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APL Apollo Tubes BUY

Margin strong; Focus on value added products continues

Summary

APL Apollo Tubes Q2FY22 EBITDA was slightly weaker than our forecast. EBITDA stood
at Rs2,222 mn (9% below our forecast). EBITDA/t expanded by 48% YoY to Rs5,199,
although sequentially it fell 24%. Nevertheless, EBITDA/t over Rs5,000 is likely to be
sustainable over the coming one year in our view; APL aims to increase EBITDA/t to
Rs6-7,000/tonne in coming 2-3 years as it expands its Raipur facility where it will have
0.5 mtpa of high-margin products. Also, APL targets strong volume growth of 2.5 mn
tonnes in FY23 (from an estimated 1.8 mn tonnes in FY22).

We raise our margin estimates for FY23 to factor strong sales volume guidance. Hence,
our FY23 EBITDA estimate is now higher by 21%. We now value the stock at a PER of
28x FY24 (earlier 36x FY23E) EPS and raise our target price to Rs1,112 (earlier Rs1,007).

Key Highlights and Investment Rationale

B Strong improvement in margins: Despite the second wave of Covid-19 affecting
Q2FY22 volumes (-11% QoQ to 427 kt), APL’s margin remained firm. Overall, its
EBTIDA at Rs5,199/tonne remained strong (its last five years average has been
Rs3,400/tonne).

B APL working to replace conventional products: APL continues to innovate new
products. It aims to replace application of some conventional products such as steel
angles, steel channels, wood, aluminum profiles, fabricated metals sheets with
structural steel. Currently, it offers 1500 SKUs which is far higher than its
competitors.

B Management targets 4 mn tonnes of volumes by 2025: Management targets
volumes of 4 mn tonnes by FY25 (current run-rate of ~2 mn tonnes) with focus on
value added products for the rest of 2 mn tonnes. We applaud APL’s management for
its execution — strong improvement in product mix, lower working capital days
alongside sharp reduction in leverage in past one year. We expect APL’s EBITDA/net
profit to grow at a CAGR of 22%/26% over FY22E-24E. Hence, we maintain our BUY
rating on the stock.
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Financial snapshot (Rs mn)
Year FY20 FY21 FY22E FY23E FY24E
Revenue 74,265 82,149 125,348 153,637 181,719
EBITDA 4,773 6,787 10,142 11,923 15,057
EBITDA (%) 6.4 8.3 8.1 7.8 8.3
Adj. PAT 2,380 3,602 6,253 7,705 9,918
EPS (Rs) 19.1 14.4 25.0 30.8 39.7
EPS Growth (%) 53.9 50.7 73.6 23.2 28.7
PE (x) 84.7 55.5 32.0 259 20.1
Dividend Yield (%) 0.2 - 0.4 0.6 0.8
EV/EBITDA (x) 43.7 29.6 20.1 16.5 12.5
RoE (%) 20.5 23.6 38.8 40.5 36.4
RoCE (%) 18.2 23.9 38.0 42.8 43.0

Source: IDBI Capital Research;
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Exhibit 1: Quarterly Snapshot

(Rs mn) Q2FY22 Q1FY22 QoQ (%) Q2FY21 YoY (%)
Net sales 29,775 24,433 21.9 21,303 39.8
EBITDA 2,222 2,547 (12.7) 1,691 31.4
EBITDA /tonne 5,199 6,825 (23.8) 3,513 48.0
Other income 114 102 10.9 101 12.5
Interest 107 128 (16.5) 159 (32.7)
Depreciation 273 265 2.9 251 8.8
PBT 1,956 2,256 (13.3) 1,382 41.5
Tax 495 572 (13.4) 356 39.2
PAT 1,313 1,474 (10.9) 921 42.6
Diluted EPS (Rs) 5.3 5.9 (10.9) 3.7 42.6

Source: Company; IDBI Capital Research

Exhibit 2: Actual vs. Estimates

(Rs mn) Q2FY22E Q2FY22A Variance (%)
Total Revenues 27,986 29,775 6.4
EBITDA 2,436 2,222 (8.8)
EBITDA/tonne 5,700 5,199 (8.8)
Net profit 1,524 1,313 (13.8)
EPS 6.1 53 (13.8)

Source: Company; IDBI Capital Research
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Exhibit 3: Change in estimates

FY22E
Oold New (%) Chg (%) Chg
Revenue (Rs mn) 119,100 125,348 5.2 131,761 153,637 16.6 181,719
EBITDA (Rs mn) 10,266 10,142 (1.2) 9,827 11,923 21.3 15,057
EBITDA margin (%) 10.4 8.1 -235bps 9.1 7.8 -134bps 8.3
Net profit (Rs mn) 6,497 6,253 (3.8) 6,269 7,705 22.9 9,918
EPS (Rs) 26.0 25.0 (3.8) 251 30.8 22.9 39.7

Source: Company; IDBI Capital Research

Exhibit 4: Sales volumes remained flatish on YoY basis Exhibit 5: EBIDTA/tonne above than historical average
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Con-call Highlight

APL is confident in achieving market share of 55-60% in coming years on account of innovative products across
business verticals and addition in color pipes business categories.

During Q2FY22, EBITDA/tonne stood at Rs5,199/tonne because of value added products.
Company has target of EBITDA/ tonne of Rs6000-7000/tonne with 4 mn tonnes volumes in FY25.
In H1FY22, Net Working Capital Cycle stood at 10 days

Apollo Tricoat Tubes merger is on track and company already got NOC letter from both exchanges and expected to
complete by Q1FY23.

Company is supplying its products to various government agencies through EPC contractors with an advance
payment. This will help them to expand their customer days with impact on debtor days.

On Innovation front, company is entering into new category of steel tubes in Heavy structural tubes segment. In
color coated tubes, company is leveraging technology which can replace conventional tubes.

Company’s long term goal includes value additional, cost control, innovation, new market creation and brand equity
enhancement which will bring double digit growth in volume in coming 2-3 years

In terms of exports, company is looking to set up a base in Dubai to cater Middle East and European markets.
Company has a long term contract with all the customers which will help to create inventory at a stable level

Raipur capacity expansion of 2.6 mn tonnes to 3 mn tonnes is on track and expected to commence 25% of
production in March’22.Full capacity utilization will take atleast 2 years. .
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Financial Summary

Profit & Loss Account (Rs mn) Cash Flow Statement (Rs mn)
Year-end: March FY21 FY22E FY23E FY24E Year-end: March FY21  FY22E FY23E  FY24E
Net sales 82,149 125,348 153,637 181,719 Pre-tax profit 5458 9,112 11,153 14,384
Growth (%) 10.6 52.6 22.6 18.3 Depreciation 1,028 1,092 1,114 1,136
Operating expenses (78,210) (118,180) (147,091) (173,021) Tax paid (1,281) (2,290)  (2,796) (3,609)
EBITDA 6,787 10,142 11,923 15,057 Chg in working capital 3,892 (1,043) (343) (349)
Growth (%) 42.2 49.4 17.6 26.3 Other operating activities (757) (7,161) 1,107 732
Depreciation (1,028) (1,092) (1,114) (1,136) Cash flow from operations (a) 8,340 (291) 10,235 12,295
EBIT 5,759 9,050 10,809 13,921 Capital expenditure (2,298) (2,000) (2,000) (2,000)
Interest paid (661) (389) (130) (34) Chg in investments 0 - - -
Other income 359 451 474 497 Other investing activities - - - -
Pre-tax profit 5,458 9,112 11,153 14,384 Cash flow from investing (b) (2,298) (2,000) (2,000) (2,000)
Tax (1,381) (2,302) (2,807) (3,621) Equity raised/(repaid) 1 250 - -
Effective tax rate (%) 25.3 25.3 25.2 25.2 Debt raised/(repaid) (2,861) (600)  (3,482) (335)
Minority interest (475.4) (558) (641) (846) Dividend (incl. tax) - (874)  (L,249) (1,499)
Net profit 3,602 6,253 7,705 9,918 Chg in minorities (47) - - -
Adjusted net profit 3,602 6,253 7,705 9,918 Other financing activities - - - -
Growth (%) 51.3 73.6 23.2 28.7 Cash flow from financing (c) (2,907) (1,225) (4,731) (1,834)
Shares o/s (mn) 249.8 249.8 249.8 249.8 Net chg in cash (a+b+c) 3,135 (3,515) 3,504 8,461
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Balance Sheet

Year-end: March Fy21 FY22E FY23E
Net fixed assets 17,484 18,392 19,279
Investments 15 15 15
Other non-curr assets 2,499 2,499 2,499
Current assets 13,991 14,946 21,609

Inventories 7,599 11,483 14,292

Sundry Debtors 1,306 1,993 2,442

Cash and Bank 3,579 64 3,568

Marketable securities - - -

Loans and advances 13 13 13

Other current assets 1,494 1,394 1,294
Total assets 33,990 35,853 43,402
Shareholders’ funds 16,947 15,306 22,761
Share capital 250 500 500
Reserves & surplus 16,697 14,806 22,261
Total Debt 4,416 3,816 335
Secured loans 1,835 835 335
Unsecured loans 2,582 2,982 -
Other liabilities 1,877 1,896 1,915
Curr Liab & prov 9,367 12,894 15,810
Current liabilities 9,190 12,713 15,626
Provisions 177 180 184
Total liabilities 15,660 18,606 18,059
Total equity & liabilities 33,990 35,853 43,402
Book Value (Rs) 68 61 91

Source: Company; IDBI Capital Research
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Financial Ratios

Year-end: March

Adj. EPS (Rs)

Adj. EPS growth (%)

EBITDA margin (%)

Pre-tax margin (%)

ROE (%)

ROCE (%)

Turnover & Leverage ratios (x)
Asset turnover (x)

Leverage factor (x)

Net margin (%)

Net Debt/Equity (x)

Working Capital & Liquidity ratio
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Valuation

Year-end: March
P/E (x)

Price / Book value (x)
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Dividend Yield (%)
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Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd.(hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient 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 the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital and associates 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 certain category of investors. Persons in whose possession this report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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