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Chemcon Speciality Chemicals Limited

Company Background

Incorporated in 1988, Chemcon Speciality Chemicals Ltd is a manufacturer of specialized
chemicals based near Vadodara, Gujarat. Company's products are predominantly used
in the pharmaceuticals industry and as completion fluids in the oilfields industry. It has
a manufacturing plant at Manjusar near Vadodara in Gujarat, 5 operational plants, 3
warehouses, and 2 leased warehouses. Company not only serves the domestic market
but also export its products in overseas market such as USA, China, Japan, UAE, Serbig,
Russia, Malaysia, and Azerbaijan.

Issue Details
The offer comprises Fresh Issue of Equity shares aggregating upto Rs.165Cr and Offer for
sale of up to 4,500,000 Equity Shares.

OFS Details:
Name Shares offered for sale
Promoter

Up to 2,250,000 Equity Shares
Up to 2,250,000 Equity Shares

Kamalkumar Rajendra Aggarwal

Naresh Vijaykumar Goyal

Issue Objectives

1. Capital expenditure towards expansion of the Manufacturing Facility: Rs.41.03Cr

2. To meet working capital requirements: Rs.S0Cr

3. General corporate purposes

4, To achieve the benefits of listing of the Equity Shares to enhance the visibility and
brand image.

IPO share allotment pattern

Category Mlocation | 0 nens | shareeathettn | ecn
0B 50% 46,90,828 46,76,470 159
Non-Institutional 15% 14,07,248 14,02,8941 48
Retail 35% 32,83,579 32,73,529 m
Total 93,81,655 93,52,940 318

* |ssue Size at Upper price band
Source: Company RHP, ACMIIL Research

Outlook and Valuations

Chemcon is the only HMDS manufacturer in India. Moreover, Chemcon is the leading
CMIC manufacturer in India. According to Frost & Suvllivan report Chemcon has immense
opportunity in India by substituting import and catering to India's growing HMDS and
CMIC market. Given its leadership position in niche products, high entry barriers and
healthy financials, Chemcon is well placed to capture shift of supply chain away from
china with its planned capex. At the upper price band of Rs.340/-, the stock trades at
25.5x its FY20 EPS of Rs.13.34/-(Post Issue dilution basis). We recommend to subscribe
the issue from a long-term prospective.
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Business Overview

Chemcon is a manufacturer of specialised chemicals, such as Hexamethyldisilazane / Hexamethyldisilane ("HMDS") and Chloromethyl
Isopropyl Carbonate ("CMIC") which are predominantly used in the pharmaceuticals industry, and inorganic bromides, namely Calcium
Bromide, Zinc Bromide and Sodium Bromide, which are predominantly used as completion fluids in the oilfields industry (the "Oilwell
Completion Chemicals"). Chemcon is the only manufacturer of HMDS in India and was the 3rd largest manufacturer of HMDS worldwide
in terms of production in the calendar year 2019, Chemcon is the largest manufacturer of CMIC in India and the 2nd largest manufacturer
of CMIC worldwide, in terms of production and capacity in calendar year 2019. Further, they were the only manufacturer of Zinc Bromide
and the largest manufacturer of Calcium Bromide in Indig, in terms of production in calendar year 2019.

Chemcon supply their products to domestic customers and also export their products to countries including United States of America,
Italy, South Korea, Germany, China, Japan, United Arab Emirates, Serbia, Russia, Spain, Thailand and Malaysia.

Their manufacturing facility is located at Manjusar near Vadodara in Gujarat. Currently the have 7 operational plants of which 2 plant are
dedicated to the manufacturing of HMDS and ancillary products, 1 multipurpose plant, currently being used for manufacturing of HMDS
and other pharmaceutical chemicals, 2 plants are dedicated to the manufacturing of CMIC and 2 plants dedicated to the manufacturing
of its Oilwell Completion Chemicals, along with 3 warehouses for the storage of its products and raw materials.

In addition to the Operational Plants, Chemcon is in process of setting up 2 additional plant, within the premises of the Manufacturing
Facility. The Additional Plants are to be used for the manufacturing of chemicals used in the pharmaceutical industry.

Chemcon has 3 warehouses within the premises of the Manufacturing Facility for the storage of their products and raw materials along
with 1 storage tank for the storage of HMDS and 5 external leased warehouses also situated in Manjusar.

Investment Rationale

Leading manufacturer globally of the Pharmaceutical Chemicals and Oilwell Completion Chemicals

India is currently a net importer of HMDS, with about 40% of India's current domestic demand being catered by imports majorly from
China and Germany. According to Frost & Sullivan Report, India is expected to witness a demand growth for HMDS of 10.6% CAGR
between calendar year 2019 and calendar year 2023. Chemcon is the only manufacturer of HMDS in India and well positioned to
capitalise on the potential growth of the HMDS market. Frost & Sullivan further estimates that by substituting imports and catering to
India's HMDS market, Chemcon has the opportunity to grow at a CAGR of 15-20% between 2019 and 2023 including great opportunity
for exports.

HMDS Applications

Pharmaceutical As a silylating agent in the process of manufacture of pharmaceutical drugs of the Penicillin group
Semiconductor Surface treatment agent of diatomite, white carbon black, titanium and blood additives of photoresist
Organic Synthesis Precursor to many bases common in organic synthesis and organometallic chemistry

Others Photolithography, electron microscopy and pyrolysis gas chromatography -mass spectrometry

India and China are the only countries that produce CMIC. Company's share in the global CMIC manufacturing capacity has increased
from 7.07% in calendar year 2014 to 26.16% in calendar year 2019. India is a net importer of CMIC, with about 62% of India's current
domestic demand being catered to by imports from China. India, a major CMIC consumer market, is expected to witness a demand
growth at a CAGR of 11% between 2019 and 2023. Frost & Sullivan further estimates that Chemcon is well positioned to substitute the
imports from China and hence, has an opportunity to grow at a CAGR of more than 25% between 2019 and 2023.

CMIC Applications

Chemicals used as Pharma CMIC is mainly used in pharmaceutical industry as a key intermediate for anti - AIDS, anti- hepatitis
intermediates B drug Tenofovir

Organic Synthesis CMIC can also be used in synthesis of other antiviral drugs
Chemcon is the only manufacture of Zinc Bromide and the largest manufacturer of Calcium Bromide in Indig, in terms of production in

calendar year 2019. Further, while they commenced the sales of their Oilwell Completion Chemicals in calendar year 2014, their share in
the global production of the Oilwell Completion Chemicals has grown to 2.65% in calendar year 2019
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Diversified customer base coupled with long standing relationships

Chemcon supply their products to customers in India and also export their products to countries including United States of America,
Germany, Italy, South Korea, China, Japan, United Arab Emirates, Serbia, Russia, Spain, Thailand and Malaysia. The revenue from exports
(including Deemed Exports) has grown at a CAGR of 17.57% between Fiscals 2018 and 2020. Chemcon has established long-lasting
relationships with their key customers, For instance, they conduct business with Aurobindo Pharma Ltd on the basis of purchase orders
and they have been chemcon's client for over 20 years. 68.61% of their total revenue from operations in Fiscal 2020 was contributed
by customers who have been consistently purchasing Chemcon's products over the last 5 years. Their top 6 customers for Fiscal 2020
have been their customers for over 4 years,

The key customers of the Pharmaceutical Chemicals and Oilwell Completion Chemicals.

Pharmaceutical Chemicals Oilwell Completion Chemicals

- Hetero Labs Limited Shree Radha Overseas
- Laurus Labs Limited Water Systems Specialty Chemical DMCC
- Aurobindo Pharma Limited CC Gran Limited Liability Company

- Sanjay Chemicals (India) Private Limited
- Lantech Pharmaceuticals Limited

- Ind-Swift Laboratories Limited,

- Vivin Drugs & Pharmaceuticals Limited

- Macleods Pharmaceuticals Limited
Source: Company RHP, ACMIIL Research

Manufacturing facility with dedicated plants for each of their products

Chemcon is an IS0 9001:2015 and IS0 14001:2015 certified company for the manufacture and supply of pharmaceutical intermediates,
silanes and oilfield chemicals. Their Manufacturing Facility is located in Manjusar, near Vadodara in Gujarat. Within their Manufacturing
Facility, they have seven operational plants of which 2 plants are dedicated to the manufacturing of HMDS and ancillary products
(including 1 plant dedicated to the manufacturing of hi-purity HMDS), 1 multipurpose plant, currently being used for manufacturing of
HMDS and other pharmaceutical chemicals, 2 plants are dedicated to manufacturing of CMIC and 2 plants are dedicated to manufacturing
of its Oilwell Completion Chemicals, along with 3 warehouses for the storage of its products and raw materials.

As on July 31, 2020

Plant No Product categories | Product Manufactured Installed Capacity (in Volumetric reactor
MT p.a.) capacity (in KI)

P-3 & P-7 HMDS and ancillary products 4200 177.80
Pharmaceutical . .

p-2 Chemicals HMDS (hi-purity) 600 13

P-4 & P-6 CMIC 1,800 12175

Calcium Bromide, Zinc Bromide and

e Oilwell Completion  Sodium Bramide (solution) 14400 67.30
Chemicals _ .

P-1 Calcium Bromide (powder) 600 5

Total volumetric reactor capacity (in KL) 374.85

Source: Company RHP, ACMIIL Research

Expanding capacity and geographic reach

Chemcon plans to set up two more plants for manufacture of Pharma Chemicals (capex of Rs.410mn), which would increase its capacity
from 375KL to 626KL (operational by FY22 end). This will help Chemcon expand its reach in India which is currently net importer of
HMDS/ CMIC. Chemcon also aims to expand its product portfolio and usage of its existing products to other industries.

Consistent financial performance with a strong financial position

Chemcon has established a consistent track record of financial performance and growth. In the last three years (FY18-20), The Company's
revenue and profitability has grown at a CAGR of 28.9% and 36.4% respectively. Further, during the same period, the company’s
operating profit has grown at a CAGR of 25%. Moreover, company has managed to maintain its operating margin in the range of 26 to
28% during the same period. Chemcon have a strong balance sheet with a debt-equity ratio of 0.30x as on FY20. Further, as on FY20,

company's ROE and ROCE stands at 49.2% and 34.2% respectively.
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Risk and Concern

Promoters and certain members of Promoter Group have filed an application for settlement with SEBI with respect to certain
past non compliances about their holding in a listed company, which was a member of their Promoter Group, which if determined
adversely may have a negative impact on operations, reputation and prospects.

Naresh Vijaykumar Goyal, @ member of the Promoter Group, has filed an appeal in relation to a criminal proceeding filed against
him, which if determined adversely may have a negative impact on operations, reputation and prospects.

The recent outbreak of the novel coronavirus could have a significant effect on operations, and could negatively impact the
business, revenues, financial condition and results of operations.

Busniess Update - COVID 19

Since some of the chemicals manufactured by the company find application in the pharmaceuticals industry, its Pharmaceutical
Chemicals were categorized a s 'essential goods' and its Manufacturing Facility was only temporarily shut during the pandemic
from March 24, 2020 till March 31, 2020.

They have resumed operations in a phased manner as per the Gol and state government's directives. Company's plant utilization
has improved, raw material suppliers have resumed operations and supply and logistics have become more regular. They have
not terminated any lease deed or laid-off any employees and have not withheld any payments to employees as a conseguence
of the COVID-19. They have continued to source raw materials from its suppliers and have been able to continue to supply its
Pharmaceutical Chemicals to its customers.

The reduced demand for oil and gas in Fiscal 2021 has resulted in a reduced demand for its Oilwell Completion Chemicals. Accordingly,
they are yet to resume manufacturing new batches of Oilwell Completion Chemicals since the country-wide lockdown was lifted.

Peer Comparision (AS ON 31st March 2020)

Name of the Company “Total “Return on “NAV per
Revenue (In Mn)” Net Worth (%)"” share (3)"
Chemcon Speciality Chemicals Ltd 2,621 255 13.34* 34.23% 45
Aarti Industries Limited 39,944 32.96 30.04 18.04% 167
Vinati Organics Ltd 10,289 30.1 32.48 26.09% 124
Sudarshan Chemical Industries 15,183 19.04 21.5 23.51% 91
Atul Limited 39,057 23.39 215.82 20.85% 1035
Paushak Ltd 1,379 31.23 Nn3.27 15.36% 737
Fine Organics Industries Limited 10,262 38.67 54,31 26.40% 206
Neogen Chemicals Ltd 3,061 4371 12.33 18.36% 67

* Post Issue dilution basis

All the financial information for listed industry peers mentioned above is sourced from the standalone audited financial statements/
results of the relevant companies for Fiscal 2020, as available on website of stock exchanges.

Source; Company RHP, ACMIIL Research
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Financials
Income statement

Particulars ( Rs Mns) FY18 FY19 FY20
Revenue from Operations 1,576 3,033 2,621

Less: Operating exp

Cost of material consumed 794 1947 1,634
Changes in inventories -21 -98 -45
Employee Benefit expenses 188 241 141
Other expenses 166 282 288
Total Expenses 1127 2,372 1,918
EBITDA 450 661 703
EBITDA % 28.5% 21.8% 26.8%
Less : Dep & Amortization 23 29 46
EBIT 427 632 657
Add: other income 8 20 40
Less : Finance cost 30 40 47
PBT 405 612 650
Less : Tax 142 182 161
Net Profit 263 430 489
PAT % 16.7% 14.2% 18.6%
Diluted EPS (Rs) 8.30 13.54 15.37

Source: Company RHP, ACMIIL Research
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Balance sheet

Particulars (Rs Mns)
Share Capital

Other Equity

Total Shareholders Fund

Non Current Liabilities:
Borrowing

Provisions

Deffered tax Liabilities
Total Non Current Liabilities
Current Liabilties:

Short Term borrowings
Trade Payables

Other Financial Liabilities
Other Current Liabilities
Provisions

Total Current Liabilties
Total Liabilities

Assets

Non Current Assets
Property, plant & Equipment
CWIP

Right of Use Assets

Others Financial Assets
Other non-current assets
Total Non Current Assets

Current Asset

Inventories

Trade Receivables

Cash and cash equivalents
Other Balances with Banks
Others Financial Assets
Other current assets

Total Current Asset

Total Asset

Source: Company RHP, ACMIIL Research
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FY20
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1146
1,464

154

23
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287
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44

24
617
2,258
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37
14
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N
130
14
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ACMIIL Retail Research Products

Informational Products Recommendation Products

Morning Notes Momentum Calls
Equi-Tea Positional Calls
Market Watch Smart Delivery Calls
Investor First Magazine Investment Ideas
IPO/NCD/ETF/OFS/BOND Master Trades High Risk
Market Pulse Master Trades Medium Risk
RBI Monetary Policy Techno-Funda
Union Budget Report Top Mutual Fund Schemes
Weekly Derivative Synopsis Portfolio Review
Rollover Snapshot Stock Basket
Rollover Analysis

For More Information on Retail Research Products please visit

http://www.investmentz.com/research-report/

Asit C. Mehta

INVESTMENT INTERRMEDIATES LTD.

Information pertaining to Asit C. Mehta Investment Interrmediates Limited (ACMIIL):

Retail Research Desk: ACMIIL is o SEBI registered Stock Broker, Merchant Banker, Portfolio Manager and Depository Participant.
It is also a AMFI registered Mutual Fund Distributar. It does not have any disciplinary history. Its associate/
Email: retailresearch@acm.co.in group companies are Asit C. Mehta Commodity Services Limited, Asit C. Mehta Realty Services Pvt, Ltd, Asit
C. Mehta Forex Pvt. Ltd, Nucleus IT Enabled Services , Asit C. Mehta Financial Services Limited (all providing
Research Anu|y5t Registrutign Number: services other than stock broking,merchant banking and portfolio management services.).
INHO00002483 .
Disclosures
CIN: U65990MH1993PLC075388 ACMIIL/its associates and its Research analysts have no financial interest in the companies covered on

. e the report. ACMIIL/its associates and Research analysts did not have actual/beneficial ownership of one
An IS0 9001:2015 Certified per cent or more in the companies being covered at the end of month immediately preceding the date
Cnmpuny of publication of the research report. ACMIIL/its associates or Research analysts have no material conflict
of interest, have not received any compensation/benefits for any reason (including investment banking/
merchant banking or brokerage services) from either the companies concerned/third parties with respect
to the companies covered in the past 12 months. ACMIIL/its associates and research analysts have neither
managed or co-managed any public offering of securities of the companies covered nor engaged in market
making activity for the companies being covered. Further, the companies covered neither are/nor were a
client during the 12 months preceding the date of the research report. Further, the Research analyst/s cov-
ering the companies covered herein have not served as an officer/director or employee of the companies
being covered

Disclaimer:

This report is based on information that we consider reliable, but we do not represent that it is accurate
or complete and it should not be relied upon such. ACMIIL 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 the report. To enhance transparency we have incorporated a Disclosure of
Interest Statement in this document. This should however not be treated as endarsement of the views
expressed in the report,

You are also requested to refer to the disclaimer (which is deemed to be part and parcel and is applicable
to this research report as well) : http://www.investmentz.com/disclaimer

Follow us on:

flolinlv]o)
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