376 cr
supplier claims and Rs 224 cr in various taxes) which amounts to
28% of FY20 networth. Any big conversion of contingent liaibility
into actual liabilitity can significantly affect the balance sheet
position given already high debt in the books.
Key Management Personnel

Source: Company Reports & Ventura Research
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Quarterly Financial Performance

Source: Company Reports & Ventura Research
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Financials & Projections

Source: Company Reports & Ventura Research
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