IPO note: Anupam Rasayan Limited - “Good industry prospects but steep valuations is uncomforting” - "AVOID" March 12, 2021

Background..
Anupam Rasayan is one of the leading companies engaged in the custom
synthesis and manufacturing of specialty chemicals in India (Source: F&S
Report). The Company has two distinct business verticals (i) life science related
specialty chemicals comprising products related to agrochemicals, personal
care and pharmaceuticals, and (ii) other specialty chemicals, comprising
specialty pigment and dyes, and polymer additives. In FY20 and in the nine
months ended December 31, 2020, revenues from its life science related
specialty chemicals vertical accounted for 95.37% and 93.75%, respectively, of
its revenue from operations, while revenue from other specialty chemicals
accounted for 4.63% and 6.25%, respectively, of its revenue from operations,
in such periods. As of Dec. 31, 2020, the company operated through six multi‐
purpose manufacturing facilities based in Gujarat, India; four located at Sachin,
Surat, Gujarat and two located at Jhagadia, Bharuch, Gujarat. The Company has
a combined aggregate installed capacity of around 23,396 metric tonne, of
which 6,726 metric tonne was added in March 2020.
Industry characterized by high entry barriers
According to the F&S Report, there exist significant entry barriers in the custom
synthesis and manufacturing industry including customer validation and
approvals, high quality standards, stringent specifications, and expectation
from customers for process innovation and cost reduction. Further, the
acquisition of a customer is a long process since the end‐customer is required
to register the manufacturer with the regulatory bodies as a supplier of
intermediate products or active ingredients (Source: F&S Report). The
Company has developed strong and long‐term relationships with various
multinational corporations, including, Syngenta Asia Pacific Pte. Ltd., Sumitomo
Chemical Company Limited and UPL Limited that has helped it expand the
product offerings and geographic reach across Europe, Japan, United States
and India. In particular, the Company has been manufacturing products for
certain customers for over 10 years. In the nine months ended December 31,
2020, it manufactured products for over 53 domestic and international
customer, including 17 multinational companies. The Government of India has
also recognized our Company as a three star export house.
Specialty chemicals to drive growth with agro‐chemicals and pharma‐
chemicals to be the focus areas
Post the opening of the lockdown across major global economies, the specialty
chemical industry was amongst the first to recover, given the increasing need
for its inputs towards essential supplies, such as, pharmaceuticals, personal
health and hygiene, and fertilizers and other agricultural needs. Agrochemicals
and pharma‐chemicals were the first one to revive owing to their application in
essential products, such as food and medicines, respectively.
Global firms looking to shift from China to India..
China’s weakened position can be beneficial for India. Global manufacturers
have initiated talks with Indian firms to explore the possibility of shifting a part
of their supply chains from China as they seek to diversify their operations
following the COVID‐19 outbreak. In order to capitalize on this opportunity, the
Government of India has undertaken various policy interventions to attract
companies looking to shift their manufacturing base to India in the post COVID‐
19 scenario. The tightening of environmental protection norms in China since
January 2015 resulting in increase in operating costs, closure and relocation of
manufacturing facilities along with rising labour costs and the recent trade
dispute between China and United States have reduced Chinese exports and
resulted in shifting the source of key raw materials from China to India. Local
sourcing and global companies are shifting base to India, which is expected to
increase the manufacturing sector of India.
Established long term relationships with marquee customers..
The Company has long‐term relationships with Syngenta Asia Pacific,
Sumitomo Chemical and UPL that helped the company expand its product
offerings and geographic reach across Europe, Japan and the US.
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Particulars
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Topline

9MFY21

FY20

FY19

FY18

539

529

502

341

EBITDA

155

135

93

74

EBITDA (%)

28.7

25.5

18.6

21.5

Profit after tax

48

53

50

40

PAT margin (%)

8.5

9.83

9.59

11.46

Equity share cap.

86.2

50

50

50

Networth

825

594

584

458

6.4#

5.3

5

4

P/E (x)

86

105

110

137

RoE (%)

-

8.9

9.9

8.8

Post IPO EPS (Rs.)

Source: RHP, # denotes P/E on annualised 9MFY21 numbers

Decent financial performance..
From FY18 to FY20, the company’s total revenue grew 24.29 per cent
annually while EBITDA for FY20 stood at Rs. 135 crore.
Investment recommendation and rationale
At the upper end of the price band of Rs. 555, the Company's IPO is
valued at P/E of 86x on 9MFY21 annualised EPS, 105x on FY20 EPS
and 94x on trailing 12 months EPS which is very expensive and steep as
against its peers who have a much better ROE profile. We are not
comfortable with the aggressive pricing done in this IPO. Hence, we
recommend "AVOIID" to the issue. However, the Company business
prospects are good due to the following factors: a)
global firms
looking to shift from China to India is beneficial to the Company,
b) core focus on process innovation through consistent research and
development, value engineering and complex chemistries,
c) diversified and customized product portfolio with a strong supply
chain, d) automated manufacturing facilities, e) continue to focus on
custom synthesis and manufacturing by developing innovative
processes and value engineering, f) expand its business by capitalizing
on industry opportunities and organic and inorganic growth, g) low
dependence on raw material imports from China, h) established
relationships with multinational corporations, i) automated
manufacturing infrastructure, j) decent financial and operational
performance, k) positive operating cashflow, high single digit return
ratios,l) investors fancy for speciality chemical companies in COVID‐19
era and strong market conditions amidst high FPI liquidity can surprise
us too post listing; the Company has already raised nearly Rs. 225 crore
from 15 anchor investors.
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Background
The group commenced business as a partnership firm in 1984 as a manufacturer of conventional products and have, over the years, evolved into custom
synthesis and manufacturing of life science related specialty chemicals and other specialty chemicals, which involve multi‐step synthesis and complex
technologies, for a diverse base of Indian and global customers. The Company's key focus in custom synthesis and manufacturing operations is developing
in‐house innovative processes for manufacturing products requiring complex chemistries and achieving cost optimization.
Mr. Anand S Desai, Dr. Kiran C Patel, Ms. Mona A Desai, KPI LLC (Kiran Pallavi Investments LLC )and RIRCPL (Rehash Industrial and Resins Chemicals Private
Limited) are the promoters of the company. KPI LLC is an investment holding company and does not carry on any active business. KPI LLC is jointly
promoted by Dr. Kiran C Patel which holds 99.99% percentage interest and and Dr. Pallavi Patel holds 0.1% percentage interest. RIRCPL was incorporated
as a private company limited by shares and is involved in the business of trading of chemicals. Mr. Anand S Desai, is the promoter of RIRCPL and holds
98.89% of the equity share capital of RIRCPL.

Peer comparison
Particulars
CMP (Rs.)
Market Cap. (Rs. crores)
Net Sales (Rs. crores)
PAT (Rs. crores)
EPS (TTM) ‐ Rs.
ROE (%)
P/E (x)

PI Industries
2,291
34,740
3,366
455
44.1
17.43
52

Navin Fluorine
2,690
13,321
1,061
401
92
28.93
29

Astec Life Sciences
1,049
2,054
522
47
36.9
19.26
28

Objects of the issue
a) To make pre‐payment/repayment of Company's debt including accrued interest. The company intends to repay the debt to the tune of Rs. 564 crore
(existing total debt Rs. 842 crores) out of IPO proceeds.
b) To meet general corporate purposes

Key concerns
1) Steep valuations of 105x on FY20 EPS and FY20 EV/EBITDA multiple of 47x is pricing beyond reality as compared to its peers in agrochemicals
space which does not provide any comfort on th margin of safety front for investors. The ROE profile and growth does not commensurate with
the aggressive pricing.
2) High client concentration risk: Revenues generated from sales to top 10 customers represented 86.65 percent and 84.01 percent of revenue
from operations in Fiscal 2020 and in the nine months ended December 31, 2020, respectively. The loss of one or more of these significant
customers or a significant decrease in business from any such key customer may materially and adversely affect business, results of operations
and financial condition.
3) The Company operates in a highly competitive market and the Company faces competition from both domestic and multinational corporations
which affects pricing power.
4) The Company's recent heavy capital expenditure programme will cap the improvement in ROEfor sometime unless there is significant
improvement in capacity utilisation owing to spurt in demand for its products. According to management, with the completion of major capex
programmed of Rs. 800 crore in the last three years for expansion of capacities; the company has already started yielding benefits with a CAGR
of 24.29% in total revenue from FY18 to 9M‐FY21 and trends are expected to continue. The interest saving on debt repayment post IPO would
offset the pressure on ROE to some extent.
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Disclaimer
Ajcon Global Services Limited is a fully integrated investment banking, merchant banking, corporate advisory, stock
broking, commodity and currency broking. Ajcon Global Services Limited research analysts responsible for the preparation
of the research report may interact with trading desk personnel, sales personnel and other parties for gathering, applying
and interpreting information.
Ajcon Global Services Limited is a SEBI registered Research Analyst entity bearing registration Number INH000001170
under SEBI (Research Analysts) Regulations, 2014.
Individuals employed as research analyst by Ajcon Global Services Limited or their associates are not allowed to deal or
trade in securities that the research analyst recommends within thirty days before and within five days after the publication
of a research report as prescribed under SEBI Research Analyst Regulations.
Subject to the restrictions mentioned in above paragraph, We and our affliates, officers, directors, employees and their
relative may: (a) from time to time, have long or short positions acting as a principal in, and buy or sell the securities or
derivatives thereof, of Company mentioned herein or (b) be engaged in any other transaction involving such securities and
earn brokerage.
Ajcon Global Services Limited or its associates may have commercial transactions with the Company mentioned in the
research report with respect to advisory services.
The information and opinions in this report have been prepared by Ajcon Global Services Limited and are subject to change
without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person
or to the media or reproduced in any form, without prior written consent of Ajcon Global Services Limited While we would
endeavour to update the information herein on a reasonable basis, Ajcon Global Services Limited is under no obligation to
update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent Ajcon
Global Services Limited from doing so. This report is based on information obtained from public sources and sources
believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and shall not be used or considered as an offer document
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the
customers simultaneously, not all customers may receive this report at the same time. Ajcon Global Services Limited will
not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal,
accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of
specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The
recipient should independently evaluate the investment risks. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason. Ajcon Global Services Limited accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a
guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks associated
before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forwardlooking statements are not predictions and may be subject to change without notice. Ajcon Global Services Limited or its
associates might have managed or co-managed public offering of securities for the subject company or might have been
mandated by the subject company for any other assignment in the past twelve months.
Ajcon Global Services Limited encourages independence in research report preparation and strives to minimize conflict in
preparation of research report. Ajcon Global Services Limited or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report.
Accordingly, neither Ajcon Global Services Limited nor Research Analysts have any material conflict of interest at the time of
publication of this report.
It is confirmed that Akash Jain – MBA (Financial Markets) or any other Research Analysts of this report has not received any
compensation from the company mentioned in the report in the preceding twelve months. Compensation of our Research
Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
Ajcon Global Services Limited or its subsidiaries collectively or Directors including their relatives, Research Analysts, do not
own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding
the publication of the research report.
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It is confirmed that Akash Jain – MBA (Financial Markets) research analyst or any other Research Analysts of Ajcon Global
do not serve as an officer, director or employee of the companies mentioned in the report.
Ajcon Global Services Limited may have issued other reports that are inconsistent with and reach different conclusion from
the information presented in this report. Neither the Research Analysts nor Ajcon Global Services Limited have been
engaged in market making activity for the companies mentioned in the report.
We submit that no material disciplinary action has been taken on Ajcon Global Services Limited by any Regulatory Authority
impacting Equity Research Analysis activities.
Analyst Certification
I, Akash Jain MBA (Financial Markets), research analyst, author and the names subscribed to this report, hereby certify that
all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. I also
certify that no part of compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or
view (s) in this report.
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