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Company Background Important Statistics
Mcap (X mn) 16,600
o ) ] 52week H/L R) 743.8/398.1
Incorporated on December 15, 1988, Chemcon Speciality Chemicals Ltd (Chemcon) is NSE Code CHEMCON
a manufacturer of specialized chemicals, such as Hexamethyldisilazane / BSE Code 543233

Hexamethyldisilane (HMDS) and Chloromethyl Isopropyl Carbonate (CMIC) which are
predominantly used in the pharmaceuticals industry (Pharmaceutical Chemicals), and

. . . ) : - ) . ; Financials
inorganic bromides, namely Calcium Bromide, Zinc Bromide and Sodium Bromide, -
hich are predominantly used as completion fluids in the oilfields industry (Oil-well iy
whieh ar . : . : Particulars ___FY18  FY19 _ FY20
Completion Chemical). Pharmaceutical chemical segment constitutes 64% to overall
revenue, oilfield chemicals contribute ~30% and rest comes from others Net Sales ShiE BlEE a7
! ' EBITDA 451 661 703
The company has 7 manufacturing plants at a single location — Manjusar in Gujarat, ~ EBITDAM 28.7% 21.8% 26.8%
having volumetric reactor capacity of 374kl as of July 2020. PAT 264 430 489
EPS R) 8.3 13.5 15.4
Its key customers include Hetero Labs, Laurus Labs, Aurbindo Pharma, Macleod P/E }) 53.0 32.5 28.6
pharmaceuticals, Sanjay Chemicals Ltd etc. in pharmaceuticals and Shree Radha EV/EBITDA 37.8 25.9 24.4
Overseas, DMMC, CC Gran Liability, etc. in oil-well completion chemicals. ROE 49.2% 44.9% 34.2%
i ROCE 61.5% 48.9% 34.6%
Why we like the company D/E 0.27 0.21 0.20

»  Market leadership in its products such as HMDS and CMIC.

Shareholding pattern (%) Sep’20

»  Anti-China sentiment globally to benefit the company.
Promoter holding 74.47
> Expansion in pharmaceutical chemicals and focus on exports to expand margins. FII 3.21
> Superior return ratios and healthy balance sheet. DII 8.03
Public &Others 14.29

Investment Thesis

»  Leading manufacturer globally of the Pharmaceutical Chemicals and in
India for the Oil-well 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. India is expected to
witness a demand growth for HMDS of 10.6% CAGR between CY19-CY23
according to Frost & Sullivan Report. Chemcon is the only manufacturer of
HMDS in India and well positioned to capitalize on the potential growth of the
HMDS market.
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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 CY14 to
26.16% in CY19. India is a net importer of CMIC, with about 62% of India’s
current domestic demand being catered by imports from China. India, a major
CMIC consumer market, is expected to witness a demand growth at a CAGR of
11% between CY19-CY23. We believe Chemcon is well positioned to substitute
the imports from China and hence has an opportunity to grow at a CAGR of
more than 25% from CY19-CY23.

>  Anti-China sentiments likely to aid performance for Chemcon — China
being the largest player into HMDS and CMIC with total capacity to the tune of
50-60% of the global market, is one of the major exporters of these two
chemicals across the world. However, India imports to the tune of ~40% of
HMDS (Demand of ~4000 MT) and ~60% of CMIC (Demand of 2530 MT),
which majorly comes from China. Post Covid-19, there has been Anti-China
sentiments across the world, which we expect to benefit Chemcon given that it
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has already expanded capacity for HMDS and likely to increase capacity for
CMIC by FY22E. It is evident that the company could likely capture import share
in the years to come in a view that it maintains pricing dynamics in line with the
Chinese players.

>  Exploring newer applications of the existing products as well as
focusing on new products that are in synergy with the current
operations — Chemcon currently supplies HMDS largely to the pharmaceuticals
industry and aims to market their products for end-use applications in other
industries including the rubber and semiconductor manufacturing industry.
Company recently commissioned plant with capacity to manufacture 600MTPA
of high purity HMDS which find application in pharmaceuticals, silicon/rubber as
well as semiconductor industries. They aim to undertake the development and
manufacture of newer products, largely focusing on chemicals used in the
pharmaceuticals, semiconductors and rubber industries. Chemcon currently
supplies the Oil-well Completion Chemicals largely to customers in India, the
Middle East, Serbia and Russia. They aim to expand the sales of the Qil-well
Completion Chemicals in existing and new geographies including Nigeria,
Malaysia, China and Ghana. Also company is focusing on developing new
products such as CBC and 2,5DHT to diversify its products basket and improve
topline.

> Healthy balance sheet and strong financials — Over FY18-20, Chemcon’s
revenue/EBITDA/PAT grew at a CAGR of 29%/25%/36%, led by volume and
realizations growth. Its EBITDA margins stood strong at 20-25% over FY18-
FY20 given the leadership position and complex nature of products. Given
continuous capex incurred over the last three years, the return ratios have
tapered down, though healthy with ROE/ROCE at 40%/33% in FY20.

»  Q2FY21 marked demand recovery and sales volume growth QoQ basis
— Net Sales were up QoQ to ¥615.4mn in Q2FY21. This was on the back of sales
volume and realizations growth in pharmaceutical chemicals especially CMIC.
Management indicated oil-well field chemicals reported lower revenues in
Q2FY21 but they saw significant recovery from October 2020 in the segment.

EBITDA was up by 67% QoQ and 19% YoY to 3233 mn in Q2FY21. EBITDA
margins stood at 37.9% vs. 29.9% in Q2FY20.

PAT for Q2FY21 stood at ¥197mn up 17.5% YoY and 84% QoQ while PAT
margins stood at 32% in mentioned quarter.
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Key Risks

»  Mr. Naresh Goyal, member of Promoter group has filed appeal in relation to
criminal proceeding filed against him which if determined adversely may
negatively impact operations, reputation and prospects of the company.

» A significant portion of its revenue comes from a few customers and the loss of
one or more such customers or a reduction in their demand for products may
adversely affect its business and financials

»  Company imports majority of its key RM for HMDS from China, which
has been its key revenue-contributing segment. Any import related
issues due to anti-china movement can affect the supply chain of the
business and thereby financials.
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Chemcon has been performing on persistent basis showcasing ~28.9% topline CAGR,
~24.5% EBITDA CAGR & 36.1% PAT CAGR over FY18-FY20. We believe company’s
growth to spur post FY21E on account of specialized product offerings, increasing
demand for its products in domestic and global markets, innovative product
development etc. Further, superior return ratios, healthy balance sheet, higher
operating margins and company’s leadership status provides us confidence. At CMP
of T440/- Chemcon Speciality Chemicals is commanding ~28.5x P/E on
FY20 EPS which is in-line to its peers such as Fine Organics Ltd, Galaxy
Surfactants, Aarti Industries etc. which trade at FY20 P/E multiplies of
~25x-35x, thus advice investors to accumulate stock on dips.

Financial Performance s
T mn, 2
Particulars __ Q2FY21  QIFY2L QY20  Yo¥  QoQ ~
Net Revenues 615.4 456.67 653.4 -5.8% 34.8% J_ol
EBITDA 233.3 139.5 195.5 19.3 67.3% =4
EBITDA Margin 37.9% 30.5% 29.9% 799.1bps 737bps =
Depreciation 13.9 13.2 11.6 20% 5.5% 8
EBIT 219.37 126.26 183.8 19.3% 73.7% w0
EBIT Margin 35.6% 27.6% 28.1% 750.5bps 799bps ?
Interest 11.8 11.2 11.8 0.7% 5.9% >
Other Income 1.4 3.4 7.4 -80.1% -58.7%
PBT 208.9 118.5 179.5 16.4% 76.3% '8
Tax 11.8 11.2 11.8 0.7% 5.9% a'
PAT 197.12 107.34 167.75 17.5% 83.6% =
PAT Margin 32.0% 23.5% 25.7% 635.9bps 852.6bps o
EPS (%) 4.89 2.78 4.29 14% 75.9% 2
Source: Company Filing, Way2wealth Research 8
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Disclaimer

Analyst Certification: |, Yogita Desai, 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 Yogita Desai, 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 Chemcon Speciality Chemicals Ltd. (Chemcon) as on December 10", 2020
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Name of the Security Chemcon Speciality Chemicals Ltd. (Chemcon)
Name of the analyst Yogita Desai
Analysts’ ownership of any stock related to the information NIL
contained

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.
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