
 
    

 

Company Description: Innospec Inc. is a global specialty chemicals company that focuses 

on bringing innovative new technologies to the market. They specialize in three featured segments: 

Fuel Specialties, Performance Chemicals and Oilfield Services. Innospec is headquartered in 

Englewood Colorado, and currently conducts business in 23 countries employing approximately 

1,800 people.  

BUY 
Current Price:  $62.95 
Target Price:  $75.80 
Market Cap:  $1.52 B 
EBITDA Margin:        14.6% 
Gross Margin:             34.46% 
PE Ratio                     19.3% 

 

 
 

 

 
 

  
 

Thesis:  
Innospec Inc. has strong growth factors due to their 
ability to trademark new chemicals, and acquire 
industry-leading competitors. Their newly 
established enterprise in the Chinese market will 
help grow revenues in the future. These factors will 
allow Innospec the ability to increase sales and 
revenue in the specialty chemical industry.  

Catalysts:  
 Short Term(within the year): Huntsman 

acquisition of European personal care and 
home care 

 Mid Term(1-2 years): Trademarked 
breakthrough chemicals Iselux and Statsafe 

 Long Term(3+): New wholly owned 
enterprise in China (9/11/17) target country 
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Earnings Performance: 

 
Innospec has had a promising first two quarters in 2017. Which is a good sign considering the acquisition of 

Huntsman had a large impact on their 2016 revenue and debt accumulation. They are generating revenues 

that will not only allow them to recover from their drop of total revenue, but actually generate the largest total 

revenue in the company’s history. Additionally in regard to the graph above, the first two quarters for 

Innospec prove that their strategy has generated reliable returns for shareholders. With the acquisition of 

Huntsman a fellow specialty chemical company, Innospec’s sales have hit a record number in the second 

quarter of 2017 reaching $326.3M, which accounts for a 43% growth compared to 2016. It is also an 11% 

growth over quarter one, and should continue to grow throughout the rest of 2017. Furthermore, despite the 

fuel specialty segment, the oilfield services, performance chemicals and octane additives have all seen an 

increase in sales. This is extremely important to Innospec due to its sensitivity to revenue. If current trends 

continue, they are forecasted to generate $1.0639B in 2017, as mentioned before this would be the largest in 

the company’s history. An additional positive outlook for Innospec was the increase on EBITDA of 10% 

when compared to 2016. They were also able to increase their EPS by $1.06, which is a favorable sign for 

shareholders, proving that company can handle a sizeable acquisition and still maintain positive growth.   

 

 

 

Business Description: 
Innospec Inc. manufactures, blends and supplies specialty chemicals for the use as fuel additives, ingredients 

for personal and home care, gas and oil extraction as well as any other application for oilfield chemicals. 

Innospec divides its business approach into three segments: Fuel Specialties, Oilfield Services and 

Performance Chemicals. This allows them to have a diverse share of a specialized market. Their fuel additives 

aim to improve fuel efficiency, boost engine performance and reduce harmful emissions. Their Oilfield 

Services supply drilling, completion and production chemicals that allow oil companies to conduct business in 



 
    

 

the most cost efficient and eco-friendly manner. Finally, their third segment, Performance Chemicals, 

provides technology-based solutions for products focused in personal/home care, agrochemical and mining 

markets. Innospec also conducts some business in the fuel additive market that allows for fuel efficiency and 

greater engine performance, however due to the regulations against TEL (Tetra Ethyl Lead) they have been 

phasing this segment out of their 

business.  

  

The graph to the side depicts the 

segment breakdown according to sales 

for 2016. The segment breakdown 

financially is as follows: Fuel Specialties 

sales were $510M, the Oilfield Services 

were $192M, the Performance 

Chemicals were $139M and Octane 

additives were $43M.  

 

 

  

Acquisition of Huntsman Corporation. 

On August 3rd, 2016 Innospec Inc. completed the acquisition of Huntsman Corporation’s European 

Differentiated Surfactants business. Innospec has integrated the acquisition into its Performance Chemicals 

segment that has shown promising sales revenue throughout the first two quarters of 2017. Although the 

acquisition was financed through debt, this will not be a significant problem due to the growth and projected 

sales done through this agreement. The acquisition has 

produced an estimated $230M in added sales and a gain 

of $24M in EBITDA for Innospec. Primary surfactants 

are becoming a greater composition of the Home and 

Personal care products. Due to Innospec’s innovative 

technology, their trademarked chemical Iselux, which is 

a compound that lowers the surface tension between 

two liquids, has improved the overall quality of many 

brand name consumer staple products.  

The European Personal and Home Care products is a Billion dollar industry that Innospec has now become a 

key player in. The example on the side shows the increase in body wash products that require the use of 

Iseulex. Innospec has positioned themselves as a major player in the development of brand name soaps, 

shampoos, conditioners and lotions. Brand name products such as Olay, Nivea, Dove and Body Clear will 

now feature performance chemicals that are manufactured by Innospec.  As mentioned before due to this 

acquisition the Performance Chemicals segment has risen 43% in sales compared to 2016. Below are several 

products that are household staples containing the chemical Iselux.  



 
    

 

 

 

Entering the Chinese Market: 

The current geographic breakdown of sales is dominated by Europe and North America, accounting for over 

80% of all sales. On September 8th, 2017 Innospec concluded the registration of its new wholly-owned 

enterprise in Beijing, China. The enterprise will be fully operational in October of 2017, replacing Innospec’s 

representative office. The Chinese market has been a target for Innospec for obvious reasons, mainly due to 

the large amount of potential sales that the Chinese consumer market accounts for. Additionally, the 

expansion into the Asian-Pacific market further diversifies the market share of Innospec products. Sean Pang, 

regional director for Innospec says, “We are delighted that we will be able to improve our service to 

customers across all of our businesses in China – for Fuel Specialties, Performance Chemicals and Oilfield 

Services. We look forward to working with our customers to create profitable solutions for the long-term 

growth of their business.” The Chinese market will inevitably produce a large amount of sales for Innospec 

both in the short and long term. This is a promising sign for large potential growth in revenues Innospec. 

Currently there are only five regional offices in the Asian markets. Because of this wholly-owned enterprise 

that will be established in Beijing, there will be potential for additional growth in the Asian-Pacific market.  

President and CEO of Innospec, Patrick S. Williams claims, China has long been a target market for 

Innospec. Both their newly trademarked specialty chemicals Iselux (as mentioned before) and Statsafe, which 

is a static dissipater that reduces the chances of a static charge in combustible solvents will be featured in the 

Chinese market. Statsafe is a chemical that will transcend the oil extraction process allowing it to be more 

reliant and undoubtedly more safe. With growing global concerns for carbon footprint and increase in 

regulations, Innospec believes that this product will soon be mandated for future oil extraction, transportation 

and containment. Below is a picture showing the regional offices associated with Innospec. There is an 

abundant amount of geographical area that can be developed by Innospec to increase their global presence.  

      



 
    

 

 

 

Financial Analysis: 

 

Innospec has had strong growth as shown in the chart above. Their gross margins have continued to grow 

over the years, except for 2017. This is due to the one-off event that occurred during the acquisition of 

Huntsman, where there was an unplanned plant outage due to some raw materials purchasing and pricing 

issues. That issue has since been resolved, and will not have any effect on the future success of Innospec. 

Innospec has received steady increases in gross profit as well, except for 2016 where once again the 

acquisition of Huntsman had caused problems, which indirectly effected their profit. EBITDA has also seen 

growth. As for 2016 in EBITDA they took a hit in unexpected costs, that they were then able to recover from 

in the first two quarters of 2017. The projected revenue for 2017 is the where they compensate for their faults 

in the acquisition of Huntsman. As depicted by the chart above, the projected revenue for Innospec shows a 

large increase due to the spike in sales that directly correlates to the amount of revenue accumulated. The 

amount of sales increased because of the large growth seen in their Performance Chemicals segment. The 

revenues should continue to see growth as they expand into the Asia-Pacific market. As the oil and gas 

industry rebounds, Innospec should expect to see exponential growth in revenue and profit margin.  

 

Conclusion:  

In the end, there are three drivers of this stock price in the immediate future. First, Innospec has seen a 43% 

increase in sales revenue in their Performance Chemicals segment, due to the acquisition of Huntsman 

European Personal and Home care sector. Although they took a considerable amount of debt to finance this 

acquisition, the projected revenues based on sales will allow them to recover and generate future revenues to 



 
    

 

compensate for the loss. Secondly, the research and development department for Innospec is second to none 

in their respective industry. They have the capability and capital to establish groundbreaking chemicals that 

are necessary for a wide variety of companies to utilize in their products. Essentially Innospec has created 

their own niche within the specialty chemicals industry that they will continue to exploit. Lastly, Innospec has 

established their first wholly-owned enterprise in China. This will allow them gain exposure to the Asia-

Pacific market, therefore creating a large growth in sales as well as brand recognition. Furthermore, I would 

encourage any investor to buy IOSP due to the fact that they have positioned themselves extremely well to 

generate long term growth in their respective industry.   



 
    

 

 

Analysis by JT Jennings  Current Price: $62.95  Intrinsic Value $67.49 Target 1 year Return: 21.7%

10/13/2017  Divident Yield: 1.3%  Target Price $75.80 Probability of  Price Increase: 97.33%

Market Capitalization $1,519.40

Daily volume (mil) 0.09 #

Shares outstanding (mil) 24.14

Diluted shares outstanding (mil) 24.49

% shares held by institutions 95%

% shares held by investments Managers 90%

Sector Materials % shares held by hedge funds 1%

Industry Chemicals % shares held by insiders 1.74%

Last Guidance November 3, 2015 Short interest 1.01%

Next earnings date November 7, 2017 Days to cover short interest 2.74

Estimated Country  Risk Premium 7.11% 52 week high $74.75

Effective Tax rate 28% 52-week low $54.10

Effective Operating Tax rate 18% Volatility 25.48%

Peers

Quarter ending Revenue EBITDA Koppers Holdings Inc.

6/30/2016 -1.00% 2.41% Ingevity Corporation

9/30/2016 -12.78% -20.59% NewMarket Corporation

12/31/2016 2.63% 29.28% Newpark Resources, Inc.

3/31/2017 2.54% 6.06% OMNOVA Solutions Inc.

6/30/2017 4.75% 6.24% Flotek Industries, Inc.

Mean -0.77% 4.68% WD-40 Company

Standard error 3.1% 7.9% LSB Industries, Inc.

Management Position Total compensations growth Total return to shareholders

Williams, Patrick Chief Executive Officer, Pre 20.61% per annum over 5y 6.12% per annum over 5y

Cleminson, Ian Chief Financial Officer and 17.95% per annum over 5y 6.12% per annum over 5y

Boon, P. Chief Operating Officer and 26.41% per annum over 5y 6.12% per annum over 5y

McRobbie, Ian Chief Technology Officer and 13.73% per annum over 5y 6.12% per annum over 5y

Watt, Brian Vice President of Strategic 16.18% per annum over 5y 6.12% per annum over 5y

Parsons, Christopher Principal Accounting Officer N/M N/M

Profitability IOSP (LTM) IOSP (5 years historical average) Peers' Median (LTM)

Return on Capital (GAAP) 11.7% 20.54% 28.58%

Operating Margin 9% 9.88% 9.26%

Revenue/Capital (GAAP) 1.29 2.08 3.09

ROE (GAAP) 11.7% 20.5% 62.6%

Net margin 7.2% 9.2% 8.5%

Revenue/Book Value (GAAP) 1.63 2.23 7.35

Invested Funds IOSP (LTM) IOSP (5 years historical average) Peers' Median (LTM)

Cash/Capital 5.1% 13.3% 16.7%

NWC/Capital 26.6% 24.1% 30.3%

Operating Assets/Capital 33.3% 24.5% 40.4%

Goodwill/Capital 35.0% 38.9% 12.6%

Capital Structure IOSP (LTM) IOSP (5 years historical average) Peers' Median (LTM)

Total Debt/Market Capitalization 0.27 0.20 0.58

Cost of Existing Debt 4.0% 4.0% 5.1%

CGFS Rating (F-score, Z-score, and default Probability) BBB BB BBB

WACC 9.1% 10.2% 10.4%

Period Revenue Growth Forecast NOPAT Margin Forecast Revenue to Capital Forecast

Base Year 13% 12.8% 0.75

6/30/2018 17% 3.8% 0.83

6/30/2019 7% 3.0% 0.84

6/30/2020 6% 3.7% 0.86

6/30/2021 6% 4.4% 0.87

6/30/2022 5% 5.1% 0.88

6/30/2023 5% 10.1% 0.88

6/30/2024 4% 10.6% 0.83

6/30/2025 4% 11.0% 0.79

6/30/2026 3% 11.5% 0.75

6/30/2027 3% 12.0% 0.71

Continuing Period 2% 12.5% 0.67

Period Return on Capital Forecast WACC Forecast Price per share Forecast

Base Year 9.6% 9.1% $66.99

6/30/2018 3.1% 9.5% $75.85

6/30/2019 2.5% 9.2% $84.34

6/30/2020 3.2% 9.3% $93.27

6/30/2021 3.9% 9.4% $102.63

6/30/2022 4.5% 9.4% $112.32

6/30/2023 8.8% 9.3% $122.19

6/30/2024 8.8% 9.4% $132.39

6/30/2025 8.7% 9.5% $142.90

6/30/2026 8.6% 9.7% $153.69

6/30/2027 8.5% 9.7% $164.62

Continuing Period 8.3% 9.8%

CENTER FOR GLOBAL FINANCIAL STUDIES BULLISH

Innospec Inc. develops, manufactures, blends, markets, and supplies fuel additives, oilfield 

chemicals, personal care products, and other specialty chemicals to oil and gas exploration and 

production, oil refinery, fuel users, personal care formulation, home care, agrochemical and 

mining formulation, and other chemical and industrial companies worldwide.
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