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Specialty Chemicals ATTRACTIVE

Smooth runway for growth QUICk In5|gh’r
We held a panel discussion with a large investor, Fairfax India, and its three
investee companies Privi Organics, Adi Finechem, and Sanmar. Key Analysis v

takeaways: a) specialty chemicals enjoys multiple growth drivers - import  Meeting Note
substitution, expansion in domestic consumption, increased outsourcing by
global manufacturers, and manufacturing diversification to India given policy
curbs in China; b) weaker infrastructure and non-availability of feedstock is a
bottlenech in scale-based chemicals product however strong talent pool, eye
for quality and better process innovation capabilities make India competitive
for skills based specialty chemical products; c¢) Indian players need to seek
growth, organically or inorganically, on four axes - product, process
chemistry, product application and chemistry; d) ability to add value-added
products, manage fixed costs and make efficient capital investments are key
parameters to gauge while investing in this space. SRF (BUY, TP 1750) and PI
Industries (BUY, TP Rs800) are our key ideas in this space.

News Impact

Shift towards customer orientation aiding growth, margins and ROCEs

Experts at our panel discussion said the biggest change over the last few years is the
mindset shift of Indian chemical players to customer focus (customization, process
innovation) from feature orientation, or focus on product attributes. This implies focus
on developing products according to client needs and focusing on overall customer
experience rather than just developing certain products with fixed specifications and
trying to sell it. Product innovation, talent base and globalization have helped Indian
companies develop this customer orientation. The success of IT services, pharma and
agrochemicals have clearly aided this shift in mindset of Indian entrepreneurs.

India’s unit economics favours low-volume, high value products

The experts noted that India’s unit economics - high infrastructure and logistics costs,
import dependence on feedstock but good process knowledge, and quality
manufacturing - support low-volume, high-value products. On the positive side,
strong intellectual capital, trained technical resources, and low-cost labour add to
labor competitiveness of the country. Environmental compliance has been a mixed
situation with some players having world standards and other seemingly flouting the
norms. Indian markets have also become fairly large and a focus market for global
players. In terms of capital cost too India is one of the cheapest countries to build
manufacturing facilities. Growing costs for Chinese players (specifically given rising
costs of environmental compliance) are opening new doors of opportunity for Indian
players in the sector.

Multiple growth drivers to ensure growth momentum sustains

Experts noted that India’s chemical demand is dependent on multiple drivers such as
a) import substitution, b) growing domestic demand, c) new product forays by Indian
players, and d) outsourcing of existing products by global players. Even if one of these
engines slows, the other will ensure growth. Hence, experts don't believe the sector
will see voldtility in growth rates as in the recent past.

Prefer cash flows over growth

Specialty chemicals business is inherently profitable and cash generative if capital
allocation discipline is exercised. Chasing growth without exercising restraint on  Research Analyst
unnecessary manufacturing expansion and R&D investment is not useful. For .

. . . cpe - . Ritesh Gupta, CFA
sustainable growth, companies should look to attempt diversification across chemistry, riteshgupta@ambitcapital.com
product, clients, and applications, the experts said. Companies should also focus on  Tel. +971 22 3043 3242
raw material diversification to sustain margins.
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Exhibit 1: Competitive advantage of India

WHY INDIA? FAIRBRIDGE

v Strong intellectual capital

¥ Trained technical resources

¥ Low cost labour
[T el v Historically lax environmental x Incn?ased s‘crutiny may create entry
considerations policies barriers going forward

x Water table depletion

v" Abundant supply of natural salts and  x Import dependence for petroleum
Raw materials minerals and inorganic feedstocks

Large agricultural base

<

; ¢ v Low production costs compared to % Irregular and high cost of power
asto western countries

production

<

Large domestic market %  Poor logistics infrastructure
Market access R4 Perception of quality in international
markets

Unit economics favour low volume-high value speciality products

Source: Company
Background of three acquisitions done by Fairfax in India

In Nov 2015, Fairfax holdings acquired ~45% stake in Adi Finechem for USD20mn, a
specialty chemicals manufacturer of oleo products like fatty acid and glycerine,
and nutraceuticals like tocopherol (Vitamin E) and sterol. This transaction valued
Adi at USD45mn. An open offer was made in Jan 2016 to acquire an additional
26% stake from the public, which did not work out. Under this investment, Adi is
continuing as an independent firm with no changes in management.

In April 2016, Fairfax acquired 30% stake in Sanmar Chemicals at USD300 mn,
valuing Sunmar at a staggering USD1bn. Sanmar is one of the largest PVC
manufacturers in India besides manufacturing caustic soda, chloromethanes,
refrigerant gases, industrial salt, and specialty chemical intermediates. The
transaction will enable Sanmar’s Egyptian summary to establish a term loan of
USD280mn to double its capacity to 400,000 TPA, making Sanmar the world’s
largest PVC manufacturer (700,000 TPA).

In July 2016, Fairfax acquired 51% stake in Privi Organics at USD55mn, valuing the
firm at USD108mn. Privi is a manufacturer of aroma chemicals with 15,500 TPA
capacity. Additionally, the boards of Privi and Adi have approved to merge into a
new specialty chemicals entity called Fairchem, with Fairfax having 49% stake.
This synergy will help Adi gain access to high quality research and development
facilities while Privi will gain from Adi’s focus on cost optimization and efficiencies.

In the past year, Fairfax invested more than USD1bn in India, of which 38% has been
in the chemicals industry.
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Exhibit 2: Summary of Fairfax’s investments in the chemicals sector

FAIRFAX INVESTMENTS IN CHEMICALS SECTOR FAIRBRIDGE

= Low cost producer in globally competitive PVC industry

» Extraordinary cost and freight advantages in Egypt
= Strong management team with 50 years of track record

SANMAR
( * Vision: To be a leading Renewable Speciality Chemicals Company
iin » Platform Company for future acquisition
4 * In-house technology using waste from oil refining process
) = Low cost raw material enables cost competitiveness vis a vis global peers
= Excellent long term customer relationships serves as entry barrier
j;l » Trusted supplier (for 10 + years) to all of the Top 10 fragrance companies

Privi Organics Limited = Strong in-house Research & Development capabilities

* Processes waste products of paper and pulp industry into high value
aroma chemicals

Source: Company
China - rolling back environmentally harmful chemicals

One of the participants cited an example of PYC, where Chinese manufacturing
process involved use of coal and mercury (both highly polluting). As Chinese
government is putting curbs on such manufacturers, opportunities are rising even in
commodity chemicals.

Fairfax to do more acquisitions

Fairfax (a leading Canada based investor with more than US$41.5bn invested assets)
will look at acquiring more companies under the Fair Finechem Umbrella (Privi and
Adi Finechem) to diversify its product portfolio. Fair Finechem will focus on: a)
investing for long-term growth rather than short-term gains; b) prevent excessive
leverage; avoid projects which stretch the balance sheet; c) secure sources of raw
material supply and invest in backward/forward integration; d) acquire
complementary businesses to enhance product diversification along with considering
long-term value accrefive acquisitions; and e) reduce volatility in cash flow
generation.

Where do we go from here?

We continue to believe that specialty chemicals segment is likely to grow at a robust
pace driven by increased sourcing from India as well as domestic market growth.
While the opportunity is fairly large, there are very few players who seem to be well-
positioned to take advantage of this opportunity. Note that in specialty chemicals skill
is more important than scale and focusing on a few products or a particular chemistry
cannot provide sustainable growth. This implies Indian companies looking to become
large have to: a) significantly ramp up R&D efforts to diversify into new chemistries or
consistently add products or discover new applications for existing products; or b)
acquire niche technology companies and cross-sell their products to their clients. Such
initiatives need investments; entry of large investors like Fairfax implies that some
players have access to capital and strategic vision to make it large.

Our top picks are SRF (TP Rs 1750) and Pl (TP Rs 800) who have so far demonstrated
greater customer association, ability to expand application areas from one space to
another (say agri to pharma), and good process capabilities and QSHE compliance.
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Exhibit 3: Strengths and weaknesses of key Indian specialty chemicals players

Strength Weakness
Atul Wide range of chemistry capabilities Perceived lack of aggression
Aarti Good player with capabilities in Benzene chemistry Lack of cutting edge technology

Vinati chemistries

Navin Fluorine  Expertise in fluorination

Camlin Good growth
Finesciences integration

5L high margins

Good history on capital allocation and focus on green

through  backward

Strong chemistry capabilities in fluorination driving

High product concentration

Ability to gain scale still need to
be watched out far

High WC cycle; getting into
capex cycle

Asset efficiency has been weak

Source: Company
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)
BUY >10%
SELL <10%
NO STANCE We have forward looking estimates for the stock but we refrain from assigning valuation and recommendation
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events
NOT RATED We do not have any forward looking estimates, valuation or recommendation for the stock
POSITIVE We have a positive view on the sector and most of stocks under our coverage in the sector are BUYs
NEGATIVE We have a negative view on the sector and most of stocks under our coverage in the sector are SELLs
Disclaimer

This report or any portion hereof may not be reprinted, sold or redistributed without the written consent of Ambit Capital. AMBIT Capital Research is disseminated and available primarily electronically,

and, in some cases, in printed form.

Additional information on recommended securities is available on request.

Disclaimer

1. AMBIT Capital Private Limited (“AMBIT Capital”) and its affiliates are a full service, integrated investment banking, investment advisory and brokerage group. AMBIT Capital is a Stock Broker, Portfolio
Manager and Depository Participant registered with Securities and Exchange Board of India Limited (SEBI) and is regulated by SEBI

2.  AMBIT Capital makes best endeavours to ensure that the research analyst(s) use current, reliable, comprehensive information and obtain such information from sources which the analyst(s) believes to
be reliable. However, such information has not been independently verified by AMBIT Capital and/or the analyst(s) and no representation or warranty, express or implied, is made as to the accuracy
or completeness of any information obtained from third parties. The information, opinions, views expressed in this Research Report are those of the research analyst as at the date of this Research
Report which are subject to change and do not represent to be an authority on the subject. AMBIT Capital may or may not subscribe to any and/ or all the views expressed herein.

3. This Research Report should be read and relied upon at the sole discretion and risk of the recipient. If you are dissatisfied with the contents of this complimentary Research Report or with the terms of
this Disclaimer, your sole and exclusive remedy is to stop using this Research Report and AMBIT Capital or its affiliates shall not be responsible and/ or liable for any direct/consequential loss
howsoever directly or indirectly, from any use of this Research Report.

4. If this Research Report is received by any client of AMBIT Capital or its affiliate, the relationship of AMBIT Capital/its affiliate with such client will continue to be govemed by the terms and conditions in
place between AMBIT Capital/ such affiliate and the client.

5. This Research Report is issued for information only and the 'Buy’, 'Sell', or ‘Other Recommendation’ made in this Research Report such should not be construed as an investment advice fo any recipient
to acquire, subscribe, purchase, sell, dispose of, refain any securities and should not be intended or freated as a substitute for necessary review or validation or any professional advice. Recipients
should consider this Research Report as only a single factor in making any investment decisions. This Research Report is not an offer fo sell or the solicitation of an offer to purchase or subscribe for
any investment or as an official endorsement of any investment.

6. This Research Report is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied in
whole or in part, for any purpose. Neither this Research Report nor any copy of it may be taken or transmitted or distributed, directly or indirectly within India or into any other country including United
States (to US Persons), Canada or Japan or to any resident thereof. The distribution of this Research Report in other jurisdictions may be strictly restricted and/ or prohibited by law or contract, and
persons into whose possession this Research Report comes should inform themselves about such restriction and/ or prohibition, and observe any such restrictions and/ or prohibition.

7. Ambit Capital Private Limited is registered as a Research Entity under the SEBI (Research Analysts) Regulations, 2014. SEBI Reg.No.- INH000000313.

Conflict of Interests

8. In the normal course of AMBIT Capital’s business circumstances may arise that could result in the interests of AMBIT Capital conflicting with the interests of clients or one client’s interests conflicting
with the interest of another client. AMBIT Capital makes best efforts to ensure that conflicts are identified and managed and that clients’ interests are protected. AMBIT Capital has policies and
procedures in place to control the flow and use of non-public, price sensitive information and employees’ personal account trading. Where appropriate and reasonably achievable, AMBIT Capital
segregates the adtivities of staff working in areas where conflicts of interest may arise. However, clients/potential clients of AMBIT Capital should be aware of these possible conflicts of interests and
should make informed decisions in relation o AMBIT Capital’s services.

9. AMBIT Capital and/or its affiliates may from time to time have or solicit investment banking, investment advisory and other business relationships with companies covered in this Research Report and
may receive compensation for the same.

Additional Disclaimer for U.S. Persons

10. The research report is solely a product of AMBIT Capital

11. AMBIT Capital is the employer of the research analyst(s) who has prepared the research report

12. Any subsequent transactions in securities discussed in the research reports should be effected through Enclave Capital LLC. (“Enclave”).

13. Enclave does not accept or receive any compensation of any kind for the dissemination of the AMBIT Capital research reports.

14. The research analyst(s) preparing the email / Research Report/ attachment is resident outside the United States and is/are not associated persons of any U.S. regulated broker-dealer and that
therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with
U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

15. This report is prepared, approved, published and distributed by the Ambit Capital located outside of the United States (a non-US Group Company”). This report is distributed in the U.S.by Enclave
Capital LLC, a U.S. registered broker dealer, on behalf of Ambit Capital only to major U.S. institutional investors (as defined in Rule 15a-6 under the U.S. Securities Exchange Act of 1934 (the
“Exchange Act’)) pursuant fo the exemption in Rule 15a-6 and any transaction effected by a U.S. customer in the securities described in this report must be effected through Endave Capital LLC (19
West 44th Street, suite 1700, New York, NY 10036). In order to receive any additional information about or to effect a fransaction in any security or financial instrument mentioned herein, please
contact a registered representative of Enclave Capital LLC., by phone at 646 361 3107.

16. As of the publication of this report Enclave Capital LLC, does not make a market in the subject securities.

17. This document does not constitute an offer of, or an invitation by or on behalf of Ambit Capital or its affiliates or any other company to any person, to buy or sell any security. The information
contained herein has been obtained from published information and other sources, which Ambit Capital or its Affiliates consider to be reliable. None of Ambit Capital accepts any liability or
responsibility whatsoever for the accuracy or completeness of any such information. All estimates, expressions of opinion and other subjective judgments contained herein are made as of the date of
this document. Emerging securities markets may be subiject to risks significantly higher than more established markets. In particular, the political and economic environment, company practices and
market prices and volumes may be subject to significant variations. The ability to assess such risks may ako be limited due to significantly lower information quantity and quality. By accepting this
document, you agree to be bound by all the foregoing provisions.

Additional Disclaimer for Canadian Persons

18. AMBIT Capital is not registered in the Province of Onfario and /or Province of Québec to trade in securities and/or to provide advice with respect fo securities.

19. AMBIT Capital's head office or principal place of business is located in India.

20. All or substantially all of AMBIT Capital's assets may be situated outside of Canada.

21. It may be difficult for enforcing legal rights against AMBIT Capital because of the above.

22. Elom(zond address of AMBIT Capital's agent for service of process in the Province of Ontario is: Torys LLP, 79 Wellington St. W., 30th Floor, Box 270, TD South Tower, Toronto, Ontario M5K 1N2
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23. Name and address of AMBIT Capital's agent for service of process in the Province of Montréal is Torys Law Firm LLP, 1 Place Ville Marie, Suite 1919 Montréal, Québec H3B 2C3 Canada.

Additional Disclaimer for Singapore Persons

24. This Report is prepared and distributed by Ambit Capital Private Limited and distributed as per the approved arrangement under Paragraph 9 of Third Schedule of Securities and Futures Act (CAP 289)
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