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INSTITUTIONAL EQUITY RESEARCH

Aarti Industries (ARTO IN)

Art in project execution

INDIA | SPECIALTY CHEMICALS | Initiating Coverage

One of the leading global players of benzene derivatives
Aarti is the largest producers of benzene derivatives in India and has emerged as one of the
leading manufacturers globally. Its global market share in this segment is 25-40% in various
products. Globally, Aarti has the 3™ largest capacity in chlorination, 2" largest in
ammonolysis and hydrogenation, and 4" largest in nitration.

Y Y Y Y Y X Y XY X X X X XY X XY X XY X XY XY XY XYY XYY YYXYYYYYY
A key beneficiary of the Chinese slowdown
Leveraging its cost advantage and quality, Aarti has long been exporting competently to
China. With a visible slowdown in Chinese exports (stricter environment policy) and rising
manufacturing costs in that country (due to higher compliance requirements), Aarti is well
set to exploit the opportunity. Its on-going and timely capacity expansion will help it to make

the most of the enhanced export opportunity.
¢ p pp Yy

/

\Improving products mix in the benzene chain to drive earnings efficiency
Aarti’s continued focus on downstream products and co-product/isomer-balancing has
extended its operation towards better-value chemical processes such as hydrogenation,
fluoro-compounding, and phthalates. Hence, improving product mix with scale would drive
the earning efficiency of its benzene chain. Relatively low-value sales (after-chlorination,
after-nitration, and by products) will fall to 40% in FY18 from 60% in FY15.

Greenfield toluene project: A strategic import-substitution-led driver

After building a global-scale benzene derivative chain, Aarti diversified into the toluene
thain (nitro-toluene and derivatives) by setting up a greenfield facility for ~Rs 1.3bn. The
broject is likely to commercialise early FY17, and will initially act as an import substitute. We
bstimate this project to add sales of Rs 1.03/1.73bn in FY17/18.

Qne of the best executors of capex

Aarti has been very successful in executing its capacity expansion projects as its capex of
dbout Rs 12bn over the last five years added incremental revenue of Rs 41bn (implying an
akset turnover of ~3.6x). We believe the on-going capex projects (including the toluene
project) worth ~Rs 3.5bn over FY16-17 would ensure sustained growth.

emerger of pharma/personal care to unlock value

Pharma and personal care ingredient manufacturing are non-core to Aarti’s specialty
cHemicals operation and are relatively low efficient/profitable operations. Hence, in order to
fous more on value-added specialty chemicals, Aarti is likely to demerge these businesses
in|FY17, which will unlock value.

Initiate BUY with TP of Rs 700, implying an upside of 48%

b estimate Aarti to deliver 16%/21% CAGR in revenues/profit over FY16-18 to Rs
36J2/3.72bn in FY18. Additionally, we believe its successful track record in execution of
expansion projects over the last five years and its on-going capex can surprise growth
pogitively. We value Aarti at 9x FY18 EV/EBITDA — ~20% discount to SRF’s specialty chemical
target valuation multiple — at Rs 700. Initiate coverage with a BUY rating.

|

PhillipCapital

29 March 2016

CMP RS 472
TARGET RS 700 (+48%)
COMPANY DATA
0/S SHARES (MN) : 83
MARKET CAP (RSBN) : 39
MARKET CAP (USDBN) : 0.6
52 - WK HI/LO (RS) : 585 /294
LIQUIDITY 3M (USDMN) : 0.3
PAR VALUE (RS) : 5
SHARE HOLDING PATTERN, %
Dec15 Sep 15 Jun 15
PROMOTERS : 54.8 54.8 59.1
FIl / NRI : 3.0 3.2 13
FI/MF: 12.4 12.8 12.2
NON PRO : 14.8 16.4 14.9
PUBLIC & OTHERS : 15.0 13.0 12.7
PRICE PERFORMANCE, %
1MTH 3MTH 1YR
ABS 89 -7.2 36.4
REL TO BSE 2.5 -6.2 46.7
PRICE VS. SENSEX
500
400 /\/L\A'Av\l‘
200
M
100
0 T T T
Apr/14 Oct/14 Apr/15 Oct/15
Aarti BSE Sensex
Source: Phillip Capital India Research
KEY FINANCIALS
Rs mn FY16E FY17E  FY18E
Net Sales 27,182 32,000 36,462
EBIDTA 5,328 6,336 7,365
Net Profit 2,584 3,169 3,762
EPS, Rs 31.0 38.0 45.1
PER, x 15.2 124 10.5
EV/EBIDTA, x 9.2 7.6 6.5
P/BV, x 33 2.7 2.2
ROE, % 20.6 20.9 20.6
Debt/Equity (%) 91.7 83.3 74.4

Source: PhillipCapital India Research Est.

Surya Patra (+ 9122 6667 9968)

spatra@phillipcapital.in

Mehul Sheth (+ 9122 6667 9996)

msheth@phillipcapital.in
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bixua
标注
中国减速的主要受益者
利用其成本优势和质量，Aarti公司一直成功地对中国出口产品。随着中国出口的减速（由于更严格的环保政策）和制造成本上升（由于更高的合规要求），Aarti公司已充分准备好利用这一机会。Aarti公司正在进行的及时的产能扩张将帮助其充分利用这一增加出口的机会。


P PhillipCapital

Improving revenue mix - rising contribution from high-margin products

60 -

55 4

50 A

59

50 50
40 - 45

35 T T T T ]
FY14 FY15 FY16E FY17E FY18E

Note: High margin products include products after Amonolysis, hydrogenation,Fluoro-compounding & other
downstream products

Source: Company, PhillipCapital India Research Estimates

One of the key beneficiaries of a Chinese slowdown

Aarti is already established as one of the lowest-cost manufacturers of benzene
derivatives globally, which can be evidenced from the fact that 10% of its exports are
towards China — the lowest cost base of the world.

Aarti is well set to make the most of the opportunity of a slowdown in Chinese
exports (led by plant shut downs due to a stricter environment policy from 1% January
2015) and rising manufacturing cost (led by enhanced compliance requirements
leading to additional investments into Effluent Treatment Plant (ETP)). Additionally,
its on-going and timely capacity expansion will help it to use the enhanced export
opportunity.

Greenfield toluene project: A strategic import-substitution-
led driver

Toluene derivatives and ethylene product-line add new source of growth

After a successful global-scale benzene derivative chain, Aarti diversified into toluene
chain of products (nitro-toluene and derivatives) by setting up a greenfield facility
with an investment of around Rs 1.3bn. The project is expected to commercialise
early FY17. Aarti expects to leverage its well-established clientele for benzene
derivatives to promote its toluene derivatives, as the end-user industries are the
same (i.e., optical brighteners, agrochemicals, pigments, and pharmaceuticals).

Simultaneously, it has set up an ethylation unit by adopting Swiss technology at the

ich will receive input material from its toluene plant. Aarti will be the

ompany ever to procure ethylene by a pipeline and operate a greener

ethylation process. It plans to introduce gradually a range of ethylene-based

chemicals catering to end-user applications of agrochemicals, engineering polymers,
pigments, and additives.

Page | 5 | PHILLIPCAPITAL INDIA RESEARCH
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2921.2210 —CBRe Mk (RA-6,63) |6.5] 20 17| 4 --Hexamethylene adipamide (nylon-6,6 salt)
2921.2290 |38 6.5] 30 17| F4 ---Other
2921.2900 — At 6. 30 17| +4£ --Other
2921 2900. 10| F & A 6. 30 17| 4 S | Xinjunan (an antiseptic)
2921 2900. 90| H b RIR B e R AT A4 (.45 6.5 30 17| 4 Other acyclic polyamines and derivatives (including
T4 ) their salts)
2921. 3000 IR R S e IR 30 17| +4 -Cyclanic, cyclenic or cycloterpenic monoor
% B NGRS B e B LA polyamines, and their derivatives; salts thereof
AR e
2921 3000. 10| R TE R HE 6.5] 30 9 | 17| ¥4 | | Propylhexedrine and its salts
2921 3000. 30| RE K BRIR AR 6.5 30 9 |17 | 4 S | 1-Aminocy-clopropane-1-carboxylic acid
2921 3000.40| 242 I fie 6.5] 30 9 | 17| +4& | AB |Ethylenimine
2921 3000. 90| H42R O M. #EH) £ %]6.5| 30 9 | 17| F4 Other Cylanic, cyclenic or cycloterpenic monoor
B (IR ITA M A M) polyamines, and their derivatives; salts thereof
-5 AR AT A Y B e -Aromatic monoamines and their derivatives; salts
a3k thereof:
— R R --Aniline and its salts:
2921. 4110 — KB 6.5 20 9 |17 | ¥4 X | ---Aniline
2921. 4190 ——H b 6.5 30 9 117 | +4 ---Other
2921. 4200 — R IRATE Y BB 6.5 30 9 | 17| +£ --Aniline derivatives and their salts
2921 4200. 12| #&454h 6.5] 30 9 | 17| +4 Sodium-p-aminobenzensulfonate
2921 4200. 13| K3 Fx 6.5 30 9 (17| +£ Aclonifen
2921 4200. 90| HAb K IeiT A4 B & 6.5 30 9 | 17| +4 Other aniline derivatives and their salts
2921. 4300 — P RKERELTA AR EA 6.5 30 17| +4 --Toluidines and their derivatives; salts thereof
a2
2921 4300. 01| /8] ¥ 3K e Rk 2t F R e 6.5] 30 17| +4 m- Toluidines or p-Toluidines
2921 4300. 10| AR R 6.5] 30 17| ¥4 | s |Trifluralin
2921 4300.20 | 4% ¥ pe 6.5] 30 9 117 | +4 o-Toluidine
2921 4300. 31|28 A pe 6.5 30 17| +4 S | Bromethalin
2921 4300.32| T AR 6.5 30 9 |17 | +4& S |Benfluralin
2921 4300. 33| R AR 6.5 30 9 |17 | +4 S |Fluchloralin
2921 4300. 34| R A AR 6.5 30 9 117 | ¥4 S | Profluralin
2921 4300.35| ZTH AL 6.5] 30 9 | 17| ¥4 | s |Ethalfluralin
2921 4300. 36| ¥R R 6.5] 30 9 | 17| +%& | s |Dipropalin
2921 4300.37| R TR 6.5 30 9 | 17| % | s |Chlomidine
2921 4300. 38| & A& 6.5| 30 9 17| ¥4 | s |Flumetralin
2921 4300.90| FRAeth ., FRBEITEMALLE6.5] 30 9 | 17| +4 Toluidines and their derivatives and its salts
2921. 4400 — KR EATAMAREAN |6.5] 30 17|17 +4 --Diphenylamine and its derivatives; salts thereof
GO
2921. 4500 —1-E e (a-RE) . 2-R 30 17| 4 --1-Naphthylamine (a-naphthylamine) , 2-naphthy-
(B-RM) BREITAMARE lamine (B-naphthylamine) and their derivatives; salts
744 3 thereof
2921 4500.10|2-% M .51 30 17| % | x |2-Naphthylamine
2921 4500, 90| 1-Ffeefm 2-ABeth T A M A2 6.5 30 17| +4 1-Naphthylamine and 2-Naphthylamine and their
(&3 1-F k) derivatives and its salts (including 1naphthy- lamine)
2921. 4600 —gzdE4Bl (INN) . F3E4b9A 30 17| +4 --Amfetamine C(INN) , benzfetamine C(INN) |
(INN) . XA (IN) . T dexamfetamine C(INN) , etilamfetamine C(INN) |
AEAEA . SRR (INN) . A fencamfamin (INN), lefetamine (INN), levamfetamine
B, AR &AM (INN) . £ (INN) , mefenorex (INN) and phentermine C(INN) ;
&3 (INN) . KT (INN) salts thereof
VAZR e 8 3h
2921 4600. 11| 2 dEMBA . FAEMEH . &R A 30 17| +4% I |Amfetamine C(INN) , benzfetamine C(INN) |,
(afEemne k) dexamfetamine (INN)  (including their salts)
2921 4600. 12| ZAEARBA . ZR3k5k8A . A)4EHuBA| 6. 30 17| +4& | | Etilamfetamine (INN), fencamfamin(INN ), lefetamine
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2016/8/11 World Freight Rates - Freight Calculator

Login  Register

World Freight Rates Freight Exchange

Freight Bill Factoring

FirstLine Funding Group offe sh for Invoices & Freight Bills
® O

Frelght Calculator 1. SELECT METHOD OF SHIPPING

Find out market rate estimates for Ocean from anywhere to
anywhere in the world, and Rail and Truck in the USA. Upon seeing

the estimate, you have two options on how to proceed, should you

Feedback

decide to do so; either post in Exchange or get a Reservation and

someone will contact you. Have fun! Truck

Break Bulk

2. SELECT LOCATIONS 3. SELECT LOAD 4, ACCESSORIAL CHARGES

Mumbai, India O FCL® B Hazardous

: ; B Add Insurance
R— Container Type RN
Tianjin, China

®|CL@®

Chemicals
B Refrigerated @
50000

Current Market Rate

Subject to additional fees such as taxes, duties, etc..

http://worldfreightrates.com/en/freight



http://worldfreightrates.com/en/
http://worldfreightrates.com/en/news
http://worldfreightrates.com/en/exchange
http://worldfreightrates.com/en/freight
javascript:;
javascript:;
javascript:;
javascript:;
http://worldfreightrates.com/en/login
http://worldfreightrates.com/en/register/
https://www.google.com/finance/converter
javascript:showConfirmMessage('You are about to go to leave to an outside link. Proceed?','http://www.dutycalculator.com/new-import-duty-and-tax-calculation/')
javascript:showLoginDialog('/en/exchange?new=n');
http://worldfreightrates.com/en/calculator/reservenow
https://www.googleadservices.com/pagead/aclk?sa=L&ai=CYSD4yUisV-OmGNDHoAPr4Z-4AYiawctFysXnsN4BwI23ARABIJalsSdgiQOgAebdic0DyAEBqAMByAPDBKoEf0_QSkFsjMsGJ5pCuVNQwwKgj22tNh48eAkgmk1NnMbHwGYKnrBe0Th-yCCukYPtlqeYIJw_DnPZppzrvK0VYyejSQSZrmrYOUipv5KVHQeophfiMWKi0_AJVskxO5NelUJTeUev_o9RHw8BWS-fekmyNtchIXHSi28Giw8zA1CIBgGAB4Ki9jKoB4HGG6gHpr4b2AcB2BMB&num=1&cid=CAASEuRo61uQ8MiRQ-wz35CutSRMaw&sig=AOD64_3kQ_tmZpdSBYi7quMxxI5hQ2YoYQ&client=ca-pub-6290667834754749&adurl=https://www.firstlinefundinggroup.com/
https://www.googleadservices.com/pagead/aclk?sa=L&ai=CYSD4yUisV-OmGNDHoAPr4Z-4AYiawctFysXnsN4BwI23ARABIJalsSdgiQOgAebdic0DyAEBqAMByAPDBKoEf0_QSkFsjMsGJ5pCuVNQwwKgj22tNh48eAkgmk1NnMbHwGYKnrBe0Th-yCCukYPtlqeYIJw_DnPZppzrvK0VYyejSQSZrmrYOUipv5KVHQeophfiMWKi0_AJVskxO5NelUJTeUev_o9RHw8BWS-fekmyNtchIXHSi28Giw8zA1CIBgGAB4Ki9jKoB4HGG6gHpr4b2AcB2BMB&num=1&cid=CAASEuRo61uQ8MiRQ-wz35CutSRMaw&sig=AOD64_3kQ_tmZpdSBYi7quMxxI5hQ2YoYQ&client=ca-pub-6290667834754749&adurl=https://www.firstlinefundinggroup.com/
http://worldfreightrates.com/
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India IND Cost to export (USS$ per 1332
container)
INDICATOR | INDICATOR | SOURCE NOTE SOURCE _ORGANIZ
CODE NAME ATION
IC.EXP.COST | Cost to export | Cost measures the fees levied on a | World Bank, Doing
.CD (USS per 20-foot container in U.S. dollars. Business project
container) All the fees associated with (http://www.doingbusi

completing the procedures to
export or import the goods are
included. These include costs for
documents, administrative fees for
customs clearance and technical
control, customs broker fees,
terminal handling charges and
inland transport. The cost measure
does not include tariffs or trade
taxes. Only official costs are
recorded. Several assumptions are
made for the business surveyed: Has
60 or more employees; Is located in
the country's most populous city; Is a
private, limited liability company. It
does not operate within an export
processing zone or an industrial
estate with special export or import
privileges; Is domestically owned
with no foreign ownership; Exports
more than 10% of its sales.
Assumptions about the traded goods:
The traded product travels in a dry-
cargo, 20-foot, full container load.
The product: Is not hazardous nor
does it include military items; Does
not require refrigeration or any other
special environment; Does not
require any special phytosanitary or
environmental safety standards other

than accepted international standards.
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