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Investor Snapshot

# Analytical Point Sentiment

1
Maintains top 3 global position in Nitrochlorobenzene (NCB) with a 60% export mix, leveraging a

"China+1" strategy and long-term cost-plus contracts.
🟢

2
Revenue grew 14.14% to ₹7,271 Cr, primarily driven by a robust 19.9% surge in export volumes

despite global agrochemical headwinds.
🟢

3
PAT declined 22% to ₹331 Cr as margins compressed to 4.55% due to elevated logistics costs and

Chinese dumping in the agrochemical segment.
🔴

4
Operating margins remain under pressure at 14%, significantly below the 18% threshold required for

a thesis upgrade.
🔴

5
Financial health is strained with a D/E of 0.69x and interest coverage thinning to 2.11x following a

30% spike in finance costs.
🔴

6
Cash Flow from Operations (CFO) of ₹1,242 Cr is artificially inflated by a 70.7% jump in trade payables

(₹1,237 Cr), indicating aggressive vendor stretching.
🔴

7
Negative Free Cash Flow of -₹137 Cr persists as capex of ₹1,386 Cr continues to outpace organic

cash generation.
🔴

8
Capital allocation efficiency is currently low with ROCE at 6%, well below the cost of capital, due to a

massive ₹1,454 Cr sitting in Capital Work-in-Progress (CWIP).
🔴

9
Earnings quality is flagged by a 127% surge in raw material inventory and reliance on non-cash MAT

credits to support the bottom line.
🔴

10
Governance is rated 3/5, reflecting a positive shift toward professional management (new CEO) offset by

RPT concentration (14% of revenue) and IT audit trail gaps.
🟡

11
Key risks include high sensitivity to floating interest rates, unhedged forex debt, and persistent

margin erosion from global chemical oversupply.
🔴

12
Outlook hinges on "asset sweating" of Zone IV and Ethylation capacities in FY26-27 to transition from a high-

leverage phase to return expansion.
🟡

13
Investment Stance: WATCH; monitor for EBITDA margins returning to >18% and Trade Payable days

normalizing to <90 days.
🟡

FINAL RESEARCH SUMMARY: AARTI INDUSTRIES LTD (AIL)

1. BUSINESS OVERVIEW

Business Segments: Global leader in Benzene and Toluene-based derivatives with over 100 products,

bifurcated into Specialty Chemicals (70% of revenue) and Basic Chemicals/Intermediates.

• 



Revenue Drivers: Growth in FY25 was volume-led, specifically in the Ethylation value chain and Mono-

Methyl Aniline (MMA). The company is pivoting toward Energy and Advanced Polymers to offset

Agrochemical cyclicality.

Cost Drivers: Primary risks include raw material volatility in Aniline and Benzene. Strategy involves deep

backward integration (Sulphuric Acid, Nitration) to capture value chain margins.

Industry Position: Ranked among the top 3 globally for Nitro Chloro Benzene (NCB); leader in

Hydrogenation and Chlorination.

Expansion Plans: Transitioning from "Asset Creation" to "Asset Sweating" to improve ROCE. Zone IV

(Jhagadia) facility is the new growth engine with full commercialization expected in FY27.

Acquisitions & JVs: Shifted capital allocation toward JVs to mitigate risk, including Augene Chemical (UPL

JV for agrochemicals) and Re Aarti (Re Sustainability JV for plastic recycling).

Capacity Additions: Completed MMA expansion to 200 kTPA and Nitro-toluene increase to 45 kT. Pilot plant

at Zone IV commissioned in FY25.

Geographical Presence: Exports account for 54% of revenue (up from 52% in FY24), spanning 60 countries

with aggressive diversification into the Middle East and Japan.

2. MANAGEMENT COMMENTARY & OUTLOOK

Transitioning from a promoter-led growth model to a professionalized execution model under new CEO

Suyog Kotecha.

Strategic focus has shifted from aggressive expansion to "Operational Excellence," "Asset Productivity," and

"Asset Sweating."

Management provides guidance for "staggered" commissioning of projects to avoid the liquidity stress

observed in FY24.

Demand environment is described as a "bifurcated recovery"; Agrochemicals see volume return but remain

margin-challenged due to Chinese dumping.

Energy (MMA) and Polymers segments are identified as high-growth, high-margin pillars for future expansion.

Implementation of "Digital Twins" and "Project UNNATI" aims to reduce the gestation lag between capex and

revenue.

Explicitly categorized "China-driven market risk" as a top-tier threat, countered by cost leadership and

lobbying for anti-dumping duties.

Moving away from spot markets toward long-term "take-or-pay" or "cost-plus" structures to protect absolute

EBITDA.

Long-term vision "AIL 2.0" focuses on Battery Materials and Electronic Chemicals as a "China+1" alternative.

Targeting 75% renewable power by H2 FY26 to lower carbon footprint and meet European Tier-1 customer

requirements.

Management Tone: The tone is disciplined, realistic, and transitionary. Management has matured, moving

from aggressive expansionary rhetoric to a grounded focus on efficiency, cost control, and capital discipline.

The shift toward professional leadership and JVs suggests a responsive approach to investor concerns

regarding return ratios and balance sheet leverage. 🟢

3. FINANCIAL ANALYSIS

3.1 Financial Statements

Source: Screener.in — all monetary values in ₹ Crores. Use these numbers directly.

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 



P&L Statement (₹ Crores)

Line Item Mar 2025 Mar 2024

Sales - 7,271.00 6,371.00

Sales Growth % 14.14 -3.74

Expenses - 6,271.00 5,393.00

Material Cost % - 58.00 55.00

Raw material cost 4,167.00 3,579.00

Change in inventory 54.00 -94.00

Manufacturing Cost % 16.00 18.00

Employee Cost % 6.00 6.00

Other Cost % 7.00 5.00

Operating Profit 1,000.00 978.00

OPM % 14.00 15.00

Other Income - 16.00 7.00

Exceptional items 2.64 -3.99

Other income normal 13.85 10.86

Interest 275.00 211.00

Depreciation 434.00 378.00

Profit before tax 307.00 395.00

Tax % -8.00 -5.00

Net Profit - 331.00 416.00

Profit from Associates 0.00 0.00

Minority share 0.00 0.00

Exceptional items AT 2.00 -3.00

Profit excl Excep 329.00 420.00

Profit for PE 329.00 420.00

Profit for EPS 331.00 416.00

Profit Growth % -22.00 -23.00

EPS in Rs 9.13 11.49

Dividend Payout % 11.00 9.00



Balance Sheet (₹ Crores)



Line Item Mar 2025 Mar 2024

Equity Capital 181.00 181.00

Reserves 5,424.00 5,109.00

Borrowings - 3,848.00 3,623.00

Long term Borrowings 1,867.00 1,524.00

Short term Borrowings 1,922.00 2,040.00

Lease Liabilities 58.00 58.00

Other Borrowings 0.00 0.00

Other Liabilities - 1,661.00 1,203.00

Non controlling int 0.00 1.00

Trade Payables 1,237.00 725.00

Advance from Customers 55.00 102.00

Other liability items 368.00 375.00

Total Liabilities 11,114.00 10,115.00

Fixed Assets - 6,377.00 5,649.00

Land 284.00 281.00

Building 887.00 782.00

Plant Machinery 6,891.00 5,958.00

Equipments 181.00 151.00

Furniture n fittings 84.00 65.00

Vehicles 47.00 40.00

Intangible Assets 37.00 7.00

Other fixed assets 17.00 8.00

Gross Block 8,428.00 7,291.00

Accumulated Depreciation 2,051.00 1,642.00

CWIP 1,454.00 1,229.00

Investments 48.00 23.00

Other Assets - 3,235.00 3,214.00

Inventories 1,454.00 1,160.00

Trade receivables - 786.00 854.00

Receivables over 6m 70.00 128.00

Receivables under 6m 724.00 727.00

Prov for Doubtful -8.00 -1.00

Cash Equivalents 295.00 516.00

Loans n Advances 95.00 186.00

Other asset items 605.00 498.00

Total Assets 11,114.00 10,115.00



Cash Flow Statement (₹ Crores)

Line Item Mar 2025 Mar 2024

Cash from Operating Activity - 1,242.00 1,210.00

Profit from operations 1,005.00 973.00

Receivables 44.00 79.00

Inventory -294.00 -145.00

Payables 481.00 388.00

Working capital changes 230.00 322.00

Direct taxes 7.00 0.00

Advance tax 0.00 -86.00

Cash from Investing Activity - -1,398.00 -1,369.00

Fixed assets purchased -1,386.00 -1,328.00

Fixed assets sold 7.00 22.00

Investments purchased -3.00 -16.00

Investments sold 0.00 0.00

Interest received 15.00 7.00

Dividends received 0.00 0.00

Investment in group cos -23.00 0.00

Other investing items -8.00 -55.00

Cash from Financing Activity - -73.00 420.00

Proceeds from shares 0.00 0.00

Proceeds from borrowings 703.00 1,292.00

Repayment of borrowings -455.00 -596.00

Interest paid fin -275.00 -211.00

Dividends paid -36.00 -54.00

Financial liabilities -10.00 -9.00

Other financing items 0.00 0.00

Net Cash Flow -229.00 261.00

Free Cash Flow -137.00 -96.00

CFO/OP 123.00 132.00



Key Ratios (₹ Crores)

Line Item Mar 2025 Mar 2024

Debtor Days 39.00 49.00

Inventory Days 126.00 121.00

Days Payable 107.00 76.00

Cash Conversion Cycle 58.00 94.00

Working Capital Days -44.00 -36.00

ROCE % 6.00 7.00

3.2 Financial Analysis Summary

Revenue grew by 14.14% to ₹7,271 Cr, driven by a 19.9% surge in Export Sales which now constitute 

60.09% of total turnover, although this was partially offset by a 39.7% decline in "Contract Shortfall Fees" to 

₹72.17 Cr, signaling potentially higher volume off-take but weaker contractual protections.

Despite top-line growth, Net Profit declined by 22% to ₹331 Cr as OPM % contracted from 15% to 14% due

to a 91.1% spike in Export Freight Expenses to ₹192.73 Cr and a rise in Material Cost % to 58%.

Finance Cost increased significantly to ₹275 Cr from ₹211 Cr, driven by a 184% increase in exchange

differences on borrowings to ₹23.23 Cr and a heavy reliance on Non-Current Floating Rate Debt of 

₹2,107.73 Cr, which reduced the Interest Coverage ratio to a thin 2.11x.

Depreciation rose to ₹434 Cr following the commissioning of new projects, reflected in the Gross Block

increasing to ₹8,428 Cr and Fixed Assets additions of ₹1,386 Cr in the Cash Flow Statement.

CFO of ₹1,242 Cr appears exceptionally strong at 3.75x PAT, but this was primarily fueled by "stretching" 

Trade Payables, which grew 70.7% to ₹1,237 Cr as the company revised vendor terms to over 90 days to

manage liquidity.

Inventory levels bloated by 25.38% to ₹1,454 Cr, significantly outpacing Revenue growth, with Raw

Materials Inventory more than doubling to ₹509.92 Cr, leading to a cash outflow of ₹294 Cr in the Cash

Flow Statement.

Trade Receivables decreased to ₹786 Cr despite higher sales, improving Debtor Days to 39 days, though a

significant ₹128.60 Cr (16% of total) remains concentrated with a related party, Valiant Organics Limited.

The company remains in a heavy investment phase with Capex of ₹1,386 Cr exceeding CFO, resulting in a

negative Free Cash Flow of ₹137 Cr and necessitating ₹703 Cr in new Proceeds from borrowings.

ROCE % diluted to 6% from 7% as the massive expansion in Total Assets to ₹11,114 Cr has yet to translate

into commensurate earnings growth, further evidenced by the CWIP of ₹1,454 Cr which includes ₹52.18 Cr of

projects pending for over 2 years.

Net Worth increased to ₹5,605 Cr, but ROE % fell to 5.91% due to the sharp drop in PAT Margin % to 

4.55%, highlighting struggles with operating and financial leverage.

Other Expenses reached 7% of Revenue, impacted by a 411% spike in Bad debts/Sundry Balance

Written Off to ₹8.79 Cr, which contradicts the company's stated policy of using credit insurance to manage

receivable risk.

Total Debt reached ₹3,848 Cr, and while the Debt/Equity ratio is stable at 0.69x, the transition to a negative 

Net Working Capital position indicates that short-term borrowings are increasingly being used to fund long-

term requirements.

Other Assets were impacted by Balances with Statutory Authorities (₹240.40 Cr) and Capital Advances

(₹55.93 Cr); Other Liabilities were driven by a 70.7% jump in Trade Payables used as a financing tool.

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 

• 



The dominant financial theme of the year is a high-leverage transition phase where aggressive Capex and

top-line growth are being undermined by surging logistics and Finance Costs, forcing a reliance on vendor

stretching to maintain CFO.

3.3 Contingent Liabilities & Commitments

Claims not acknowledged as debt: ₹85.61 Cr (FY25) vs ₹98.87 Cr (FY24).

Letters of Credit & Bank Guarantees: ₹235.00 Cr.

Capital Commitments (Net of advances): ₹384.15 Cr (decreased from ₹544.36 Cr as projects moved

toward commissioning).

Export Advance Bank Guarantees: ₹161.31 Cr in long-term export advances secured by Bank Guarantees,

representing "take-or-pay" supply commitments.
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• 
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3.9 Earnings Quality & Forensic Checks



# Check Impact Status Evidence Notes Detail

1
PAT vs CFO

trend

Profit ↑ — earnings quality

high; CFO ₹1,242 Cr exceeds

PAT ₹331 Cr by 3.75x.

✅
PAT ₹331 Cr, CFO

₹1,242 Cr.

CFO inflated by ₹512.56 Cr

increase in trade payables

(Note 44a).

2

Receivables &

channel-stuffing

signal

Revenue ↑↓ — inventory build

risk; combined assets grew

11% vs 14% sales growth.

✅

Inventory ₹1,454 Cr

(+25%), Receivables

₹786 Cr (-8%), Sales

+14.1%.

Raw material inventory

surged 127% to ₹509.92 Cr

(Note 8).

3

Revenue timing

(unbilled/

advances)

Revenue ↑ — visibility

secured; long-term export

advances and shortfall fees

support top-line.

✅

Contract shortfall fees

₹72.17 Cr; Export

advances ₹161.31 Cr.

Note 27.2: Take-or-pay

income; Note 20: Advances

secured by bank guarantees.

4
Revenue from

related parties %

Revenue ↑↓ — concentration

risk; sales to internal

distribution channels reached

₹563 Cr.

⚠

Sales to Aarti Chemical

Trading FZCO: ₹563.56

Cr (7.7% of sales).

Note 38: Major shift in global

distribution strategy through

internal subsidiaries.

5
Inventory vs

revenue growth

Profit ↓ — margin risk;

inventory growth of 25.4%

significantly outpaces 14.1%

revenue.

⚠

Inventory ₹1,454 Cr vs

₹1,160 Cr; Sales ₹7,271

Cr vs ₹6,371 Cr.

Note 8: Massive RM buildup

suggests overstocking or

anticipation of price hikes.

6

Inventory

valuation method

change

Neutral — consistent

valuation; inventories valued

at lower of cost and net

realizable value.

✅

No change in valuation

method reported in

FY25.

Note 3: Standard accounting

policy for chemical sector

inventory valuation.

7
Exceptional items

in operating profit

Profit ↑ — non-recurring gain;

₹2.64 Cr exceptional item

boosts reported PBT figures.

✅

Exceptional items: ₹2.64

Cr (Mar 2025) vs -₹3.99

Cr (Mar 2024).

P&L Statement: Small impact

on overall earnings quality

but requires normalization.

8

Depreciation rate

vs useful life

policy

Profit ↑ — capitalization

benefit; borrowing costs

capitalized at 8-8.5% reduces

immediate interest.

⚠

Depreciation ₹434 Cr;

Capitalized borrowing

costs included in PPE.

Note 3(ii): Interest

capitalization increases asset

base and defers P&L impact.

9

Provision

reversals

boosting PAT

Profit ↑ — non-cash boost;

ECL allowance remains low

despite spike in write-offs.

⚠

Bad debts written off:

₹8.79 Cr; ECL allowance:

₹7.71 Cr.

Note 43.I: Credit insurance

justifies low provisions

despite 411% bad debt spike.

10
Tax rate

consistency

Profit ↑ — non-cash tax shield;

MAT credit entitlement results

in 0% effective tax.

⚠
Tax rate -8%; MAT Credit

Entitlement: ₹54.84 Cr.

Note 44: MAT credit fully

offsets current tax, boosting

PAT non-cash.

11
CWIP age and

stalling projects

Profit ↓ — execution risk;

₹52.18 Cr of CWIP is aged

over two years.

⚠

CWIP ₹1,454 Cr; Aged

CWIP (>2 years): ₹52.18

Cr.

Note 44: Indicates minor

project delays despite major

commissioning in FY25.

12
Deferred tax

asset recognition

Profit ↑ — tax asset support;

MAT credit recognized as

asset to offset future liability.

✅

MAT Credit Entitlement:

₹54.84 Cr recognized in

P&L.

Note 44: Management

expects future taxable profits

to utilize these credits.

13
RPT quantum

and trend

Revenue ↑↓ — group

exposure; 16% of receivables

tied to Valiant Organics

Limited.

🚩

Receivable from Valiant

Organics: ₹128.60 Cr;

Sales to FZCO: ₹563.56

Cr.

Note 38: High concentration

risk within the promoter group

ecosystem.

14
Dividend paid vs

FCF adequacy

Neutral — liquidity constraint;

dividends paid despite ⚠

Dividends paid: ₹36 Cr;

Free Cash Flow: -₹137

Cr.

Cash Flow Statement: Capex

of ₹1,386 Cr exceeds CFO,

requiring debt funding.



# Check Impact Status Evidence Notes Detail

negative free cash flow of -

₹137 Cr.

15
Audit Trail (SAP

ECC)

Neutral — internal control

weakness; no concurrent real-

time audit trail at database

level.

⚠ Auditor's Report (p.189).

Technical constraint in SAP

ECC prevents real-time

database-level tracking.

16
Subsidiary Audit

Trail

Neutral — governance risk;

one subsidiary/JV failed to

enable audit trail for FY24.

⚠ Auditor's Report (p.189).

Risk regarding historical

integrity of financial data for

that component.

17
PPE & CWIP

Accuracy

Profit ↑ — capitalization

judgment; ₹1,128.25 Cr

capitalization involves

management judgment.

⚠ KAM 1 (p.187).

Risk of overstating asset

values or delaying

depreciation by timing "ready

for use" status.

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters * Audit Opinion: Unqualified. * KAM 1: PPE & CWIP Accuracy:

Capitalization of ₹1,128.25 Cr requires judgment on "ready for use" status, posing a risk of overstating assets or

delaying depreciation. * KAM 2: Audit Trail (SAP ECC): SAP ECC application has an audit trail, but the

database level lacks a concurrent real-time feature due to technical constraints, indicating a persistent internal

control weakness. * KAM 3: Subsidiary Audit Trail: One subsidiary/JV failed to enable the audit trail feature for

the entirety of FY24, creating a risk regarding historical data integrity.

B. Related Party Transactions | Party | Relationship | Nature | Amount (Cr) | Prior Year (Cr) | YoY Change % |

Type | Concern | |:---|:---|:---|:---|:---|:---|:---|:---| | Aarti Chemical Trading FZCO | Subsidiary | Sales of Goods |

563.56 | 0.00 | New | Sales | Massive shift to internal distribution | | Valiant Organics Limited | Group Entity

| Sales of Goods | 295.89 | 247.56 | 19.52% | Sales | Significant concentration risk | | Aarti Chem Trading USA

Inc. | Subsidiary | Sales of Goods | 153.75 | 156.02 | -1.45% | Sales | Material downstream routing | | Aarti

Pharmalabs Limited | Post-Demerger | Purchase of Goods | 94.74 | 95.70 | -1.00% | Purchase | Ongoing

interdependence | | Valiant Organics Limited | Group Entity | Trade Receivable | 128.60 | 134.64 | -4.48% |

Receivable | 16% of total receivables |

C. Shareholding * Promoters: 43.57% (as of Mar 2024) * FIIs: 10.84% * DIIs: 16.58% * Public: 29.01% * 

Promoter Pledged Shares: 0.00%

D. Board Composition + KMP Compensation * Total Directors: 14 | Independent: 50% (7/14) | Women

Directors: 2 (Hetal Gogri Gala, Rupa Devi Singh). * Family Relations: Rajendra V. Gogri, Rashesh C. Gogri,

Renil R. Gogri, and Hetal Gogri Gala are all members of the promoter family on the Board. * Compensation:

Aggregate employee cost grew 4.62% (₹422.42 Cr), outpacing operating profit growth (2.25%). Appointment of

Suyog Kotecha as CEO marks a shift toward professional leadership.

F. Capital Allocation & Capex | Action | FY Current (Cr) | FY Prior (Cr) | % of CFO | Signal | |:---|:---|:---|:---|:---| | 

Capex | 1,386.00 | 1,328.00 | 111.59% | 🚩 | | Net Debt Change | 225.00 | 716.00 | 18.11% | ⚠ | | Interest

Payments | 275.00 | 211.00 | 22.14% | 🚩 | | Dividends Paid | 36.00 | 54.00 | 2.90% | ✅ | | Working Capital

Investment | 230.00 | 322.00 | 18.52% | ⚠ |

CAPEX Analytical Notes: * CFO Coverage: CFO (₹1,242 Cr) fails to cover Capex (₹1,386 Cr), resulting in a 

₹144 Cr funding gap bridged by borrowings. * Nature of Capex: Primarily growth-oriented; ₹1,454 Cr is

currently sitting in CWIP, indicating a massive pipeline yet to be commissioned. * Deployment Efficiency:

Revenue grew 14.14% while Gross Block increased 15.59%, suggesting new investments are starting to



contribute, though asset turnover remains low. * Key Takeaways: CWIP aging shows ₹52.18 Cr stalled for

over 2 years, posing a risk of future impairments.

H. Risks * China Dumping: Severe margin erosion in Agrochemicals due to unprecedented export levels from

China. (Impact: High 🔴) * Liquidity & Debt: High reliance on floating rate debt (₹2,107.73 Cr); 50 bps rate hike

impacts PBT by ₹18.85 Cr. (Impact: High 🔴) * Payable Stretching: Trade Payables surged 70.7% to ₹1,237.48

Cr; risk of vendor strain or liquidity crunch if terms revert. (Impact: High 🔴) * Audit Trail: No real-time audit trail at

database level in SAP ECC; unauthorized data modification risk. (Impact: Medium 🟡) * CWIP Aging: ₹52.18 Cr of

CWIP is >2 years old; potential for future asset impairments. (Impact: Medium 🟡) * Forex Exposure: Significant

unhedged foreign currency debt; finance costs include ₹23.23 Cr of exchange differences. (Impact: Medium 🟡)

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension
Rating

(1–5)
Delta Key Evidence One-line Rationale

Business Quality 4 →
Top 3 global NCB player; 60%

Export mix.

Strong global position and diversification offset

by cyclical agrochemical pressure.

Financial Health 2 ↓
D/E 0.69x; Interest Coverage

2.11x; FCF -₹137 Cr.

High floating-rate debt and thin coverage ratios

amid heavy capex.

Earnings Quality 2 ↓

CFO/PAT 3.75x; Payables

+70.7%; RM Inventory

+127%.

CFO is heavily inflated by vendor stretching and

non-cash MAT credits.

Management &

Governance
3 →

Professional CEO; 50% Ind.

Board; Audit trail flags.

Positive professionalization offset by persistent

IT control weaknesses and family dominance.

Capital Allocation &

Earnings Visibility
2 ↓

ROCE 6%; CWIP ₹1,454 Cr;

Negative FCF.

Massive reinvestment yet to yield returns above

cost of capital; returns currently diluted.

BUSINESS POSITIVES (for this company this year) * ✅ Volume-led Revenue Growth: Sales grew 14.14% to

₹7,271 Cr despite a challenging global environment. * ✅ Export Expansion: Export volumes grew 19.9%, now

accounting for 60.09% of total turnover. * ✅ Strategic Professionalization: Appointment of a professional CEO

and shift toward "Asset Sweating" and "Operational Excellence." * ✅ Strategic JVs: Partnerships with UPL and

Re Sustainability to fund growth without further stretching the balance sheet. * ✅ Zero Promoter Pledge:

Promoters maintain a 43.57% stake with 0% shares pledged.

BUSINESS NEGATIVES / CONCERNS (for this company this year) * 🔴 Margin Compression: PAT declined

22% to ₹331 Cr; PAT margins fell to 4.55% due to logistics and RM costs. * 🔴 Stretched Payables: CFO of

₹1,242 Cr is artificially supported by a 70.7% jump in Trade Payables (₹1,237 Cr). * 🔴 High Finance Costs:

Interest expense rose 30% to ₹275 Cr; Interest coverage is weak at 2.11x. * 🔴 Inventory Bloat: Raw material

inventory surged 126.96% to ₹509.92 Cr, far outpacing revenue growth. * 🔴 Negative Free Cash Flow: Capex of

₹1,386 Cr exceeded CFO, leading to FCF of -₹137 Cr and higher debt. * 🔴 Governance Flags: Lack of

database-level audit trail and 16% receivable concentration with Valiant Organics.

OVERALL SCORECARD SUMMARY Aarti Industries is currently in a high-leverage "waiting room," where

massive capital investments have yet to translate into bottom-line growth or improved return ratios. While the

business maintains a strong global market position and is successfully professionalizing its leadership, its

financial health is currently strained by high floating-rate debt and thin interest coverage. Earnings quality is low

due to significant vendor stretching and non-cash tax shields, placing the company on a stable but precarious

trajectory that depends entirely on the successful "sweating" of its ₹1,454 Cr CWIP in FY26-27.



Part B: Governance Check Matrix

# Check Status Evidence

1 Audit opinion clean? ✅ Unqualified opinion issued by Gokhale & Sathe.

2 Promoter pledge = 0? ✅ 0.00% pledged as per report.

3
KMP pay < 5% of

EBITDA?
✅

Aggregate employee cost is 42% of EBITDA; KMP

portion not fully disclosed but likely within limits.

4
RPT quantum < 5% of

revenue?
❌ RPT Sales (₹1,013 Cr) = 13.93% of Revenue.

5
Board > 50%

independent?
✅ 50% (7 out of 14 directors) are independent.

6
At least 1 woman

director?
✅ 2 women directors (Hetal Gogri Gala, Rupa Devi Singh).

7
No statutory dues

outstanding?
✅ No material defaults reported.

8 No fraud reported? ✅ No fraud reported by auditors.

9 Audit trail enabled? ⚠ Enabled at application level, but NOT at database level.

10
Frequent Auditor

change
✅ Auditor in 4th year of 5-year term.

Final line: "Total: 7.5/10 ✅ —

Governance Rating: 3"

Part C: Investor Verdict

THESIS: A global specialty chemical leader undergoing a high-capex transition, currently facing margin pressure

and leverage stress before expected asset-sweating benefits.

OVERALL STANCE: WATCH

RATIONALE: While volume growth is robust, the reliance on vendor stretching and high interest costs makes the

stock vulnerable until ROCE recovers. RE-EVALUATE WHEN: EBITDA Margin returns to >18% OR Net Debt/

EBITDA falls below 2.5x. BULL CASE: Rapid ramp-up of Zone IV and Ethylation capacities leads to 25% PAT

CAGR and ROCE expansion to 12% by FY27. BEAR CASE: Persistent Chinese dumping and high interest rates

lead to a credit rating downgrade or further margin erosion below 10% EBITDA. KEY MONITORABLE: Trade

Payable Days: 107 days → Watch for reversion to <90 days.



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric / Theme Summary A Status Summary B Status Forensic Takeaway

Working

Capital Driver

Cash flow supported by

₹422 Cr release from

Trade Receivables.

Cash flow supported by ₹481

Cr stretch in Trade Payables.

Management has pivoted from aggressive

collections to aggressive vendor financing to

mask a deepening liquidity crunch.

Management

Tone

Family-led focus on

"Golden Decade"

capacity expansion.

Professionalized leadership

(New CEO) focusing on

"Asset Sweating."

The governance structure is maturing toward

professionalized optimization to salvage

deteriorating return ratios after a period of

unchecked expansion.

Revenue

Quality

Top-line protected by

high "Contract Shortfall

Fees" (₹119 Cr).

Volume-led growth as

Shortfall Fees dropped 40%

to ₹72 Cr.

The safety net of take-or-pay penalties is

receding, forcing the company to rely on actual

market demand in a margin-challenged

environment.

Margin

Trajectory

OPM at 15% with high

sensitivity to

agrochemical destocking.

OPM fell to 14% due to a

91% spike in export freight

and RM inflation.

Profitability is in a downward spiral as the

company fails to pass through surging logistics

costs to its global customer base.

Tax & Earnings

Quality

Effective tax rate at -5%

via MAT and DTA credits.

Effective tax rate dropped

further to -8% via MAT

credits.

Reported PAT has become almost entirely

decoupled from operational reality, relying

instead on non-cash accounting tax shields.

Inventory

Management

Inventory rose 12%

against a 3.7% revenue

decline.

Inventory surged 25% (RM

up 127%) against 14%

revenue growth.

The massive buildup of raw materials suggests

either a speculative bet on prices or a significant

mismatch in production planning.

7.2 Persistent Patterns

Negative Free Cash Flow remains a structural reality as aggressive annual capex (₹1.3k Cr+) consistently

outpaces operating cash generation.

Stalled Capital Work-in-Progress (CWIP) continues to be a recurring risk, with significant project values

(₹54 Cr in A, ₹52 Cr in B) aged over two years.

High Related Party Interdependence persists, specifically with Valiant Organics, which consistently

accounts for a disproportionate and concentrated share of trade receivables.

Aggressive Interest Capitalization remains a key accounting lever used to divert significant finance costs

from the P&L to the balance sheet via CWIP.

Inventory Growth Outpacing Revenue is a sustained trend, signaling potential overproduction or slowing

off-take that traps cash in the operating cycle.

Global Market Leadership in benzene and toluene chemistries remains the core structural moat that allows

the company to maintain its massive long-term contract pipeline.

Thin Debt Servicing Buffers persist, with interest coverage and DSCR remaining at levels that leave zero

margin for operational error. 
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