
Aarti Industries Ltd — Feb 2025 Quarterly Analysis

1. VERDICT & BUSINESS QUALITY SNAPSHOT

Result: Inline (on revised guidance) One-line: The thesis is shifting from a "crisis of predictability" to a

"marathon of execution," as volume recovery validates demand, but structural China-led pricing pressure keeps

margins in a narrow band.

Dimension This Quarter Signal / Evidence Sentiment

Beat/Miss vs

Guidance
Inline

Q3 EBITDA ₹236 Cr; 9M EBITDA at ₹748 Cr on track to hit revised

FY25 target of ₹1,000-1,050 Cr.
🟡

Earnings Quality Moderate
PAT hit by ₹23 Cr non-cash FX MTM loss; EBITDA driven by volume

recovery (+14% non-energy).
🟡

Guidance Confidence Neutral
Mgmt reiterated FY25/FY28 targets, but MMA (Energy) remains a

high-beta variable.
🟡

Management

Credibility
Improving

New CEO delivering on the "volume first" promise; successful

commissioning of NT and Ethylation expansions.
🟢

Business Quality

Signal
Stable

Core chemistry moats (Ethylation/NT) are expanding, offsetting the

volatility of the Energy segment.
🟢

Key Q&A Exchange Q7 on Zone 4
Mgmt pivot to "fungible/flexible" assets in Zone 4 reduces

idiosyncratic product risk.
🟢

The Street's Primary

Anxiety

MMA

Sustainability

Fear that AIL is now a proxy for gasoline-naphtha spreads; Mgmt

cites bulk shipment and global customer adds.
🔴

Capital Cycle Stage Investment
Peak capex (₹1,300-1,500 Cr) in FY25; transition to cash

conservation (₹1,000 Cr) in FY26.
🟡

Margin Trajectory Stable/Low
Pricing power remains capped by China dumping; recovery relies on

product mix and cost optimization.
🔴

Pricing Power Eroding/Stable
Bottomed-out pricing in PDA/Agchem chains; no sign of upward

revision in the near term.
🔴

FCF Conversion Weak
Negative FCF as 9M Capex (₹1,020 Cr) exceeds 9M EBITDA (₹748

Cr).
🔴

Competitive Moat Widening
Only Indian player with scale in Ethylation/Propylation; new Pilot

Plant accelerates NPD.
🟢

Balance Sheet

Strength
Adequate

Net Debt/EBITDA ~3.6x (Estimated); needs H2FY26 ramp-up to

reach 2.5x target.
🟡

Working Capital Stable
Inventory liquidation of high-cost aniline helped volumes but

marginally suppressed gross margins.
🟡

Mgmt Guidance

Record
Mixed

Recent history of downward revisions (Q2) makes the long-term

FY28 target a "show-me" story.
🔴

Key Red Flag Energy Exposure
MMA volumes (37% revenue) are inherently more volatile than core

specialty chemicals.
🔴

Management Tone
Cautiously

Optimistic

Focus on "operational excellence" and "market development" rather

than macro tailwinds.
🟡

Sentiment: 🟡 Neutral



Key Takeaways * Positives: Volume-led recovery is real, with non-energy segments growing 14% YoY, proving

demand is not the issue. The successful commissioning of Nitrotoluene (45 KTPA) and Ethylation (30 KTPA)

expansions provides the "ammunition" for H1FY26 growth. Cost initiatives (Renewable energy share to hit 75%)

provide a clear path to margin expansion independent of pricing. * Negatives: Pricing remains "stuck" at the

bottom due to Chinese overcapacity in PDA and Agchem chains. The Energy segment (MMA), while recovering,

is susceptible to refining spreads beyond management control, introducing "black box" volatility to the P&L. Debt

remains high (₹3,600 Cr), and FCF is unlikely to turn positive until FY26. * Street Concern: Analysts remain

fixated on the predictability of MMA and the timeline for Zone 4. Management's response was to highlight the

flexibility of new assets (multi-purpose blocks) to pivot toward domestic import substitution (60/40 domestic-

export target). * Forward Watchpoint: Track the Q4 production-to-sales conversion of MMA; a large bulk

shipment shifted from December to January should provide a strong Q4 revenue "kicker."

2. BUSINESS PERFORMANCE

2A. KEY METRICS PPT primary source; Concall used for commentary and missing data points.

Metric
Current Qtr

(Q3FY25)

YoY

Change

QoQ

Change
Trend Mgmt Commentary

Volume (Non-

Energy)

Not in

document
↑ 14% ↑ 8% ↑

Volume-led recovery across Dyes, Pigments, and

Polymers; Agchem inventories normalized.

Volume (Energy/

MMA)

Not in

document
Not in Doc ↑ 10% ↑

Q3 growth suppressed by one bulk shipment spilling

over into January (Q4).

Realization/MT
Not in

document
↓ → ↓

Pricing "stabilized at levels we do not like"; China

overcapacity continues.

Utilization (%) ~75% (NCB) Not in Doc ↑ ↑
NCB expected to hit 80%+ in FY26; newly

commissioned NT/Ethylation in ramp-up phase.

Gross Margin

(%)
~42% (Derived) ↓ ↓ ↓

Hit by liquidation of high-cost Aniline inventory and

MMA pricing adjustments.

EBITDA (₹ Cr) ₹236 Cr ↑ 14.5% ↑ 16.8% ↑
Growth led by operating leverage and volume

recovery vs a weak Q2 base.

EBITDA Margin

%
11.6% ↑ 60 bps ↑ 30 bps ↑

H1 was 13.5%; Q3 slight compression vs H1 avg

due to MMA spread volatility.

Revenue (₹ Cr) ₹2,035 Cr ↑ 17.6% ↑ 14% ↑
Driven by higher volumes; 50% of revenue from

exports.

PAT (₹ Cr) ₹46 Cr ↓ 13.2% ↓ 11.5% ↓ Impacted by ₹23 Cr non-cash FX loss on ECB loan.

ROCE (%) < 10% ↓ → ↓
Multi-year target of >15% relies on Zone 4

commissioning in FY27.

Cash Flow

(OCF)

Not in

document
↓ ↓ ↓

Negative FCF as Capex (₹380 Cr) > Cash from Ops

(9M basis).

Net Debt (₹ Cr) ~₹3,600 Cr ↑ ↑ ↓
Debt levels peaked; focus shifting to reduction as

capex tapers in FY26.

R&D Spend (₹

Cr)

Not in

document
→ → →

Pilot plant in Zone 4 commissioned to fuel New

Product Development (NPD).

2B. SEGMENT BREAKDOWN



Segment
Revenue

Share

YoY

Volume
Margin Trend

vs Company

Avg
Key Development

Dyes &

Pigments
~12% ↑ Strong Improving ↑ Above Avg

Sudarshan-Heubach merger aiding

domestic pricing power.

Energy &

Additives
~37%

↑ 10%

(QoQ)
Volatile 🟡 Above Avg

MMA bulk shipping established; US/

Middle East customer adds.

Pharma ~9% ↑ Steady Stable → Inline
99% domestic; PNCB/PAP demand

remains robust.

Agrochemicals ~19% Recovering Pressed ↓ Below Avg
Inventory normalization complete;

waiting for pricing recovery.

Polymers ~13% ↑ Robust Improving ↑ Above Avg
85% export; gaining share in US/

Japan markets.

3. MANAGEMENT OUTLOOK & EXECUTION TRACKER

Dimension Category
Management Target /

Claim
Required Run-Rate Historical Delivery

Risk

Flag

Guidance
FY25

EBITDA
₹1,000 - ₹1,050 Cr

Needs ₹252 Cr in Q4 (9M is

₹748 Cr).
Missed (Cut in Q2) Medium

Guidance
FY28

EBITDA
₹1,800 - ₹2,200 Cr

Needs ~25% CAGR from FY25

base.
New Target High

Guidance Capex FY25 ₹1,300 - ₹1,500 Cr
Spent ₹1,020 Cr; ₹280-480 Cr

left.
On Track Low

Guidance Capex FY26 ~₹1,000 Cr
Planned reduction from current

peak.
N/A Low

Strategy Cost Savings ₹150 - ₹200 Cr Yield & Power (Solar) initiatives.
Ongoing (40%

complete)
Low

Strategy Zone 4 Ramp FY26 Phased Comm. Multi-purpose flexibility built in.
Delayed (Revised

mix)
Medium

Balance Debt/EBITDA < 2.5x by FY28 Requires EBITDA to double. Currently ~3.6x High

Macro
China

Dumping
Pricing bottomed

Recovery expected as global

CU% rises.
Prolonged High



4. ANALYST Q&A



Q# Relevance Analyst Theme Category
Underlying

Concern

Mgmt

Response &

Investment

Implication

Evaded Credibility Verdict

1 4.5

Rohit

Nagraj

(B&K)

MMA

Spreads

Business

Overview

"What are the

threshold spreads

for MMA

competitiveness?"

Mgmt stated

MMA is viable

when Naphtha-

Gasoline

spreads are in

2 digits

(currently ~9.5)

and MMA prices

at 1.8x-2x of

MTBE.

Confirms AIL's

floor-level

competitiveness

even in

depressed

refining cycles.

None 4.5
Clear/

Quantified

2 4.0

Vivek

Rajamani

(MS)

MMA

Customers

Business

Overview

"How is progress

on large refineries

and bulk shipping

impact?"

Success in US

and Middle

East was

highlighted,

with bulk

shipments

established in

Q3 to optimize

supply chain

costs.

Investment

implication:

Freight costs

should drop in

Q4, aiding

energy margins.

None 4.0 Directional

3 5.0

Abhijit

Akella

(Kotak)

Plastic JV Strategy

"What is the

revenue/EBITDA

potential of the

500 TPD

recycling JV?"

Mgmt refused

to give specific

numbers as the

JV is one week

old but

committed ₹50

Cr capital for

the first 100

TPD phase.

Implication:

This is a 2030

vision project

with zero near-

term earnings

contribution.

Specific

₹

numbers

2.5
Vague/

Visionary

4 4.5

Abhijit

Akella

(Kotak)

Gross

Margins
Financials

"Gross margins

declined despite

lower other

Mgmt blamed

the liquidation

of high-cost

aniline

None 3.5
Inventory

excuse



Q# Relevance Analyst Theme Category
Underlying

Concern

Mgmt

Response &

Investment

Implication

Evaded Credibility Verdict

expenses; what

gives?"

inventory (raw

material for

MMA) and

suggested

looking at 9M

averages.

Signal: Q3

margins are

"noisy"; Q4

should show

the clean

operating

spread.

5 5.0

Abhijit

Akella

(Kotak)

Zone 4
Capex &

Alloc.

"Can you share

product

categories for the

Zone 4

greenfield?"

Zone 4 is now a

"flexible multi-

purpose" asset

focusing on

Chlorotoluene/

Dichlorotoluene

(25-30

products) for

domestic import

substitution.

Implication:

Pivot away from

dedicated lines

reduces the risk

of single-

molecule

failure.

None 4.5
Strategic

pivot

6 4.0

Aditya

Khetan

(SMIFS)

Nitrotoluene
Business

Overview

"Why did NT

volumes decline

YoY/QoQ?"

Decline was

due to

managing

brownfield

shutdown for

expansion

commissioning;

ramp-up begins

in Q4.

Implication: NT

will be a

primary growth

kicker for FY26

revenue.

None 4.0
Specific

timeline

7 3.5

Aditya

Khetan

(SMIFS)

PNCB/Para
Business

Overview

"Will the ban on

low-quality

paracetamol

imports benefit

PNCB?"

Mgmt noted

that India is

already a net

exporter of

downstream

PAP/

Paracetamol,

None 3.0
Tempering

hype



Q# Relevance Analyst Theme Category
Underlying

Concern

Mgmt

Response &

Investment

Implication

Evaded Credibility Verdict

so impact is

limited but

positive for

domestic

sentiment.

Signal: No

massive

windfall

expected from

this policy.

8 4.5

Arun

Prasath

(Spark)

FY28

Guidance
Financials

"What is the

revenue for the

₹1,800 Cr

EBITDA target?"

Mgmt assumes

14-15%

EBITDA

margins, but

prefers

absolute

EBITDA

guidance due to

crude-linked

revenue

volatility.

Implication:

Top-line growth

of 15-18%

CAGR is the

implicit target.

Specific

revenue
3.0

Consistent

focus

9 4.0

Arun

Prasath

(Spark)

Tariffs Macro

"Who are the

winners/losers

with US tariffs?"

Tailwinds for

Polymers and

Agchem

intermediates

(S-Metachlor)

where China is

the main

competitor in

the US.

Implication: AIL

is a "China+1"

beneficiary

under Trump

2.0.

None 3.5 Directional

10 4.0

Surya

Patra

(Phillip)

Product Mix Financials

"Will gross

margins improve

if pricing stays at

bottom?"

Mgmt confirmed

that as

utilization rises,

they will

optimize

product mix

(Propylation vs

Ethylation) to

drive margins.

Implication:

Margin

None 4.0
Operational

focus



Q# Relevance Analyst Theme Category
Underlying

Concern

Mgmt

Response &

Investment

Implication

Evaded Credibility Verdict

expansion is

now an internal

execution play,

not a macro

bet.

11 3.0

Chetan

Gandhi

(CFO)

ECB/Debt Financials

"How much of the

$140M ECB is

unhedged?"

Entire amount

is unhedged but

repayment is

spread over 9

years.

Implication:

P&L will

continue to see

non-cash FX

"noise" until the

Rupee

stabilizes.

None 4.0
Clear

disclosure

PATTERN FLAGS & SENTIMENT * The "Zone 4" Pivot: Management has notably changed the language

around Zone 4 from "dedicated phases" to a "fungible, multi-purpose block." This suggests they are hedging

against the volatility that hurt them in the Energy/MMA segment. Analysts were generally receptive to this

flexibility. * The Aniline Overhang: The admission that high-cost inventory liquidation hurt Q3 gross margins

explains the discrepancy between strong volume and soft profitability. Analysts will expect a "clean" margin

expansion in Q4. * Circularity Hype vs. Reality: While the plastic recycling JV is innovative, management was

careful to keep it in the "seed investment" bucket, preventing analysts from baking it into near-term models.

Analyst Sentiment Verdict: Analysts were patient but inquisitive. The tension from the Q2 guidance cut has

transitioned into a "show-me" period. The primary friction point was the declining gross margin, which

management effectively blamed on inventory timing. Credibility is stabilizing as the volume recovery is now

visible in the numbers, but the unhedged ECB and MMA volatility remain live risks.

GUIDANCE GAPS REVEALED IN Q&A | Topic | Opening Claim | Q&A Revelation | Gap / Walk-back | Risk to

Thesis | | :--- | :--- | :--- | :--- | :--- | | Zone 4 Capex | Dedicated Chemistry | Now "Fungible/Flexible" | Asset

strategy shifted | Low (Positive for risk) | | NT Volumes | Commissioned | Q3 decline due to shutdown | Timing

mismatch | Low (Q4 recovery) | | FY26 Capex | ~₹1,000 Cr | "Slightly below ₹1,000 Cr" | Tightening cash outflow

| Low (Positive for FCF) |

5. WHAT CHANGED vs PRIOR QUARTER

Comparison vs Q2 FY25 context.



What Changed Prior Quarter This Quarter Direction

Volume Trajectory MMA Crash (-34%) MMA Recovery (+10% prod.) ↑ Improving

New Capacity Under Construction NT & Ethylation Commissioned ↑ Execution

Zone 4 Strategy Dedicated Blocks Fungible/Multi-purpose ↑ Risk Mgmt

Power Cost Grid Dependency 75% Renewable (by FY27) PPA signed ↑ OpEx savings

FX Impact Not material ₹23 Cr MTM Loss (ECB) ↓ P&L Quality

Capex Intensity Peak (₹1,500 Cr range) FY26 guidance cut to <₹1,000 Cr ↑ FCF Visibility

Growth Mix Core Chemicals focus Foray into Chemical Recycling (JV) 🟡 Diversification
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