Aarti Industries Ltd — Feb 2024 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Strong Beat (Sequential) / Inline (Annual Guidance) One-line: The thesis is shifting from "surviving a
cyclical trough" to "executing a contract-backed recovery," with two massive multi-year contracts providing a
structural floor to the FY25/26 earnings hockey-stick.

Dimension

Sentiment

Beat/Miss vs Guidance /

This Quarter

Signal | Evidence

EBITDA (268 Cr) grew 15% QoQ, tracking ahead of the low-

_ Strong Beat . . u
Prior Quarter growth trajectory set in H1.
. . . . Growth driven by volume recovery in discretionary segments
Earnings Quality High (Core driven) . . O
and operating leverage; no one-offs cited.
) ! Reinstated the upper end of FY25 EBITDA ([1L,700 Cr), which
Guidance Confidence Strong ) ) ) O
was previously "walked back" in the prior context.
. Successfully converted short-term spot business into [9,000 Cr
Management Credibility Strong ) ) u
worth of long-term contracts in a single quarter.
) L ) Discretionary segment mix increased to 60% (vs 50% YoY),
Business Quality Signal Improving ) . . O
offsetting the persistent agrochemical slump.
. . Management confirmed a shift to 60% discretionary, proving the
Key Q&A Exchange Q#11 - Mix Shift . . . . . O
"diversified chain" hedge is working.
The Street's Primary Margin Analysts focused on the 15-17% margins for the new 6,000 Cr 0
Anxiety Compression contract vs. the 20%-+ corporate target.
. Capex remains aggressive ([1,200-1,300 Cr for FY24); peak
Capital Cycle Stage Investment . O
debt expected in FY25.
Margin / Return Ratio Stabilizin Gross margins hit by Benzene price spike ([¥0 to [80), but
Trajectory g absolute Gross Profit per kg is stable. -
. Pass-through mechanisms intact, though Red Sea freight
Pricing Power Stable . O
impacts have a 1-3 month lag.
FCF Conversion & Weak Negative FCF due to high capex intensity; OCF improving but 0
Quality not covering the (285 Cr quarterly spend.
" . . Becoming "Partner of Choice" for MNCs looking for China+1,
Competitive Moat Signals  Widening . . O
evidenced by the 9-year herbicide contract.
Net Debt rising toward [8,500-3,800 Cr range for FY25; Interest
Balance Sheet Strength Adequate . ] O
coverage is the key monitorable.
Working Capital Stable Red Sea causing minor shipping delays, but credit terms are 0
Efficiency tied to BL date, limiting cash cycle impact.
Mgmt Guidance Track Reliable Hits sequential targets; conservative on Agro recovery 0
i
Record (expecting 1-2 more quarters of pain).
Key Vulnerability / Red Concentration One customer (Contract 2) will become the largest, contributing 0
Flag Risk ~15-18% of total revenue.
Confident & Focus on "operating leverage" and "visibility" rather than the
Management Tone . . d
Aggressive "unprecedented challenges" of prior quarters.

Sentiment: [Positive | ONegative | ONeutral



Key Takeaways (Positives & Negatives): * Positives: Management has successfully de-risked the FY25/26
growth plan by securing two major contracts ([9,000 Cr total value). One contract ([6,000 Cr) effectively doubles
volumes for a specific niche chemical in CY24 without requiring incremental capex. The discretionary portfolio
(dyes/pigments/polymers) is rebounding, providing a counter-cyclical buffer to the weak agrochemical/pharma
sectors. * Negatives: The balance sheet is entering its most leveraged phase, with Net Debt expected to reach
[B,500-3,800 Cr in FY25. While volumes are recovering, margins on new large-scale contracts (15-17%) are
structurally lower than the legacy specialty portfolio, which may dilute the blended EBITDA margin in the near
term. * Street's Concern: Analysts are skeptical about the 15-17% margin on the MNC contract. Management's
response was that margins are a function of raw material prices; the focus should remain on "Gross Profit per
kg," which they claim is stable and will translate directly to EBITDA as operating leverage kicks in. * Watchpoint:
Q4 FY24 EBITDA performance. To hit the [1,000 Cr annual guidance, Aarti needs ~[293 Cr in Q4 (a 9% QoQ
jump). Failure to hit this would signal that the discretionary recovery is stalling.

2. BUSINESS PERFORMANCE

2A. KEY METRICS DATA SOURCE: PPT figures primary. Concall used for Volume details and Debt guidance.

Current YoY
Mgmt Commentary
Qtr
Volume (NCB - Recovery in discretionary applications (dyes/
19,580 17.6% 1 3.0% 1 )
MT) pigments).
Ongoing destocking in Agrochemicals (primary end-
Volume (NT - MT) 6,951 L 7.7% 1 8.1% ! 2Rl R (primary
use).
Volume (Hydro - . . . .
TPM) 3,644 1 21.7% 116.2% i High-value intermediate demand rebounding.
Volume (PDA - . . .
TPM) 481 Not in doc Not in doc 1 Sequential recovery from the Q1 trough (135 TPM).
. . Ramping up; FY25 has 10-15% headroom beyond
Utilization (%) Notindoc | 1 1
growth.
Volume-led growth; realizations impacted by RM
Revenue (1,889 Cr 1 1.9% 1 18.3% 1
pass-through.
. *Derived: (Revenue - RM)/Revenue. Squeezed by
Gross Margin (%) 38.6%* ! ! ! .
Benzene cost spike.
EBITDA [268 Cr 1 7.3% 1 15.0% 1 Improved operating leverage on stable fixed costs.
EBITDA Margin %  14.2% 1 140 bps 1 40 bps - Target remains 18-20% as volumes ramp in FY25.
PAT 124 Cr 1 9.5% 1 36.3% 1 Benefit of lower effective tax rate and higher EBIT.
ROCE (%) Not in doc ! 1 ! Depressed due to heavy CWIP for Zone 4 projects.
~[2,900 -
Net Debt / (Cash) cr 1 1 ! Rising to fund (860 Cr 9M capex; FY25 peak seen.
Interest Coverage  Notindoc | 1 1 Improving QoQ as EBITDA recovers.
Exports (CCr) 1,100 Cr 1 23.9% 1 28.9% 1 Stronger recovery in US/Japan markets vs Domestic.
R&D Spend (Cr)  Not in doc - - - Continuous focus on Chloro-toluene value chain.

2B. SEGMENT BREAKDOWN Note: Aarti now operates as a pure-play chemical entity post-pharma demerger.



Revenue (O YoY Margin (EBIT

Segment Key Development
g cn) %) y P
Discretionary ~[1,133 1 Not Split i Above 60% of mix; driving the Q3 beat.
Non- . 40% of mix; Agro/Pharma remains
. . ~[¥56 ! Not Split ! Below
Discretionary "soft."

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

. . Management Required Run-Rate | Mathematical . . .
Dimension Category i . Historical Delivery
Target / Claim Feasibility
. EBITDA Needs [293 Cr in Q4. High probability = Delivered sequential
Guidance 1,000 Cr . Low
(FY24) if Dec momentum holds. growth.
Needs 45-70% growth. Relies on . .
. EBITDA . Reinstated after prior .
Guidance [1,450-1,700 Cr 600 Cr incremental contract Medium
(FY25) walk-back.
revenue.
. [2,500-3,000 Cr [1,640-2,140 Cr remaining for next 5 On track (CB60 Cr )
Guidance Capex Plan Medium
(FY24-25) guarters. 9M).
Contract 1 ~[B0O0 Cr in FY25; [B50 Cr+ from
Strategy [B,000 Cr/ 9 yrs New Contract. Low
(Agro) FY26.
Contract 2 ~[1,500 Cr annual revenue starting Upgraded from spot
Strategy [6,000 Cr/ 4 yrs 8 Low
(MNC) CY24. business.
Chloro- 42,000 TPA Commissioning in FY26; [2,000 Cr+ Site work in Jhagadia .
Strategy . : Medium
toluene capacity revenue potential. started.
Red Sea Freight pass- . . Consistent with peer
Macro 1-3 month lag in pricing adjustments. Low
Impact through performance.
Debt Assumes current RM prices; hinges Historically .
Balance [B,500-3,800 Cr Medium

Guidance on WC efficiency. disciplined.



4. ANALYST Q&A



Relevance

Analyst /

irm

Theme
Cluster

Category

Underlying
Concern

Management
Response &
Investment
Implication

Evaded Credibility Verdict

4.0

4.5

4.0

4.5

Vivek
Rajamani,
MS

Rohit
Nagraj,
Centrum

Aditya
Khetan,
SMIFS

Abhijit
Akella,
Kotak

Recovery

Contracts

Margins

Contract
Revenue

Mgmt
Outlook

Financials

Financials

Financials

"Reliance on
non-regular
markets...
share of non-
regular market
today?"

"Linearity of
the 2 contracts
and EBITDA
contribution in
FY25?"

"Revenue
jumped 18%
QoQ, but
gross margins
compressed...
why the dip?"

"Incremental
revenue from
Contract 2 in
FY25 vs
Fy24?"

Management
noted that as
regular market
demand recovers
QoQ, the share of
low-margin spot/
non-regular market
sales is
decreasing. This
signals a shift
toward higher-
quality, higher-
margin contractual
earnings.

None 3.0 Directional

Management
confirmed Contract
2 (6,000 Cr) is
linear ((11,500 Cr/
year) while
Contract 1 (Agro)
ramps up from
[(BOO Crin FY25 to
[B50 Crin FY26.
This provides high
mathematical

None 5.0 Specific

confidence in the
FY25 EBITDA
floor.

Management
clarified that the
Benzene price hike
(C¥0 to [BO) and
product mix shift
impacted margins
as a percentage,
but absolute Gross
Profit grew. This
confirms that RM
pass-through is
working, but
percentage-based
valuation multiples
may look distorted.

None 4.0 Directional

Management
expects revenue
from this specific
product to jump
from D00 Cr
(FY24) to [1,500
Cr (FY25). This
600 Cr

None 5.0 Specific



Relevance

Theme
Firm Cluster

Analyst /

Category

Underlying
Concern

Management
Response &
Investment
Implication

Evaded Credibility Verdict

5.0

4.0

3.5

4.5

Rohan .
Guota Margin
Pta, Profile
Nuvama
Priyank
y Chloro-
Chheda,
toluene
Vallum
Archit e
. Utilization
Joshi, B&K
Gross

Profit

Financials

Capex

Business
Overview

Financials

"Why 15-17%
margins on
Contract 2? Is
this a
compromise
for visibility?"

"Asset
turnover for
chlorotoluene

project... and
import
substitution
size?"

"NCB volumes
have been
stagnant... is
the base
business
underutilized?"

incremental top-
line is a significant
driver of the FY25
guidance.

Management
denied
compromising,
stating that at
current RM prices,
15-17% is the
result, but the
EBITDA margin will
mathematically rise
to 20% if RM
prices drop. This
emphasizes that
Aartiis a
"conversion fee"
business, not a
commodity player.

4.0 Directional

Management
expects a 1.2x
asset turn on the
1,500 Cr project,
targeting a (1,500
Cr import

substitution market

None 4.0 Strategic

in India. Success
here reduces
dependence on the
Benzene cycle and
adds a new high-
margin (25-30%)
pillar.

Management
confirmed they are
expanding NCB
from 75k to 108k
TPA and that
current utilization is
hit by volume
pressure, but will
recover as

None 4.0 Directional
downstream

products ramp up.

This highlights

significant latent

capacity for FY26

growth.

Management is

targeting 20-25% e 5.0

Quantified



Management
Analyst / Theme Underlying Response &

Q# Relevance . Category Evaded Credibility Verdict
Firm Cluster Concern Investment

Implication

composite volume
growth in FY25.
This aggressive

Sabyasachi "Targeting
B target supports the
Mukerji, volume growth
. 45-70% EBITDA
Bajaj for FY25?" .
growth guidance
through operating
leverage.
Management
revealed a shift to
60:40
. (Discretionary:Non)
"Shift in
. ) from 50:50 last
Ankur . discretionary o
. . Business year. This pivot "
9 35 Periwal, Mix ) VS non- . . None 5.0 Specific
. Overview ) . explains why Aarti
Axis discretionary . .
- is outperforming
mix?

pure-play
Agrochem peers in
the current
environment.

PATTERN FLAGS & SENTIMENT Analyst anxiety centered on Margin Quality vs. Volume Visibility. While the
market welcomed the 8,000 Cr contract wins, there is friction regarding the lower-than-average EBITDA
margins (15-17%) on the largest contract. Management remained firm that "Gross Profit per kg" is the only
metric they manage, successfully steering the conversation toward operating leverage and total EBITDA growth.

Analyst Sentiment Verdict: Skeptical but intrigued. Analysts are doing the math on the FY25 EBITDA jump and
find it aggressive (requiring 20-25% volume growth). However, the specificity of the contract revenues ([600 Cr
incremental from one product) provided a much-needed bridge for their models. The primary unresolved risk is
the "peak debt" timing in FY25 if the Agrochemical recovery is delayed further than the 1-2 quarters guided.

GUIDANCE GAPS REVEALED IN Q&A | Topic | What Mgmt Claimed (Opening) | What Q&A Revealed | Gap /
Walk-back | Risk to Thesis | | :--- | :--- | :--- | :--- | :--- | | FY25 EBITDA | [1,450-1,700 Cr | Relies on 20-25%
volume growth. | A high bar to hit if Agro/Pharma doesn't rebound by Q2 FY25. | Guidance Miss | | Contract
Margins | High value orders | Blended margins on new contracts (15-17%) are below corporate targets (20%+). |
Growth is coming at slightly lower marginal returns than historical peak. | Margin Dilution |



5. WHAT CHANGED vs PRIOR QUARTER

What Changed Prior Quarter (Q2 FY24) This Quarter (Q3 FY24) Direction
FY25 EBITDA Guidance Softened / Walked back Reinstated ([1,450-1,700 Cr) 1
Contractual Visibility Searching for long-term 9,000 Cr secured in 60 days 1
Discretionary Mix 50% 60% 1
Agrochemical Outlook "Expect H2 recovery" "1-2 more quarters of pain” !

PDA Volumes Trough levels Significant sequential recovery 1

Debt Trajectory Cautious Peak debt defined ([B.5k-3.8k Cr) =
Management Tone Transitionary/Defensive Aggressive/Execution-focused i

* Implied Run-Rate: To hit the (1,000 Cr FY24 EBITDA target, Aarti needs [293 Cr in Q4. This is 9.3% higher
than Q3. Given the linear ramp of the [6,000 Cr contract starting Jan 1 (CY24), this is mathematically
probable.

» Earnings Quality: CFO-to-PAT ratio calculation is limited by quarterly data, but management's commentary
on the Red Sea (pass-through with lag) suggests a temporary working capital stretch in Q4 due to higher
freight in transit.

STOP HERE.
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