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Company Background Important Statistics
Incorporated in 1984, Aarti Industries Ltd is the leading producer of Benzene based M.Cap ® crore) 20,419
basic and intermediate specialty chemicals in India, manufacturing ~120 products 52 Week H/L (%) 1,229/662
in chemistry of benzene, aniline, sulphuric acid, toulene etc. Company is preferred NSE Code AARTIIND
partner of choice for more than ~1000 customers globally and supplies benzene BSE Code 524208

based intermediates and pharmaceuticals to manufacturers of dyes, pigments,
agrochemicals, automobile etc. Company’s business is diversified across 2
segments such as specialty chemicals and pharmaceuticals each contributing 84%
and 16% respectively to company’s overall revenue as of FY20.

Investment Arguments Financials
(T mn)
> Specialty Chemical segment to benefit from environmental issues in | particulars FY18 FY19 FY20
China — Company'’s specialty chemicals business grew ~10% CAGR over FY15- Revenues 38061 41,676 41,863
20 with EBIT margins expanding from 17% to ~22% during same period on EBITDA 6,991 9,651 9773
the back of consistent expansion in existing products and addition of EBITDA Margin (%) 18.4% 232%  23.3%
downstream derivative products. However, company’s specialty chemical Net Profit 3330 4917 57361
segment revenues degrew by ~3% YoY in FY20 impacted on account of Covid- EPS 3) A 19.1 28.2 308
19 (topline to the extent of 9-10% was lower due to COVID-19), while EBIT ROE (%) 201% 18.1%  17.4%
margins expanded to ~22% despite Covid-19 disruption. We believe there ROCE (%) 15.8% 16.9%  16.5%
might be near term pain in this segment due to the coronavirus led outbreak P/E (%) 572 415 381
however ensuing disruptions could become a structural advantage for AIL as EV/EBITDA (x) 163 225 225
leading global players would look to accelerate shifting their supply chain to P/BV (x) 58 75 6.6

India thus benefitting AIL’s specialty chemicals division. -
~ EPS post bonus issue

> Pharmaceutical segment resilient in long term - Company’s
pharmaceutical business grew ~20% CAGR over FY15-20 with EBIT margins Shareholding pattern (%) June’20
expanding from 11% to 16.4% during same period on the back of improved

Promoter 47.5%
utilization (60% in FY15 to 80% in FY19),higher demand for API intermediates = 74%°
and shift in business from China to India. Company’s pharmaceutical segment’ s DIl 1(‘; 29,
revenue grew in lower single digits ~4% YoY in FY20 impacted on account of Public & Others 29'0%

Covid-19, however EBIT margins improved to ~16.5% driven by higher
contribution from regulated markets and value added products. Management
guided strong revenue and volume growth going ahead, on the back of higher
demand from API markets, supply disruptions in China and expansion in
pharmaceutical business which is expected to come on stream during FY21E.
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> High Entry barriers — makes it competitive over its peers — Company’s
longer approval cycle extending from 3 months to 2 years depending on
customer’s requirements including complex products and strong technological
knowhow provides edge over its competitors. Further, a manufacturing plant
requires a number of end products to make it economically viable, AIL with its
high chemical expertise and strong R&D ensures high quality thus making it
leading manufacturer in benzene chemistry.

> Long term contracts strengthens earnings visibility over long term —
Company signed 3 contracts valuing, ¥40,000mn for 10 years - 1st contract,
%100,000mn over 20 years — 2nd contract and $125mn for 10 years — 3rd
contract in FY18 and FY19 respectively. Company commenced operations for
first multi-year contract of ¥40,000mn for a 10 year with global agrochemical
player in Q4FY20, however, the global client suddenly terminated the contract
owing to change its strategy. The termination triggered a take or pay clause
embedded in contract and company is expected to receive $40mn in FY21-22E
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and remaining $80-90mn compensation in FY23E. Management guided
termination of the contract does not affect existing relationship with the
customer and company will continue to supply intermediates going forward. The
facility for second multi-year contract of ¥100,000mn spread over 20 year will
be commissioned in 2HFY21E at a capex of ¥2700mn and revenue generation is
expected to be ¥5,000mn with PBT margin of 10%. While the facility for third
multi-year contract of $125 mn (R9375mn) for a 10 year period is expected to
be commissioned by H2FY22E at a capex of $18 mn (F1350mn). We believe,
these multiyear contracts to benefit company’s financials going ahead.

Sustained focus on value added products to aid margin — Aarti Industries
Ltd’s overall EBITDA margins expanded from ~16% in FY15 to ~23% in FY20
led by increasing proportion of high value added products (contribution of
downstream high value added products increased to 70% now). We expect with
higher capacity utilisation, increasing demand for pharmaceutical segments,
newer downstream chemistries and positive operating leverage, margins to
expand going ahead especially post FY21E.

Improved operational efficiencies to hold return ratios and improve
D/E — EBITDA margins of the company spiked over FY15-19 (from 16% in
FY15 to 23% in FY20), due to backward/forward integration of its specialty
chemicals products, increasing share of value-added product offerings, strong
demand for pharmaceutical products, higher capacity utilization etc. Despite
huge investments to cater to growing demand in specialty chemicals and
pharmaceuticals segment, AIL managed to maintain its return ratios; RoE at
18% and ROCE at level of ~16-17% over FY15-FY20. Going forward, we expect
RoCE, ROE to remain at levels of 17-18% respectively over the FY20-22E period
given the strong topline growth expectations and positive operating leverage.

Q1FY21 numbers subdued, growth expected from H2FY21E — In the
quarter, revenue was lower by 9.7% YoY to ¥9373mn, primarily due to lower
revenue in specialty chemicals while pharmaceuticals saw a marginal increase.
Ease in input cost pressures led to gross margin expansion of 115 bps YoY to
52.3%, while gross profit was lower by 7.7% YoY to ¥4900mn. Adverse
operating leverage resulted in EBITDA margin contraction of 467 bps YoY to
19.4%, leading to lower EBITDA, which stood at ¥1820mn. PAT degrew by 41%
YoY to ¥819mn on account of lower operating profit coupled with higher
depreciation (up 20.3% YoY).

Management guided, to tap growth opportunities its capex plans are intact and
it plans to spend ¥10,000-20,000mn for FY21E-FY22E which includes, ¥1350mn
for multiyear contract, ¥1500mn for pharma, ¥1500mn for NCB expansion,
%5,000mn for debottlenecking, ¥20,00mn — maintenance capex etc. Also, it
indicated, chlorination expansion and NCB phase 1 expansion would be
completed by H2FY21E and H1FY22E respectively.

Management has guided for single-digit growth in revenue and EBITDA,
however PAT is expected to remain flat for FY21E and major bounce back to be
from FY22E.
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Outlook

Company reported subdued numbers in Q4FY20 and Q1FY21 due to supply
disruption, demand slowdown which affected company’s specialty segment the
most. We believe, the long term story remains intact and growth to be largely
driven by import substitution, customer de-risking, 2 long term contracts, robust
growth from pharmaceuticals etc. Company’ s deleveraged balance sheet,
dominance in business, strong customer relationships and good return ratios further
comforts us and makes it a good bet. At CMP of ¥1172, Aarti Industries Ltd
trades at ~38x FY20 EPS and ~22x FY20 EV/EBITDA and is justified
given its long term growth story thus we recommend investors to

'ACCUMULATE on dips’.
Consolidated Financials
(Z mn) 2
Particulars _____ QIFY21  Q4FY20  QIFY20 Yo  QoQ i
Net Sales 9,373 10,762 10,384 -9.7% -12.9% 2
Raw Material Consumed 4,470 5,561 5,071 -11.9% -19.6% E
Employee costs 897 785 695 29.1% 14.2% je]
Other expenses 2,187 2,226 2,117 3.3% -1.7% z
Total Expenditure 7,553 8,572 7,883 -4.2% -11.9% =g
EBITDA 1,820 2,189 2,501 -27.2% -16.9% 8
EBITDA Margin 19.4% 20.3% 24.1% -467bps -93 bps w
Depreciation 520 493 432 20.3% 5.5% ?
EBIT 1,300 1,697 2,069 -37.2% -23.4%
EBIT Margin 13.9% 15.8% 19.9% -606bps -190bps >
Interest 253 340 310 -18.3% -25.5% ro
Other income 2 4 25 -91.1% -47.6% E
PBT 1,049 1,361 1,784 -41.2% -22.9% %
Tax 217 257 365 -40.5% -15.7% -
PAT 832 1,104 1,419 -41.4% -24.6% ()
Minority Interest 13 - (37.9) NA NA ;
Consol PAT 819 1,104 1,381 -40.7% -25.8% O
PAT Margin 8.7% 10.3% 13.3% -456bps -152bps 2
EPS R) 4.70 6.33 7.93 -40.7% -25.8% .
<
D
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Disclaimer

Analyst Certification: |, Yogita Desai, the research analyst and author of this report, hereby certify that the views expressed in this research report
accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the
compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this research.
The analyst(s), principally responsible for the preparation of this research report, receives compensation based on overall revenues of the company
(Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to achieve and maintain independence
and objectivity in making any recommendations.

It is confirmed that Yogita Desai, the author of this report has not received any compensation from the companies mentioned in the report in the
preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings from other
business. Neither Way2Wealth nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect,
incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the information
contained in this report.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you.
Way2Wealth is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or
product, or to engage in or refrain from engaging in any such transaction. The contents of this material are general and are neither comprehensive nor
appropriate for every individual and are solely for the informational purposes of the readers. This material does not take into account the specific
objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient, you must not use or disclose the information in this
research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time.
Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other jurisdictions may
be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should inform themselves
about, and observe any such restrictions.

The report is based upon information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up to date and it should not be relied upon as such. Way2Wealth or any of its affiliates or employees makes no warranties,
either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of suitability, fitness for a
particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or update the information or opinions
in it. Way2Wealth or any of its affiliates 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 report. The recipients of this report should rely on their own investigations. In no event shall
Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect, special, incidental, consequential, punitive, lost profits, or
lost opportunity, whether or not Way2Wealth has advised of the possibility of such damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are subject to
significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These uncertainties include but
are not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign exchange rates or indices; adverse
impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or markets; increased competition; unfavorable
political and diplomatic developments; change in the governmental or regulatory policies; failure of a corporate event and such others. This is not an
offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any particular trading strategy. No part of
this material may be copied or duplicated in any form by any means or redistributed without the written consent of Way2Wealth. In no event shall any
reader publish, retransmit, redistribute or otherwise reproduce any information provided by Way2Wealth in any format to anyone. Way2Wealth and its
affiliates, officers, directors and employees including persons involved in the preparation or issuance of this report may from time to time have
interest in securities / positions, financial or otherwise in the securities related to the information contained in this report.

To enhance transparency, Way2Wealth has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as
endorsement of the views expressed in the report.

Disclosure of Interest Statement Aarti Industries Ltd. as on August 21, 2020

Name of the Security Aarti Industries Ltd.
Name of the analyst Yogita Desai
Analysts’ ownership of any stock related to the information NIL
contained

Financial Interest

Analyst : No
Analyst’s Relative : Yes / No No
Analyst’s Associate/Firm : Yes/No No

Conflict of Interest No

Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained

Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.
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