Aarti Industries Ltd — Aug 2025 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Miss One-line: External shocks (geopolitics and raw material price crashes) masked core operational
progress, but the emergence of 25% US tariffs on key growth products like MMA creates a new structural
headwind for the medium-term thesis.
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EBITDA of [215 Cr is well below the ~[260 Cr quarterly run-rate
needed to hit the low end of FY25 guidance ([1,000 Cr).

Reported PAT of [43 Cr was supported by a [16 Cr FX gain
(regrouped) but dragged by [BO Cr in inventory losses.

Management maintains the [1,800-2,200 Cr 3-year target but
refused to provide a specific FY26 annual bridge.

Successfully executed volume ramp-ups in Ethylation/Nitrotoluene,
but macro agility is being tested by sequential external disruptions.

Core volume growth remains intact (~10% YoY in non-energy);
however, pricing power is under severe pressure from Chinese
overcapacity.

Management is currently assessing the "25% penalty" on Indian
imports to the US, which could de-rail the MMA expansion strategy.

Analysts focused on how Aarti will protect margins if the US (20% of
revenue) becomes "unaffordable" due to new tariffs.

Capex is at its peak in FY25; FY26 and FY27 will see a
"progressive decline" toward harvesting.

EBITDA margins compressed to 11.5% due to inventory losses and
strategic pricing to maintain market share against China.

Management admitted to taking "strategic calls" (price cuts) to
retain global leadership in key accounts.

CFO impacted by working capital lock-up at ports; Net Debt peaked
at ~[3,500 Cr.

Cost leadership in MMA and integration in benzene/toluene remains
the primary defense.

Net Debt/EBITDA is currently high (>3x) but guided to fall below
2.5x as Zone IV ramps up.

Inventory and receivables increased due to shipment deferrals; goal
is to reduce WC days from 85 to 60.

Recent history of "black swan" impacts (Contract cancellation,
Geopolitics) has made quarterly targets unreliable.

15-20% direct exposure to the US is now under threat from
potentially prohibitive 25% tariffs.

Posture was defensive regarding short-term volatility but assertive
on the 3-year structural growth target.



Key Takeaways: * Positives: Non-energy volume growth remains resilient at ~10% YoY; Capex cycle is finally
peaking with 1,000 Cr guided for FY26 (down from 1,300+ Cr); July MMA volumes (20k-22k tons) suggest a
strong Q2 rebound from deferred shipments. * Negatives: New 25% US tariffs create a high hurdle for the newly
expanded MMA capacity; Inventory losses of [BO Cr highlight vulnerability to RM volatility (Benzene/Aniline);
Working capital is temporarily bloated due to geopolitical port disruptions. * The Street’s Concern: Analysts are
skeptical of the "10% volume growth" translating into the 1,800 Cr EBITDA target if realizations continue to slide
due to China and tariffs. Management responded by emphasizing "cost optimization" ((150-200 Cr) and "Zone
IV high-margin products” as the bridge. * Forward-Looking Watchpoint: The commissioning of Zone 1V and the
Multipurpose Plant (MPP) in H2 FY26 is the single most critical milestone to pivot the portfolio toward higher-
margin (>20%) chemistries.

2. BUSINESS PERFORMANCE

2A. KEY METRICS

Metric

Current

Qtr

QoQ
Change

Mgmt Commentary

Decline driven by RM price correction (Benzene/Aniline

Revenue (Cr) 1,867 First entry 1 16%
-20%) and deferred exports.
Volume Growth . Non-energy volumes stable/growing; Energy volumes
~10% First entry = .
(%) impacted by Kutch plant shutdowns.
o . Impacted by Indo-Pak conflict-related blackouts at Kutch
Utilization (%) Not stated  First entry ! .
and maintenance shutdowns.
Gross Margin . Impacted by [BO Cr inventory valuation loss on falling RM
Not stated  First entry ! .
(%) prices.
. Impacted by [50 Cr total one-offs (Inventory loss +
EBITDA (OCr) 215 First entry 1 19%
Deferment). Core EBITDA ~[265 Cr.
EBITDA Margin . Pressure from Chinese competition and strategic pricing
11.5% First entry 1 40 bps .
% to maintain market share.
) Dragged by higher interest rates and MTM impact on
PAT (OCr) 43 First entry ! )
foreign currency loans.
. Target remains >15% over the 3-year horizon as Zone |V
ROCE (%) Not stated  First entry !
assets sweat.
Cash Flow ) . Management noted inventory/receivables lock-up in
Notindoc  First entry ! .
(OCF) June; CFO-to-PAT ratio likely weak.
. Peaked this quarter; target is to reduce by [200-300 Cr
Net Debt ([ICr) ~3,500 First entry 1
by end of FY26.
Interest . Impacted by higher debt and rising interest rates ([(275 Cr
Not stated  First entry !
Coverage annual run-rate).
Working Capital Temporary uptick due to logistics; guiding to 60 days in
o 85 First entry 1 Sl e S : g

Days

2B. SEGMENT BREAKDOWN

FY25.



Revenue (O

Segment cn Margin Key Development
Energy (MMA/ . Under July volumes (20-22k tons) recovered from
Not stated First entry ! Below . . .
PDA) Pressure June lows; Pricing remains volatile.
Agro . Continued pricing pressure; realization
. Not stated Firstentry  Weak ! Below . . .

Intermediates recovery lagging behind technicals.
Dyes & ) Demand remains resilient despite macro

: Not stated Firstentry  Stable - Above .
Pigments headwinds.
Polymer . . DCB weak due to US PPS/Auto inventory

. Not stated Firstentry  Mixed - Average .

Additives correction; recovery expected H2.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Management Target / Historical

Dimension Category Required Run-Rate Risk Flag

Claim Delivery

Needs ~[270 Cr/qtr for next 3

. [1,000-1,050 Cr for . . Moderate - US
Guidance EBITDA gtrs; core is currently at ~[265 Mixed .
FY25. tariffs
Cr.
. 3-Year 1,800-2,200 Cr by Requires ~25% CAGR from High - Execution
Guidance New Target
EBITDA FY28. FY25 base. dependent
Guidance Capex (1,000 Cr for FY26. ~[250 Cr per quarter. On Track Low
Reduce from 85 to 60 . . Deteriorated in .
Strategy WC Days ~30% improvement in cycle. High
days. Q1
Phase 1 commissioning  Mechanical completion in
Strategy Zone IV On Track Moderate
by Dec 2024. progress.
. Assess impact of 25% .
Macro US Tariffs N/A New Variable Extreme
"penalty".
Reduce by [200-300 Cr  Requires FCF generation of .
Balance Net Debt Peaked in Q1 Moderate

in FY26. ~[B00 Cr.



4. ANALYST Q&A



Q# Relevance

la

2a

Analyst

Vivek
45 Rajamani MMA
' (Morgan Margins
Stanley)
Vivek
4.0 Rajamani MMA
' (Morgan Strategy
Stanley)
4.0 Nitesh Dhoot DCB
' (Anand Rathi)  Demand
Nitesh Dhoot Zone IV/
8.5

(Anand Rathi)  MPP

Category

Business
Overview

Management
Commentary

Business
Overview

Capex and
Allocation

Underlying

Concern

"Would
performance
have been
better if not for
disruptions,
given strong
crack
spreads?"

"What is the
potential/
competitive
landscape for
the continued
expansion to
260 KTPA?"

"Is the DCB
volume
decline
cyclical or
structural?"

"Can you
share granular
details on
commissioning
and EBITDA
contribution
for FY27?"

Management
Response &
Investment
Implication

Evaded

Management
confirmed July
export numbers
recovered to
20,000-22,000
tons after June
deferrals. This
implies Q2 will
see a significant
volume catch-up
in the energy
segment.

None 5.0

Management
claimed a global
"least cost
position" but
admitted US tariffs
put pressure on
the strategy,
requiring a pivot to
Europe. This
highlights the risk
of overcapacity if
new markets don't
absorb the 30%
capacity hike.

None 4.0

Management
attributed the
decline to
inventory
liquidation by two
major US
customers in the
auto/PPS chain,
with recovery None 4.0
expected in H2.
Structural demand
for high-
performance
polymers remains
the thesis-support,
but timing is now
pushed to H2.

Phase 1 (MPP

and Calcium

Chloride) will

commission in

Dec 2024, with None 4.0
five more blocks

following by May

2025. This

Credibility Verdict

Quantifiec
recovery

Directiong
evidence

Specific ¢l
context

Clear time



Relevance

4.5

3.5

5.0

4.0

Analyst Theme

Archit Joshi Logistics
(Nuvama) Impact
Surya Patra Capex
(PhillipCapital)  Backing
Abhijit Akella )

US Tariffs
(Kotak)

Margin

Pressure

Category

Financials

Capex and
Allocation

Management
Commentary

Financials

Underlying

Concern

"Could you
quantify the
extent of
sales/EBITDA
deferment
seenin Q1?"

"Are upcoming
capacities
(MPP/Zone IV)
backed by any
customer
contracts?"

"What is the
possible
impact of new
US tariffs
(25%) on your
business?"

"Why did
profitability lag

Management
Response &
Investment
Implication

provides a clear
timeline for the
transition to high-
margin
chemistries
starting late FY26.

Management
guantified the
EBITDA
deferment at
[15-20 crore due
to shipping
delays. This "lost"
profit is expected
to recur in Q2,
providing an
optical boost to
next quarter's
results.

Management
noted that many
projects were "half
done" and started
2.5 years ago, but
new capital
allocation is now
"stringent." This
indicates a shift
from aggressive
expansion to
defensive
harvesting of past
investments.

Management
identified MMA
and DCB as the
most vulnerable,
while
Phenylenediamine
(PDA) might
benefit from India-
China differential
tariffs. The 25%
tariff on MMA
could render it
"unaffordable,"
forcing a major
geographic sales
pivot.

Management
admitted to taking

Evaded Credibility

None 5.0
None 3.0
Full

impact

on 35
indirect
exports

None 3.0

Verdict

Specific
quantifical

Vague bu
consisten

Partial cla

Acknowle:
pressure



Q# Relevance

10

Analyst Theme

Jignesh
Kamani
(Nippon MF)

Arun Prasath

DCB
4.0 (Avendus o
Utilization
Spark)
Hussain .
Indirect
4.5 Bharuchwala
. Exposure
(Carnelian)
35 Pratik Oza Debt
' (Systematix) Levels

Category

Business
Overview

Management
Commentary

Financials

Underlying

Concern

volume growth
so materially
this quarter?"

"Why is DCB
utilization low
(60-65%)
when
downstream
PPS seems
stable?"

"What is the
ballpark sense
of indirect US
exposure
through
domestic
partners?"

"Are you
sticking to the
guidance of
reducing net
debt by
[200-300 Cr?"

Management
Response &
Investment
Implication

strategic price
calls to maintain
market share,
which dampened
the benefit of 10%
volume growth.
This confirms that
Aarti is currently a
"price taker" in a
Chinese-dumping
environment.

Management
clarified that their
specific US PPS
customers are
undergoing
balance sheet/
inventory
corrections, not
necessarily the
whole market.
This suggests
Aarti's
concentration in
USPPSis a
temporary
bottleneck.

Management
could not quantify
indirect exposure
(intermediates
sold to local
partners who
export), stating
everyone is in
"evaluation
mode." This
"unknown-
unknown" remains
a significant
hidden risk for the
agrochemical
intermediate
business.

Management
reaffirmed the
debt reduction
target, citing
working capital
optimization as
the primary lever.

Evaded Credibility Verdict

Nuanced
None 4.0 .

explanatic
Ballpark .

Evasive
numbers

Reaffirme
None 4.0

target



Management
Underlying Response &

Q# Relevance Analyst Theme Category Evaded Credibility
Concern Investment

Implication

Achieving this is
critical to avoid a
credit rating
overhang as
interest costs rise.

PATTERN FLAGS & SENTIMENT

 US Tariff Anxiety: This was the dominant theme. Analysts are concerned that Aarti’s expansion into MMA—a
key growth pillar—is now hitting a wall with the 25% US tariff. Management'’s posture was cautious; while
they identified "pivoting to Europe” as a solution, the feasibility of this transition is unproven and likely to
involve margin sacrifice.

» China Dumping & Pricing Bottom: Management repeatedly claimed that RM prices and Chinese realization
levels have "bottomed out." However, analysts remain skeptical as EBITDA growth continues to lag volume
growth. This tension suggests the "recovery" is taking longer than management’s internal models predicted.

» Geopolitical Resilience: Management used the "Indo-Pak/Israel-Iran" events to explain away the Q1 miss.
While these are legitimate one-offs, the recurring nature of these "external headwinds" is beginning to create
a perception of high earnings volatility.

Analyst Sentiment Verdict: Analysts were skeptical and focused on risk mitigation. The tone was less
about the "growth story" and more about the "tariff defense" and "debt reduction." Credibility remains neutral, but
the "indirect US exposure" evasion was a notable point of friction that will likely be pressed next quarter.

GUIDANCE GAPS REVEALED IN Q&A

What Mgmt Claimed

i i What Q&A Revealed Gap |/ Walk-back Risk to Thesis
(Opening / Prior Q)
MMA Focused on scaling US 25% tariff makes US "unaffordable”;  Geographic pivot High - New market
Strategy market leadership. pivoting to Europe. required. entry risk.
Working Optimizing to 60 days in Currently at 85 days; temporary Delayed Moderate - Cash
Capital FY25. uptick in Q1. improvement. flow drag.

5. WHAT CHANGED vs PRIOR QUARTER

First entry — no prior quarter to compare.

Verdict
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