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Chemical industry is one of the key elements for the growth of any
economy. The Indian chemical industry is the 3rd largest producer in Asia
and 6th largest by output in the world. Some of the key growth drivers 1687 / 849 8,638
for the chemical industry include high domestic consumption, growing
disposable incomes, increasing urbanization, growth across the export
markets and diversification with product offerings & manufacturing base. BSE Code NSE CODE
Indian chemical industry has immense potential to grow provided some
of the key growth imperatives like securing feedstock, right product mix,
M&A opportunities etc. are taken care of. AT TR AT es

52 week H/L Mcap (INR mn)

Face value: 10

506687 NA

Chlorine Industry: (Rs mn) FY16 FY17 FY18 FY19E

Chlorine has many applications in pharmaceutical synthesis. It acts as a Sales (Net) 2,837 3,166 3,666 4,414
reactive and an efficient vehicle for functional group inter-conversion
(FQI) and is often incorporated in the final product. In general during a
chemical reaction of chlorination, carbon-chlorine bonds are created EBITDA (%) 16.5 16.6 14.3 17.0
through electrophilic attacks on substituted bonds or via radical reactions.
Chlorine has the property of acting as a strong electrophile whose
reactivity can be enhanced with strong acids or oxidizing agents. Interest 106 91 117 169
Oxidation can be a side reaction with electrophilic chlorination reactions.
In addition to this, another potential side reaction can be the
displacement of bromine or iodine by chlorine molecules in certain PBT 317 424 350 540
catalytic reactions. The high reactivity of chlorine can often result in poly
chlorination as well. There exists a high demand for chlorine derivatives
across various sectors including those of paints, coatings, food processing, Equity ( Rsmn) 59 56 56 56
adhesives, pharmaceuticals, cosmetics, water etc.

EBITDA 35 527 524 750

Other Income 39 74 43 83

Depreciation 83 86 99 125

PAT 213 300 264 399

EPS (INR) 36 54 47 71

Now the main reason for the growth of the global chlorine market is

. h N Quarterly Performance
supported as chlorine acts as a key raw material for the manufacturing

of other chemicals. Some of the day to day factors which will add to the Parameters (Rs mn) | Sep-17 | Dec-17 | Mar-18 | June-18
growth of the chlorine market include the booming construction in Sales (Net) 912 965 1.057 1177
developing nations, the flourishing chemicals and plastics industries, the

growing requirements from the residential sector, demand for chlorine EBITDA 144 158 158 168
from the packaging industry etc. In.addition to thg re_qsons mentioned EBITDA (%) 15.8 164 14.9 143
above, the mercury cell technology is expected to liquify completely by

2020 since there are strict regulations regarding the mercury emission Other Income 6 2 4 66
and the gradual shift to membrane technology. Interest 31 3 28 51
Of the various critical segments for uses of chlorine i.e. water treatment, Depreciation 24 24 26 32
chlorinated intermediates, vinyl, organic chemicals etc.; applications of PAT 64 63 99 103
vinyl will emerge as the highest revenue generator with a CAGR of 6.2%

between 2017 and 2022. The segments related to water treatment will Equity (Rs mn) 56 56 56 56

also witness considerable growth in times to come. As per a market report

Ratio Analysis
published by Transparency Market Research (TMR), chlorine market is

anticipated to rise from USD31bn in 2017 to USD42bn by 2022, which is a Parameters (Rs mn) FY16 | FY17 | FY18 | FYI9E
CAGR growth of 6:5°/? betwegn the perioq frorn 201? qnd 2022..On EV/EBITDA (x) 19.7 177 20.0 14.0
account of the flourishing plastics and chemicals industries in the regions
of Asia Pacific except Japan (APEJ), the industry is bound to flourish. EV/Net Sales (x) 32 3.0 2.9 24
APE] will be. followed by followed.by developed rf-:gions of Europe apd M Cap/Sales (x) 11 27 24 20
North America, followed by sluggish growth in Middle East and Africa
(MEA). M Cap/EBITDA (x) 18.5 16.4 16.5 11.5
Debt/Equity (x) 0.6 0.7 1.0 0.9
Exhibit: Basic Chemical Reaction ROCE (%) 2 20 14 18
Price/Book Value (x) 5.5 4.2 35 3.0
o (o]
” P/E (x) 42.8 28.9 32.8 21.7
” SOCl, ;
C S C + HCL + SOCl, Share Holding Pattern as on 30th June, 2018
/N /\ ' i
R OH n ci Parameters No of Shares %
Promoters 3,300,508 59.09
Source: chem.libretexts.org
Institutions 321,624 5.76
Public 1,963,437 35.15
TOTAL 5,585,569 100.00
Source: Annual Report

Note: All the data is calculated as per Market Price on 17th August 2018
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OVERVIEW: Industry (contd.)

Acid Chlorides /Thionyl Chloride (SOCI2):

Acid chlorides are also known as Acyl chlorides. These are more commonly also known as acid derivatives compounds. In general
if one goes through basic chemical textbook, one can see the basic chemical reaction of removal of the -OH group and replacing
it by a —Cl group (or a halide), to produce an Acyl chloride (Source: chem.libretexts.org) In the most basic reaction, Acetic acid is
converted to Acetyl chloride in the presence of Thionyl chloride to form hydrogen chloride and sulphur dioxide. The same reaction
can be performed with any Acyl halide also. In addition to the reactions mentioned above; Acid chlorides also react with
(i) water to form carboxylic acids, (ii) Alcohols to form esters and (iii) Ammonia to form amides.

Thionyl chloride (SOCI2) is used as a chlorinating agent in a number of chemical processes which are related to manufacture of
herbicides, surfactants, drugs, vitamins, dyestuffs etc. A large number of players prefer thionyl chloride over other reagents like
phosphorus pentachloride, thus the growth of the global thionyl chloride market is here to stay. Thionyl chloride is used as a
catalyst for the production of pesticides. Based on applications, many analysts are of the opinion that pharmaceutical industry is
anticipated to dominate the global thionyl chloride market. It is also used in the preparation of polyarylate type engineering
thermoplastics and as an electrolyte in lithium batteries (ACG99). Thionyl chloride can also be used in lithium thionyl chloride
battery where it acts as a cathode while the lithium acts as anode in the battery. Thionyl chloride is also used in the
manufacturing of viscose dye pigments, which is generally used in the dye industry.

Some of the prominent players in the global thionyl chloride market are Lanxess AG, Transpek Industries Ltd, Angene
International Ltd, CABB Group, Aurora Fine Chemicals LLC, Shandong Kaisheng New Materials Co. Ltd, Shandon Jinyimeng
Group Co. Ltd, Jiangxi Selon Industrial Co. Ltd, Shandong Kaisheng New Materials Co. Ltd, Hubei Chuyuan Group Company,
Sigma Aldrich Co. LLC, ChemTik, Hangzhou Trylead Chemical Technology etc. Lanxess Basic Chemicals (Germany) is a global
giant as far as production of thionyl chloride is concerned. The company has two plants in Germany and in India. Next in line is
an Indion company named Transpek Industry Ltd which is the second major SOCI2 maker. A Swiss based thionyl chloride
enterprise SF-Chem AG which was acquired by CABB GmbH (Germany), which is also one of the leading producers globally.
There are some countries which do not prefer manufacturing SOCI2; these include Russia and Ukraine who are net importers.

Agrochemicals:

Agrochemicals basically refer to inorganic fertilizers, pesticides, chemical growth agents and hormones that help improve the
production of crops. Agrochemicals generally include a wide range of pesticides such as herbicides, insecticides, Nematicides,
fungicides etc. The availability of arable land accompanied by shortage of agricultural workers will increase the dependency on
chemical fertilizers or pesticides to increase crop production to cater to the increasing global demand for food will be the key
factors for growth of this industry. The global Agrochemical market is valued at nearly USD223.7bn in 2017 and is anticipated to
reach USD308.4bn by the end of 2025, thus growing at a CAGR of 4.1% during the period from 2018-2025.

If not taken proper care of, the Indian chemical industry too can also face environment issues and concerns. Some of the major
industrial estates in Gujarat have been declared critically polluted and are facing issues on account of stringent pollution controls
imposed by Central Pollution Control Board (CPCB) or State Pollution Control Board (SPCB).

About the Company:

Transpek Industry Limited (Transpek) is a five decade old company which was set up in 1965. The company then used to
manufacture transparent acrylic sheets; and this is how the name of the company was coined. With time, the company grew on
to become a leading manufacturer and exporter of varied range of chemicals and now the Vadodara based company has over
42 years of experience with sulfur and chlorine chemistry. The company has been maintaining a very diverse product portfolio
with offerings of key materials for various critical applications in chemical processing. The company manufactures and exports
chemicals; mainly acid and alkyl chlorides. Transpek is the largest manufacturer of Acid Chlorides in Asia and a pioneer in the
manufacturing Thionyl Chloride. It is a leader in production of chlorides required for manufacturing of high strength polymers
having critical applications. The company has nearly a decade of presence in the international market where the exports are
around 60-65% of the sales. The state of the art plant of the company is located at Ekalbara district Vadodara (Gujarat). The
promoters of the company i.e. the Shroff family are also the promoters of Excel Industries Ltd, Excel Crop Care Ltd, Transchem
Agritech Ltd, Transmetal Ltd, Agrocel Industries Ltd, Transpek Silox Industry Ltd, Hyderabad Chemical Supplies Ltd and Punjab
Chemicals & Crop Protection Ltd. Over the last 5 decades the company has developed a solid reputation for quality, EHS
(Environment, Health and Safety) and delivery in the chemical Industry. The company has high focus on environmental
protection and has the necessary 1SO 14001:2004 certification.

INVESTMENT RATIONALE:

(A) Diverse Segments:

The products of the company have applications in a number of sub segments of the chemical world including polymers, plastics,
performance materials, agrochemicals, coatings, pharmaceuticals, personal care, flavours and fragrance. The products
manufactured by the company are considered of high quality standards by most of the global manufacturers of these polymers.
The Company intends to take advantage of this favourable situation and has taken steps to maximize capacity utilisation
through de-bottlenecking and improvements.

(i) Polymers, Speciality Plastics and Performance materials: has shown a gradual growth due to discovery of new

applications in this segment. Transpek makes some of the basic but key products for manufacturing Polymers and Specialty
Plastics.
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INVESTMENT RATIONALE:

(A) Diverse Segments (contd.)

(ii) Pharma Products: With the help of a process called chlorination, the company manufactures Acid Chlorides and Alkyl
Chlorides which have a strong presence in the global markets. Many multinational chemical companies use Acid Chlorides and
Alkyl Chlorides in large quantities and Transpek has been a leading quality supplier of Acid Chlorides which is a basic raw
material for many Pharma companies. This is one of the leading segments for the company and immense growth is anticipated
from the segment which the company caters to.

(iii) Agrochemicals and Dyestuff: Transpek has been a prominent player in the Agrochemicals segment. The company is
making constant efforts to increase the customer base and product offerings. With regards to the segment of Dyestuff, the
company expects stability in terms of supply of Thionyl Chloride to its customers across the segment.

(iv) Flavours and Fragrances: This is a niche segment for the company with gradual introduction of new products. This
segment is expected to grow slowly but steadily.

Transpek generates nearly 65% of its revenues through exports while the remaining is from the domestic clients. With presence in
different regions, the company has successfully reduced its geographical concentration and dependency.

Exhibit: Business Segments

Business
Segments

Polymers, Pharma Agrochemicals Flavours

Speciality Products and and
Plasticsand Dyestuff Fragrances
Performance

Materials

Source: Annual Report

(B) Product Portfolio: Exhibit: Products Offered

The products offered by the company have varied
applications across different segments including m
polymers, plastics, performance materials,

agrochemicals, coatings, pharmaceuticals, personal care, [ [ |

flavours and fragrance etc. Transpek focuses mainly on procuctsLnder
. . . . Development

chlorinated products where it has the technical expertise

and maintains excellent relationship with customers. The

Organic Products | ‘ Inorganic Products I

. R . 4 - Chloro Butyryl Cl *Thionyl Cl *2 - Ethoxybenzoyl CI
company has been developmg new ptoducts WhIC.h will “N-Valeroyl CI «Sulphur Di-Cl ssononansyicl
add value to the portfolio of offerings. The diverse «Cetyl CI «sulphur Mono-Cl +Decanoyl CI
portfolio of products, help in forecasting a steady *4 - Nitro Benzoyl CI +Oleum 65% *Neo Decanoyl CI

*3 - Nitro Benzoyl Cl *Oleum 25% *Methoxy Acetyl CI

growth with good margins. This will not only help the
company grow further but also provide stability and
consistency in terms of revenues and margins earned.
Thionyl Chloride is a widely used product by companies
manufacturing pesticides; herbicides to be precise. It is
basically used as a solvent in herbicide manufacturing.
Moreover, Thionyl Chloride has many other applications
in agriculture, chemical synthesis and manufacturing of
pharmaceutical agents in Pharma and Biotech industry
and in various chemical industries like dyestuffs,
pigments and optical brighteners etc.

*N - Butyryl Cl

*N - Butyl ClI

*Pivaloyl CI

*2 - Ethyl Hexanoyl Cl
*Isophthaloyl Cl
*Terephthaloyl CI
+2’,4’Dichlorovalero-
phenone

*Tri Ethylene Glycol Di-Cl
*Diethylene Glycol Di-Cl
*Chloro Acetyl CI

*Sulphur Trioxide
*Sulphuric Acid 98%
*Chloro Sulphonic
Acid

*Iso Butyryl Cl
*Iso Valeryl Cl
*2,4-Dichloro
Acetohenone
*Cyclopropane
Carboxylic Acid Cl

[“Cl- chloride

Source: Company’s Website

On the chemical synthesis platform, it is also used as the chlorinating agents for organic synthesis such as chlorination of alcoholic
group, chlorination of acid anhydride, chlorination of carboxylic acid and chlorine displacement of organic sulfonic acid or
carboxylic acid. It can also be used for making Acyl chloride.

Some of the major concerns related to thionyl chloride is that the substance is toxic in nature; it is a skin and respiratory irritant. It
has high reactivity with water and air which makes the storage of the chemical slightly difficult. The production of thionyl
chloride is constantly monitored by CWC (Chemical Weapon Convention) since it has a high potential to be used as a chemical
weapon. Moreover, there are stringent regulations imposed on the product for limited usage due to its toxic effects.
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INVESTMENT RATIONALE: (contd.)

(C) Other Growth Catalysts:

(i) Research and Development: The key to survive in any chemical market or industry is to develop new products in
tandem to the demand. The same is possible only with the help of a robust R&D team. Unlike any other growing chemical
company, the crux of Transpek too lies in R&D. The company has an excellent track record in the domain of manufacturing and
development of new products. The facility of the company is recognized by CSIR/DST (Government of India) as an approved
Research Centre. The manufacturing technology for all the existing products was developed in-house by using innovative,
appropriate and environment friendly technologies. The company has successfully designed a protocol for new product
development. With the application of this protocol, the company is capable of manufacturing new products as per the
requirements of its customers and thus improving on its market share and product offerings.

Exhibit: R&D Process Cycle

*Process Development
*Optimisation

*Feasibility *Risk & Safety Assessment
*Cost Estimate *Trial Production
*Gap Analysis *Process & Analytical Validation

. . Commercial
EE e Y (o] ST

*Complete Evaluation

*Secrecy Agreement * Continuous Process
*Raw Material Availability Improvement

*Price Indications

sLab Trails

Source: Company ‘s Website

(ii) Confident Management:

The promoters bought 2,80,000 shares in Q1FY17. Further during the year, the company completed the buyback of shares of
2,86,471 shares as per the special resolution passed. Thus, the above events have gradually increased the promoters stake from
47.78% in March 2016 to 59.09% ending March 2018. Increase in the stake by the controlling hands of the company, also adds to
the conviction of the Management in improved working, better operational efficiency and future growth prospects of the
company.

(iii) Proposed Expansion of capacity of its various products:

As per the filing by the company for the environmental clearance, the company has proposed to expand the capacity of several
of its products on the existing land. The company has proposed expansion of Acid Chlorides Chemicals and Friedel Craft
Chemicals at its existing plant site. The cost of the project is approx. Rs900mn.

With regards to the production capacity enhancement, below is the chart indicating the same:

Exhibit: Capacity Enhancement

Production quantity in MT/Month

Sr.No Particulars

Existing | Proposed | Total
1 |ECProducts 1,505 3,100 4,605
Non- EC Products 26,772 12,917 39,689
Total 28,277 16,017 44,294

Source: Company Filings: Transpek

Besides the production capacity expansion, there are various other technical areas that the company has chalked for expansion.
All of these should help the company enhance its capabilities on the technical front as well adding to its capacities to cater to the
increasing demand.
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INVESTMENT RATIONALE (contd.)

(iv) Dow-DuPont Development:

Recently in March 2018, the JV of Dow-DuPont decided to shut down a production line at its Chamber’s Works site in New Jersey.
The safety and construction business is in the process of transitioning the manufacturing of its aramid intermediates (a class of
synthetic polyamides that are formed from aromatic monomers and yield fibres of exceptional strength and thermal stability)
from the Chambers Works Site in Deepwater in New Jersey to suppliers who have better and newer process technology. The
company intends to focus on opportunities like new product innovation and the modernization of Kevlar (a material used in
aerospace and in protection for law enforcement personnel) and Nomex (a protective material used by fire fighters and others)
manufacturing and hence the steps taken. There are no other suppliers of these materials in the United States and thus the
company has looked at Transpek Limited in India to be the primary supply source for the monomers, isophthaloyl chloride and
terephthaloyl chloride. Generally, the supply contracts are long term in nature and this will add to consistent revenue generation
for Transpek.

Financials:

The company essentially has long term supply contracts with its customers. The company exports nearly 60-65% of its produce;
hence the benefits of rupee depreciating will be a blessing in disguise for the company. One can also expect more customers to be
added in the same projecting stable growth in years to come. In order to cater to their new customers who are demanding
isophthaloyl chloride and terephthaloyl chloride, the company has entered into a capex mode, so that high quality products are
provided to the clients. The interest burden of the company may increase due to the ongoing capex and system upgradation.
Howeuver, the debt-equity ratio is in a comfortable zone of 0.91:1. Knowing that the business is slightly dependent or inter related
to the commodity business, there could be quarters which would show erratic sales.

Risks and Concerns:

The company can be considered to be present in the business of commodity dealing, where demand and supply play a very
critical role which is also dependent on the customers dealt with. Some of the key risk factors for the company include low cost
export by China and or increase in raw material costs. If the rupee appreciates then the margins of the company will be
adversely affected since the company has substantial export business. Many of the chemical players have a direct or indirect
relation to crude, if the crude prices go substantially; the same can affect the revenues for Transpek as well. Increased
competition can also affect the company’s capability to sustain profits. The company imports a substantial quality of raw
materials which are produced by only a small number of manufacturers across the globe. Any disruption in the demand-supply
gap and/or high price increase may adversely affect the company’s ability in maintaining margins and profits.

Outlook and valuations:

The entire gamut of chemical and pharma industry has been growing consistently and is anticipated to grow at a steady pace
for the next 2-3 years (atleast). Large number of customers in the market have started demanding strong EHS (Environment,
Health and Safety) performance from the suppliers and Transpek has been maintaining a good reputation for EHS with its
customers. Along with China facing its own issues, Make in India initiative of GOI should also provide impetus for fast growth.
Across the global chemical markets, there is a visible shift in sourcing location and many global giants are now increasing their
reliance on India for raw materials and intermediates. Due to steady global demand and significant reduction in production of
chemicals in China, the overall outlook for Indian chemical industry is looking very positive.

As indicated by the Management, the key drivers to growth in today’s scenario would be higher operating efficiency,
sustainability, customer satisfaction, improving capabilities & market share, expanding product mix and exploring newer
markets. Transpek has technical expertise in handling hazardous chemicals and has a solid reputation among some of the world’s
leading chemical giants. The main aim of the company is to constantly strengthen its operations & systems which include EHS
and safety practices which may give them an edge over other competitors in the chemical domain and also build a strong
customer relationship. If the crude prices remain low, then the same will serve as a good opportunity for the company. With the
company putting in earnest efforts to maintain its market share and fuel its growth, we recommend a BUY on the stock with a
target price of Rs2000 over a 12 months horizon.

Exhibit: Transpek vs. Sensex Exhibit: One year forward P/E
1800 r 40000 1800.00
1600 L 35000 1600.00
1400 L 30000 1400.00
1200 | 55660 1200.00
1000
o0 | 20000 1000.00
L 15000 800.00
600
600.00
400 - 10000
400.00
200 - 5000
200.00
0 0 0.00
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Y R4 e P e Y
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——Transpek Industry Ltd. —— SENSEX ——CMP ——1.9x ~———6.0x =—10.0x 14.1x ——18.1x
Source: Ace Equity Source: Ace Equity
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Progressive Share Brokers Put. Ltd. and its affiliates are a full i and fi ing group. P ive Share Brokers Put. Ltd. (PSBPL) along with its offiliates are participants in virtually all securities trading markets in
India. PSBPL started its operation on the National Stock Exchange (NSE) in 1996. PSBPL is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE) for its stock
broking services and is Depository Participant with Central Depository Services Limited (CDSL) and is @ member of Association of Mutual Funds of India (AMFI) for distribution of financial products.

PSBPL is SEBI registered Research Analyst under SEBI (Research Analysts) Regulations, 2014 with SEBI Registration No. INHO00000859. PSBPL hereby declares that it has not defaulted with any stock exchange nor its activities
were suspended by any stock exchange with whom it is registered in last five years. PSBPL has not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has its certificate of registration been
cancelled by SEBI at any point of time.

PSBPL offers research services to clients as well as prospects. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific ions or views in this report.

Other disclosures by Progressive Share Brokers Put. Ltd. (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company (s) covered in this report-:

+ PSBPL or its associates financial interest in the subject company: NO
* Research Analyst (s) or his/her relative’s financial interest in the subject company: NO

- PSBPL or its associates and Research Analyst or his/her relative's does not have any material
conflict of interest in the subject company. The research Analyst or research entity (PSBPL) has not been engaged in market muhmg activity for the subject company

+ PSBPL or its associates actual/beneficial ownership of 1% or more securities of the subject company at the end of the month i the date of ion of Research Report: NO
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report. Subject Company may have been client of PSBPL or its associates during twelve months preceding the date of distribution of the research report and PSBPL may have co-managed public offering of securities for the subject
company in the past twelve months.
+ The research Analyst has served as officer, director or employee of the subject company: NO

PSBPL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our sales people, traders, and other professionals may provide oral or written market
commentury or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading and investing businesses (if any) may make investment decisions that may be

i with the rec 1 herein. In reviewing these ials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not
limited to those stated herein. Addltlonully, other important information regarding our relationships with the company or companies that are the subject of this mutenul is prowded herem This report is not directed to, or intended
for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distril pL ility or use would be contrary to law or
regulation or which would subject PSBPL or its group companies to any registration or licensing requirement within such jurisdiction. If this document is sent or has reached any individual in such country, especially, USA, the same
may be ignored. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. None of the material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or
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herein is not i for ion or circulation in any manner what: and any i reading, di ion or copying of this communication is prohibited unless
otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian
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