Aarti Industries Reduce D 1R 77
Chemicals I Q1FY24 Result Update DOLAT ANALYSIS & RESEARCH THEMES
IN-DEPTH+*PRECISE+* ACTIONABLE
Capex outlay intact amidst persisting challenges CMP Rs 473
= QIFY24 performance was weak (below estimates) as revenue/ EBITDA/ PAT 'arget/ Upside Rs 480 / 1%
declined by 12%/ 28%/ 48% YoY; gradual recovery expected from H2FY24.  NIFTY 19,633
= Management indicated FY24 EBITDA to be lower vs. earlier guidance of 15% Scrip Details
YoY growth. Previous FY25 guidance of Rs17bn is likely to be revised down. Equity / FV Rs 1,813mn /Rs 5
= Capex outlay and timelines intact (Rs25-30bn over next 2years) as Market Cap Rs 172bn
management believes medium-long term outlook is largely unchanged and USD 2.1bn
near term challenges are transient in nature. 52-week High/Low Rs 924/ 445
= We as:sign ‘Reduce’ rating with TP of Rs480 (25x fYZSE) as slow ramp-up of Ay volume (no) 14,66,750
capacities on demand challenges, coupled with high cash outflows on capex Bl cod ARTO TN
to weaken balance sheet and keep return ratios subdued (<10%) oom ~ode
Price Performance iMm 3M 12Mm
Weakness accentuates in Q1FY24 Absolute (%) 4 (7) (42)
Revenue at Rsl14.1bn (-12%YoY/ -15%QoQ) on volume contraction led by Relto NIFTY (%) 2 (14) (56)

inventory correction across end use applications (including agrochemicals)
coupled with decline in key RM prices. EBITDA at Rs2bn (-28%YoY/ -20%QoQ)
and EBITDA Margin at 14.3% (-320 bps YoY/ -88 bps QoQ) were impacted by
adverse operating leverage. APAT Rs0.7bn (-48%YoY/ -52%QoQ) was impacted

Shareholding Pattern
Dec'22 Mar'23 Jun'23

b . . U . Promoters 44.2 44.1 43.7
y weaker operating performance and higher depreciation; despite low/
negligible tax in Q1 (benefit of higher tax depreciation and exemptions). MF/Banks/Fls 146 148 149
Flls 12.1 12.3 12.2
Outlook and valuation Public / Others  29.2 289  29.3
Aarti Industries (ARTO) continues to be impacted by 1) persisting demand
weakness in key end-use segments 2) slower than expected ramp-up in Valuation (x)
capacities meant for long term projects 3) elevated cost pressures on lower FY23A FY24E FY25E
absorption of expansion led costs 4) stretched balance sheet on continuing P/E 324 36.2 245
capex led cash outflows. Weak performance in Q1FY24 was on restricted
volumes on industry headwinds. We expect EBITDA & PAT CAGR of 16% & 13% EV/EBITDA 18.2 18.8 14.6
over FY23-25E, on gradual increase in capacity utilization of recently ROE (%) 11.2 9.4 12.8
commissioned plants (NCB expansion, two specialty chemical process blocks, 3rd - goaCE (%) 9.1 7.9 95
long term contract and chlorination facility at Jhagadia, and Dahej phase-2). We
assign ‘Reduce’ rating with TP of Rs 480 (25x FY25E EPS). Estimates (Rs bn)
Q1FY24 Result (Rs Mn) FY23A FY24E FY25E
Particulars Q1FY24 QIFY23 YoY(%) Q4FY23 QoQ(%) Revenue 662 726 871
Revenue 14,140 16,103 (12.2) 16,550 (14.6) EBITDA 10.9 11.0 14.6
Total Expense 12,120 13,288 (8.8) 14,040 (13.7) pAT 5.3 4.7 7.0
EBITDA 2,020 2,815 (28.2) 2,510 (19.5)  Eps (Rs.) 146 131 193
Depreciation 890 718 24.0 840 6.0
EBIT 1,130 2,098 (46.1) 1,670 (32.3)
Other Income 0 4 (100.0) 0
Interest 400 445 (10.2) 330 21.2 .
EBT 730 1656 (55.9) 1340 (45.5) VP Research: Nitesh Dhoot
Tax 20 301 (93.3) (140)  (114.3) - Tel:+9122 40963763
E-mail: niteshd@dolatcapital.com
RPAT 710 1,355 (47.6) 1,480 (52.0)
APAT 710 1,355 (47.6) 1,480 (52.0)
(bps) (bps) Analyst: Tejas Sonawane
Gross Margin (%) 39.7 425 (281) 41.9 (220) Tel: +91 22 40969792
EBITDA Margin (%) 14.3 17.5 (320) 15.2 (88) E-mail: tejass@dolatcapital.com
NPM (%) 5.0 8.4 (340) 8.9 (392)
Tax Rate (%) 2.7 18.2 (1542) (10.4) 1319
EBIT Margin (%) 8.0 13.0 (503) 10.1 (210)

*Change in lead analyst
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Earnings call KTAs

Demand environment

= Significant demand pressure due to global destocking and slowdown in key developed
markets. Agrochemicals space saw sharp demand contraction during Q1FY24.

= Products linked to dyes and pigments and other discretionary uses are most impacted
given prolonged demand weakness and inventory correction.

= Chinese dumping of excess inventory in the global markets resulted from an oversupply
situation locally given weak demand.

= Demand contraction in the range of 10-20% across products/ segments. Demand is
expected to recover starting Q3FY24 as per volume guidance given by customers.

= Exports impacted more vs. domestic portfolio. Exports (direct + indirect) form ~70% of
its portfolio. Domestic portfolio (higher share of pharma), wasn’t much impacted.

= Demand slowdown across specialty and commoditized products; margin impact higher
on commoditized products.

Long term contracts

= 1% Long term contract (Dicamba intermediate) witnessed severe pressure owing to weak
demand. While this is a specialized plant and difficult to modify, management is
evaluating if one of the two lines can be repurposed (to decide in next 2 quarters).

= 2" |ong term contract (Specialty chemical intermediate) — No impact as EBIDTA is
assured irrespective of volume offtake; expect full earnings in FY24.

= 3| ong term contract — Stabilizing; higher contribution expected in H2FY24.

Capex Updates
= Q1FY24 capex at Rs2.6bn; Rs25-30bn capex outlay over next 2 years.

= Capex timelines broadly remain intact; no need to defer or realign any project due to
ongoing challenges, which management believes are transient in nature and structural
demand for chemicals from India (China+1) remains intact.

= NCB expansion completed (75,000mtpa to 108,000mtpa) during Q1FY24.
= New PNCB and ONCB capacities to commission in Q2FY24.
= Nitro-toluene and ethylation expansion progressing as per plan; expected by Q1FY25

= First phase of Chloro-toluene (CT) and downstream capex has an outlay of “Rs 15bn and
will be commissioned by FY25 end; further capex towards MPP’s etc. to follow.

= CT base capacity to be 42,000mtpa; company to focus on downstreams

Debt metrics

= Gross debt of Rs30bn as on 30" June 2023, while net debt stands at Rs 26.5bn. Annual
debt repayment target for FY24 is Rs 3.5bn.

= Secured USD10bn funding from IFC for capex initiatives. Peak debt/ equity not to go
beyond 0.7x; also expecting release of working capital on contraction in demand.
Other highlights

"  Production figures for Q1FY24 (vs Q1FY23): NCB at 17,293mt (vs 20515mt),
hydrogenated products at 2,868tpm (vs 3,295 tpm), nitro toluene at 9327 mt (vs 5,252mt)
and PDA at 135tpm (vs 375tpm).

= FY24 effective tax rate to be <10% given higher MAT credit.
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Financial Performance

Profit and Loss Account

(Rs Mn) FY22A FY23A FY24E FY25E
Revenue 60,855 66,186 72,566 87,094
Total Expense 43,654 55,296 61,606 72,478
COGS 28,545 38,417 43,477 50,806
Employees Cost 3,570 3,853 4,644 5,661
Other expenses 11,540 13,026 13,485 16,011
EBIDTA 17,201 10,889 10,960 14,615
Depreciation 2,464 3,105 3,670 4,146
EBIT 14,737 7,785 7,290 10,470
Interest 1,023 1,683 2,020 2,240
Other Income 8 9 1 2
Exc./E.O. items 0 0 0 0
EBT 13,722 6,111 5,270 8,232
Tax 1,862 824 527 1,235
RPAT 11,857 5,287 4,743 6,997
Minority Interest 2 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 17,967 5,287 4,743 6,997
Balance Sheet

(Rs Mn) FY22A FY23A FY24E FY25E
Sources of Funds

Equity Capital 1,813 1,813 1,813 1,813
Minority Interest 7 7 7 7
Reserves & Surplus 43,354 47,388 50,370 55,493
Net Worth 45,167 49,201 52,183 57,306
Total Debt 25,680 28,740 36,435 45,017
Net Deferred Tax Liability 2,108 1,893 1,893 1,893
Total Capital Employed 72,961 79,841 90,518 1,04,223
Applications of Funds

Net Block 36,379 49,680 53,900 71,754
CWIP 13,030 9,890 14,000 5,000
Investments 283 172 172 172
Current Assets, Loans & Advances 28,540 25,537 27,947 33,900
Inventories 9,341 10,310 9,941 11,931
Receivables 10,915 9,405 11,929 14,317
Cash and Bank Balances 1,736 2,007 1,986 2,930
Loans and Advances 5,625 2,754 2,929 3,326
Other Current Assets 923 1,061 1,163 1,396
Less: Current Liabilities & Provisions 5,275 5,440 5,501 6,602
Payables 3,449 4,049 3,976 4,772
Other Current Liabilities 1,827 1,391 1,525 1,830
Net Current Assets 23,265 20,097 22,446 27,297
Total Assets 72,957 79,839 90,518 1,04,223

E — Estimates
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Important Ratios

Particulars FY22A FY23A FY24E FY25E
(A) Margins (%)

Gross Profit Margin 53.1 42.0 40.1 41.7
EBIDTA Margin 28.3 16.5 15.1 16.8
EBIT Margin 24.2 11.8 10.0 12.0
Tax rate 13.6 13.5 10.0 15.0
Net Profit Margin 19.5 8.0 6.5 8.0
(B) As Percentage of Net Sales (%)

COGS 46.9 58.0 59.9 58.3
Employee 5.9 5.8 6.4 6.5
Other 19.0 19.7 18.6 18.4
(C) Measure of Financial Status

Gross Debt / Equity 0.6 0.6 0.7 0.8
Interest Coverage 14.4 4.6 3.6 4.7
Inventory days 56 57 50 50
Debtors days 65 52 60 60
Average Cost of Debt 3.8 6.2 6.2 5.5
Payable days 21 22 20 20
Working Capital days 140 111 113 114
FAT/O 1.7 1.3 1.3 1.2
(D) Measures of Investment

AEPS (Rs) 49.6 14.6 13.1 19.3
CEPS (Rs) 56.4 23.1 23.2 30.7
DPS (Rs) 3.5 2.5 0.7 1.0
Dividend Payout (%) 7.1 17.2 5.0 5.0
BVPS (Rs) 124.6 135.7 144.0 158.1
ROANW (%) 29.6 11.2 9.4 12.8
ROACE (%) 18.3 9.1 7.9 9.5
ROAIC (%) 21.8 10.4 8.8 11.0
(E) Valuation Ratios

CMP (Rs) 473 473 473 473
P/E 9.5 324 36.2 24.5
Mcap (Rs Mn) 1,71,537 1,71,537 1,71,537 1,71,537
MCap/ Sales 2.8 2.6 2.4 2.0
EV 1,95,481 1,98,270 2,05,986 2,13,624
EV/Sales 3.2 3.0 2.8 2.5
EV/EBITDA 11.4 18.2 18.8 14.6
P/BV 3.8 3.5 3.3 3.0
Dividend Yield (%) 0.7 0.5 0.1 0.2
(F) Growth Rate (%)

Revenue 35.1 8.8 9.6 20.0
EBITDA 75.2 (36.7) 0.6 334
EBIT 96.4 (47.2) (6.4) 43.6
PBT 106.5 (55.5) (13.8) 56.2
APAT 243.2 (70.6) (10.3) 47.5
EPS 243.2 (70.6) (10.3) 47.5

E — Estimates
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Cash Flow

Particulars FY22A FY23A FY24E FY25E
Profit before tax 13,720 6,110 5,270 8,232
Depreciation & w.o. 2,460 3,100 3,670 4,146
Net Interest Exp 1,020 1,680 2,019 2,238
Direct taxes paid (2,460) (910) (498) (1,169)
Change in Working Capital (9,560) 3,120 (2,399) (3,972)
Non Cash (10) (10) 0 0
(A) CF from Operating Activities 5,170 13,090 8,063 9,474
Capex {(Inc.)/ Dec. in Fixed Assets n WIP} (11,650) (13,260) (12,000) (13,000)
Free Cash Flow (6,480) (170) (3,937) (3,526)
(Inc)./ Dec. in Investments (50) (40) 0 0
Other 10 0 1 2
(B) CF from Investing Activities (11,690) (13,300) (11,999) (12,998)
Issue of Equity/ Preference 11,870 0 0 0
Inc./(Dec.) in Debt (5,460) 3,002 7,695 8,582
Interest exp net (1,020) (1,680) (2,020) (2,240)
Dividend Paid (Incl. Tax) (1,270) (910) (237) (350)
Other 69 3 (1,524) (1,524)
(C) CF from Financing 4,189 415 3,913 4,468
Net Change in Cash (2,331) 205 (23) 944
Opening Cash balances 4,135 1,804 2,010 1,987
Closing Cash balances 1,804 2,010 1,987 2,931

E — Estimates

Notes
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy > 20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell <0%
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