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SRF Ltd. (SRF) has transformed itself into a research driven specialty chemical player
through continuous investment in capacity and capability building and has established a
strong presence across diverse businesses and chemistries.

In last few years, expansion and diversification have been at the forefront of the company’s
growth agenda. Resultantly, the company undertook aggressive investment policy and
announced some of the complex projects in the recent past. Its successful implementation
and operationalization is indicative of SRF’s strong execution capabilities.

Capex investment to the tune of T604Cr, one of the largest in current project pipeline, to set
up four new dedicated plants for manufacturing of agrochemical intermediates is likely be
commissioned in H2FY24. Apart from this, there are multiple ongoing projects, may it be
either existing capacity expansion or new dedicated capacity addition, which will get
commercialized in FY24 itself.

In Q2FY20, SRF announced its plans to foray into PTFE product segment, to capture the
opportunity in growing market of Fluoropolymer industry, via setting up of a facility with 5,000
MTPA production capacity.

As the PTFE plant expected to operate at optimum capacity utilization by H2FY25, a plant
to manufacture Specialty Fluoropolymers such as PVDF, FEP and FKM, which are allied
products of PTFE, would be set up by Q4FY25. This project would entail a capex investment
of I595Cr, with a cumulative capacity of 4,500 MTPA.

The management in Q4FY22, had announced its plans to foray into Aluminum Foil business.
In order to capture growing demand of Aluminum Foil in domestic as well as export markets,
primarily for packaging of food products, a facility with 21,000 MTPA manufacturing capacity
would be set up undertaking a capex investment to the tune of ¥530Cr.

Although many of the large capex projects such as PTFE, Aluminum Foil and dedicated
plants for Agrochemical intermediates would commence operations in FY24, notable
revenue contribution would start coming in from FY25 onwards. While demand challenges
prevailed in H1FY24, the situation would improve in H2FY24 as per the management
commentary. We expect Revenue/EBITDA/PAT growth of 12%/16%/17% CAGR over FY23-
26e.

Anticipation of challenging environment and subdued realizations led to a healthy correction
in SRF and about two years of consolidations in the stock now provides a good entry point
to ride on this strong capex cycle.
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SRF Ltd.
Company Background

SRF Ltd. (SRF) has transformed itself into a research driven specialty chemical player through
continuous investment in capacity and capability building and has established a strong presence
across diverse businesses and chemistries. Aided by deep domain expertise developed over
the decades, the company has been successful in handling complex projects in highly reactive
fluorine chemistry. Focus on strengthening R&D potential has taken the fluoro-chemical
business to the next orbit, as the company now services some of the world’s leading Pharma
and Agrochemical innovator companies in the world.

In last few years, expansion and diversification have been at the forefront of the company’s
growth agenda. Resultantly, the company undertook aggressive investment policy and
announced some of the complex projects in the recent past. Its successful implementation and
operationalization is indicative of SRF’s strong execution capabilities. Servicing to customers
from more than 90 countries and setting up three overseas manufacturing facilities under PFB
segment has enabled the company to mark its strong presence in the international markets.
Additionally, in PFB segment, focus on achieving operating leverage via setting up of large
capacities led SRF became one of the lowest cost producers of BoPP / BoPET films in the world.
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Promoter 50.53
Dlls 20.04
Flls 13.71
Public 15.72
Financials

(¥Cr)
Revenue 14870 15493 18,115
EBITDA 3,529 3,703 4,529
EBITDA Margin 24% 24% 25%
Net Profit 2,162 2,208 2,813
EPS 73 74 95
RoE 23% 19% 20%
RoCE 23% 20% 22%
P/E (x) 33 32 25
P/B (x) 7 6 5
EV/EBITDA (x) 21 20 16
Source: Company Data, Way2Wealth
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Multiple dedicated plants expected to commence operations in FY24

() Specialty chemical business posted resilient performance in Q1YF24 with slight
moderation in sales and margins despite the challenging demand environment and
inventory unwinding in the global agrochemical markets.

(i) These sectoral headwinds also impacted utilization levels of some of the recently
added dedicated facilities for Agrochemical molecules resulting in slower than
expected ramp up. Additionally, one of the large capex investments to the tune of
%604Cr, to set up four new dedicated plants for manufacturing of agrochemical
intermediates would likely be commissioned in H2FY24. Apart from this, there are
multiple ongoing projects, may it be either existing capacity expansion or new
dedicated capacity additions, which will get commercialized in FY24 itself. As the
management commentary suggests the challenging situation to normalize by end-
FY24, ramp up in capacities of all these facilities is expected to pick up well in FY25.

(i) On Pharmaceutical sectoral front as well, multi-product Pharma Intermediate Plant
(PIP) was operationalized in May-2023. Although, its contribution to Q1FY24 sales
was marginal, the ramp up would be spread over next 3-6 months and significant
contribution is expected to start flowing in from FY25 onwards.

(iv) Additionally, there are 6-7 more APl / Al in the pipeline, which can also get
commercialized over the due course.
Specialty Chemicals segment’s Capex Schedule

Project Commencement Caper Undertaken

AeEEL D Announced In Expected In Cr EEHI

Agrochen'ncal Q4FY23 Q4FY24 110 Dedicated facility to produce an agrochemical intermediate at Dahe;j
Intermediate

Agrochen]lcal Q3FY23 Q3FY24 604 Four new dedicated plants for Agrochemical intermediate
Intermediate

Agrochemical Q1FY23 Ongoing 250 New and dedicated facility to produce 1,000 MTPA Agrochemical Intermediate

Intermediate

Pharma &Agro Expand the capacity by 915 MTPA of an intermediate which finds an

Intermediate QIFY23 Ongoing 72 application in both Agrochemical and Pharma intermediate
A;g{::::g;‘::' Q4FY22 Ongoing 115 Set up a dedicated facility to produce key Agrochemical specialty products
Pharmaceutical API Q3FY22 Ongoing 190 Set up a facility to manufacture a new Pharma Intermediate
Total 1341

Source: Company, Way2Wealth Research

Commencement of PTFE production opens up huge market opportunities

C
WAY2WEALTH Registered Office: Rukmini Towers, 3'& 4 Floor, # 3/1, Platform Road, Sheshadripuram, Bangalore - 560 020,

() InQ2FY20, SRF announced its plans to foray into PTFE product segment, to capture
the opportunity in growing market of Fluoropolymer industry, via setting up of a facility
with 5,000 MTPA production capacity.

(i)  Finding application across diverse industries such as QOil & Gas, Automotive, Aero-
space & Defense, Electricals & Electronics, Pharma and Food, etc., the PTFE industry
estimated to be worth USD2bn in FY22 and is likely to grow at a pace of 3-5% CAGR
over next five years.

(i) PTFE is the end product obtained via polymerization of a monomer called TFE
(Tetrafluoroethylene), which is produced through cracking of R-22. Being one of the
largest producer of R-22, SRF has entire backward integration already in place making
it vertically integrated producer of PTFE. Resultantly, management expects to
generate healthy margins in this segment and has provided a gross profit margin
guidance of 60-65%.

(iv) Although the operationalization of the plant was delayed by 6-8 months, the production
has now started since Q1FY24 in trial quantities for customer approvals. At an
estimated asset turnover of ~1.25-1.3x, this plant has revenue potential of ¥500-550Cr
at peak capacity. While full capacity utilization is likely to be achieved in FY25, the
management expects around 1,000-1,500 tonnes of PTFE sales in H2FY24.

Way2Wealth Brokers Pvt. Ltd. (cIN u67120KkA2000PTC027628) SEBI Rgn. No. : INH200008705.
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SRF’s Well Integrated Fluoro-chemical Business Operations
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Source: Company, Way2Wealth Research

[ Chioroform ==Y Horc — R22
Dichloride W—
Dichloride

Perchloro Ethylene HFC — R125 s HFC Blends

Intermediate

for Specialty
Chemicals

Trichloro Ethylene -Eﬂ‘ HFC — R134a
Key Raw Material External Sales & Captive Use Intermediate Product

MDI 134A/p
o |

3. Positive demand outlook to support strong capex pipeline

(i)

According to the Montreal Protocol, consumption of R-22 gas for emissive purpose
i.e. for Air Conditioners would be phased out in a scheduled manner by 2030. Although
India’s consumption of R-22 is below its overall production capacity, domestic players
(SRF, Guj Fluoro., Navin Fluo.) have significant potential in export markets, where the
consumption exceeds its production quota such as Gulf countries. As a result, demand
as well as realizations are expected to move along upward trajectory in years to come.
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On the fluoropolymer front, the management has plans to forward integrate further, to
produce specialty products. As the PTFE plant expected to operate at optimum
capacity utilization by H2FY25, a plant to manufacture Specialty Fluoropolymers such
as PVDF, FEP and FKM, which are allied products of PTFE, would be operationalized
by Q4FY25. This project would entail a capex of ¥595Cr, with a cumulative capacity
of 4,500 MTPA. As these specialty chemicals find application in new age products
across sectors such as battery chemicals, solar panels, coatings, automotive and
aerospace, etc., it usually trades at high price realizations and generate lucrative
margins.

To cater to the growing demand of refrigerants in the domestic as well as exports
market, the company had in Q1FY22 announced a project for an integrated expansion
of the Fluorocarbon based refrigerant capacity. At an estimated project cost of¥550Cr,
this expansion would result in availability of 15,000 MTPA additional capacity likely by
H2FY24.
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Project Nams (] Commencement Caper Undertaken B
Announced In Expected In Cr|
Fluoro-chemical Q2FY20 Q1FY24 424 PTFE plant with 5,000 MTPA capacity(delayed by 6-8 months)
Specialty Fluoropolymers Q4FY23 Q4FY25 595 To produce range of specialty fluoropolymers
. Expanding Ref gas capacity from existing 50,000 MTPA b

Refrigerant Gases Q1FY22 Q3FY24 550 panding Retg p1 : 0%0 Ton 9 /
Refrigerant Gases Q4FY22 Ongoing 30 Expansion of R-22 capacity

Total 1,600

Fluoro- Chemicals segment’s Capex Schedule (¥Cr)

Source: Company, Way2Wealth

4. Aluminium Foil capacity to be next growth driver for PFB

(i)

(il

(i)

While the company commissioned a new 65,000 MTPA BoPP Film line at Indore in
Q2FY23, the ramp up was gradual than expected. As new capacity additions in
domestic as well as global markets for BoPP and BoPET lines resulted in excess
supply, it dragged product realizations severely and impacted utilization levels too.

This situation of demand and supply mismatch is likely to continue over the medium
term and soft revenue growth in this business may lead to subdued contribution from
this segment.

However, the management in Q4FY22, had announced its plans to foray into
Aluminum Foil business. In order to capture growing demand of Aluminum Foil across
domestic as well as export markets, primarily for packaging of food products, a facility
with 21,000 MTPA manufacturing capacity would be set up undertaking a capex
investment to the tune of T530Cr. At an estimated asset turnover of 1.75-2x, the plant
peak revenue potential would be in the range of ¥900-1,000Cr. It expected to become
operational by Q3FY24 and would be ramped up over FY25.

5.

Significant capacity expansion in TTB lined up for future

(i)

WBWAY2WEALTH
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Amid healthy demand across core sectors of coal, steel, cement and power
generation, belting fabrics business witnessed strong demand which led to record
production in FY23. Strong growth in sales was also aided by the management's focus
on improving the share of value-added-product’s portfolio.

To tap in the growing demand in this segment, plans to expand production capacity
from 1,100 TPM to 1,800 TPM has already been approved. Undertaking a capex
investment of I162Cr, this project is spread over three years to be implemented in a
phased manner.

Amid challenging demand environment in Nylon Tyre Cord Fabric segment, strong
revenue growth from Belting Fabrics business due to this capacity addition can offset
subdued contribution from Tyre Cord Fabric segment.
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o Commencement of operations at the PTFE plant was delayed by nearly 6-8 months. While
it will take couple of quarters more to get customer approvals, any further delay in start of
commercial production can impact segment’s top-line in FY24.

o Multiple projects have been announced to setup dedicated plants for Agrochemical and
Pharmaceutical molecules. While many of these plants would get operationalized in FY24
itself, ramp up of capacities would largely depend on the demand for these molecules in the
market. Thus, subdued demand for any of the product may delay the payback period for
respective plants.

o Another major capex in the pipeline is the setup of Aluminium Foil manufacturing facility. It
may also take few months to receive customer approvals, any delay in normalization of the
plant could lead to subdued growth of PFB revenues.

o While, weak demand in TCF segment is likely to be offset by the growth in belting fabrics
segment. As revenue growth for this segment would largely be driven by capacity addition
in BF segment, any delay in expansion plans or slower than expected ramp up could impact
segmental revenue of technical textile business.

o Increase in imports from China of key products such as NTCF or ref gases in domestic as
well as end-user countries may pressure realizations.

SRF Ltd. is one of the leading domestic player in the fluorine chemistry with its presence in
packaging films business and industrial fabric segment. Currently, it is going through aggressive
capex cycle as projects worth upwards of ~¥3,000Cr are expected to get capitalized in FY24.
Chemical business constitute a major chunk of this pie as nearly ¥1,400-1,500Cr investment
pertains to Specialty Chemicals business while that for Fluoro-chemical would be worth
~%1,100Cr. While in Specialty Chemicals multiple dedicated plants are scheduled to come
online in FY24, fluoro-specialty segment would see operationalization of two key projects i.e.
PTFE and integrated refrigeration gas expansion. Another major capacity slated to be added in
this financial year, is of 15,000 MTPA for Aluminium Foil manufacturing, which would drive the
revenue growth for PFB segment.

Post robust performance in FY23, SRF reported soft quarterly numbers in Q1FY24, as multiple
business segments grappled with demand challenges. However, we believe the situation will
normalize in H2FY24 and also aid in margin improvement on account of operating leverage. Fall
in prices of Ref-gas due to subdued demand was a key concern, however, realization have
already shown signs of improvement in Q2FY24 and is expected to strengthen further in rest of
FY24.

Although many of the large capex projects such as PTFE, Aluminium Foil and dedicated plants
for Agrochemical intermediates would commence operations in FY24, notable revenue
contribution would start coming in from FY25 onwards. While demand challenges prevailed in
H1FY24, the situation is likely to improve in H2FY24, according to the management
commentary. Factoring in these expectations, we estimate SRF to post flattish performance in
FY24 with 4% growth in revenue and EBITDA margins to be maintained at 24%. However, FY25
can see strong 17% top line growth and margins would also improve to 25%. Resultantly, we
expect Revenue/EBITDA/PAT growth of 12%/16%/17% CAGR over FY23-26e.

Anticipation of challenging environment and subdued realizations led to a healthy correction in
SRF and about two years of consolidations in the stock now provides a good entry point to ride
on this strong capex cycle.

At CMP of 2,397, SRF is trading at 25x it FY25e P/E multiple. We remain positive on the
stock and arrive at SoTP-based target price of 2,850, implying 30 FY25e EPS. Hence we
recommend investors BUY at the current valuation.
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15,493
7,746.34
7,746
50%
868
3,176
3,703
24%
669
3,033
244
77
2,867
659
2,208
14%
74
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2,085
5,241
4,779
328
12,434
6,067
6,367
51%
780
2,484
3,103
25%
517
2,586
116
115
2,585
696
1,889
15%

2,126
9,925
5,536
528
18,115
8,949
9,166
51%
1,014
3,623
4,529
25%
714
3,815
252
N
3,654
840
2,813
16%
95

25

(ZCr)

-9%
41%
8%
17%
20%
22%
17%
-93 bps
4%
26%
14%
-122 bps
11%
14%
7%
-35%
9%
-5%
14%
-65 bps
14%,
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(TCn)

2,331
11,910
6,201
608
21,100
10,276
10,824
51%
1,160
4,220
5,444
26%
760
4,683
257
105
4,532
1,042
3,489
17%
118
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Valuation Table

(€Cr)
Technical Textile Business 360 7 2,700
Chemical Business 3,387 23 78,996
Packaging Film Business 720 6 4,670
Others 61 6 380
Total EV 86,745
Net Debt 2,273
Target Mcap 84,472
No. of Shares 30
Share Price 2,850
Current Price 2,397
Upside 19%,

Source: Company, Way2Wealth
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TECHNICAL VIEW
Weekly Chart
SRF [N3273] 2397.70, -1.75% LOG| IRIS
oy e ———
A .**W L R
2000
1! 1800
L o
. ) &.L‘g* ¥ 1200
1000
n i
* W + 800
' “W Qt‘ i
i &'ﬁ qk% | 600
Source : www.SpiderSoftwareIndia.Com 0
Lk
250
200
150
100
||"|| [l |I| ""llll || |" |||||I|||I| ||||||||||III ot Mo ||I || |||| 1A T T P P P T
SRF has been in consolidating mode since October 2021. After stock hit an Technical Indicators/Overlays
all-time high of 2865, the consolidating pattern has led to appearance of solid  [Bollinger Bands (Upper - Lower) 2679 - 2121
trading range of 2640 and 2040 levels in short term. The RSI, 14-day EMA  [Short Term - 20 & 50 Days EMA 2266 & 1790
has now strongly strengthened between 34 and 64, indicating that the price  [Long Term - 100 & 200 Days EMA 1266 & 795
is likely to be traded in a sideways mode. The trend indicator ADX indicates  [Annualised Volatity 31.91
the sideways trend is anticipated to observe further if the stock breaks either  [ADX 44.86
above 2578/2640 or below 2080/2040 levels. Technically SRF is likely to  [MACD 17047
remain consolidation mode and breaking out of 2640 levels would invite [RS! 57.55
further strong buying and then the stock may face the upside targets of 2865 [A\verage True Range(ATR) 227.64
and 2950 levels. On the lower side, the support lies at 2040 and 2080 levels. g‘gn"(;’:d s 1512?')365CF
Breakdown of 2040 would take the stock at 1784/1732 levels. Pivol Levels - Rl R2 2164 & 2537
Pivot Point 2408
Pivot Levels - S1, S2 2341 & 2285
ROC (%) 135
| S.Devargjan |

W WAY2WEALTH

Research Desk <»mll

Head - Technical & Derivatives Research

devarajan.s@way2wealth.com
91-22-4019 2996

Way2Wealth Brokers Pvt. Ltd. (cIN u67120KkA2000PTC027628) SEBI Rgn. No. : INH200008705.
Registered Office: Rukmini Towers, 3'& 4 Floor, # 3/1, Platform Road, Sheshadripuram, Bangalore - 560 020,
Website: www.way2wealth.com Email: research@way2wealth.comWay2wealth Research is also available on Bloomberg WTWL<GO>

10


https://www.way2wealth.com/
mailto:research@way2wealth.com
https://www.way2wealth.com/
mailto:devarajan.s@way2wealth.com

u iCk SRF LTD. W WAY2WEALTH

Research Desk <

“Slght Specialty Chemicals | CMP:%2,397 | MCAP :%710.53bn | 15" September 2023

Disclaimer

Analyst Certification: |, Prasad Hase, the research analyst and author of this report, hereby certify that the views expressed in this research report
accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research.
The analyst(s), principally responsible for the preparation of this research report, receives compensation based on overall revenues of the company
(Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to achieve and maintain independence
and objectivity in making any recommendations.

It is confirmed that Prasad Hase, the author of this report has not received any compensation from the companies mentioned in the report in the
preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings from other business.
Neither Way2Wealth nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental,
special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information contained in this
report.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you.
Way2Wealth is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product,
or to engage in or refrain from engaging in any such transaction. The contents of this material are general and are neither comprehensive nor appropriate
for every individual and are solely for the informational purposes of the readers. This material does not take into account the specific objectives,
financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth and must not be copied, either in whole or in part, or distributed
or redistributed to any other person in any form. If you are not the intended recipient, you must not use or disclose the information in this research in
any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. Way2Wealth will not
treat recipients as customers by virtue of their receiving this report. The distribution of this document in other jurisdictions may be restricted by the
law applicable in the relevant jurisdictions and persons into whose possession this document comes should inform themselves about, and observe any
such restrictions.

The report is based upon information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up to date and it should not be relied upon as such. Way2Wealth or any of its affiliates or employees makes no warranties, either
express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of suitability, fitness for a particular
purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or update the information or opinions in it.
Way2Wealth or any of its affiliates 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 in this report. The recipients of this report should rely on their own investigations. In no event shall
Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special, incidental, consequential, punitive, lost profits, or
lost opportunity, whether or not Way2Wealth has advised of the possibility of such damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are subject to
significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These uncertainties include but are
not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign exchange rates or indices; adverse impact
from an economic slowdown; downturn in domestic or foreign securities and trading conditions or markets; increased competition; unfavorable political
and diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such others. This is not an offer to
buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy. No part of this
material may be copied or duplicated in any form by any means or redistributed without the written consent of Way2Wealth. In no event shall any
reader publish, retransmit, redistribute or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report may from time to time have interest
in securities / positions, financial or otherwise in the securities related to the information contained in this report.

To enhance transparency, Way2Wealth has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as
endorsement of the views expressed in the report.

Disclosure of Interest Statement SRF Ltd. as on 15" September 2023

Name of the Security SRF Ltd.
Name of the analyst Prasad Hase
Analysts’ ownership of any stock related to the information contained NIL
Financial Interest

Analyst : No
Analyst’s Relative : Yes / No No
Analyst’s Associate/Firm : Yes/No No
Conflict of Interest No
Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained

Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Investment in securities market are subject to market risks. Read all the related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of 1As) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

W AY2WEALTH Way2Wealth Brokers Pvt. Ltd. (cIN u67120KkA2000PTC027628) SEBI Rgn. No. : INH200008705.

Registered Office: Rukmini Towers, 3'& 4 Floor, # 3/1, Platform Road, Sheshadripuram, Bangalore - 560 020,
Research Desk <sm Website: www.way2wealth.com Email: research@way2wealth.comWay2wealth Research is also available on Bloomberg WTWL<GO>

1


https://www.way2wealth.com/
mailto:research@way2wealth.com
https://www.way2wealth.com/

