RELIANCe

SECURITIES

A RELIANCE CAPITAL COMPANY

Archean Chemical Industries

Chemical | India

IPO | 07 November 2022

Specialty Chemical Manufacturer at a Discount

SUBSCRIBE é

About the Company

Archean Chemical Industries (ACI) is the leading speciality marine chemical manufacturer in
India with focus on export of bromine, industrial salt, and sulphate of potash globally. During
FY21, the company was India’s largest exporter of bromine and industrial salt. It has one of the
lowest cost of production in both bromine and industrial salt globally. Its predominantly focused
on B2B business segment. The company is coming out with an IPO comprising fresh issue of
~19.8mn shares and OFS of ~16.2mn shares, aggregating a total of ~Rs14.6bn. The objective of
the issue is redemption of NCDs.

Decent Domestic Presence and Strong Global Footprint

Archean Chemical Industries markets its products to 18 global customers in 13 countries and to
24 domestic customers. The company is the largest exporter of bromine from India. It is the only
manufacturer of sulphate potash in India. In FY21, exports contributed 70.3% of total revenues,
indicating strong exports footprint. The company’s marine chemicals business is predominately
conducted on a B2B basis both in India and overseas market. In FY21, the company was the
largest exporter of industrial salt in India with exports of 2.7mn metric tonnes. The transportation
of bromine is dangerous and requires nickel and lead lined ISO containers. ACl has 228
containers (owned and leased) for export business as of Jun22.

Diverse Application Base

The company has an integrated production facility for the bromine, industrial salt, and sulphate
of potash operations, located at Hajipir, Gujarat. The key application of its products includes i)
Bromine is widely used in pharmaceuticals, agrochemicals, water treatment, flame retardant,
additives, oil & gas, and energy storage batteries. i) Industrial Salt is the principal material
in chlorine and caustic soda production and utilised in the chemical and food and beverage
industries. The company exported 100% of its industrial salt production to Japan and China.
iii) Potassium Sulphate is a high-end, specialty fertilizer for chlorine-sensitive crops. It is also
used for medical purposes to reduce plasma concentration of potassium when Hypokalemia
occurs. Archean is only manufacturer of sulphate of potash from natural sea brine in India. The
company aims to expand their product line into bromine derivative performance products in the
next 2 -3 years.

Strong Industry Dynamic

The bromine’s global market size was US$3.1bn in CY21, which is expected to grow at a CAGR of
~6% between CY20-CY25. The demand for bromine likely to grow led by increasing demand for
flame retardants, increasing consumption of oil well chemicals and increasing use of hydrogen
and zinc bromide in flow batteries. ACI is looking to increasing manufacturing capacity for
bromine production over the next two-to-three years.

Financials in Brief

During FY20-22, its revenue and EBITDA clocked CAGR of 36% and 78% respectively, while
EBITDA margin expanded from 24.3% in FY20 to 41.3% in FY22. The company reported revenue
of Rs11.3bn in FY22, up 53% YoY, while EBITDA grew by 78% YoY Rs4.8bn in FY22. PAT for FY22
stood at Rs1.9bn, as against Rs666mn in FY21 and net loss of Rs362mn in FY20. ROE has declined
from 92% in FY21 to 72% in FY22. During 2QFY23, the company reported revenue of Rs4bn, up
99% YoY, EBITDA stood at Rs1.6bn (margin of 40.2%) while PAT jumped 4.5x YoY to Rs844mn.
The company has reduced its Net Debt/Equity ratio from 11.4x in FY21 to 3x in FY22. The revenue
contribution from top 10 clients has reduced to 61% in FY22 from 77% in FY22.

Our View

Based on FY22 earnings, the company is valued at 26.5x P/E, 12.4x EV/EBITDA and 5.1x EV/Sales,
which is a discount to peers. The company has a leading market position and it is undergoing
continues expansion in bromine and industrial salt. High entry barriers in the speciality
marine chemicals industry bodes well for the company. In view of market leading position,
established infrastructure, integrated production with cost efficiencies, consistent financial
performance, high entry barriers for competitor, an experienced management team and
attractive valuation, we recommend ‘SUBSCRIBE’ to the issue.

IPO Details
Price Band (Rs) Rs386-407
Face Value (Rs) 2

Issue Open/Closing Date 9-Nov-22/11-Nov-22

Fresh Issues (mn) 19.8

OFS (mn) 16.2

Total Issue (mn) 35.9

Minimum Bid Qfy. (Nos) 36

Issue Size (Rs bn)* 14.6
QIB / HNI / Refail 75%/15%/10%
Implied Market Cap (Rs bn)* 50.1

*At a higher band

Obiject of the Issue

» Redemption of NCDs

» OFS

Key Risk

» Do not have long-term agreements with suppliers for
raw materials.

» Dependent on third party transportation and logistics
service providers.

» Pending litigations against the Company.

» Top-10 customers contributes 61% of of sales

Shareholding (%) Pre-Issue Post-Issue
Promoters 65.6 55.0
Others 344 45.0
Key Financials

(Rs mn) FY20 FY21 FY22
Revenue 6,082 7,408 11,304
EBITDA 1,480 2,622 4,672
EBITDA Margin (%) 243 354 4.3
PAT (362) 666 1,886
PAT Margin (%) (6.0) 9.0 16.7
EPS (Rs) (2.9) 54 15.3
P/E (x) (138.3) 75.2 26.6
EV/EBITDA (x) 39.5 22.3 12.4
EV/Sales (x) 9.6 7.9 51
Net Worth 60 724 2,61
RoE (%) (605.1) 92.0 72.2
Gross Debt 8,573 8,584 8,449
Net Block 8,823 10,072 10,455
Net Asset Turnover (x) 0.7 0.7 11
Source: RHP
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Exhibit 1: Global Market of Specialty Chemical Exhibit 2: Revenue Split
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Exhibit 3: Geographical Revenue Mix (FY22) Exhibit 4: Revenue Mix (%) - Bromine
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Exhibit 5: Revenue Mix (%) - Industrial Salts Exhibit 6: Revenue Mix (%) - Sulphate of Potash
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Exhibit 7: Installed & Utilised Capacity - Bromine Exhibit 8: Installed & Utilised Capacity - Industrial Salts
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Exhibit 9: Installed & Utilised Capacity - Sulphate of Potash

140 4 130 130 130 r 16.0%
120 - F 14.0%
100 1 - 12.0%
r 10.0%

80 -
- 8.0%

60 -
- 6.0%
40 1 L 4.0%
20 A F2.0%
0 T T 0.0%

Mar '20 Mar 21 Mar '22

m Installed Capacity (MTPA) '000s == Capacity Utilisation (%, RHS)

Source: RHP



ReLI/ANCe SECURITIES A RELIANCE CAPITAL COMPANY

17570374395,
. 25420-12579028ced 229381593 1fe5132310
a rl 3c1b667204648168694cbaci4874db334,
pos 1, st=Maharashira,

297eca23cofSapfes96
0397131803608 165414120659

Saiyed.  Eiml

Disclaimer:

Reliance Securities Limited (RSL), the broking arm of Reliance Capital is one of the India’s leading retail broking houses. Reliance Capital is amongst India’s leading and most valuable
financial services companies in the private sector. Reliance Capital has interests in asset management and mutual funds, life and general insurance, commercial finance, equities and
commodities broking, wealth management services, distribution of financial products, private equity, asset reconstruction, proprietary investments and other activities in financial services.
The list of associates of RSL is available on the website www.reliancecapital.co.in. RSL is registered as a Research Analyst under SEBI (Research Analyst) Regulations, 2014

General Disclaimers: This Research Report (hereinafter called ‘Report) is prepared and distributed by RSL for information purposes only. The recommendations, if any, made herein are
expression of views and/or opinions and should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security
through RSL nor any solicitation or offering of any investment /trading opportunity on behalf of the issuer(s) of the respective securitylies) referred to herein. These information / opinions /
views are not meant fo serve as a professional investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this Report should rely
on information/data arising out of their own investigations. Readers are advised to seek independent professional advice and arrive at an informed trading/investment decision before
executing any frades or making any investments. This Report has been prepared on the basis of publicly available information, internally developed data and other sources believed by
RSL to be reliable. RSL or its directors, employees, dffiliates or representatives do not assume any responsibility for, or warrant the accuracy, completeness, adequacy and reliability of such
information / opinions / views. While due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, dffiliates or
representatives of RSL shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the
information / opinions / views contained in this Report.

Risks: Trading and investment in securities are subject to market risks. There are no assurances or guarantees that the objectives of any of trading / investment in securities will be achieved.
The trades/ investments referred to herein may not be suitable to all categories of traders/investors. The names of securities mentioned herein do not in any manner indicate their prospects
or returns. The value of securities referred to herein may be adversely affected by the performance or otherwise of the respective issuer companies, changes in the market conditions,
micro and macro factors and forces affecting capital markets like interest rate risk, credit risk, liquidity risk and reinvestment risk. Derivative products may also be affected by various risks
including but not limited to counter party risk, market risk, valuation risk, liquidity risk and other risks. Besides the price of the underlying asset, volatility, tenor and interest rates may affect
the pricing of derivatives.

Disclaimers in respect of jurisdiction: The possession, circulation and/or distribution of this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action
has been or will be taken by RSL in any jurisdiction (other than India), where any action for such purposels) is required. Accordingly, this Report shall not be possessed, circulated and/
or distributed in any such country or jurisdiction unless such action is in compliance with all applicable laws and regulations of such country or jurisdiction. RSL requires such recipient to
inform himself about and to observe any restrictions at his own expense, without any liability to RSL. Any dispute arising out of this Report shall be subject to the exclusive jurisdiction of the
Courts in India.

Disclosure of Interest: The research analysts who have prepared this Report hereby certify that the views /opinions expressed in this Report are their personal independent views/opinions
in respect of the securities and their respective issuers. None of RSL, research analysts, or their relatives had any known direct /indirect material conflict of interest including any long/short
position(s) in any specific security on which views/opinions have been made in this Report, during its preparation. RSL's Associates may have other potential/material conflict of interest
with respect to any recommendation and related information and opinions at the time of publication of research report. RSL, its Associates, the research analysts, or their relatives might
have financial interest in the issuer company(ies) of the said securities. RSL or its Associates may have received a compensation from the said issuer companylies) in last 12 months for the
brokerage or non brokerage services.RSL, its Associates, the research analysts or their relatives have not received any compensation or other benefits directly or indirectly from the said
issuer company(ies) or any third party in last 12 months in any respect whatsoever for preparation of this report.

The research analysts has served as an officer, director or employee of the said issuer company(ies)?: No

RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying,
distribution of this Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL's activities were neither suspended nor have defaulted with any stock exchange with whom RSL is registered. Further, there does not exist any material adverse order/judgments/
strictures assessed by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of
whatsoever nature instituted or pending against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of.

RSL CIN: U65990MH2005PLC154052. SEBI registration no. (Stock Broker: INZ000172433, Depository Participants: CDSL IN-DP-257-2016 IN-DP-NSDL-363-2013, Research Analyst:
INHO00002384); AMFI ARN No.29889.
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