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‘Fundamentals fully priced in demanding valuation’



Salient features of the IPO:

• Clean Science and Technology Ltd. (CSTL), incorporated in 2003, is
among the few companies globally focused entirely on developing
newer technologies using in-house catalytic processes which are eco-
friendly and cost competitive.

• Within 17 years of incorporation, the company has grown to be the
largest manufacture globally of MEHQ, BHA, Anisole and 4-MAP in
term of installed capacity.

Valuation: At the higher price band of Rs900, the issue is valued at P/E of
48.2x on FY21 EPS.

Below are few key observations of the issue: (continued in next page)

• CSTL, incorporated in 2003, is among the few companies globally
focused entirely on developing newer technologies using in-house
catalytic processes resulting in lower effluent generation.

• Through its superior R&D and technical expertise, CSTL has developed
in-house catalytic technology. The company developed
unconventional processes by employing clean technologies to
manufacture speciality chemicals at global scale capacities, which the
company believes difficult to replicate and create significant barriers
for new entrants. For instance, CSTL manufactures sulphur-free BHA
and sulphur-free DCC.

• CSTL has a diversified product portfolio serving critical end-user
industries. The company operates under three segments include 1)
performance chemical 2) pharmaceutical intermediates and FMCG
chemicals.

• Performance chemicals segment accounted for 69.2% of operating
revenue for FY21 and consists three products MEHQ, BHA and AP.
Under pharmaceutical intermediate segment, which represents
16.2% of revenue, CSTL manufactures Guaiacol and DCC. Chemicals
namely 4-MAP and Anisole are included in FMCG segment which
accounted for 12.3% for operating revenue in FY21.

• The company has grown to be the largest manufacture globally of
MEHQ, BHA, Anisole and 4-MAP in term of installed capacity.

• As per the mgmt, the company has incurred lot of catalytic
transformations over the years, which is very rare to Indian chemical
industry. The process involves usage of a catalyst ‘a unique chemical’
which if made correctly use properly in manufacturing can result in
desired product, reduce impurity, by-products and effluents. In 2009,
CSTL used this technology for manufacturing MEHQ and Guaiacol
using Anisole as the starting material (key strategic raw material). In
2011, the company produced another key chemical product 4-MAP
with Anisole as the staring material in the process. CSTL
manufactured high margin product BHA using as MEHQ though
forward integration process.

• As Anisole became key strategic raw material for the company, CSTL
employed vapour phase technology (from liquid phase technology),
first time in globally’ which is more efficient with only water as
effluent. Usages of this technology has streamlined the operating
process and thereby providing a boost to margin and profitability.
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Continued……

• Exports accounted for 68% of the total operating revenue in FY21. Geography wise, 37.1% of sales came from
China, 31% from India, 13.8% from Europe, 11.8% from Americas and 6.2% from rest of world. Moreover, ~72%
of total raw materials (RW) was sourced from India. Largest client contributed less than 14% of total revenue
from operations in the last 3 fiscal years. While top 10 clients accounted for 48% of total revenue in FY21.

• Considering the financial performance over past few years, CSTL is among the most profitable speciality
companies in India. Sales grew by at a CAGR of 14.1% during FY19-FY21 to Rs512 cr. Meanwhile we are surprised
by the EBIDTA margin at 50% in FY21, way higher than peer average of 24%. EBIDTA margin improved from
34.7% in FY19 to 50.5% in FY21. Sharp uptick in margin witnessed since the company stated making Anisole
through backward integration using vapour phase technology. Further, the mgmt also attributed high EBIDTA
margin to yield improvement, process efficiency and increasing usages of solar power for manufacturing. We
expect sustaining margin at these levels would remain challenging task for the company though mgmt is
confident about sustaining margin. As per mgmt, company’s key products MEHQ and BHA generates high
margin further they are over 6 years in the manufacturing process. Generally, products in the initial phase
generate less margin as the process streamlined with experience.

• Cash flow generation remains strong with cash balance of almost Rs250 cr as of FY21. With strong margin and
operating cash flow trend, we expect CSTL to incur capex expansion with internal accruals. As of FY21,
installed capacity stood at 29,900 MTPA with capacity utilisation level at 72% which indicates significant
operating leverage for future growth. Though mgmt stated to continue with capacity expansion and R&D (~1%
of sales) for business expansion. CSTL has been consistently paying dividend since FY12 given strong internal
accrual position.

• At the higher price band of Rs900, demanding valuation at Rs9,559.7 cr is derived at P/E of 48.2x on FY21 EPS,
which looks expensive given the small size of revenue at Rs512 cr. On P/S basis, the issue is prices at 18.7x as
compared to peer average of P/Sx of 10. Camlin Fine Sciences which is competitor to CSTL for key products
MEHQ, BHA and Guaiacol is currently trading at P/S of 2.1x.

• CSTL is operating in niche chemical segments identified by the company itself considering the product growth
potential, low competition and high margin. RoE stood at healthy level at 36.8% in FY21. Considering the niche
business presence with high entry barriers, business growth and profitability trend are expected to remain
strong in coming fiscals.

• Positive fundamentals are fully priced in the demanding valuation. Considering the above parameters, we
believe investors should consider investment in issue for the long term. Thereby, we assign ‘Subscribe for Long
Term’ rating to the issue.

Source: Choice Broking Research, RHP
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Clean Science (CSTL) 900 - - 9,560 50.5% 38.7% 36.8% 30.1% 14.1% 18.7 50.8 9,544 

Camlin Fine Sciences 195 52.3% 251.0% 2,535 15.8% 4.3% 8.5% 3.5% 15.4% 3.9 46.0 2,947 

Vinati Organics 2,028 64.6% 104.0% 20,280 37.0% 28.2% 17.4% 15.5% -8.0% 26.9 154.3 20,275 

Atul Ltd. 9,350 43.8% 105.0% 28,050 24.6% 17.6% 17.1% 13.3% -3.9% 218.7 1,275.7 27,804 

SRF Ltd. 7,488 31.8% 106.0% 44,928 25.5% 14.3% 17.5% 9.3% 8.8% 199.7 1,142.7 47,654 

Navin Flourine 3,799 43.8% 126.0% 18,995 26.2% 21.9% 15.8% 13.6% 8.8% 51.6 326.8 18,454 

PI Industries 3,025 34.0% 92.0% 45,375 22.1% 16.1% 13.8% 10.5% 26.9% 49.2 356.1 44,012 

Fine Organic Industries 2,944 15.7% 57.0% 8,832 17.6% 10.6% 16.4% 12.7% 3.4% 40.0 243.7 8,625 
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(x)
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Net 
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Sales              
TTM

EBIDTA      
TTM

PAT 
TTM

Total 
Assets

Clean Science (CSTL) 48.2 17.7 18.7 36.9 0.0 9,544 540 11 512 259 198 660 

Camlin Fine Sciences 49.7 4.2 2.1 15.8 0.9 2,947 598 13.0 1,187 187 51 1,475 

Vinati Organics 75.4 13.1 21.3 57.4 0.0 20,275 1,543 10 954 353 269 1,734 

Atul Ltd. 42.8 7.3 7.5 30.3 0.0 27,804 3,827 30 3,731 917 656 4,937 

SRF Ltd. 37.5 6.6 5.3 22.2 0.4 47,654 6,856 60 8,400 2,145 1,198 12,929 

Navin Flourine 73.6 11.6 16.1 59.7 0.0 18,454 1,634 10 1,179 309 258 1,898 

PI Industries 61.5 8.5 9.9 43.5 0.0 44,012 5,342 15 4,577 1,012 738 7,002 

Fine Organic Industries 73.6 12.1 7.8 43.3 0.1 8,625 731 15 1,133 199 120 947 
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14-Jul-2021
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ASBA Account
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Accounts
16-Jul-2021

About the issue:

• Clean Science & Technology Limited (CSTL) is coming out with initial public offering of Rs1,546.6 cr.

• The issue is 100% offer for sale (OFS).

• OFS size is Rs1,546.6 cr. At the higher price band of Rs900, OFS consists of 1.72 cr shares.

• Promoter & promoter group is participating in the OFS.

• Post issue, promoter & promoter group stake will reduce to 78.5% from 94.7% pre-issue stake.

• Issue will open for subscription on Jul 07’ 2021 and close on Jul 09’ 2021

• Not more than 50% of the net offer shall be available for allocation on a proportional basis to a qualified institutional
investors (QIIs).

• Further not less than 15% shall be available for allocation on a proportional to non-institutional investors (NIIs) and
not less than 35% of net offer shall be available for allocation to Retail Institutional Investors (RIIs).

• Company has been paying dividend since FY12.

Indicative IPO process time line:

Commencement 
of Trading
19-Jul-2021



Company introduction:

CSTL, incorporated in 2003, is among the few companies globally focused entirely on developing newer technologies using

in-house catalytic processes which are eco-friendly and cost competitive. Strong focus on developing newer technologies has

enables CSTL to emerge as the largest manufacturer globally of certain speciality chemicals in terms of installed capacity as

of Mar’ 2021.

CSTL is known for newer technologies, some of which has been developed and commercialized for the first time globally.

The company manufactures functionally critical speciality chemicals such as performance chemicals (i.e. MEHQ, BHA and

AP), pharmaceutical intermediates (i.e. Guaiacol and DCC), and FMCG Chemicals (i.e. 4-MAP and Anisole). Within 17 years of

incorporation, the company has grown to be the largest manufacture globally of MEHQ, BHA, Anisole and 4-MAP in term of

installed capacity.

CSTL has business presence across countries. Besides India, CSTL caters to other regulated international markets including

China, Europe, the United States of America, Taiwan, Korea, and Japan. In FY21, exports represent 68% of total business.

Source: Choice Broking Research, RHP



Business Overview:

The company has two certified production facilities in India strategically located at (Maharashtra) having close proximity to

the JNPT port from where it exports majority of products. Manufacturing units have dedicated production lines for products,

with a combined installed capacity of 29,900 MTPA as of FY21, and capacity utilization rates of 71.9% for FY21. CSTL has

recently set-up a unit at third facility adjacent to the existing facilities and has also recently allotted land for the construction

of fourth facility at the same location.

The company is incorporated as Sri Distikemi Private Limited on Nov 2003. Meanwhile the company in 2006 changed its

name to Clean Science and Technology Private Limited with aim at focusing on sustainable chemistry led by innovative

technology and lower effluents. The company started manufacturing of MEHQ and Guaiacol in 2009, 4-MAP in 2011 and

BHA in 2014.

CSTL has started manufacturing Anisole in 2017 using liquid phase technology, though it soon shifted Anisole manufacturing

to vapour phase technology which is less effluent and more efficient. In 2020, CSTL started making DCC. Revenue mix in

FY21 include 69% as performance chemicals, 16.2% pharmaceuticals intermediates, 12.3% FMCG chemicals while the

balance represents 2.2% of sales.

Over 68% of the business is generated through exports with major contribution from China at 37.1%. Sales contributed by

top 10 clients was 47.9% of total sales while the sales contribution by largest customers was 13.3% in FY21.

During FY19-FY21, operating revenue grew by a CAGR of 14.1% to Rs512 cr. Meanwhile EBIDTA margin improved to 50.5%

in FY21 from 34.7% in FY19, significantly higher than the industry average, attributed to newer technologies and higher

usages of backward integrated raw materials. The company is almost debt free with strong cash accumulation at hand.

PAT margin also improved to 38.7% in FY21 from 24.8% in FY19.

Source: Choice Broking Research, RHP
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Competitive strengths:

• Track record of strategic process innovation through consistent R&D
initiatives

• Among the largest producers globally of functionally critical speciality
chemicals used across various industries and geographies in a de-risked
business model

• Strong and long-standing relationship with key customers
• Automated manufacturing facilities with proven design and

commercialization capacity and strong focus on EHS
• Strong and consistent financial performance in the last three fiscals

Business strategy:

• Leverage leadership position in speciality chemicals industry to capitalize
on industry opportunities

• Leverage R&D capacities and understanding of catalysis to continue
process re-engineering, further enhancing product portfolio

• Expand manufacturing capacities of existing products and set up
additional capacities for new products

• Continue to strengthen presence in India and expand sales and
distribution network in international markets

Risk and concerns:

• Threat to business if competitors develop similar catalytic 
technology for manufacturing process

• Volatility in Phenol prices which is major raw material
• Hawkish govt regulations for chemical industry
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Financial statements:

Rs crore

Source: Choice Broking Research, RHP

Profit & Loss A/c

Particulars FY19 FY20 FY21

Operating Revenue (OR) 393.3 419.3 512.4 

Cost of materials consumed (178.6) (128.0) (137.9)

Changes in Inventories of 
Finished Goods, Work-in-
Progress

7.4 (1.3) 14.3 

Employee Benefit Expenses (24.9) (31.0) (43.6)

Other Expenses (60.9) (73.8) (86.3)

EBITDA 136.3 185.3 259.0 

Depreciation and 
Amortization Expenses

(11.0) (13.7) (17.2)

EBIT 125.3 171.6 241.7 

Finance Costs (0.0) (0.1) (0.0)

Other Income 11.3 10.9 25.6 

PBT 136.5 182.3 267.4 

Tax Expenses (38.9) (42.7) (68.9)

PAT 97.7 139.6 198.4 

Balance Sheet

Particulars FY19 FY20 FY21

Share Capital 1.4 1.3 10.6

Reserves and Surplus 270.6 340.8 529.0

Long Term Borrowings 0.1 0.3 0.3

Long Term Provisions 0.3 0.3 0.4

Short Term Borrowings 2.4 2.5 0.0

Trades Payables 22.3 35.7 61.0

Other short term liabilities 16.2 35.7 40.8

Short Term Provisions 0.1 0.1 0.2

Deferred tax liabilities (Net) 13.9 13.2 17.6

Total Liabilities 327.4 429.9 659.9

Tangible Assets 124.9 162.6 182.6

Intangible Assets 2.1 3.0 3.2

Capital Work In Progress 3.9 3.4 55.0

Long Term Loans and 
Advances

1.0 1.2 2.1

Non-current financial assets 0.3 0.4 15.5

Other Non Current Assets 2.7 2.3 6.3

Inventories 37.0 34.6 52.9

Trade Receivables 59.8 69.8 74.2

Cash and Bank Balances 9.4 9.3 15.7

Short term investment 75.2 133.0 232.1

Other Current Assets 11.1 10.3 20.2

Total Assets 327.5 429.9 659.9

Cash Flow Statement

Particulars FY19 FY20 FY21

Cash Flow from Operating 
Activities

84.7 160.1 192.8 

Cash Flow from Investing 
Activities

(95.0) (106.3) (186.8)

Purchase of fixed assets and 
properties

(38.8) (50.3) (84.4)

Cash Flow from Financing 
Activities

(10.8) (55.4) (5.9)

Net Cash Flow (21.1) (1.6) 0.2 

Opening Balance of Cash 
and Bank Balances

30.5 10.8 9.2 

Closing Balance of Cash and 
Bank Balances

9.4 9.2 9.3 

Financial Ratios

Particulars FY19 FY20 FY21

Growth & Margin rations

Revenue Growth Rate (%) 6.6% 22.2%

EBITDA Growth Rate (%) 35.9% 39.8%

EBITDA Margin (%) 34.7% 44.2% 50.5%

EBIT Growth Rate (%) 37.0% 40.9%

EBIT Margin (%) 31.9% 40.9% 47.2%

Adjusted PAT Growth Rate (%) 43.0% 42.1%

Reported PAT Margin (%) 24.8% 33.3% 38.7%

Turnover ratios

Inventories Turnover Ratio (x) 10.6 12.1 9.7

Trade Receivable Turn. Ratio (x) 6.6 6.0 6.9

Accounts Payable Turn Ratio (x) 17.6 11.7 8.4

Fixed Asset Turnover Ratio (x) 3.1 2.6 2.8

Total Asset Turnover Ratio (x) 1.2 1.0 0.8

Working Capital Turn. Ratio (x) 0.0 2.4 1.8

Operational ratios

Current Ratio (x) 4.7 3.5 3.9

Debt to Equity (x) 0.0 0.0 0.0

Total Debt (Rs cr) 2.5 2.8 0.3

Net Debt (Rs cr) -82.2 -139.5 -247.5

Net Debt to EBITDA (x) -0.6 -0.8 -1.0

Net Debt to Equity (x) -0.3 -0.4 -0.5

Return ratios

RoE (%) 35.9% 40.8% 7.3%

RoA (%) 29.8% 32.5% 2.8%

RoCE (%) 46.0% 50.1% 44.7%

RoIC (%) 31.9% 37.4% 37.2%

EV (Rs cr) 9,552.8 9,553.2 9,544.4

EV/Sales (x) 24.3 22.8 18.6

EV/EBIDTA (x) 70.1 51.6 36.9

Per share ratios

EPS 9.2 13.1 18.7

BVPS 25.6 32.2 50.8

OCF/sh 8.0 15.1 18.2

FCF/sh -1.1 15.4 16.1

Valuation ratios

P/E (x) 97.9 68.5 48.2

P/BVPS (x) 35.1 27.9 17.7

P/S (x) 24.3 22.8 18.7

EV/EBITDA (x) 70.1 51.6 36.9
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Disclaimer

This is solely for information of clients of Choice Broking and does not construe to be an investment advice. It is also not intended as an offer or solicitation
for the purchase and sale of any financial instruments. Any action taken by you on the basis of the information contained herein is your responsibility alone

and Choice Broking its subsidiaries or its employees or associates will not be liable in any manner for the consequences of such action taken by you. We have
exercised due diligence in checking the correctness and authenticity of the information contained in this recommendation, but Choice Broking or any of its
subsidiaries or associates 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 recommendation or any action taken on basis of this information. This report is based on the fundamental analysis with a
view to forecast future price. The Research analysts 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 recommendations or views expressed in this report. Choice Broking has based this document on information obtained from sources it
believes to be reliable but which it has not independently verified; Choice Broking makes no guarantee, representation or warranty and accepts no
responsibility or liability as to its accuracy or completeness. The opinions contained within the report are based upon publicly available information at the

time of publication and are subject to change without notice. The information and any disclosures provided herein are in summary form and have been
prepared for informational purposes. The recommendations and suggested price levels are intended purely for stock market investment purposes. The
recommendations are valid for the day of the report and will remain valid till the target period. The information and any disclosures provided herein may be

considered confidential. Any use, distribution, modification, copying, forwarding or disclosure by any person is strictly prohibited. The information and any
disclosures provided herein do not constitute a solicitation or offer to purchase or sell any security or other financial product or instrument. The current
performance may be unaudited. Past performance does not guarantee future returns. There can be no assurance that investments will achieve any targeted

rates of return, and there is no guarantee against the loss of your entire investment.

POTENTIAL CONFLICT OF INTEREST DISCLOSURE (as on date of report) Disclosure of interest statement – • Analyst interest of the stock /Instrument(s): - No. •
Firm interest of the stock / Instrument (s): - No.
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