
1 
 

Navigator Holdings Q4 2018 Update 
By Alex Jones, Porter Street Research 
alex.jones@porterstreetresearch.com 
 
Executive Summary 
 
➢ Navigator shares are up 18% in 2019 but down 7% since our recommendation to buy shares at $12 

on September 19, 2018 
 

➢ As of March, Navigator has secured all funding necessary for its portion of the ethylene terminal JV 
with Enterprise. The terminal is to be operational by the end of 2019 
 

➢ Adjusted EBITDA for the full year and fourth quarter were $118mn and $30mn respectively. Adj. 
EBITDA was down 2% y/y. Utilization for 2018 was 89%, up 1.3% y/y while the average TCE was 
$20,284, down 3.5% y/y  
 

➢ TCE bottomed during 2018 at $19,000/day in the second quarter and has improved throughout the 
year ending the fourth quarter at $20,920/day compared to a long-term average of > $26,000/day 
 

➢ We continue to believe conditions exist in the next 12-24 months for a meaningful recovery in day 
rates and utilization driven by improved demand and constrained supply: 

 
o Key pipeline projects on the demand side, notable the Mariner East 2 pipeline have started to 

flow, albeit at volumes much lower than anticipated or at fully capacity. ME2 volumes are 
expected to be fully operational by the end of 2019 with ME3 one year later 

o A two year wait for new builds and limited ship building capacity creates supply side 
constraints to support an elongated upcycle should demand for vessels outpace supply over 
the next few years   

 
➢ In this report we provide some downside estimates and attempt to back into what is required for 

Navigator to breach its main debt covenants. In a mild recovery, we think shares could be worth 
$22/share, good for a 26% IRR over three years. In a full recovery and market normalization, we think 
shares could be worth closer to $29/share, good for a 37% IRR. Both prices targets exclude the 
ethylene terminal which we believe could add $2-4/share to Navigator’s NAV 

 

 

Key Stats Porter Street Estimates 2018 2019 2020

Ticker NVGS TCE $247 $265 $326

Price 11.2$          Y/Y Growth 7.4% 22.9%

52wk High 13.6$          EBITDA 118$            138$            199$            

52wk Low 9.3$            Margin (%) 47.8% 52.1% 60.9%

Shares Outstanding 55.0            EPS (0.10)$          0.23$           1.37$           

Market Cap 616$           Free Cash Flow 67$              76$              149$            
Total Debt 840$           

Cash 72$             Total Debt (Year End) 840$            837$            767$            

Enterprise Value 1,384$        Debt/EBITDA 7.1               6.1               3.9               

EBITDA/Interest 2.6               3.5               5.8               

EV/EBITDA 2018 2019 2020

Porter Street 11.7 10.0 7.0

FCF Yield 2018 2019 2020

Porter Street 5% 5% 11%
Equity FCF Yield 2018 2019 2020

Porter Street 11% 12% 24%

Recommendation Consensus Estimates

Revenue (Net) 247$            283$            289$            

Y/Y Growth 8.6% 2.3%

Base Case Fair Value: $22 EBITDA 118$            134$            167$            

Buy Up to $13 Margin (%) 47.8% 47.3% 57.7%

EPS (0.10)$          0.50$           1.27$           

Note: Data and recommendation are as of 4/3/2019 unless otherwise noted

BUY Navigator Holdings (Ticker: NVGS)   
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Q4 2018 and Full Year Earnings Update 
 
Navigator reported earnings on Monday April 1. The delayed reporting was a result of Navigator finalizing 
a series of financing transactions including the re-financing of one of its term loans and securing capital to 
fund the remaining portion of its JV with Enterprise. Below we summarize highlights from the quarter: 
 
➢ TCE/day up 1.6% y/y to $20,920/day in Q4 but down 3.5% y/y to an average of $20,284/day 
➢ Utilization was essentially flat y/y in Q4 at 86.7% and up 1.3% to 89% for the full year 
➢ TCE (net revenue) was up 1.6% for the full year 2018 to $247mn  
➢ EBITDA of $29.8mn for Q3 2018. TTM EBITDA is $118mn 
➢ Op-Ex/day of $7,694 up just 0.8% y/y 
➢ Successfully raised $72.5mn in USD proceeds from a $600mn NOK bond offering at NIBOR + 600 
➢ Secured a construction loan and follow on term loan for a principal amount of $75mn at L + 275 to 

help fund the remaining portion of the cap-ex on the ethylene terminal JV 
➢ Has committed $72.5mn of $150mn for ethylene terminal as of March 2019 and expect to pay 

another $61mn by the end 2019 and $22mn in 2020 
➢ Time charters and COAs accounted for 65% of revenue for full year 2018 
 

 
Source: Navigator Holdings 

 
2018 was a difficult year for Navigator. Despite the continued pipeline delays and concerns over global 
trade, product flow and tariffs, EBITDA was down just 2%. The long-delayed Mariner East 2 pipeline 
finally got approval to flow. However, it only flowed for a short time before additional issues relating to the 
legacy infrastructure caused delays. While volumes are flowing, they are well under capacity. Energy 
Transfer expects the issues to be resolved by the end of 2019.  
 
This update is brief. Our view on Navigator is simple: the assets are massively under-earning their 
potential. Navigator plays in a highly profitable, but tiny part of the global energy markets. As CEO David 
Butter’s pointed out on the Q4 2018 conference call, the economics of moving certain petrochemicals out 
of the US, abroad are excellent. The problem is a lack of infrastructure. Should the US continue to 
produce oil, natural gas and NGLs like it has over the last five years, the eventual completion of additional 
fractionation capacity and infrastructure can make the US a low-cost feedstock producer and shipper of 
commodities globally.  We have covered why we believe both the demand and supply case create 
conditions for a positive change in Navigator’s business in the next 12-24 months multiple times: our 
original report and an update can be found here: https://www.porterstreetresearch.com/reports-1. While 
we remain confident things can and should get better, we have no idea when. By the end of 2019 we 
should begin to see some signs of improvement. Until then, we continue to watch weekly charter 
assessments as they become available.  
 
With upside conditions well covered, we are using this opportunity to discuss the downside of an 
investment in Navigator. At over 7.0x Debt/EBTIDA, Navigator is highly levered. Despite operating at near 
trough conditions with such leverage, as a testament to the quality of its asset base and earnings 
potential, Navigator has been able to raise capital during difficult market conditions over the last six 
months. However, if there is a hiccup somewhere along the way before the end of 2019-2020 when the 
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supply/demand picture should result in a meaningful uplift in day rates, we acknowledge the stress that 
could be put on Navigator’s balance sheet and the risk to shareholders of a dilutive capital raise. Most of 
this short update is focused on Navigator recent financings, balance sheet and an attempt at assessing 
sensitivities to the downside.  
 
Additional Funding Secured 
 
Over the past six months Navigator has under taken the following financing actions: 
 
1. November 2018:  
 

o Raised $72.5mn in US dollar proceeds from a Norwegian bond offering at NIBOR + 600  
o The Norwegian bond is backed by collateral from four of Navigator’s ethylene capable 

vessels and Navigator’s equity interest in the EPD terminal. The blended interest rate on 
the debt will be approximately 7% at a rate of NIBOR + 600. 

 
2. March 2019 Secured Term Loan: 
 

o Navigator re-financed four ethylene capable vessels within their Jan 15 facility due June 
2020 for a maximum principal amount of $107mn  

o Re-payment on loan was $75.6mn leaving $31.4mn for corporate purposes  
o New facility has a six-year term, expires Mar 2025 at L + 240, down from L + 270 

 
3. March 2019 Terminal Facility 
 

o Entered into credit agreement for a maximum of $75mn to be used solely for construction 
of ethylene terminal. The construction loan turns into a term loan with a final maturity in 
December 2015 and interest is paid at L + 250/300 over the term of the facility  

o Initial amount available is $23mn and that rises to a maximum of $75mn as more 
throughput contracts are signed 

 
The financings where done amidst difficult market conditions over the last six months. We think the ability 
to complete the transactions speaks to management’s capabilities as well as the strength of the 
underlying collateral of the assets.  
 
Leverage + Coverage Scenarios 
 
Despite the progress Navigator has made on securing funding, for the remainder of 2019, Navigator will 
re-main highly levered with total Debt/EBITDA > 6.0 for most of the year. Pro-forma for the investments in 
the ethylene terminal made in 2019 thus far, Navigator has $41mn in cash ($16 available ) and around 
$55mn available on one of their revolving credit facilities.   
 

 
                                              Source: Navigator Holdings, Porter Street Research estimates. 
                Note: We assume NVGS draws the entire $75mn for terminal though actual amount will be less. 

Gross Debt Outstanding: Year End 2018 - 2021

Facility Capacity 2018 2019 2020 2021

1 161$       132$         116$         99$           83$           

2 220$       92$           93$           77$           60$           

3 290$       247$         230$         214$         197$         

4 278$       201$         179$         100$         88$           

Bond 100$       100$         100$         100$         100$         

Terminal Bond 68$         68$           68$           68$           68$           

Terminal Facility -$        75$           61$           55$           

Total 1,117$    840$         837$         767$         667$         

Calc Pay Down 54$           128$         62$           

Required Pay Down (78)$          (135)$        (167)$        

Vessel EBITDA 118$         138$         199$         244$         

Terminal EBITDA -$          27$           27$           

Total EBITDA 118$         138$         226$         271$         

DEBT/EBITDA 7.1            6.1            3.4            2.5            
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To assess the downside, we ran sensitivity analysis using three simplified cases for TCE and utilization 
over the next few years. Navigator’s key debt covenant requires them to have an interest coverage ratio 
of EBITDA/Interest > 2 with step ups beyond 2020. The analysis below is for debt held by Navigator that 
is related to vessels only – it does not include the debt for the terminal investment. 
 

 
                           Source: Navigator Holdings, Porter Street Research estimates. 

 
Using a simplified calculation, Navigator’ EBITDA on a trailing twelve-month basis would need to fall 
about 25% from year end 2018 before they would be in breach. For that to happen, we estimate TCE 
would have to fall below $17,500/day and utilization below 85%. The charts below provide context for how 
depressed conditions are. Average TCE of $20,284 for 2018 was the lowest in the last twelve years. 
Utilization has improved but remains well below Navigator’s long-term average. 
 

 
               Source: Navigator Holdings 

 

Navigator Interest Coverage and Covenant Tests

FY FY FY FY

12/31/2017 3/31/2018 6/30/2018 9/30/2018 12/31/2018 12/31/2018 12/31/2019 12/31/2020

NVGS Only DEBT 851$         849$       772$       840$       762$         772$            694$            558$            

EBITDA 121$         31$         27$         30$         30$           118$            

Debt/EBITDA (NVGS) 7.0            7.0          6.5          7.3          6.5            6.5               

TTM

EBITDA (NVGS) 121$         121$       118$       114$       118$         118$            138$            199$            

Low 81$             118$           

Base 138$           199$           

High 189$           230$           

Interest (NVGS) 37$           41$         38$         40$         42$           45$              39$              34$              

Coverage Info

EBITDA/Interest 2.9            3.1          2.8          2.8          2.6            2.6               3.5               5.8               

Low 2.1              3.4              

Base 3.5              5.8              

High 4.8              6.7              

Covenant 2.75 2.75 2.75 2.00 2.00 2.00 2.00 2.00

Coverage Compliant YES YES YES YES YES YES

Coverage Test

Start NVGS Only 772$            694$            

Pay Down (78)$             (135)$           

End NVGS Debt 772$            694$            558$            

Est. Avg Interest 45$              39$              34$              

Min-EBITDA To Comply 89.9$           78.3$           68.8$           

Current EBITDA 118.0$         

% Decline from 2018 EBITDA to Breach -24% -34% -42%

Current TCE 20,284$    

TCE To Breach 17,500$    

% Decline in TCE -13.7%

Scenario Assumptions

TCE 

Low 17,618$       20,785$       

Base 20,785$       25,535$       

High 23,952$       27,118$       

Utilization

Low 85.0% 85.0%

Base 92.0% 92.0%

High 95.0% 95.0%

Time Charter Equivalent Day Rates Utilizaton
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Power of Contracts 

 
Navigator’s ability to sign long term contracts at premium day rates also provides stability and coverage 
during a possible downturn. For 2019, Navigator estimates that it has 30% of its available operating days 
contracted at TCE of $25,975/day or 30% above the average for 2018. We estimate this will translate into 
around $70mn of EBITDA (based partially on old Navigator presentations). With 70% of its remaining 
operating days to be utilized, we find it hard to see a scenario were Navigator can’t generate an 
incremental $20mn in EBITDA to be above the $90mn required to remain in compliance in 2019 with its 
interest coverage covenant. Navigator’s differentiated asset base and premium fleet allow them to earn 
significantly higher day rates. While all bets are off in any kind of recessionary scenario, we take some 
comfort in the power of Navigator’s existing contracts and remain hopeful that more details will emerge in 
the coming 6-12 months regarding additional contracts surrounding the ethylene export terminal.  
 
Upside in Recovery Remains Attractive 
  
We continue to believe that based on visible demand and an industry that may have trouble supplying 
vessels in the coming years, a case towards a normalization in day rates and utilization exists. 
At today’s TCE and utilization, Navigator is fairly valued. The table below lays out our basic framework for 
thinking about the upside. Finally, once the ethylene terminal is up and running, we think investors will 
begin to price it in. As we laid out in our Q3 2018 update here: 
https://www.porterstreetresearch.com/reports-1 we think the terminal can add $2-$4/share in value. Once 
stabilized, we see it generating between $25-$30mn in EBITDA and $15-$20mn in free cash flow back to 
Navigator.  
 

 
                       Source: Navigator Holdings, Porter Street Research, Vanshap Capital 
 
An investment in Navigator since our recommendations has proved volatile, with little to show for it. 
However, with a downside scenario reasonably covered, should events begin to unfold in a positive light 
for Navigator over the next 6-18 months, we think the upside can be swift and significant. Finally, 
Navigator reports their Q1 results in just 6 weeks. We don’t anticipate anything major besides an update 
on contracting regarding the ethylene terminal. For now, Navigator remains a wait an see story. For an 
investor with the patience to let the market play out, we continue to believe the risk reward is favorable at 
these levels.  

Scenario Current Mild Recovery Full Normalization

Blended TCE 20,284$          25,526$           28,579$                 

Utilization Rate 87% 92% 94%

TCE (Net Revenue) 247$               326$                373$                      

Brokerage Commission 5$                   7$                    7$                          

Opex 107$               108$                108$                      

G&A 16$                 17$                  17$                        

   EBITDA (cash) 118$               194$                240$                      

Depreciation 78$                 78$                  78$                        

   Interest Expense (cash) 45$                 40$                  40$                        

   Net Income (0)$                  76$                  122$                      

Basic Shares Outstanding 55.5                55.5                 55.5                       

Basic EPS (0.10)$             1.36$               2.21$                     

Multiple of Potential Earnings N/M 8                      5                            

Fair Value Range Current Mild Recovery Full Normalization

EBITDA Multiple

6 7.0$                15.1$               20.1$                     

8 11.2$              22.0$               28.7$                     

10 15.4$              28.9$               37.3$                     

Three Year IRR Current Mild Recovery Full Normalization

EBITDA Multiple

6 -14% 11% 22%

8 0% 26% 37%

10 12% 38% 50%

https://www.porterstreetresearch.com/reports-1

