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Discretionary demand back, large capex underway and a
possible demerger of Pharmaceuticals business

= Aarti Industries reported sales in-line with our estimates at Rs
11.8bn, up by 9.5% YoY.

= Gross margin improved by 300 bps YoY, and 340 bps QoQ to 54.1%
owing to better pass-through and higher value added products in the
mix (~76% in 3QFY21 against 72% in 3QFY20).

= EBITDA beat our estimates reporting a 12.1% YoY growth to Rs
2.85bn. PAT too, beat our estimates growing by 18.5% YoY to Rs
1.69bn owing to lower interest costs (down by 39.8% YoY to Rs
173mn) and lower tax rate compared to 3QFY20 at 19.2%.

Outlook and valuation

Given the large capex planned, the company could generate incremental
sales of ~“Rs 31.2-39.0bn, with RoCE’s of 20-25%. The company is also
working on new chemistries like Chloro-toluenes which broadens the
companys product portfolio. Aarti Industries is also expected to receive ~“Rs
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6.0bn from the termination of contract (proceeds of which will be invested Jun'20 Sep20 Dec20
in capacity additions). Also, the facility for the same long-term contract Promoters 475 476 473
could potentially derive another stream of revenues as it is set to MF/Banks/Fls 16.2 158 146
commission in 4QFY21 — which could be further used to integrate forward  pjs 74 75 9.0
in the value chain. We like Aarti Industries focus on R&D (looking at Chloro- :
toluenes, photo-chlorination as next legs of growth), efficient capital Public /Others 290 29.2 29.1
allocation (RoCE to improve to 16.0% in FY23E) and continuous focus on  vjajuation (x)
capex led growth. We have fl_ne-tuneq our estlmat_es, :?md await clarlty on FY22E  FY23E  FY24E
the demerger of Pharmaceuticals business. We maintain our buy rating on
the stock with a target price of Rs 1,547/share (25x FY24E EPS). P/E 250 217 188
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G S (bps) (bps) Associate: Yash Shah
ross Margln.(A) 54.1 51.1 303 50.7 339 Tel: 49122 40969754
EBITDA Margin (%) 24.0 23.5 55 21.7 233 . .
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NPM (%) 14.3 13.2 109 12.2 202
Tax Rate (%) 19.2 20.2 (98) 19.0 22
EBIT Margin (%) 19.1 19.1 (5) 17.0 207
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The company is carrying ~Rs 14.0bn of CWIP out of which ~Rs 7.0bn will be
capitalised in FY21 and the balance in FY22. Over the said capex, the company plans
toincur ~Rs 10.0-12.0bn capex over the subsequent years. The management expects
to derive asset turns in the range of ~1-1.5x with RoCE’s of 20-25%. The long term
contracts are said to commission in 1HFY22 (LT-2) and 2HFY22 (LT-3) respectively.
Bulk of the capex is expected to yield results in FY23E and beyond, we believe that
the blended RoCE’s of the company are expected to be reach ~17% by FY24E.

Demerger of a ripening Pharmaceuticals business

The company has constituted an internal committee of directors to evaluate the
feasibility of a demerger of the pharmaceuticals business (19.6% of 9MFY21 sales,
24.2% 9MFY21 EBIT Margin). Citing that their specialty chemicals and
pharmaceuticals businesses are not complementary, the management believes
Pharmaceuticals business could be better operated under a separate administrative
arm. We await more clarity from the management on its valuation.

Exhibit 1: Actual vs DART Estimates Rs Mn — Q3FY21

Particulars Actual Estimated Variance | Comments

Revenue 11,868 11,800 0.6% In line

EBITDA 2,850 2,514 13.3% |Higher than expected gross

EBITDA Margin(%) 24.0 213 271 | Marenn

Lower than expected interest

PAT 1,692 1,382 22.5% expenses and tax rate

Source: DART, Company
Exhibit 2: Change in Estimates

FY21E FY22E FY23E FY24E

Particulars (Rs mn) New Old| Chg.(%) New Old | Chg.(%) New Old| Chg.(%) New Old| Chg.(%)
Revenue 47,112 47,112 -| 59,916| 57,162 4.8| 69,075| 71,573 (3.5)| 77,958| 76,127 2.4
EBITDA 10,122 9,651 4.9| 14,026| 12,338 13.7| 15,858 16,497 (3.9)| 18,089| 16,389 10.4
EBITDA Margin(%) 215 20.5| 100.0 234 21.6| 182.4 23.0 23.0 (9.1) 23.2 21.5| 167.4
PAT 5,355| 5,131 4.4| 8,094 6,891 17.5| 9,298| 10,201 (8.9)| 10,727| 9,997 7.3
EPS(Rs) 30.9 29.6 4.4 46.7 39.8 17.5 53.6 58.9 (8.9) 61.9 57.7 7.3

Source: DART, Company

Concall Highlights

Specialty Chemicals

®  Specialty Chemicals segment grew by 3.5% to Rs 10.78bn due to higher
demand in the domestic market which is back to pre-covid levels. Also,
export market is witnessing good demand from Textile, Pigment,
Engineering Polymer and Automobile sectors.

®  Specialty chemicals EBIT margins increased sequentially by ~360bps to Rs
224mn as higher share of products were sold in regular markets as compared
to non-regular markets.

= 76% contribution was from value added products vs 72% in Q3FY20.

=  PDAvolumes are expected to further increase with rising demand in Dyestuff
and Engineering polymer segment.

= 15-20% revenue CAGR is expected in specialty chemicals segment for the
upcoming years.
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Volumes (Q3FY21)

Nitro Chloro Benzene- 16,830 vs 14,900 MTPA (Q3FY20)
Hydrogenated Products- 2,740 vs 2,330 MTPA (Q3FY20)
Nitro Toulene Products- 3,600 vs 1,667 MTPA (Q3FY20)
PDA- 1,560 vs 1,260 MTPA (Q3FY20)

Pharmaceutical Segment

Pharmaceutical margins expanded by 340bps YoY to 23.8% due to higher
volumes leading to operating leverage.

The segment has grown by 18% CAGR in last 5 years and management
expects its Sales and PAT for next 5 years to grow at 18% and 25% CAGR
respectively.

Company will not benefit from PLI scheme as the government currently has
only come out with notifications on certain APIs in which the company isn’t
present.

Company has done capex of Rs 3.65bn in Q3FY21.
Company has done a capex of Rs 8.91bn as of 9M-FY21.

Company has guided capex of Rs 10-12bn each for next 4-5 years. Specialty
Chemicals: Rs 8-10bn and Pharmaceuticals: Rs 1.5-2bn. Revenues from FY22
is expected to grow by 12-15% CAGR with Roce increasing to 20-25%.

Out of Rs 10-12bn capex, Rs 3bn is expected to be maintenance capex every
year.

In Specialty chemicals, the company plans to do further benzene chain
addition, Chloro Toulene Chain addition and some debottlenecking in
current capacity.

Aarti Industries to be the 1 company in India to manufacture Chloro
Toulene and it has Rs 10bn market in India and will be completely
substituting the imports.

In Pharmaceuticals, plan to add new facility on the land already bought in
Dahej for APIs.

NCB expansion capex is Rs 1.5bn and is expected to complete by end of FY22.

Planned capex of Rs 18bn till FY22 is expected to generate incremental
revenues of Rs 20-25bn and EBITDA of Rs 4-6bn over FY23 and FY24.

Company doesn’t foresee to generate FCF for next 3-4 years as it currently
believes to be in sweet spot of capex mode.

Operational Highlights

R&D facility in Navi Mumbai is running at full capacity utilization.

Higher freight rates have not impacted the profitability of the company as
they have cost pass through model.

Lower availability of containers has not affected the company’s supplies as
they have good relationship with the shipping companies.
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Also, the company did not benefit from low cost inventory due to having
fixed cost plus margin model.

Exports to china has come down sequentially from 20% in Q2FY21 to 11% in
Q3FY21 due to higher demand from Domestic market.

As of Q3FY21, the company has Domestic to Export share of 60:40.

Gross debt as of 9MFY21 is Rs 25bn and aims to have peak Debt/Equity of
0.7-0.9x.

Corporate Restructuring

Board of the company is evaluating demerging the Pharmaceutical business
due to higher growth visibility in the segment.

Pharmaceutical and Specialty Chemical segment has very less in common
and therefore eliminating the synergy factor.

Company might consider in the future to merge its sister company Aarti
Drugs with the de-merging Pharma entity (providing demerging goes
through).

Long term contracts

1%t long term contract plant is to be commissioned in Feb, 2021.
2" long term contract plant is to be commissioned by H1FY21.
3"long term contract plant is expected to be commissioned in H2FY21.

Long term cancelled contract accounting will be done in similar manner as
Q3FY21 in upcoming quarters.
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Exhibit 3: Sales and Sales Growth

Exhibit 4: EBITDA/Gross Margin
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Exhibit 5: ROCE vs ROE (%)

Exhibit 6: Cash Flows Profile (Rs mn)
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Profit and Loss Account

(Rs Mn) FY21E FY22E FY23E FY24E
Revenue 47,112 59,916 69,075 77,958
Total Expense 36,990 45,891 53,217 59,870
COGS 22,614 28,219 33,156 37,420
Employees Cost 3,663 4,212 4,717 5,378
Other expenses 10,714 13,459 15,343 17,072
EBIDTA 10,122 14,026 15,858 18,089
Depreciation 2,313 2,506 2,814 3,122
EBIT 7,808 11,520 13,044 14,967
Interest 992 1,432 1,476 1,640
Other Income 11 36 42 49
Exc. / E.O. items 0 0 0 0
EBT 6,828 10,124 11,611 13,375
Tax 1,366 1,924 2,206 2,541
RPAT 5,355 8,094 9,298 10,727
Minority Interest 107 107 107 107
Profit/Loss share of associates 0 0 0 0
APAT 5,355 8,094 9,298 10,727
Balance Sheet

(Rs Mn) FY21E FY22E FY23E FY24E
Sources of Funds

Equity Capital 871 871 871 871
Minority Interest 946 946 946 946
Reserves & Surplus 36,181 42,350 49,513 57,897
Net Worth 37,053 43,221 50,385 58,768
Total Debt 22,040 26,040 26,840 27,340
Net Deferred Tax Liability 2,110 2,110 2,110 2,110
Total Capital Employed 62,149 72,317 80,281 89,165
Applications of Funds

Net Block 37,391 45,905 51,111 56,008
CWIP 11,000 9,000 9,000 9,000
Investments 370 370 370 370
Current Assets, Loans & Advances 23,437 28,255 31,764 36,400
Inventories 9,166 11,165 12,871 14,526
Receivables 8,327 10,262 11,831 13,352
Cash and Bank Balances 489 712 958 1,631
Loans and Advances 5,120 5,691 5,615 6,337
Other Current Assets 334 425 490 553
Less: Current Liabilities & Provisions 10,049 11,213 11,964 12,614
Payables 3,134 4,297 5,049 5,698
Other Current Liabilities 6,915 6,915 6,915 6,915
Net Current Assets 13,387 17,042 19,800 23,786
Total Assets 62,149 72,317 80,281 89,165

E — Estimates
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Important Ratios

Particulars FY21E FY22E FY23E FY24E
(A) Margins (%)

Gross Profit Margin 52.0 52.9 52.0 52.0
EBIDTA Margin 21.5 23.4 23.0 23.2
EBIT Margin 16.6 19.2 18.9 19.2
Tax rate 20.0 19.0 19.0 19.0
Net Profit Margin 11.4 13.5 13.5 13.8
(B) As Percentage of Net Sales (%)

COGS 48.0 47.1 48.0 48.0
Employee 7.8 7.0 6.8 6.9
Other 22.7 22.5 22.2 21.9
(C) Measure of Financial Status

Gross Debt / Equity 0.6 0.6 0.5 0.5
Interest Coverage 7.9 8.0 8.8 9.1
Inventory days 71 68 68 68
Debtors days 65 63 63 63
Average Cost of Debt 4.7 6.0 5.6 6.1
Payable days 24 26 27 27
Working Capital days 104 104 105 111
FAT/O 13 1.3 1.4 1.4
(D) Measures of Investment

AEPS (Rs) 30.7 46.5 53.4 61.6
CEPS (Rs) 44.0 60.8 69.5 79.5
DPS (Rs) 7.0 8.0 9.0 9.9
Dividend Payout (%) 22.7 17.1 16.8 16.2
BVPS (Rs) 212.7 248.1 289.2 3373
RoANW (%) 16.0 20.2 19.9 19.7
ROACE (%) 11.2 14.3 14.3 14.7
ROAIC (%) 13.9 17.3 17.3 17.9
(E) Valuation Ratios

CMP (Rs) 1159 1159 1159 1159
P/E 37.7 25.0 21.7 18.8
Mcap (Rs Mn) 2,01,981 2,01,981 2,01,981 2,01,981
MCap/ Sales 4.3 3.4 2.9 2.6
EV 2,23,532 2,27,309 2,27,864 2,27,690
EV/Sales 4.7 3.8 3.3 2.9
EV/EBITDA 22.1 16.2 14.4 12.6
P/BV 5.5 4.7 4.0 3.4
Dividend Yield (%) 0.6 0.7 0.8 0.9
(F) Growth Rate (%)

Revenue 2.0 27.2 15.3 12.9
EBITDA 3.6 38.6 131 14.1
EBIT (1.4) 47.5 13.2 14.7
PBT 1.0 48.3 14.7 15.2
APAT (2.2) 51.1 14.9 15.4
EPS (2.2) 51.1 14.9 15.4
Cash Flow

(Rs Mn) FY21E FY22E FY23E FY24E
CFO 6,804 9,711 11,897 12,974
CFI (11,525) (10,024) (8,733) (8,710)
CFF 2,737 536 (2,917) (3,591)
FCFF (4,720) (313) 3,163 4,264
Opening Cash 2,473 489 712 958
Closing Cash 489 712 958 1,631

E — Estimates
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Total Return Expectation (12 Months)
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Accumulate 10 to 20%
Reduce 0 to 10%
Sell <0%

Rating and Target Price History

R9) ) Month Rating TP (Rs.) Price (Rs.)
— ARTO Target Price Mar-20 Buy 817 693
1,490 ; | Mar-20 Reduce 817 729
1,320 May-20 Reduce 862 987
Jun-20 Reduce 898 940
1,150 - j\w Aug-20 Buy 1,350 1,008
980 L\N "\4\/\ Nov-20 Buy 1,441 1,048
810 - )
640 T T r
& &8 8 8 8 8 /8 8 8 &8 88 R§ “bri dation d
% % % L (l>€ g _:|S :é; 8 8 é 8 rice as on recommendation date
> oL =2 < = A 72 I oo © =z A
DART Team
Purvag Shah Managing Director purvag@dolatcapital.com +9122 4096 9747
Amit Khurana, CFA Head of Equities amit@dolatcapital.com +9122 4096 9745
CONTACT DETAILS
Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com +9122 4096 9709
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Yomika Agarwal VP - Equity Sales yomika@dolatcapital.com +9122 4096 9772
Jubbin Shah VP - Derivatives Sales jubbins@dolatcapital.com +9122 4096 9779
Ashwani Kandoi AVP - Equity Sales ashwanik@dolatcapital.com +9122 4096 9725
Lekha Nahar AVP - Equity Sales lekhan@dolatcapital.com +9122 4096 9740
Equity Trading Designation E-mail
P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com  +9122 4096 9707
Shirish Thakkar VP - Head Domestic Derivatives Sales Trading  shirisht@dolatcapital.com +9122 4096 9702
Kartik Mehta Asia Head Derivatives kartikm@dolatcapital.com +9122 4096 9715
Dinesh Mehta Co- Head Asia Derivatives dinesh.mehta@dolatcapital.com +9122 4096 9765
Bhavin Mehta VP - Derivatives Strategist bhavinm@dolatcapital.com +9122 4096 9705

Dolat Capital Market Private Limited.
Sunshine Tower, 28th Floor, Senapati Bapat Marg, Dadar (West), Mumbai 400013




DART”

Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

I. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

Il. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for rendering
any of the above services. Research analysts and sales persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated
company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description
of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness.
Dolat Capital Market Private Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market Private Limited.
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market Private Limited.
and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions. This report is neither an
offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction. This report is
not directed or intended for distribution to, or use by any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject Dolat Capital Market
Private Limited. and/or its affiliated company(ies) to any registration or licensing requirement within such jurisdiction. The securities described herein
may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required
to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among
other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of
the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance
on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return
the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct
certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S. registered broker-
dealer Ltd StoneX Financial Inc.(“StoneX”). Transactions in securities discussed in this research report should be effected through StoneX Financial
Inc.(“StoneX”) or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to time.

DOLATCAPITAL
Dolat Capital Market Private Limited.

Corporate Identity Number: U65990DD1993PTC009797
Member: BSE Limited and National Stock Exchange of India Limited.
SEBI Registration No: BSE - INZ000274132, NSE - INZ000274132, Research: INHO00000685
Registered office: Office No. 141, Centre Point, Somnath, Daman — 396 210, Daman & Diu
Board: +9122 40969700 | Fax: +9122 22651278 | Email: research@dolatcapital.com | www.dolatresearch.com

Our Research reports are also available on Reuters, Thomson Publishers, DowJones and Bloomberg (DCML <GO>)



