Aarti Industries Ltd — FY 2024 Annual Report Analysis

Annual Report Analysis (Consolidated)

Source: CRORES. All figures  Crores. Pipeline: v5-Gemini — Wila - W3 - W1b+W2+WZ2F (parallel, notes-
injected) - Merge.

Investor Snapshot

# Analytical Point Sentiment

Aarti Industries maintains a dominant global top-3 position in specialty chemicals, recently securing
1 9,000 Cr in long-term contracts (4-9 years) that provide significant revenue visibility without |
requiring additional capex.

Revenue contracted 3.74% to 6,371 Cr as global agrochemical headwinds and domestic weakness

0
offset a resilient 6.68% growth in export sales.
Operating margins face pressure from a cyclical trough, with the investment thesis currently 0
dependent on a recovery to >18% EBITDA margins to sustain the current capital structure.
Reported PAT fell 23% to 416 Cr, but this figure is heavily inflated by a 0% effective tax rate (utilizing 0

129 Cr in MAT credits/DTA) and significant interest capitalization.

Financial health is strained with a critical Debt Service Coverage Ratio (DSCR) of 1.01, leaving zero 0
margin for error in meeting immediate repayment obligations.
Cash Flow from Operations (CFO) remains a core strength at (1,210 Cr (2.91x PAT), though this was 0
largely driven by a [B88 Cr stretch in trade payables rather than organic earnings.
Free Cash Flow remained negative at - 96 Cr as the company continues an aggressive capex cycle, 0
with capital commitments exploding 184% to 544 Cr.
Earnings quality is weakened by an inventory mismatch where stocks rose 12.5% (finished goods up 0
21.6%) despite falling sales, leading to an elongated 121-day inventory cycle.
Governance is in a transition phase with the appointment of a professional CEO to institutionalize 0
management, though high family compensation and 50% board independence remain baseline.
Related Party Transaction (RPT) risks are evident as receivables from Valiant Organics rose 34.7% 0
despite a 32% decline in sales to them, suggesting easing credit terms to support affiliates.
The outlook hinges on the FY25-26 commissioning of Chloro Toluene projects and the ramp-up of the
[6,000 Cr contract to drive a projected 500bps margin expansion.
Investment View: WATCH; the company is fundamentally strong but financially overextended, 0

requiring close monitoring of Net Debt/EBITDA (target <2.5x) and inventory liquidation.

1. BUSINESS OVERVIEW (In Bullet Points)

* Business Segments: Aarti Industries Ltd (AIL) is a leading Indian manufacturer of specialty chemicals and
pharmaceuticals, primarily focused on the Benzene and Chloro Toluene value chains.

* Revenue Drivers: Key drivers include global demand for agrochemicals, pharmaceuticals, and specialty
additives. FY24 saw a strategic shift with Export Sales growing 6.68% to [8,395.23 Cr, while domestic sales
contracted.



« Cost Drivers: Major inputs include Benzene, Nitric Acid, and Aniline. Raw material costs rose to 55% of
revenue in FY24. Energy (Power) and logistics (Freight) are significant operational costs.

« Industry Position: Maintains a Top 3 global ranking in Nitration and Chlorination chemistries.

« Expansion Plans: Aggressive migration into the Chloro Toluene value chain (Zone 1V, Jhagadia) and "Aarti
4.0" initiatives targeting Electronic and Battery Chemicals.

» Acquisitions & JVs: Formed a 50-50 Joint Venture with UPL to manufacture downstream toxins/amines,
securing captive demand and sharing capital burdens.

 Capacity Additions: Significant ongoing investment in Zone IV Jhagadia; [1,328 Cr capex in FY24 with
[1,500-1,800 Cr planned for FY25.

» Segment Performance: Agrochemical and Pharma portfolios faced a destocking trough in FY?24;
management expects a recovery in H2 FY25.

» Geographical Presence: Strong global footprint across 60 countries, with exports contributing over 50% of
total revenue.

2. MANAGEMENT COMMENTARY & OUTLOOK

« Strategic shift from a family-led model to professionalized execution with the appointment of Suyog Kotecha
as CEO to focus on asset sweating and portfolio optimization.

 Secured two major long-term contracts worth 0,000 Cr (CB,000 Cr agrochemical and 6,000 Cr specialty
chemical) without requiring additional capex, utilizing previously "sunk" investments.

* Management admits to "logistical nightmares" and "sluggish global demand" in FY24, shifting the tone from
"Golden Decade" exuberance to "Sustained Recovery."

« Explicit guidance for a H2 FY25 recovery in the non-discretionary portfolio (Agro/Pharma) as global
destocking cycles normalize.

 Focus on "Chemistry Migration" into Chloro Toluene, targeting higher EBITDA margins of 25%-30%
compared to the current corporate average.

» The UPL JV is positioned as a defensive move to secure captive customers while sharing capital risks in a
volatile agrochemical environment.

 Operational discipline is being prioritized through "BESAFE+" and "dss+" protocols, resulting in a significant
drop in LTIFR from 0.37 to 0.04.

« Long-term vision involves entering "Sunrise sectors" such as Electronic Chemicals and Battery Chemicals
through a pipeline of 40+ new chemistries.

* Management Tone: The management exhibits a pragmatic and resilient tone, acknowledging short-term
cyclical headwinds and logistical challenges while maintaining a clear long-term professionalization strategy.
The shift from aggressive capacity building to asset optimization, backed by massive contract wins and a
transition to professional leadership, suggests a maturing organization focused on execution and margin
recovery (Verdict: Pragmatically Optimistic).

3. FINANCIAL ANALYSIS

3.1 Financial Statements

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



P&L Statement ((JCrores)

Line Item Mar 2024 Mar 2023
Sales - 6,371.00 6,619.00
Sales Growth % -3.74 8.76
Expenses - 5,393.00 5,530.00
Material Cost % - 55.00 49.00
Raw material cost 3,579.00 3,196.00
Change in inventory -94.00 66.00
Manufacturing Cost % 18.00 22.00
Employee Cost % 6.00 6.00
Other Cost % 5.00 7.00
Operating Profit 978.00 1,089.00
OPM % 15.00 16.00
Other Income - 7.00 1.00
Exceptional items -3.99 0.23
Other income normal 10.86 0.63
Interest 211.00 168.00
Depreciation 378.00 310.00
Profit before tax 395.00 611.00
Tax % -5.00 11.00
Net Profit - 416.00 545.00
Profit from Associates 0.00 0.00
Minority share 0.00 0.00
Exceptional items AT -3.00 0.00
Profit excl Excep 420.00 545.00
Profit for PE 420.00 545.00
Profit for EPS 416.00 545.00
Profit Growth % -23.00 -54.00
EPSinRs 11.49 15.04

Dividend Payout % 9.00 17.00



Balance Sheet ((ICrores)



Line Item

Equity Capital
Reserves

Borrowings -

Long term Borrowings
Short term Borrowings
Lease Liabilities
Other Borrowings
Other Liabilities -

Non controlling int
Trade Payables
Advance from Customers
Other liability items
Total Liabilities

Fixed Assets -

Land

Building

Plant Machinery
Equipments

Furniture n fittings
Vehicles

Intangible Assets
Other fixed assets
Gross Block
Accumulated Depreciation
CWIP

Investments

Other Assets -
Inventories

Trade receivables -
Receivables over 6m
Receivables under 6m
Prov for Doubtful
Cash Equivalents
Loans n Advances
Other asset items

Total Assets

Mar 2024
181.00
5,109.00
3,623.00
1,524.00
2,040.00
58.00
0.00
1,203.00
1.00
725.00
102.00
375.00
10,115.00
5,649.00
281.00
782.00
5,958.00
151.00
65.00
40.00
7.00
8.00
7,291.00
1,642.00
1,229.00
23.00
3,214.00
1,160.00
854.00
128.00
727.00
-1.00
516.00
186.00
498.00

10,115.00

Mar 2023

181.00
4,739.00
2,907.00

635.00
2,239.00

33.00
0.00
754.00
1.00
216.00
67.00

470.00
8,581.00
4,861.00

273.00

638.00
5,166.00

159.00

45.00
23.00
0.00
2.00
6,306.00
1,445.00
1,096.00
17.00
2,607.00
1,031.00
940.00
0.00
943.00
-2.00

201.00

114.00

320.00

8,581.00



Cash Flow Statement (CICrores)

Line Item Mar 2024 Mar 2023
Cash from Operating Activity - 1,210.00 1,319.00
Profit from operations 973.00 1,089.00
Receivables 79.00 422.00
Inventory -145.00 -97.00
Payables 388.00 -4.00
Working capital changes 322.00 321.00
Direct taxes 0.00 -91.00
Advance tax -86.00 0.00
Cash from Investing Activity - -1,369.00 -1,330.00
Fixed assets purchased -1,328.00 -1,326.00
Fixed assets sold 22.00 0.00
Investments purchased -16.00 -4.00
Investments sold 0.00 0.00
Interest received 7.00 0.00
Dividends received 0.00 0.00
Investment in group cos 0.00 0.00
Other investing items -55.00 0.00
Cash from Financing Activity - 420.00 38.00
Proceeds from shares 0.00 0.00
Proceeds from borrowings 1,292.00 1,527.00
Repayment of borrowings -596.00 -1,221.00
Interest paid fin -211.00 -168.00
Dividends paid -54.00 -91.00
Financial liabilities -9.00 -9.00
Other financing items 0.00 0.00
Net Cash Flow 261.00 27.00
Free Cash Flow -96.00 -8.00

CFO/OP 132.00 129.00



Key Ratios ([JCrores)

Line Item Mar 2024 Mar 2023
Debtor Days 49.00 52.00
Inventory Days 121.00 115.00
Days Payable 76.00 24.00
Cash Conversion Cycle 94.00 143.00
Working Capital Days -36.00 -29.00
ROCE % 7.00 10.00

3.2 Financial Analysis Summary

* Revenue contracted by 3.74% to 6,371 Cr, primarily due to a 9.91% decline in local sales, which was
partially offset by a 6.68% growth in Export Sales ([B,395.23 Cr) and a 276% surge in Contract Shortfall
Fees ([119.80 Cr) acting as a critical earnings stabilizer.

* EBITDA margins compressed to 15.46% from 16.45% as Raw material cost rose to 55% of Revenue, with a
69.20% spike in Aniline consumption ([1,159.56 Cr) being a major driver, though a 53.69% collapse in
Export Freight Expenses ([100.83 Cr) provided some margin relief.

* PAT fell 23% to [416 Cr, significantly supported by a 0% effective tax rate driven by [69.72 Cr in MAT credit
and [69.14 Cr in Deferred Tax assets on losses, without which the bottom-line deterioration would have
been more severe.

* Finance Cost surged 25.66% to [211 Cr, linked to a rise in Total Debt to [B,623 Cr; there is a structural shift
toward Long term Borrowings ([1,524 Cr) including a [489.92 Cr IFC loan, while interest rate sensitivity
increased as most loans are linked to floating benchmarks.

» CFO of [1,210 Cr remains robust and well above PAT (2.91x ratio), largely boosted by a 141.51% spike in
Trade Payables ([725 Cr) due to "availability of higher credit," effectively cushioning the cash flow despite a
(145 Cr absorption by Inventory.

* Inventory grew 12.47% to (11,160 Cr despite falling Revenue, leading to Inventory Days stretching to 121; a
21.63% build-up in Finished Goods ([402.44 Cr) signals a potential mismatch between production and
market demand.

» Trade Receivables improved to [854 Cr (49 days), but (128 Cr now falls into the "over 6 months" bucket,
while receivables from related party Valiant Organics rose 34.77% to [134.64 Cr despite lower sales.

* Fixed Assets increased to [5,649 Cr following a (1,328 Cr Capex outflow, yet CWIP remains high at 1,229
Cr and Capital Commitments exploded by 184% to [544.36 Cr, indicating an aggressive, non-discretionary
expansion phase.

* ROCE diluted from 10% to 7% as the expanding Total Assets base ([10,115 Cr) has yet to yield incremental
Revenue, while 8%-8.6% of borrowing costs are being capitalized into CWIP, temporarily inflating PAT by
diverting interest from the P&L.

* Interest Coverage dropped sharply to 2.87x from 4.64x, and the Debt Service Coverage Ratio (DSCR) fell
to a critical 1.01, leaving the company with minimal margin to meet principal and interest obligations from
current earnings.

* Free Cash Flow remained negative at -[96 Cr, confirming that the business is not currently self-funding its
massive Capex and remains dependent on external Proceeds from borrowings ([1,292 Cr) to sustain its
expansion strategy.



» Other Assets and Other Liabilities analysis reveals [218.11 Cr trapped in GST/Customs balances,
indicating a liquidity drag, while Other Manufacturing Expenses at [177.80 Cr is a large, non-granular
bucket that may mask structural cost increases.

» The dominant financial theme of the year is a high-intensity capital cycle where Revenue and ROCE are
under pressure, leaving the company reliant on Export Sales, "take-or-pay" fees, and aggressive vendor
credit to service a growing, floating-rate Total Debt load.

3.3 Contingent Liabilities & Commitments

 Claims not acknowledged as debt: [98.87 Cr (Moderate impact).

* LC, Bank Guarantees & Bills: [413.28 Cr (Operational exposure).

 Capital Commitments (Net): [(544.36 Cr (High cash outflow; exploded by 184.42% YoY).
* Total Contingent Exposure: [1,056.51 Cr (Significant).

» Export Advances: [242.84 Cr held as advances under long-term contracts, secured by Bank Guarantees.



3.9 Earnings Quality & Forensic Checks



# Check

11

12

PAT vs CFO
trend

Receivables &
channel-stuffing
signal

Revenue timing
(unbilled/
advances)

Revenue from
related parties %

Inventory vs
revenue growth

Inventory
valuation method
change

Exceptional
items in
operating profit

Depreciation rate
vs useful life

policy

Provision
reversals
boosting PAT

Tax rate
consistency

CWIP age and
stalling projects

Deferred tax
asset recognition

RPT quantum
and trend

Impact

Profit 1 — high cash conversion;
CFO of 1,210 Cr exceeds PAT
of (416 Cr due to payable
stretch.

Revenue 1| — moderate risk;
inventory rose 12.5% despite
3.7% sales drop, though
receivables improved by 12%.

Revenue t — earnings
stabilizer; contract shortfall fees
surged 276% providing a non-
operational revenue floor.

Revenue 1| — concentration
risk; related party sales remain
significant at ~8% of total
revenue.

Profit | — margin pressure;
inventory growth of 12.47% vs
revenue decline of 3.72%
indicates overproduction.

Neutral — consistent policy; no
change in valuation method
reported in the annual report.

Profit | — one-time hit;
exceptional loss of [B.99 Cr
slightly reduced the reported
PBT.

Profit 1 — subjective estimates;
useful lives (7-19 years) based
on technical evaluation rather
than statutory rates.

Profit 1 — minor boost; provision
for doubtful debts reduced
slightly, aiding the bottom line.

Profit 1 — non-cash tax credit;
0% effective tax rate significantly
inflated PAT despite lower PBT.

Profit 1 — depreciation
avoidance; 1,229 Cr in CWIP
allows interest capitalization and
avoids depreciation.

Profit + — accounting gain;
recognition of DTA on losses
suggests management optimism
on future profitability.

Profit 11 — liquidity risk;
receivables from Valiant

Status

O

Evidence

PAT [416 Crvs CFO
1,210 Cr.

Inventory [1,160 Cr
(up 12.5%),
Receivables B854 Cr
(down 12.1%).

Contract Shortfall
Fees: [119.80 Cr vs
[B1.85Cr.

Sales to Valiant, Aarti
Pharmalabs, and Aarti
USA total ~[600 Cr.

Inventory [1,160 Cr
vs Sales [6,371 Cr.

Valuation at lower of
cost or NRV.

Exceptional items: -
[B.99 Crin FY24.

Depreciation [878 Cr;
Plant & Machinery
Gross Block [5,958
Cr.

Prov for Doubtful: -
[1.00 Cr vs -[2.00 Cr.

Tax % at -5.00% in
FY24 vs 11.00% in
FY23.

CWIP 1,229 Cr;
[63.7 Cr aged over 2
years.

DTA on losses: [59.14
Cr.

Valiant Receivable:
[134.64 Cr vs [099.90
Cr.

Notes Detail

Note 43.c: CFO boosted by
[B88 Cr increase in payables
due to higher credit availability.

Note 6 & 7: Finished goods
stock build-up of 21.6%
suggests potential demand-
supply mismatch.

Note 24.2: "Take-or-pay"
compensation from customers
failing to meet minimum
volume commitments.

Note 36: Valiant Organics
alone accounts for 3.88% of
total revenue; receivables from
them rose 34%.

Note 6: Finished goods rose to
[402.44 Cr (21.6% growth),
signaling slowing product off-
take.

Note 1: Standard Ind AS 2
compliance maintained for
inventory valuation.

P&L Statement: Net impact of
exceptional items was
negative compared to a small
gain in FY23.

Note 1.g.3: Management uses
technical estimates for useful
lives, increasing subjectivity in
expense recognition.

Balance Sheet: Small reversal
in credit loss provisions
despite higher long-term
receivables.

Note 31: PAT boosted by
[69.72 Cr MAT credit and
[69.14 Cr DTA on losses.

Note 1(a) & KAM: Auditor
flagged capitalization timing
and [1,182 Cr transfer from
CWIP to PPE.

Note 31: Tax benefit
recognized based on
probability of future taxable
income to offset losses.

Note 36: Potential easing of
credit terms to related parties
to support their liquidity.



# Check Impact Status Evidence Notes Detail

Organics rose 34.7% despite a
32% drop in sales to them.

Neutral — debt-funded payouts; Cash Flow: Dividend payout
Dividend paid vs dividends paid despite negative 0 Dividend [54 Cr; FCF  maintained while net debt
FCF adequacy FCF, supported by new -[96 Cr. increased to fund aggressive
borrowings. capex.
) . Neutral — procedural delay; 4 ) Compliance in progress for
Audit Trail ) L . Auditor KAM on Rule - .
. non-material subsidiaries still 0 smaller entities; no material
Compliance . . . 11(g). .
implementing edit log features. impact reported yet.
Profit 1 — expense deferral; . Capitalization temporarily
Interest ) o Note 1.ii: Interest . .
e borrowing costs capitalized at d . inflates PAT by shifting interest
Capitalization diverted to BS.
8-8.6% on [1,052 Cr CWIP. from P&L to CWIP.

4. MANAGEMENT & GOVERNANCE

A. Auditor Report & Key Audit Matters * Audit Opinion Type: Unqualified. * KAM 1: PPE & CWIP Accuracy:
The auditor flagged the carrying value of [6,639.96 Cr and the inherent judgment in determining the "ready for
use" status for capitalization. Management's response involved verifying the capitalization of borrowing costs
under Ind AS 23 and technical reviews of useful life estimates (7-19 years). The auditor specifically highlighted
the capitalization of [1,182.79 Cr from CWIP to PPE. * KAM 2: Audit Trail (Edit Log): Compliance with Rule
11(g) regarding the preservation of edit logs. The auditor noted that 4 non-material subsidiaries are still in the
process of implementing the audit trail feature. * Going Concern: Auditor expressed no material uncertainty. *
Auditor Details: Gokhale & Sathe, Chartered Accountants (3rd year of 5-year term).

B. Related Party Transactions | Party | Relationship | Nature | Amount (CICr) | Concern | |:---|:=--|:==-|:==-]:=--| |
Valiant Organics Ltd | Group Entity | Sales of Goods | 247.56 Cr | Significant concentration (3.88% of Revenue)
| | Aarti USA INC | Subsidiary | Sales of Goods | 156.02 Cr | Material downstream routing | | Aarti Pharmalabs
Ltd | Post-Demerger | Sales of Goods | 95.70 Cr | Ongoing operational interdependence | | Valiant Organics
Ltd | Group Entity | Purchase of Goods | 79.47 Cr | Circular trade potential | | Valiant Organics Ltd | Group
Entity | Trade Receivable | 134.64 Cr | Receivables rose 34.77% despite lower sales | | Aarti Corporate
Services | Subsidiary | Interest Income | 0.12 Cr | 10% interest-bearing inter-corporate loan |

C. Shareholding | Shareholding Pattern | Mar 2024 | Mar 2023 | |:---|:---|:---| | Promoters | 43.57% | 44.07% | |
Flls | 10.84% | 12.11% | | Dlls | 16.58% | 14.80% | | Public | 29.01% | 29.02% | * Promoter Pledged Shares:
0.00%.

D. Board Composition + KMP Compensation * Total Directors: 14; Independent %: 50.00%; Women
Directors: 2 (Hetal Gogri Gala, Natasha Treasurywala). * KMP Compensation vs EBITDA: Aggregate KMP
compensation for Executive Directors grew by 10% while consolidated EBITDA contracted by 10.19%. * Family
Compensation: Rajendra V. Gogri (CMD) and Rashesh C. Gogri (VCMD) both have a 139:1 ratio to median
salary. Renil R. Gogri (VC & ED) is at 56:1. All received a 10% YoY increase despite falling profits. * Revenue
Correlation: Executive pay is poorly correlated with revenue/profit performance this year, showing a 10%
increase against a 3.7% revenue decline.

F. Capital Allocation & Capex | Action | FY Current (Cr) | FY Prior (Cr) | % of CFO | Signal | |:---|:-=-|:-=-|:-=-]:--|
| Capex | 1,328.00 Cr | 1,326.00 Cr | 109.75% | 0| | Net Debt Change | 716.00 Cr | 339.00 Cr | 59.17% | OJ] |
Interest Payments | 211.00 Cr | 168.00 Cr | 17.44% | 0| | Dividends Paid | 54.00 Cr | 91.00 Cr | 4.46% |
Positive | * CFO Coverage of Capex: CFO (1,210.00 Cr) fails to cover Capex (1,328.00 Cr), resulting in a
funding gap of 118.00 Cr. * Nature of Capex: Primarily growth-oriented. [1,052.04 Cr is currently sitting in
CWIP, including the Chloro Toluene project. * Deployment Efficiency: Revenue contracted by 3.74% despite a



1,328.00 Cr investment, reflecting a significant gestation lag. * Key Takeaways: CWIP aging shows 53.73 Cr
stalled for over 2 years, posing a risk if commissioning is delayed further.

H. Risks * Regulatory: Exposure to changing global EHS standards. Impact: Plant shutdowns or heavy
penalties (CHigh). * Raw Material: Volatility in Benzene/Aniline. Impact: RM rose to 55% of sales, compressing
OPM to 15% ([High). * Liquidity: DSCR dropped to 1.01. Impact: Risk of technical default if cash flows
deteriorate (COHigh). * Forex: [1,561.46 Cr outgo creates net exposure despite 52% export hedge (OMedium). *
CWIP Aging: [53.73 Cr of CWIP is >2 years old. Impact: Potential future impairments (OMedium).

5. SCORECARD & VERDICT

Part A: Scorecard

Dimension Key Evidence One-line Rationale

(9,000 Cr new contracts; Top Strong moat and contract visibility offset by

Business Qualit 4 -
Q Y 3 global rank. cyclical agrochemical headwinds.
. . D/E 0.68x; DSCR 1.01; FCF - High debt servicing pressure and negative
Financial Health 2 ! .
[96 Cr. FCF due to aggressive capex cycle.
. ) CFO > PAT; 0% Effective Tax; Robust cash flow from payable stretch, but
Earnings Quality 3 1 . - .
Contract Shortfall Fees. PAT is heavily inflated by non-cash tax credits.
Management & 3 Professional CEO hired; RPT Positive leadership transition offset by high
Governance - receivables 1 34%. family pay and RPT credit easing.
Capital Allocation & 3 . ROCE 7%; CWIP 1,229 Cr; Massive reinvestment phase with delayed
Earnings Visibility Capex/CFO 1.1x. returns and high interest capitalization.

BUSINESS POSITIVES (for this company this year) * [J[Contract Wins]: Secured [9,000 Cr in long-term
contracts (9-year and 4-year) with no additional capex required. * [J[Cash Conversion]: CFO (1,210 Cr)
significantly exceeds PAT ([416 Cr), driven by efficient payable management. * O[Export Resilience]: Export
Sales grew 6.68% to [B,395.23 Cr despite a global downturn. * OJ[Operational Safety]: LTIFR improved
drastically from 0.37 to 0.04, signaling better plant discipline. * O[Strategic Pivot]: Appointment of a
professional CEO (Suyog Kotecha) to institutionalize management.

BUSINESS NEGATIVES | CONCERNS (for this company this year) * [J[Liquidity Stress]: DSCR dropped
to 1.01, leaving zero margin for error in debt servicing. * O[Tax Inflation]: PAT was supported by a 0% effective
tax rate (MAT credit of (69.72 Cr and DTA of [59.14 Cr). * O[Inventory Mismatch]: Inventory rose 12.47%
while Revenue fell 3.74%, with finished goods up 21.6%. * O[RPT Risk]: Receivables from Valiant Organics
rose 34.77% despite a 32% drop in sales to them. * J[Negative FCF]: Free Cash Flow remained negative at -
[®6 Cr, necessitating further debt.

OVERALL SCORECARD SUMMARY Aarti Industries is currently in the "eye of the storm” of a massive capital
expenditure cycle, where financial health is being tested by high debt levels and a critical DSCR of 1.01. While
earnings quality is bolstered by strong cash conversion, the reported PAT is significantly inflated by non-recurring
tax credits and interest capitalization. Governance is in a transition phase; the move toward professional
leadership is positive, but high family compensation and easing credit terms for related parties remain
monitorables. The business is on a stable but high-risk trajectory, where the investment thesis depends entirely
on the successful commissioning and margin expansion of the Chloro Toluene projects in FY25-26.



Part B: Governance Check Matrix

# Check Status Evidence
1 Audit opinion clean? a Unqualified opinion (p.87).
2 Promoter pledge = 0? O 0.00% pledged.

Aggregate Exec KMP pay is ~1.7% of PAT, but grew

3 KMP pay < 5% of PAT? O .
10% while PAT fell 23%.

RPT quantum < 5% of
4 O Total RPT Sales ~7.83% of Revenue.
revenue?

Board > 50%
5 . O 50% (7 out of 14).
independent?

At least 1 woman .
6 . O 2 Women Directors.
director?

No statutory dues )
7 . O [218.11 Cr trapped in GST/Customs balances.
outstanding?

8 No fraud reported? 0 No fraud reported by auditors.
9 Audit trail enabled? g 4 subsidiaries still in process of implementation.
10 Frequent Auditor change O 3rd year of 5-year term.

Total: 7/10 0J— Governance
Rating: 3

Part C: Investor Verdict

THESIS: AIL is a dominant specialty chemical player transitioning from a family-run project-heavy entity to a
professionalized asset-sweating model, currently enduring a cyclical trough and peak leverage. OVERALL
STANCE: WATCH RATIONALE: High debt-servicing risk (DSCR 1.01) and negative FCF make the company
vulnerable until new capacities commission and margins recover to >18%. RE-EVALUATE WHEN: EBITDA
Margin reaches 18% OR Net Debt/EBITDA falls below 2.5x. BULL CASE: Rapid ramp-up of the 6,000 Cr
contract and Chloro Toluene chain leads to a 500bps margin expansion by FY26. BEAR CASE: Continued
agrochemical destocking and high interest rates lead to a technical default or dilutive equity raise. KEY
MONITORABLE: Inventory Days: 121 — Watch for a reduction to <100 days.



7. YEAR-OVER-YEAR ANALYSIS

7.1 Changes

Metric /| Theme Summary A Status

Interest coverage at 4.6x;
focus on short-term debt
(78%).

Liquidity & Debt
Servicing

Cash flow boosted by

Working Capital
[422 Cr release from

Driver )
Trade Receivables.
Family-led executive team
Management X
. focusing on "Golden
Leadership

Decade" expansion.

11% effective tax rate; PAT
driven by operational
base.

Tax & Earnings
Quality

Growth driven by volume
and export expansion
(19%).

Revenue
Composition

OPM at 16.45% following
the loss of a one-off
termination fee.

Margin
Trajectory

7.2 Persistent Patterns

Summary B Status

DSCR dropped to a critical
1.01; shift toward long-term
IFC funding.

Cash flow boosted by [B88
Cr stretch in Trade Payables.

Appointment of professional
CEO to focus on "asset
sweating" and optimization.

-5% effective tax rate; PAT
heavily supported by MAT
and DTA credits.

Growth supported by a 276%
surge in "Contract Shortfall
Fees."

OPM at 15% due to RM
inflation (Aniline) and
inventory build-up.

Forensic Takeaway

The company has reached a peak-leverage
inflection point where operating cash barely
covers mandatory debt obligations.

Management has pivoted from aggressive
collections to aggressive vendor financing to
sustain its cash-neutral capex cycle.

The governance structure is maturing from a
promoter-driven growth phase to a
professionalized focus on improving return
ratios.

Reported profitability has become decoupled
from operational performance, relying
instead on non-cash accounting tax benefits.

Top-line resilience is currently being
protected by "take-or-pay" penalties rather
than actual product demand or volume
growth.

Margins remain in a downward spiral as the
company fails to pass through volatile raw
material costs in a sluggish global market.

* Negative Free Cash Flow remains a structural reality as aggressive capex ([1.3k Cr+ annually) consistently

outpaces operating cash generation.

« Stalled Capital Work-in-Progress (CWIP) continues to be a recurring risk, with significant amounts ([244 Cr

in A, [54 Cr in B) aged over 2 years.

* High Related Party Interdependence persists, specifically with Valiant Organics and Aarti Pharmalabs,
involving circular trade and rising receivable concentrations.

» Aggressive Interest Capitalization remains a key accounting lever, diverting significant finance costs from

the P&L to the Balance Sheet via CWIP.

* Promoter Family Dominance in executive compensation and decision-making remains unchanged, with
KMP pay increases often diverging from profit trends.

* Global Market Leadership in benzene and toluene chemistries continues to provide the structural moat that
allows the company to secure massive long-term contracts.

« Inventory Mismatches persist, with inventory growth frequently outstripping revenue growth, signaling
potential overproduction or slowing off-take.
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