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Pick of the Week

B In an ever-changing business environment, some of our investment ideas seem more convincing than

others due to better earning visibility and/or attractive valuation. Every Monday, we bring you such

fundamental stock ideas through our “Pick of the Week” report.

O Investment Horizon: Though the ideal investment horizon for such ideas remain 6-9 months, our picks may provide some
profit-making opportunities even to short-term investors.

O Risk-Return Profile: Pick of the week ideas are the best high return research ideas at this point in time.

Reco

‘ Mcap ‘ CMP Target ‘Potential

(Rs Cr) Upside (%)

Aarti Industries 13,866 793 888 12% BUY

(Rs) Price *

* Note: Investment horizon Approx. 6-9 months., CMP as on 3™ April, 2020



Aartl Industries

793 888
MARKET DATA
No. of Shares :17.49 cr
Market Cap 1 Rs 13,866 Cr

52-week High / Low

BSE Code

NSE Code

:Rs 1071/668

: 524208

: AARTIIND

Aarti Industries Ltd. (AIL) is the largest producers of Benzene based basic and intermediate chemicals in
India. It has 17 manufacturing plants and 3 R&D centres in India and over 200 products. These put AIL
ahead of the peers in the Benzene chemistry in India. AIL is a preferred partner of choice for more than
1000 customers globally. Q3FY20 Revenues mix was Specialty Chemicals (85%) and Pharma (15%).

Investment Rationale

Q

a

Specialty Chemicals (SC) segment to benefit in near term due to COVID-19 led supply disruptions: With outbreak of
coronavirus causing prices of some chemical to move upwards due to short supply that could be positive for Aarti Industries SC
division in the near term. We note that AIL does not have any significant imports or exports to and from China. We see that
coronavirus led outbreak and ensuing disruptions could become a structural advantage for AIL as leading global players would look
to accelerate shifting their supply chain to India thus benefitting AlL’s SC division

Lower crude prices to support Margin performance: Lower crude prices driven by covid-19 led correction would benefit ARTO
to maintain margins in FY21E/22E although dip in absolute revenues could be seen. In Q3FY20, AlL reported EBITDA Margin of
20.6% versus 19.5% in Q3FY19. Further, we believe long term margin drivers like 1) favourable product mix change (75%
contribution from value added downstream products); 2) operating leverage continue to be in place

Pharma segment resilient in long term, near term impacted: ~20% APIs are imported from China. While, Chinese economy
came out of lockdown, we witnessed nationwide lockdown in India that could impact overall business. However, we believe the
essential nature of the product could salvage some of the business lost during the lockdown period. From medium to long term
perspective we expect the division to report healthy revenue growth alongwith margin expansion led by 1) higher contribution of
value added products, 2) focus on off-patented generics in regulated markets and 3) healthy new product launch pipeline

High Entry barriers: Given the specialized nature of chemicals AIL operates in, longer approval cycle times between 3 months
upto 2 years depending on customer’s requirements including complex products necessitates a strong balance sheet. Further, a
manufacturing plant requires a number of end products to make it economically viable which is amongst the key strengths of AIL
owing to its over 35 years experience in the industry

Outlook: Expanding product portfolio, consistent growth capex, acceleration in trend towards shift of supply chain shift to India from
China, multi-year contracts won by AIL that could contribute from FY21E onwards, Pharma segment in the drivers seat with
sustainable +20% margins over FY19-21E all point to a steady earnings growth trajectory over FY19-22E. Factoring in the COVID-
19 led pressure on earnings we now value the stock at 21x its FY22E EPS

We recommend a Buy with target price of Rs 888.

Financial Summary

Y/IE Revenue PAT EPS RoE RoCE P/E
March (Rs Cr) (Rs Cr) (RS)] (%) (%) (x)
FY19 4,706 492 28.2 22.8 17.8 26.8
FY20E 4,505 570 32.7 19.9 14.6 243
FY21E 5,342 610 35.0 18.5 14.6 22.7
FY22E 5,843 730 41.9 18.8 15.4 19.0

Source: Axis Securities



Performance

No of Stocks Matrix

No of Stocks 9m 15m
Met Target 23 43
Not Met Target 17 23

Performance Matrix

% Return 9m 15m
Met Target 13.50 12.84
Not Met Target (13.09) (15.81)

Benchmark Performance Matrix

% Return 9m 15m
Met Target 1.81 3.04
Not Met Target (4.87) (3.39)

Note : Performance of the pick of the week is calculated for stocks recommended from Dec-18 to Feb-20 for 15 Months and from Jun-19 to Feb-20 for 9 Months.
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Disclosures:

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).

1. Axis Securities Ltd. (ASL) is a SEBI Registered Research Analyst having registration no. INHO00000297. ASL, the Research Entity (RE) as defined in the Regulations, is engaged in the business of providing Stock broking services,
Depository participant services & distribution of various financial products. ASL is a subsidiary company of Axis Bank Ltd. Axis Bank Ltd. is a listed public company and one of India’s largest private sector bank and has its various
subsidiaries engaged in businesses of Asset management, NBFC, Merchant Banking, Trusteeship, Venture Capital, Stock Broking, the details in respect of which are available on www.axisbank.com.

2. ASL is registered with the Securities & Exchange Board of India (SEBI) for its stock broking & Depository participant business activities and with the Association of Mutual Funds of India (AMFI) for distribution of financial products and
also registered with IRDA as a corporate agent for insurance business activity.

3. ASL has no material adverse disciplinary history as on the date of publication of this report.

4. I/We, authors (Research team) and the name/s subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect my/our views about the subject issuer(s) or securities. I/We (Research
Analyst) also certify that no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. I/we or my/our relative or ASL or its Associate does not have any
financial interest in the subject company. Also l/we or my/our relative or ASL or its Associates may have beneficial ownership of 1% or more in the subject company at the end of the month immediately preceding the date of
publication of the Research Report. Since associates of ASL are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject
company/companies mentioned in this report. I/we or my/our relative or ASL or its associate does not have any material conflict of interest. I/we have not served as director / officer, etc. in the subject company in the last 12-month

period.
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5. ASL or its Associates has not received any compensation from the subject company in the past twelve months. I/We or ASL or its Associate has not been engaged in market making activity for the subject company.

6. In the last 12-month period ending on the last day of the month immediately preceding the date of publication of this research report, ASL or any of its associates may have:

i. Received compensation for investment banking, merchant banking or stock broking services or for any other services from the subject company of this research report and / or;
ii. Managed or co-managed public offering of the securities from the subject company of this research report and / or;
iii. Received compensation for products or services other than investment banking, merchant banking or stock broking services from the subject company of this research report;

ASL or any of its associates have not received compensation or other benefits from the subject company of this research report or any other third-party in connection with this report.

Term& Conditions:

This report has been prepared by ASL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be altered in any way, transmitted to, copied or
distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ASL. The report is based on the facts, figures and information that are considered true, correct, reliable and
accurate. The intent of this report is not recommendatory in nature. The information is obtained from publicly available media or other sources believed to be reliable. Such information has not been independently verified and no
guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice. The report is prepared solely for informational
purpose and does not constitute an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments for the clients. Though disseminated to all the customers simultaneously, not all customers
may receive this report at the same time. ASL will not treat recipients as customers by virtue of their receiving this report.
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Disclaimer:

Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to the recipient’s specific circumstances. The
securities and strategies discussed and opinions expressed, if any, in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
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This report may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this report should make such investigations as it deems necessary to arrive at an
independent evaluation of an investment in the securities of companies referred to in this report (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. Certain transactions, including those involving futures, options and other derivatives as well as non-investment grade securities involve substantial risk and are not suitable for
all investors. ASL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on
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