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FAIRCHEM ORGANICS LTD. Sector Sep 19, 2022

Buy at CMP: Rs 2136 | Target: Rs 2555 (20%)| SL: Rs 1965 Chemicals

Fairchem Organics formed in 2019 after getting demerged from Fairchem specialty Ltd to transfer its business of Oleo chemicals and
nutraceuticals. Company manufactures specialty chemicals including Dimer Acid Dimer Acid, Linoleic Acid, Mixed Tocopherol Concen-
trate and Sterols Concentrate, which find application in various industries like nutraceuticals, paints, printing ink, detergents and adhe-
sives etc.

Investment Rationale

¢ Revenue to boost with 66% Capacity Addition and Robust Utilization: The produces its products from acid oil & fatty acids,
which are derived from the vegetable oil refineries, it has developed relations with suppliers spanning more than 20 years. Compa-
ny expanded it raw material capacity from 72,000 MTPA in FY21 to 1,20,000 MTPA in FY22 (66% rise). Management expects capacity
utilization to clock 70%, 80% and 90% in FY23E, FY24E, FY25E. This provides robust revenue visibility for Fairchem.

¢ Dominant Positioning in Key Olechemicals to Drive Business: Fairchem is the one of the only manufacturers of Linoleic Acid
and Dimer Acid in India, having a large addressable market size in India and which is expected to clock ~4% CAGR over FY21-FY27.
The company supplies Linoleic Acid to paints and ink manufacturers, while Dimer Acid finds use in the in the manufacturing of
epoxy hardeners. Mixed Tocopherol concentrate and Sterols concentrate are nutraceutical products having usage in FMCG and food
additives.

¢ Robust Financial Performance to support Growth: Over the years, company has a reported good financial performance. It has a
healthy ROE of 37.7% and ROCE of 33.8%. . Its 5-year Revenue, Mar-22 EBITDA and PAT CAGR stood at 14%, 24% and 36%, respective-
ly. More importantly, strong focus on R&D together with higher economies of scale and efficient sourcing of raw materials reflected
in improvement in EBITDA margin from 11.6% in FY17 to 15% in FY22.

¢ Outlook and Valuations: We estimate a 15% CAGR in Topline over FY22-25E, which implies a forward PE (x) of 25.1 for FY 25E.
We value it with a earnings multiple of 30x to FY25 earnings estimate which results per share value of Rs 2555. We recommend
BUY on FAIRCHEMOR at CMP of Rs. 2136 with Target price of Rs. 2555 (20%).

Year Revenue EBITDA PAT PE Ratio (x) EV/EBITDA (x)
FY22 729 112 73 38.3 25.3
FY23E 839 134 84 33.2 21.2
FY24E 964 154 96 28.8 18.4
FY25E 1,109 177 111 25.1 16.0

Source: Company Data, Ace Equity, GEPL Research
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Observation

e While looking at the broader picture, we can ob-
serve that the stock is currently nearing its 52-
Week high, which tells that the stock already is in
a strong momentum.

e Prices on 12th August 2022 gave a breakout of the
bearish trend line , while in the latest trading ses-
sion the stock have also given a breakout from the
rounding bottom pattern this indicates the begin-
ning of the trend on the upside.

e The breakout was confirmed by the high volumes
and the gap which was created on 10th August
2022, which can be considered as a breakaway Gap
(appears at the beginning of trend)

e Prices have penetrated upper Bollinger band,
which is pointing towards the rising volatility for
the upside move.

e RSl on daily as well as on weekly timeframe have
sustained above 60 mark reflecting the rising mo-
mentum in the trend.

TECHNICAL VIEW
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Inference & Expectations

e The breakout is in sync with indicators and Higher Timeframes.
e Going ahead we expect the prices to rise higher till the level of 2428.

e We recommend a strict stop loss of 1965, strictly on the closing basis.

Source: Tradingview.in, GEPL Research
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Terms & Conditions — For Investors

We Research Analyst of GEPL Capital hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer s or securities We also certify that no part of our compensation was is or will be directly or indirectly related to the specific recom-
mendation s or view s in this report

Disclosure: -

This document has been prepared by Research Department of GEPL Capital Pvt Ltd hereinafter referred to as GEPL Capital and this report is for personal information of the selected recipient/s and does not construe to be any investment recommendation prospectus offering circular or
legal or taxation advice to you This research report does not constitute an offer invitation or inducement to invest in securities or other investments and GEPL Capital is not soliciting any action based upon it This report is not for public distribution and has been furnished to you solely for your
general information and should not be reproduced or redistributed to any other person in any form This report does not constitute a personal recommendation or take into account the particular investment objectives financial situations or needs of individual clients Before acting on any advice
or recommendation in this material investors should consider whether it is suitable for their particular circumstances and if necessary seek professional advice The price and value of the investments referred to in this material and the income from them may go down as well as up and inves-
tors may realize losses on any investments Past performance is not a guide for future performance future returns are not guaranteed and a loss of original capital may occur GEPL Capital makes no representation or warranty express or implied as to and does not accept any responsibility or
liability or obligation with respect to the fairness accuracy completeness or correctness of any information or update information or opinions contained herein All investments including Future and Options are involving risks and investor should exercise prudence in making their investment
decisions The report should not be regarded by the recipients as a substitute for the exercise of their own judgment Any opinions expressed in this report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or GEPL Capital as a
result of using different assumptions and criteria Foreign currency rates of exchange may adversely affect the value price or income of any security or related instrument mentioned in this report The information contained in this report has been obtained from sources that are considered to be
reliable However GEPL Capital has not independently verified the accuracy or completeness of the same Neither GEPL Capital nor any of its affiliates its directors or its employees accepts any responsibility of whatsoever nature for the information statements and opinion given made availa-
ble or expressed herein or for any omission therein GEPL Capital and its affiliates and/or their officers directors and employees may have similar position in any securities mentioned in this document or in any related investment and may from time to time add to or dispose of any such securi-
ties or investment GEPL Capital specifically prohibits the redistribution of this material in whole or in part without the written permission of GEPL Capital and GEPL Capital accepts no liability whatsoever for the actions of third parties in this regard GEPL Capital or its director or its research
analysts or its associates or his relatives and/or its affiliates and/or employees do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month immediately preceding the date of publication of the research report Our sales people
traders and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein and our proprietary trading and investing businesses may make investment decisions that are
inconsistent with the recommendations expressed herein

Disclaimers in respect of jurisdiction:

This report is not directed to or intended for distribution to or use by any person or entity who is a citizen or resident or located in any locality state country or other jurisdiction where such Distribution publication reproduction availability or use would be contrary to law or regulation or what
would subject GEPL Capital its affiliates to any registration or licensing requirement within such jurisdiction If this report is inadvertently send or has reached any individual the same may be ignored and brought to the attention of the sender This document may not be reproduced distributed or
published for any purposes without prior written approval of GEPL Capital

Analyst Certification:

The views expressed in this research report reflect the personal views of the analyst s about the subject securities or issues Compensation of our Research Analysts is not based on any specific merchant banking investment banking or brokerage service transactions Research Analysts of
this report have not received any compensation from the companies mentioned in the report in the preceding twelve months
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