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Fundamentals Continue to Remain Strong

1. The management expects earnings from specialty chemical business to clock ~25-35% 
CAGR FY21-FY24E, driven by higher demand, project commissioning, rising share of 
high-margin products and business from new chemistries.

2. Atmanirbhar Bharat scheme, import substitution opportunities (~US$1bn) and  
manufacturing of chlorotoluene are expected to drive the volume growth. Foray into 
newer segments augurs well for margin expansion perspective.

3. Structural margin expansion for Indian-manufactured APIs and intermediates along 
with strong long-term demand, capacity expansion at Dahej, deeper penetration into 
key therapeutic segments, new launches in the US and more business with global 
innovators augur well for the company’s pharma segment.

ESG Analysis: Analyzing ARTO on 20 key criteria (10 points each) under our ESG Matrix, we 
have assigned an overall score of 55% to the company. Under “Environmental Head”, we 
have assigned 46% score, as its end-products are not environment-friendly. Under “Social 
Head”, we have assigned 59% score to ARTO on the basis of its labour and employee policy. 
Under “Governance Head”, we have assigned 60% score on the basis of overall governance 
structure (please refer to page no.6 for detailed ESG analysis).

Outlook & Valuation

We have upwardly revised our revenue estimate by 9% and 21% for FY22E and FY23E, respectively. 
We have also increased our reported PAT estimate by 68% and 7% for FY22E and FY23E, 
respectively. Introducing our estimates for FY24E, we expect ARTO’s revenue, EBITDA and PAT to 
witness 26%, 28% and 32% CAGR, respectively over FY21-FY24E, which will lead to improvement 
in return ratios. Accordingly, we expect ARTO’s RoCE/RoE to improve by 310bps/257bps over 
FY21-FY24E. Hence, we are increasing our valuation multiple to 23x now from 14x earlier, we 
value ARTO’s chemicals business at 24x of FY24E EBITDA and pharma business at 15x of FY24E 
EBITDA. We have compared ARTO’s chemical business with PI Industries (PI) and observed that 
our target multiple is at 10% discount to PI. Hence, we are comfortable with our 23x target 
EV/ EBITDA multiple for ARTO. We maintain BUY on ARTO with an upwardly revised 2-Year 
Target Price of Rs1,232 (from Rs1,209 pre-bonus issue of 1:1), which implies 29% upside from 
the current level.

Share Price (%) 1 mth 3 mth 12 mth

Absolute Performance  0.1 7.7  70.1 

Relative to Nifty (6.7) (4.7) 17.7 

Shareholding Pattern (%) Jun'21 Mar'21

Promoter 44.9 46.8

Public 55.1 53.2

1 Year Stock Price Performance

Note: * CMP as on 16 september 2021

Key Financials
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Net Sales 41,863 45,061 56,084 73,940 90,532
EBITDA 9,773 9,815 12,679 16,783 20,586
Adj. Net Profit 5,361 5,235 7,264 9,803 12,121
Adj. EPS (Rs) 14.8 14.4 20.0 27.0 33.4
PE (x) 64.4 66.0 47.6 35.2 28.5
EV/EBITDA (x) 37.0 37.3 28.3 21.9 18.1
P/BV (x) 11.6 9.9 6.3 5.7 5.0
RoE (%) 19.1 16.2 16.1 16.9 18.7

Source: RSec Research Estimates
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We have made changes to our Recommendation and Target Price. Please refer to Page no. 18 at the end of the report.

 

Key Triggers:
	Global player in benzene-based derivatives with integrated operations

	Diversified product portfolio, strong customer base and wide geographical presence

	Plants are in western India with proximity to ports (15 for specialty chemicals and 5 for 
pharma)

	Strong R&D capabilities, which facilitates product innovation
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Our Thesis

Key Sectoral Theme

Key Investment Themes

Key Risks 

 f Specialty Chemical Biz to Sustain Growth Momentum: The specialty chemicals division brings the 
largest proportion of revenue (>80%) and EBIT (~85%). The division has a diversified  revenue-mix with 
sales to several end-user industries i.e. Polymers & Additives, Agro-chemicals & Intermediates, Dyes, 
Pigments, Paints & Printing Inks, Pharmaceutical APIs, Fuel Additives, Rubber Chemicals, Resins, Fertilizers 
and Nutrients. Most end-user industries recovered fully post COVID-led disruptions and on the growth 
path now. The management-maintained  specialty chemical earnings growth guidance of 25-35% CAGR 
over the coming years, driven by higher demand, increased project commissioning, rising share of high-
margin products and business from new chemistries. Further, it guided to invest Rs15bn/annum in the next 
3-4 years to cater to future opportunities owing to India is emerging as a significant player in the global 
chemicals supply chain with its scalable, low-cost manufacturing ecosystem, improving infrastructure and 
established compliance framework. As the company is on capex mode, RoCE would take time to catch up. 
In light of expected incremental demand and increased capacity utilization, the management looks forward 
to achieve RoCE of 15%, going forward.

 f Higher Capex to Drive Growth; Higher Share of Value-added Products to Aid on Margin Front: ARTO 
has incurred capex of ~Rs32bn over FY18-FY21, out of which significant amount was incurred towards 
increasing manufacturing and R&D facilities. The management has guided for a total annual capex of 
~Rs15bn/annum for the next 3-4 years. This capex is targeted majorly towards new product chain i.e. 
Chlorotolune and a host of downstream chemistries. Capex will be funded through internal accruals like 
strong operating cash flow run-rate of Rs14bn/year over the next 3 years, debt and money received from 
the cancellation of long-term contract.

ARTO (Gross Revenue - Rs50bn - FY21)

Segment Speciality Chemicals Pharma

Revenue (Rs mn: FY21) 41,514 8,719

Revenue Mix (%) 83 17

CAGR (FY18-FY21) (%) 12 16

CAGR (FY21-FY24E) (%) 28 17

 f Increasing Export Opportunities on the backdrop of Stringent Measure in China: China, which accounts 
for ~20% of global specialty chemicals revenues, has tightened environmental standards since Jan’15, 
which has resulted in the closure or shifting of capacities in ~50 chemical manufacturing clusters. Increase 
in taxes on polluting industries, air pollution fees, penalty for noise pollution and mandate to operate away 
from natural habitat have resulted in significant decline in fresh investments in specialty chemical business 
in China. With these norms, the Chinese chemical companies are witnessing a significant rise in the capex 
and operational cost. The Government of Jiangsu, a highly industrialized province on China’s east coast, has 
set a goal of shutting down 50 chemical parks by 2022 and reduce the number of chemical manufacturing 
enterprises to <1,000 by 2022, from 5,433 in 2017. Also, the cost advantages enjoyed by China earlier has 
weakened and India has emerged as cost-competitive alternative now in terms of logistics and labour. 
Further, the companies wanted to shift closer to demand centres and optimizing their supply chains. 
Moreover, larger consumer base, favourable government initiatives like Atmanirbhar Bharat, presence of 
sizeable end-user industries augur well for Indian specialty companies.

 f Fall in commodity prices and Chinese currency devaluation

 f Delay in planned capex

 f Revival of Chinese chemicals manufacturing at the same rates
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EPS & SOTP-based Target Price at Implied PE Valuation

Source: RSec Research
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Revised vs. Old Estimates
Y/E Mar FY22E FY23E

(Rs mn) Old Revised Change (%) Old Revised Change (%)

Revenue 51,326 56,084 9.3 61,114 73,940 21.0

EBITDA 13,178 12,679 (3.8) 15,836 16,783 6.0

EBITDA Margin (%) 25.7 22.6 (307)bps 25.9 22.7 (321)bps

Reported Net Profit 7,182 12,097 68.4 9,162 9,803 7.0

Net Profit Margin (%) 14.0 21.6 758bps 15.0 13.3 173bps

Source: RSec Research

1-Yr Forward EV/EBITDA 1-Yr Forward PE

Source: Bloomberg, RSec Research Source: Bloomberg, RSec Research
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Price Sensitivity Analysis

EPS EPS Growth Fwd P/E Target P/E multiple (x)

(Rs) (%) (x)  34.8x  36.8x  37.8x  38.8x  39.8x

 FY18 (-3)  9.2 5.5 103.8  320  338  348  357  366 

 FY19 (-2)  13.6 47.7 70.3  473  500  513  527  540 

 FY20 (-1)  14.8 9.0 64.4  515  545  560  574  589 

 FY21 (Base Year)  14.4 (2.4) 66.0  503  532  546  561  575 

 FY22E (Year 1)  20.0 38.8 47.6  698  738  758  778  798 

 FY23E (Year 2)  27.0 34.9 35.2  942  996  1,023  1,050  1,077 

 FY24E (Year 3)  33.4 23.6 28.5  1,165  1,232  1,265  1,299  1,332 

Source: RSec Research
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Scenario Analysis
Base Case: In Base Case scenario, we expect the company’s earnings to clock 32% 
CAGR over FY21-FY24E, based on which we arrive at an SOTP-based 2-Year Target Price 
of Rs1,232.

(Rs bn) FY22E FY23E FY24E
Growth Assumption (%) 24.5 31.8 22.4

Net sales  56.1  73.9  90.5 

EBITDA  12.7  16.8  20.6 

Net Profit  12.1  9.8  12.1 

EPS (Rs)  33.4  27.0  33.4 

SOTP Valuation (Rs/sh)  1,232 

Implied P/E multiple (x)  36.8 
Source: RSec Research

Bull Case: In Bull Case scenario, we expect the company’s earnings to clock 47% CAGR over 
FY21-FY24E, based on which we arrive at an SOTP-based 2-Year Target Price of Rs1,356.

Bear Case: In Bear Case scenario, we expect the company’s  earnings to clock 10% CAGR 
over FY21-FY24E, based on which we arrive at an SOTP-based 2-Year Target Price of 
Rs1,095.

(Rs bn) FY22E FY23E FY24E
Growth Assumption (%) 28.6 35.7 26.3

Net sales  57.9  78.7  99.4 

EBITDA  13.8  19.8  26.0 

Net Profit  13.0  12.3  16.8 

EPS (Rs)  36.0  33.9  46.2 

SOTP Valuation (Rs/sh)  1,356 

Implied P/E multiple (x)  29.3 
Source: RSec Research

(Rs bn) FY22E FY23E FY24E
Growth Assumption (%) 19.5 27.3 17.9

Net sales  53.8  68.5  80.8 

EBITDA  11.3  13.4  14.6 

Net Profit  11.0  6.9  7.0 

EPS (Rs)  30.3  19.1  19.4 

SOTP Valuation (Rs/sh)  1,095 

Implied P/E multiple (x)  56.5 
Source: RSec Research
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Key Criteria Score Risk Comments

Management Quality 7 Low
The management is of high quality, it has been able to deliver on guided lines; investor-friendly with timely updates on developments within the 
company

Promoter's Holding Pledge 4 High
Mr. Rajendra V. Gogri & Family (promoter) holds~45% stake in ARTO; zero share pledging by the promoter as of 30th June, 2021, offers comfort; 
however, the promoter has offloaded ~2% stake in last 6 months

Board of Directors Profile 6 Low
The average experience of the directors is ~22 years with significant experience in manufacturing industries, accounting and finance, strategic planning 
and operations management

Industry Growth 8 Low Global specialty chemicals business, which is pegged at US$750bn currently, is expected to grow by 12-14% to around US$1 trillion by 2024

Regulatory Environment / Risk 4 High The company operates in several global markets and is exposed to regulatory risk; approval from the US FDA is must for pharma facilities

Entry Barriers / Competition 4 High
Any new player wishing to enter into this business would require a strong capital base and a huge investment on R&D front; historically, competition has 
been very high in this industry

New Business/Client Potential 7 Low
In the pharmaceutical segment, the management expects 15-20% growth over the next 2-3 years with a margin in the excess of 20%; sales volume is 
expected to grow post ramp-up in new capacity

Business Diversification 6 Low
ARTO operates across chemicals and pharmaceutical business segments; its 60% business is for the end-user industries like agro-chemical, 
pharmaceuticals and FMCG, while the remaining 40% business is for paints, pigments and auto industries

Market Share Potential 7 Low

ARTO is the largest producer of benzene derivatives in India and one of the leading manufacturers globally with the global market share of various 
products ranging from 25-40%; with rising global concerns, global supply chains are looking to hedge their risk and restructure their buying decisions 
to reduce reliance on supplies from China, which is an opportunity for ARTO to expand its market share from the current level of 25-40% in various 
products to 30-50%, going forward

Margin Expansion Potential 7 Low ARTO is expected to post PAT margin of 13.4% in FY24E compared to 11.6% in FY21

Earning Growth 9 Low ARTO’s EPS is expected to clock 32% CAGR over FY21-FY24E compared to 16% CAGR over FY18-FY21

Balance Sheet Strength 3 High
Net debt/EBITDA ratio, which stood at ~2.1x for FY21, is expected to improve to 1.3x in FY24E; fixed asset turnover is set to improve with the 
commissioning of new facilities; net debt stood at Rs21bn as of Mar’21; it is likely to increase to Rs26bn by FY24E on the back of planned capex of 
Rs15bn/annum

Debt Profile 5 Medium Average net debt to equity ratio stood at 0.7x over FY17-FY21; we expect it to be ~0.4x over FY21-FY24E

FCF Generation/NWC 3 High
FCF generation is seen at negative Rs2.9bn over FY22-FY24E; the company is in expansion mode for next 4-5 years considering the massive 
opportunities in both specialty chemicals and pharma segment, it does not expect positive FCF

Dividend Policy 2 High Dividend yield could be <2%, as the company is on expansion mode; average dividend payout stands at ~28% in the last 5 years

Total Score Out of 150 82  

Average Score (%) 55 Low  

Investment Decision Matrix (IDM)
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Key Criteria Score Risk Comments

Environment

Climate Change and Carbon Emission 2 High

Specialty chemical companies are the third largest emitter of greenhouse gases after iron/steel and cement companies; besides, chemical companies are also 
one of the largest users of natural resources, which leads to faster depletion of natural resources; Aarti Industries (ARTO) is leading benzene-based specialty 
chemical and pharmaceutical company; manufactured products are used in downstream manufacturing of pharmaceuticals, agrochemicals, polymers, fuel 
additives, surfactants, pigments, and dyes etc. Indirectly, the end-products are not climate-friendly

Air & Water Pollution 2 High

Specialty chemical companies like ARTO involve mixing, blending, diluting or converting basic chemicals to make specialty chemical products e.g. paints, dyes, 
intermediates, inks, detergents and cosmetics; such activities cause air pollution due to release of chemical fumes and odours, noise pollution from processing 
plant and machinery, water pollution from contaminated discharges or accidental spills and land contamination from storing chemicals/oil; air pollution is caused 
due to high usage; air pollution is mainly caused by the usage of fossil fuels and consumption of grid electricity at manufacturing sites; direct emissions include 
emissions from diesel and coal consumption, as ARTO consumes coal at its captive power plants, while diesel is used in diesel generator sets

Biodiversity 2 High
As ARTO is in business of chemical manufacturing, the company might be directly/indirectly damaging the variety of plant/animal life adjacent to its manufacturing 
plants; we have not found the company’s efforts to maintain biodiversity in the Annual Report of FY20

Deforestation 6 Low Under ‘Green Belt’ project, ARTO planted selected species of saplings around its Vapi plant to reduce the intensity of pollution

Energy Efficiency 7 Low
ARTO has invested in renewable energy and energy efficiency technologies as a part of its energy management initiatives; it has an Energy Management Cell (EMC) 
at Vapi, a model to be expanded to other locations, which identifies and implements different energy conservation measures; the energy efficiency activities across 
ARTO resulted in saving of >6bn KWh electricity in FY20

Waste Management 4 High

In 2014, the company had received plant closure notice from Gujarat Pollution Control Board; however, as a responsible corporate entity, it evaluates its carbon 
footprint and constantly focuses on reducing the same; it has 50 KLD sewage recycling plant in Kutch (Gujarat) for wastewater treatment. 14 out of its 17 
manufacturing sites achieved Zero Liquid Discharge (ZLD) status; however, 3 plants are yet to receive ZLD status; in FY20, ~5,31,626 m3 of water was recycled 
across its specialty chemical division

Defence / Arms / Ammunition Exposure 9 Low No exposure towards defence/arms/ammunition space

Social

Customer Satisfaction 7 Low
ARTO strives to support its customers to achieve sustainability through innovative solutions; during FY19-20, there were no cases of non-compliance concerning 
product and service information; furthermore, meetings are conducted at least once in a year with the key customers and regular feedbacks are taken from the 
customers through emails

Data Protection & Privacy 7 Low The company maintains high level of data protection and privacy of customers’ data/details; it follows confidentiality policy

Gender & Diversity 2 High Gender is skewed towards men; as of 31st March 2020, the ratio of women to men stood at 1:52, which is one of the lowest in the specialty chemical industry

Employee Engagement 6 Low In FY20, ~1,22,829 man-hours of training were provided, which was 77% higher than FY19; the company lays too much importance on employees’ skill upgradation

Environment, Social & Governance Matrix (ESGM)
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Key Criteria Score Risk Comments

Governance

Audit Committee Structure 7 Low
The audit committee comprises of 9 members, out of whom 6 are independent directors and 3 are executive directors; chairman of the committee is an 
independent director; the committee met 5 times in FY20, the executive team was present in all the meetings, while only 3 independent directors were present in 
all the meetings; all members of the committee have requisite expertise in financial management domain

Bribery & Corruption 6 Low Code of conduct policy laid by the company prohibits any kind of bribery and corruption

Executive Compensation 4 High
In FY20, remuneration of key managerial personnel was 52x of average salary of the employees; On the other hand, SRF paid 44x of average salary of the 
employees to key managerial remuneration in FY20

Lobbying 7 Low As the company has excellent track record of the leader in benzene specialty chemicals, it does not require any lobbying/similar tactic for business expansion; 

Political Contribution 5 Medium We maintain a neutral stance in the absence of any credible information in this regard

Whistleblower Scheme 7 Low Whistleblower policy is in place, which gives the employees an open door for speaking up freely and without fear of repressive measures

Total Score Out of 200 109

Total Score (%) 55 Low

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk

Community Relations / Service 7 Low
In FY20, ~Rs100mn (2% of PAT) was spent on CSR activities with more than 3.86 lakh lives being benefitted from it; ARTO runs >7 schools with ~2,500 students 
enrolled and provides scholarships to students to pursue higher education and fund various schools/educational institutions to set up/improve infrastructure

Human Rights 8 Low It has proper human rights policy in place, which is applicable to all stakeholders and extended to all JV plants of the group

Labour Standard 4 High
As ARTO’s management restricts to form any association/participate in trade unions, the employee unions have not been formed at all major operational 
locations
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Key Channel Check Takeaways
 f Indian consumers are slowly increasing their discretionary expenses, which has 

a positive impact on discretionary sector. ARTO’s ~40% top line is derived from 
discretionary sectors.

 f Container rates have jumped up by 3-7x over CY20. Besides shortage of containers 
(for exports/imports) is causing abnormal increase in the freight/warehouse cost. 
ARTO exports ~43% of its topline.

 f Rise in the prices of certain chemicals are largely led by higher inflation in solvent and 
feedstock. Further, global supply chain disruption continues to add to price volatility. 
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1QFY22 Earnings Conference Call – Key Takeaways
 f Opening Remarks: Despite challenges led by the second COVID wave, the company 

recorded a strong quarter owing to higher volume and price realisation across 
products. Overall demand surpassed the pre-COVID levels in certain key products. 
Revenue also includes ~US$4.5mn shortfall fees from cancellation of first long-term 
contract. In 1QFY22, capacity utilization stood at ~80-85%, while volume jumped by 
~9% QoQ.

 f Production Update (1QFY22 vs. 1QFY21): Nitro-Chloro-Benzene: ~18,155MT vs. 
13,070MT; Hydrogenated products: ~ 2,920MT vs. 2,050MT; and Nitro-Toluene: ~ 
3,440MT vs. 2,140MT. 

 f Capex & Project in Pipeline: Out of total capex plan of ~Rs.15bn for FY22E-FY23E, 
ARTO incurred ~Rs2.9bn capex in 1QFY22. The company has rolled out a capex plan 
of Rs50bn for FY22E-FY27E. It plans to incur Rs15bn during FY22E-FY23E for completion 
of ongoing expansion projects such as: (1) API unit at Tarapur and intermediates 
unit at Vapi; (2) setting up of a production unit at Dahej SEZ (for a second long-term 
contract), Jhagadia (for third long-term contract) and Vapi (NCB); (3) expansion/asset 
up-gradation for Vapi acid unit; and (4) other specialty intermediate and downstream 
products in ONCB, NCB and NT. During FY24E-FY27E, it will spend Rs35bn for adding 
new chemistries and value-added products (likely addition of >40 products for 
chemical and >50 products for pharma). Project across places have been deferred 
due to the pandemic.

 f Second Long-Term Contract: Delay in second long-term contract is attributable to 
COVID-19. It is expected to be commissioned in 3QFY22E. No additional capex overrun 
is seen despite delay of 1 year. While marginal contribution to revenue is expected to 
start from FY22E, significant contribution could begin from FY23E onwards.

 f First Long-term contract: Quarterly shortfall fees of ~US$5mn (received every quarter) 
is more than the fixed cost to run that plant. Ramp-up in production is expected to 
happen from 2HFY22E onwards. The company is already in touch with the customers 
and major volume can be expected in FY23E. The company received ~US$20mn in 
FY21 as shortfall fee for the first long-term contract. The final settlement will happen in 
4QFY22E and no cash would be received till that time.

 f Cost Plus Model: ARTO has a pass-through model whereby higher raw material cost 
is passed on to the customers. With respect to ocean freight, a substantial portion of 
increase has been passed on to the customer. Increase in raw material cost is passed 
on to the domestic customers within a month and for international customers with 
quarter lag or depending on the contract. The company is more confident of passing 
on the cost in specialty chemical segment, as in pharma contracts tend to be on 
annual basis.

 f Operating Margin Outlook: With higher raw material prices, operating margin will 
tend to taper down.

 f Finance Cost: Increase in finance cost is attributable to mark-to-market losses arising 
out of external commercial borrowing (ECB).

 f Capex Financing: Additional debt will be taken to fund the capex, apart from which 
internal accruals and QIP proceed will be the key source for funding the capex 
henceforth.

 f Free Cash Flow (FCF): As the company is in expansion mode for next 4-5 years 
considering the massive opportunities in both specialty chemicals and pharma 
segment, it does not expect positive FCF.

 f Glyphosate Prices: Higher demand for Dicamba is attributable to higher glyphosate 
prices.
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Exhibit 1: 1QFY22 Result Summary Table

Y/E March (Rs mn) 1QFY22 1QFY21 YoY(%) 4QFY21 QoQ (%)

Net Sales  13,168  9,373 40.5  12,094  8.9 

Raw Materials  6,101  4,470 36.5  5,586  9.2 

Personnel Cost  995  897 10.9  976  1.9 

Other expenses  2,934  2,187  34.2  2,928 0.2

Total Expenses  10,030  7,553 32.8  9,491  5.7 

EBITDA  3,138  1,820 72.4  2,603  20.6 

Interest  383  253  51.2  216.2  77.1 

Depreciation  686  520  31.9  656.4  4.5 

Other Income  1  2  (77.3)  0.1  400.0 

Recurring pre-tax income  2,070  1,049 97.3  1,731  19.6 

Taxation

  Current  378  167 126.1  307  23.0 

  Deferred  41  50  (17.2)  30  37.1 

Net Income  1,651  832 98.4  1,393  18.5 

Source: Company, RSec Research
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Aarti Industries (ARTO) Deepak Nitrite (DN)

Investment View

Business

Aarti Industries (ARTO) is a leading manufacturer of 
specialty chemicals & pharmaceuticals with a global 
footprint. ARTO manufacturers chemicals used in the 
downstream manufacuturing of pharmaceuticals, 
agrochemicals, polymers, additives, surfactants, 
pigments and dyes.

Deepak Nitrite is an intermediate company with a 
diversified business of basic chemicals, fine and 
specialty chemicals, and performance products. 
Company manufacturers phenol, acetone, and 
isopropyl alcohol (IPA) through its subsidiary - 
Deepak Phenolics (DPL).

Revenue Break up 
(FY21)

 f Speciality Chemical: ~83%

 f Pharma: ~17%

 f Basic Chemicals: ~17%

 f Performance Products: ~7%

 f Fine & Specialty Chemicals: ~17%

 f Phenolics: ~59%

Infrastructure 

ARTO has plants located near ports, with 15 plants 
for specialty chemicals  and 5 for Pharma with most 
of its plants are located in Gujarat and Maharashtra.

Company has a manufacturing facilities at Nandesari 
and Dahej in Gujarat for Basic, fine & specialty 
chemicals); Roha (for intermediates for  Agrochem, 
dyes). At Taloja for (Synthetic organic Chemicals) and 
at hyderabad for optical brightness intermediates.

Consumer details

Major customers are agrochemicals and 
pharmaceutical companies.

Basic chemical customers include industries 
like Dyes & Pigments, Water treatment, rubber; 
Fine & specialty chemicals include industries like 
agrochemicals, pharma, personal care segments; 
while Performance Product customers include 
paper, detergents and textile industries.

Growth story

Strong leadership in manufacture of downstream 
products of benzene derivatives; pharma segment 
also witnessing significant growth backed rising 
demand for API and intermediates, more focus is 
towards downstream products through process 
like high value chlorination, hydrogenation and 
ammonolysis.

Deepak Nitrite has a diversified portfolio mix and 
continues to leverage on the export demand for 
fine and specialty chemicals, Continue to invest in 
manufacturer of  downstream products like phenol 
& acetone to make new import substituent solvents, 
which is a big opportunity.

Financials (Rs mn) FY21 FY22E FY23E FY24E FY21 FY22E FY23E FY24E

Net Revenue  45,061  56,084  73,940  90,532  43,598  59,322  61,482  69,513 

EBITDA  9,815  12,679  16,783  20,586  12,470  14,830  15,985  18,768 

Adj. PAT  5,235 7,264  9,803  12,121  7,758  9,653  10,278  11,982 

Growth (%)

Net Revenue 7.6 24.5 31.8 22.4  (3.0)  36.1  3.6 13.1

EBITDA 0.4 29.2 32.4 22.7  (17.7)  18.9  7.8 17.4

Adj. PAT (2.4) 38.8 34.9 23.6  (21.2)  24.4  6.5 16.6

Margin (%)

EBITDA Margin (%) 21.8 22.6 22.7 22.7 28.6 25.0 26.0 27.0

PAT Margin (%) 11.6 21.6 13.3 13.4 17.8 16.3 16.7 17.2

Per share (Rs)

Adj. EPS 14.4 20.0 27.0 33.4 56.9 70.8 75.4 87.8

Book Value 96.6 151.8 167.5 189.6 172.4 234.4 298.0 372.5

DPS 11.0 11.0 11.0 11.0 0.0 0.6 0.8 1.1

Valuation (X)

P/E 66.0 47.6 35.2 28.5 65.4 52.6 49.4 42.4

EV/EBITDA 37.3 28.3 21.9 18.1 23.1 19.2 17.5 14.8

P/BV 9.86 6.28 5.69 5.03 21.6 15.9 12.5 10.0

Return Ratio (%)

RoCE (%) 11.2 11.7 12.9 14.3 38.1 40.3 35.7 33.8

RoE (%) 16.2 16.1 16.9 18.7 39.6 34.9 28.3 26.2

Source: Company; RSec Research

Comparative Analysis
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Key Investment Rationale
 

Our investment thesis is based on the following premises: 
I. Specialty Chemical Biz to Sustain Growth Momentum

II. Import Substitution & New Contracts to Drive Earnings

III. Continued Growth in Pharma Biz

IV. Increasing Export Opportunities on the backdrop of Stringent Measure in China

V. Higher Capex to Drive Growth; Higher Share of Value-added Products to Aid on 
Margin Front

VI. Strategic Demerger of Pharma Biz – Bodes Well

I. Specialty Chemical Biz to Sustain Growth Momentum

The specialty chemicals division brings the largest proportion of revenue (>80%) and EBIT 
(~85%). The division has a diversified  revenue-mix with sales to several end-user industries 
i.e. Polymers & Additives, Agro-chemicals & Intermediates, Dyes, Pigments, Paints & 
Printing Inks, Pharmaceutical APIs, Fuel Additives, Rubber Chemicals, Resins, Fertilizers 
and Nutrients. Most end-user industries recovered fully post COVID-led disruptions and on 
the growth path now. The management-maintained specialty chemical earnings growth 
guidance of 25-35% CAGR over the coming years, driven by higher demand, increased 
project commissioning, rising share of high-margin products and business from new 
chemistries. Further, it guided to invest Rs15bn/annum in the next 3-4 years to cater to 
future opportunities, as India is emerging as a significant player in the global chemicals 
supply chain with its scalable, low-cost manufacturing ecosystem, improving infrastructure 
and established compliance framework. As the company is on capex mode, RoCE would 
take time to catch up. In light of expected incremental demand and increased capacity 
utilization, the management looks forward to achieve RoCE of 15%, going forward.

II. Import Substitution & New Contracts to Drive Earnings

Import substitution pie is large with opportunities of ~US$45bn, out of which the company 
can target to tap up to US$1bn. R&D and setting up of dedicated plant can take up to 
2 years. The company is looking to foray into Chlorotoluene manufacturing, which is 
expected to generate ~Rs10bn revenue (21% of FY20) over a period of time. As far as 
Dicamba intermediate is concerned, the management expects to sell some volume of 
the cancelled product to other parties in FY22E. However, major volume will be sold only 
from FY23E onwards. The company is in contact with prospective customers and plans to 
enter into long-term supply arrangements through a structured pricing mechanism. The 
facility is likely to achieve optimal utilization by FY24E. The management expects some 
revival in demand for Dicamba and said that improved demand should absorb excess 
inventory from the channel. Second contract (US$1.5bn-20 years) will be commissioned 
in 2HFY22E and the US$125mn contract, which was delayed due to COVID-19 pandemic, 
will be commissioned in 4QFY22E. Assuming 100% off-take from all 2 contracts, the deals 
would collectively contribute Rs6.7bn to ARTO’s earnings (15% of FY21 revenue) in first full 
year of operation (FY24E).

III. Continued Growth in Pharma Biz

In the last five years, the pharma division’s revenue and EBIT clocked ~16% and ~39% CAGR, 
respectively. Looking ahead, revenue could potentially clock ~17% CAGR due to structural 
margin expansion for Indian-manufactured APIs and intermediates along with strong long-
term demand. The company has acquired land to set up an intermediates manufacturing 
plant at Dahej. As per the management, the ongoing expansion of API and intermediate 
facility is expected to commence commercial operations in the next 2-quarters. It expects 
strong growth in the coming years in this category to be driven by upcoming expansions, 
which would deepen penetration of some key therapies (antihypertensives, cardiovascular, 
oncology and corticosteroids), new product launches in the US and more business with 
global innovators. Growth is expected to emanate from incrementally higher volume and 
rising proportion of value-added and high-margin products. Increasing share of high-
margin products would further support its EBITDA margin. The Indian manufacturers would 
obtain support from the government’s Atmanirbhar Bharat initiative as well. Being an 
essential segment, ARTO’s pharmaceuticals business is less impacted due to COVID-led 
disruptions. Looking ahead, we expect ARTO’s revenue to clock 17% CAGR over FY21-FY24E. 
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IV. Increasing Export Opportunities on the backdrop of Stringent Measure in 
China

China, which accounts for ~20% of global specialty chemicals revenues, has tightened 
environmental standards since Jan’15, which has resulted in the closure or shifting 
of capacities in ~50 chemical manufacturing clusters. Increase in taxes on polluting 
industries, air pollution fees, penalty for noise pollution and mandate to operate away 
from natural habitat have resulted in significant decline in fresh investments in specialty 
chemical business in China. With these norms, the Chinese chemical companies are 
witnessing a significant rise in the capex and operational cost. The Government of Jiangsu, 
a highly industrialized province on China’s east coast, has set a goal of shutting down 50 
chemical parks by 2022 and reduce the number of chemical manufacturing enterprises 
to <1,000 by 2022, from 5,433 in 2017. Also, the cost advantages enjoyed by China earlier 
has weakened and India has emerged as cost-competitive alternative now in terms of 
logistics and labour. Further, the companies wanted to shift closer to demand centres and 
optimizing their supply chains. Moreover, larger consumer base, favourable government 
initiatives like Atmanirbhar Bharat, presence of sizeable end-user industries augur well for 
Indian specialty companies.

Exhibit 2: ARTO revenue mix (domestic/export)

Source: Company, RSec Research

V. Higher Capex to Drive Growth; Higher Share of Value-added Products to 
Aid on Margin Front

ARTO has incurred capex of ~Rs32bn over FY18-FY21, out of which significant amount was 
aimed at increasing manufacturing and R&D facilities. The management has guided for a 
total annual capex of ~Rs15bn/annum for the next 3-4 years. This capex is targeted majorly 
towards new product chain i.e. Chlorotolune and a host of downstream chemistries. Capex 
will be funded through internal accruals like strong operating cash flow run-rate of Rs14bn/
year over the next 3 years, debt and money received from the cancellation of long-term 
contract.

VI. Strategic Demerger of Pharma Biz – Bodes Well

ARTO’s board has approved the proposal to demerge the pharma business into a separate 
entity i.e., Aarti Pharma Labs Ltd. (APL). This deal will be done through a stock swap 
whereby the shareholders of ARTO will be issued 1 share of APL for every 4 shares of ARTO. 
Post demerger, specialty chemicals would remain under ARTO. As per our understanding, 
the major rationale for hiving off pharma vertical is to create separate focus and strategic 
direction for both the segments. Both these vertical i.e., specialty chemicals and pharma 
have different set of customers with separate manufacturing and R&D facilities. Over the 
last 5 years, pharma vertical has recorded revenue/EBIT CAGR of 15%/39%, respectively 
with very healthy EBIT margin of >20% in FY21. As the management is very bullish on both 
intermediate and API businesses with strong demand in domestic and export markets, it 
has decided for greenfield expansion at Atali. The company will launch >50 products in 
the pharma vertical in next 5-6 years. We expect pharma segment revenue to clock 15% 
CAGR over FY21-FY24E. We peg pharma segment’s EV at Rs135/share (valued at 15x of 
FY24E EBITDA).
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Outlook & Valuation

We have upwardly revised our revenue estimate by 9% and 21% for FY22E and FY23E, 
respectively. We have also increased our reported PAT estimate by 68% and 7% for FY22E 
and FY23E, respectively. Introducing our estimates for FY24E, we expect ARTO’s revenue, 
EBITDA and PAT to witness 26%, 28% and 32% CAGR, respectively over FY21-FY24E, 
which will lead to improvement in return ratios. Accordingly, we expect ARTO’s RoCE/RoE 
to improve by 310bps/257bps over FY21-FY24E. Hence, we are increasing our valuation 
multiple to 23x now from 14x earlier, we value ARTO’s chemicals business at 24x of FY24E 
EBITDA and pharma business at 15x of FY24E EBITDA. We have compared ARTO’s chemical 
business with PI Industries (PI) and observed that our target multiple is at 10% discount to PI. 
Hence, we are comfortable with our 23x target EV/ EBITDA multiple for ARTO. We maintain 
BUY on ARTO with an upwardly revised 2-Year Target Price of Rs1,232 (from Rs1,209 
pre-bonus issue of 1:1), which implies 29% upside from the current level.

SOTP  Valuation

EV/EBITDA (Rs bn) FY24 EBITDA Multiple (x) EV Per Share

Specialty Chemicals  17.4  24  424  1,170 

Pharma  3.2  15  49  135 

Total EV  473  1,305 

Less: Net Debt 26  73 

Target Mcap (Rs mn)  447  1,232 

Outstanding share (mn) 363

Target Price (Rs)  1,232 

CMP (Rs) 953

Upside (%) 29

Target EV/EBITDA (x)  23 

Implied P/E (x)  37 

Source: RSec Research
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Story in Charts

Exhibit 3: Expect revenue CAGR of 26% over FY21-FY24E Exhibit 4: Expect PAT CAGR of 32% over FY21-FY24E

Source: Company, RSec Research Source: Company, RSec Research

Exhibit 5: Expect specialty chemicals revenue CAGR of 28% over 
FY21-FY24E

Exhibit 6: Expect pharma revenue CAGR of 17% over FY21-FY24E

Source: Company, RSec Research Source: Company, RSec Research

Exhibit 7: Return ratios to improve Exhibit 8: FCF to remain under check

Source: Company, RSec Research Source: Company, RSec Research
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Key Financials

Profit & Loss Statement (Consolidated)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Total Income from Operations 41,863 45,061 56,084 73,940 90,532

    Change (%) 0.4 7.6 24.5 31.8 22.4

Raw Materials 20,563 21,286 26,356 36,158 42,877

Employees Cost 3,052 3,714 4,487 5,989 7,333

Other Expenses 8,474 10,246 12,563 15,010 19,736

Total Expenditure 32,090 35,246 43,405 57,157 69,946

% of Sales 76.7 78.2 77.4 77.3 77.3

EBITDA 9,773 9,815 12,679 16,783 20,586

    Margin (%) 23.3 21.8 22.6 22.7 22.7

Depreciation 1,852 2,313 2,992 3,698 4,444

EBIT 7,921 7,502 9,687 13,085 16,142

Int. and Finance Charges 1,248 864 1,001 1,025 1,079

Other Income 88 7 479 187 46

PBT bef. EO Exp. 6,762 6,646 9,166 12,247 15,109

EO Items 0 0 6,000 0 0

PBT after EO Exp. 6,762 6,646 15,166 12,247 15,109

Total Tax 1,294 1,293 2,951 2,327 2,871

    Tax Rate (%) 19.1 19.5 19.5 19.0 19.0

Minority Interest 107 118 118 118 118

Reported PAT 5,361 5,235 12,097 9,803 12,121

Adjusted PAT 5,361 5,235 7,264 9,803 12,121

    Change (%) 9.0 (2.4) 38.8 34.9 23.6

    Margin (%) 12.8 11.6 13.0 13.3 13.4

Balance Sheet (Consolidated)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

Equity Share Capital  871  871  1,813  1,813  1,813 

Total Reserves  28,917  34,158  53,208  58,906  66,922 

Net Worth  29,788  35,029  55,021  60,719  68,735 

Minority Interest  946  122  240  357  475 

Total Loans  18,105  24,921  24,921  26,121  27,621 

Deferred Tax Liabilities  2,110  2,339  2,339  2,339  2,339 

Capital Employed  50,949  62,412  82,522  89,537  99,170 

Gross Block  39,155  52,717  66,100  80,777  95,712 

Less: Accum. Deprn.  14,479  16,792  19,784  23,482  27,925 

Net Fixed Assets  24,676  35,925  46,317  57,295  67,787 

Goodwill on Consolidation  9  1  1  1  1 

Capital WIP  14,176  12,979  14,596  14,919  14,984 

Total Investments  370  635  635  635  635 

Curr. Assets, Loans&Adv.  24,094  26,877  39,544  41,552  45,831 

Inventory  8,357  9,357  9,026  12,383  14,684 

Account Receivables  7,534  7,937  11,013  14,519  17,777 

Cash and Bank Balance  2,473  4,123  11,931  4,664  1,143 

Loans and Advances  5,730  5,459  7,575  9,986  12,227 

Curr. Liability & Prov.  12,376  14,005  18,571  24,866  30,068 

Account Payables  3,452  5,763  7,136  9,790  11,609 

Other Current Liabilities  8,525  7,840  10,878  14,342  17,560 

Provisions  399  401  557  734  899 

Net Current Assets  11,718  12,872  20,973  16,686  15,763 

Appl. of Funds  50,949  62,412  82,522  89,537  99,170 
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Cash Flow Statement (Consolidated)
Y/E Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E

OP/(Loss) before Tax  6,762  6,646  15,166  12,247  15,109 

Depreciation  1,852  2,313  2,992  3,698  4,444 

Interest & Finance Charges  1,248  864  522  837  1,033 

Direct Taxes Paid  (1,638)  (966)  (2,951)  (2,327)  (2,871)

(Inc)/Dec in WC  2,902  (72)  (294)  (2,980)  (2,598)

CF from Operations  11,126  8,784  15,434  11,476  15,117 

Others  (105)  (57)  -    -    -   

CF from Operating incl EO  11,021  8,727  15,434  11,476  15,117 

(Inc)/Dec in FA  (11,533)  (13,148)  (15,000)  (15,000)  (15,000)

Free Cash Flow  (512)  (4,421)  434  (3,524)  117 

Others  292  5  479  187  46 

CF from Investments  (11,241)  (13,221)  (14,521)  (14,813)  (14,954)

Issue of Shares  (6)  -    12,000  -    -   

Inc/(Dec) in Debt  (3,032)  7,459  -    1,200  1,500 

Interest Paid  (1,248)  (864)  (1,001)  (1,025)  (1,079)

Dividend Paid  (1,064)  (451)  (3,988)  (3,988)  (3,988)

Others  -    -    (118)  (118)  (118)

CF from Fin. Activity  (5,349)  6,145  6,895  (3,930)  (3,684)

Inc/Dec of Cash  (5,569)  1,650  7,807  (7,267)  (3,521)

Opening Balance  8,042  2,473  4,123  11,931  4,664 

Closing Balance  2,473  4,123  11,931  4,664  1,143 

Key Ratios (Consolidated)
Y/E Mar FY20 FY21 FY22E FY23E FY24E

Basic (INR)
Adj. EPS 14.8 14.4 20.0 27.0 33.4

Cash EPS 19.9 20.8 28.3 37.2 45.7

BV/Share 82.2 96.6 151.8 167.5 189.6

DPS 11.0 11.0 11.0 11.0 11.0

Payout (%) 42.5 36.6 33.0 40.7 32.9

Valuation (x)

P/E 64.4 66.0 47.6 35.2 28.5

Cash P/E 47.9 45.8 33.7 25.6 20.9

P/BV 11.6 9.9 6.3 5.7 5.0

EV/Sales 8.6 8.1 6.4 5.0 4.1

EV/EBITDA 37.0 37.3 28.3 21.9 18.1

Dividend Yield (%) 1.2 1.2 1.2 1.2 1.2

FCF per share  (1.4)  (12.2)  1.2  (9.7)  0.3 

Return Ratios (%)

RoE 19.1 16.2 16.1 16.9 18.7

RoCE 13.6 11.2 11.7 12.9 14.3

Working Capital Ratios

Fixed Asset Turnover (x) 1.1 0.9 0.8 0.9 0.9

Asset Turnover (x) 0.8 0.7 0.7 0.8 0.9

Inventory (Days) 148 160 125 125 125

Debtor (Days) 66 64 72 72 72

Creditor (Days) 61 99 99 99 99

Leverage Ratio (x)

Net Debt/Equity 0.5 0.6 0.2 0.4 0.4
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Company Overview
Aarti Industries (ARTO) is a leading specialty chemicals company with global footprint in 
benzene-based derivatives with integrated operations. ARTO is at the helm in downstream 
production of manufacturing of pharmaceuticals, agrochemicals, polymers, additives, 
surfactants, pigments and dyes. Established by first generation technocrats in 1984, its 
operations are broadly divided into specialty chemicals and pharma segments. While 
specialty chemicals business contributed ~83% to ARTO’s total revenue in FY21, pharma 
business accounted for the rest. ARTO has >200 products, >400 global customers, >700 
domestic customers with 20 manufacturing plants and ~7,000 employees. The company 
has a strong R&D capability with a dedicated pool of ~300 engineers and scientists. Its 
plants are strategically located in western India with proximity to ports. 

Shareholding Pattern

Source: Company, RSec Research

44.90%

8.83%

11.90%

4.43%

25.86%

3.71%

Promoter

Mutual Funds

Foreign Portfolio Investors

Insurance Companies

Retail Individuals

Any Other

Key Institutional Shareholders

Institution Holding (%)

HDFC Trustee Company Ltd 4.02

Aditya Birla Sun Life Trustee Pvt Ltd 1.86

LIC 1.77

HDFC Life Insurance Company Ltd 1.18

Source: bseindia.com

Date Rating CMP (Rs) TP (Rs)

19th Aug 2019 BUY 1,591 1,857

15th Nov 2019 BUY 800 929

13th Feb 2020 BUY 971 984

4th June 2020 BUY 955 1209

Rating History
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RSL, its Associates, the research analysts or their relatives holds ownership of 1% or more, in respect of the said issuer company(ies).?: No

Copyright: The copyright in this Report belongs exclusively to RSL. This Report shall only be read by those persons to whom it has been delivered. No reprinting, reproduction, copying, distribution of this 

Report in any manner whatsoever, in whole or in part, is permitted without the prior express written consent of RSL.

RSL’s activities were neither suspended nor have defaulted with any stock exchange  with whom RSL is registered. Further, there does not exist any material adverse order/judgments/strictures assessed 

by any regulatory, government or public authority or agency or any law enforcing agency in last three years. Further, there does not exist any material enquiry of whatsoever nature instituted or pending 

against RSL as on the date of this Report.

Important These disclaimers, risks and other disclosures must be read in conjunction with the information / opinions / views of which they form part of. 
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NSDL-363-2013, Research Analyst: INH000002384); AMFI ARN No.29889.

Change in Ratings

We have now only BUY and SELL Recommendation and have discontinued HOLD Recommendation.

We now have 2 Year Target Price and have discontinued with 1 year Target Price.  

Score For < 5 Red High Risk For  5 Blue Medium Risk For > 5 Green Low Risk

Total Score (%) For < 50 Red High Risk For  50 Blue Medium Risk For > 50 Green Low Risk
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