Result Update
30" July, 2024

Nitrile Latex Continues to Weigh on Margins; Maintain HOLD

Est. Vs. Actual for Q1FY25: Revenue — INLINE; EBITDA — MISS; PAT — MISS
Change in Estimates post Q1FY25

FY25E/FY26E: Revenue: 1.8%/5.4%; EBITDA: -2.4%/-2%; PAT: -2.9%/0.2%
Recommendation Rationale

e  Pricing pressure continues in Nitrile Latex: The company posted robust volume growth and
improvement in price realizations for some products. However, overall margins continue to be
impacted by market oversupply, particularly in the nitrile latex/gloves segment. According to the
management, although demand visibility is improving as the inventory of gloves and nitrile latex
decreases, pricing remains low due to excess capacity among Chinese suppliers. Additionally,
the management noted that EBITDA from the Valia project is at breakeven levels, with hopes
for profitability in the coming quarters as utilization levels are expected to increase.

e Growing exports; signs of recovery across customer segments: During the quarter, the
company reported a 12% YoY volume growth in exports, with export revenue increasing by
18% YoY, accounting for 30% of the total revenue. Robust demand was observed across
multiple customer segments, with sectors such as paper, construction, and tyre cords being
the strongest. Management commentary suggests that the worst may be over, and the risk of
further downside in pricing is limited from here. Going forward, a continued increase in demand
is expected to improve utilization levels, leading to a steady improvement in margins.

Outlook & Guidance: We are closely monitoring fluctuations in latex and NBR prices, as well as
the prices of key raw materials such as Styrene and Butadiene. Prices have remained subdued for
over a year due to overcapacity following the Covid-19 pandemic. However, market dynamics have
led to some consolidation, which is expected to support price recovery. Management anticipates
increased volume uptake, capacity expansion, and improved margins for FY25.

Current Valuation: 15x FY26E (Earlier 15x FY26E)

Current TP: Rs 451 (Earlier TP: Rs 450)

Recommendation: We maintain our Hold rating on the stock.

Financial Performance: The company reported revenue of Rs 337 Cr, marking a notable 21%
increase YoY and 8% QoQ, in line with our estimate. However, gross margins declined to 26.7%,
down by 359 bps compared to the previous quarter. Apcotex reported an EBITDA of Rs 32 Cr,
representing a 25% increase YoY and a 1% increase QoQ, missing our estimate of Rs 36 Cr. The
company reported EBITDA margins of 9.4%, up by 25 bps YoY but down by 65 bps QoQ. Profit After
Tax (PAT) amounted to Rs 15 Cr, reflecting a substantial 22% increase YoY and a 3% decrease
QoQ, missing our estimate of Rs 19 Cr.

Outlook: Despite being an import substitute in approximately 45% of its product offerings, Apcotex
Industries Ltd faces the challenge of remaining price competitive against imports, resulting in lower
realizations. However, as global demand-supply dynamics move toward equilibrium, we anticipate
the company’s margin profile to start inching closer to historical levels in the coming quarters. The
company has also been investing in building operating efficiencies and R&D facilities and is
expected to improve growth and profitability as the competitive landscape improves.

Valuation & Recommendation: We marginally revise our estimates considering recent
performance and persistent uncertainties in the sector. While we remain optimistic about a rebound
in profitability, we are cautious about the potential risk of prolonged sluggishness. We value the
company at 15x FY26E earnings, with a target price of Rs 451 per share, implying a limited
downside of 3% from the CMP. We maintain our HOLD rating on the stock.

Key Financials (Consolidated)

(Rs Cr) Q1FY25 QoQ (%) YoY (%) Axis Est. Variance
Net Sales 337 8.4% 21.2% 332 1.5%
EBITDA 32 1.4% 24.6% 36 -11.3%
EBITDA Margin 9.4% -65bps 25bps 10.8% -137bps
Net Profit 15 -3.3% 22.1% 19 -23.3%
EPS (Rs) 2.9 -3.3% 22.1% 3.7 -23.3%

Source: Company, Axis Securities Research
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CMP (Rs) 465
Upside /Downside (%) -3%
High/Low (Rs) 563/383
Market cap (Cr) 2,413
Avg. daily vol. (1m)Shrs. 51,987
No. of shares (Cr) 5.18
Shareholding (%)
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Promoter 58.2 58.2 58.2
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Others 41.3 41.3 41.3
Financial & Valuations
Y/E Mar (Rs Cr) FY24 FY25E FY26E
Net Sales 1,125 1,351 1,696
EBITDA 114 155 227
Net Profit 54 91 156
EPS (Rs) 10.4 VAS 30.1
PER (X) 47.4 28.2 16.4
P/BV (X) 49 43 3.7
EV/EBITDA (x) 23.9 16.9 11.3
ROE (%) 14.2% 18.9% 25.4%
Change in Estimates (%)
Y/E Mar FY25E FY26E
Sales 1.8% 5.4%
EBITDA 22.4% -2.0%
PAT -2.9% 0.2%
ESG disclosure Score**
Environmental Disclosure 12
Social Disclosure Score 15.8
Governance Disclosure Score 83.6
Total ESG Disclosure Score 33.6
Sector Average 44.7

Source: Bloomberg, Scale: 0.1-100

**Note: This score measures the amount of ESG data a company reports
publicly and does not measure the company's performance on any data
point. All scores are based on 2022 disclosures
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Recommendation Rationale & Key Highlights

® Revenue Mix stands at Domestic business: 70% and Export: 30%

® Revenue: The company reported a 21% YoY growth in revenues in Q1FY25, largely due to the highest
quarterly volume growth (14% YoY), a favourable product mix, and improved price realization. Exports
increased by 12% YoY, with export revenues reaching 30% of total revenue. EBITDA grew by 25% YoY, with
margins at 9.45%, an improvement from 9.18% in Q1FY24 but a decline from 10.08% in Q4FY24. EBITDA
per ton improved compared to both Q4FY24 and Q1FY?24. The management expects an achievable EBITDA
margin of 14-15% in the coming 3-4 years.

® Segment-Wise Performance: The growth in the quarter is largely driven by the paper, construction, and tyre
cord segments. Most other segments also saw positive demand trends.

® Valia Plant: The company invested Rs 150-160 Cr in the Valia plant for the glove project, which has
witnessed volume growth. Currently, the plant operates at 50% capacity utilization and is expected to increase
to 65-70% over the next two quarters.

® Taloja Plant: The company invested Rs 50 Cr in the Taloja plant to expand its product line of Styrene
Butadiene and other latex products. This additional capacity is currently running at 70% utilization, with
expectations to reach full utilization within the next 12 to 15 months.

® Nitrile Latex: Nitrile latex contributed around 10% to total sales. The nitrile latex business operated at a 50%
utilization level in Q1FY25. With excess inventory and destocking nearing an end, volume growth is expected
to accelerate in the coming years.

® Capex: Besides maintenance capex and operating cost reduction projects, management plans to revamp its
R&D centre/building at the Taloja facility. Further details regarding the R&D center investments will be
provided in the coming days

®  Apcobuild: Apcobuild showed growth of 12-14% during the quarter but contributed a small portion to overall
revenue. Management stated that it is focusing on niche products where the company has certain
advantages, such as backward integration in polymer products.

® Update on Flooding at Taloja Plant: The plant was mainly closed for safety reasons due to flooding after
heavy rains in the first week of June. The exact damage is still being assessed. Some inventory and

machinery were damaged, but sales were not impacted as the company had sufficient inventory to meet
orders.

Key Risks to Our Estimates and TP

®  Prolonged weakness in Latex Margins and other product margins forcing the company to switch to other
products/reduced utilization levels.

®  |mposition of Anti Dumping Duties (ADD) resulting in improved competitive position.

®  Faster-than-expected ramp-up in utilisation level in new plants

Change in Estimates

Revised Old % Change
FY25E FY26E FY25E FY26E FY25E FY26E
Net Sales 1,351 1,696 1,326 1,610 2% 5%
EBITDA 155 227 159 232 -2% -2%
EBITDA Margin (%) 115 13.4 12.0 14.4 -4% -7%
PAT 91 156 93 155 -3% 0%
ERS 17.5 30.1 18.0 30 -3% 0%

Source: Company, Axis Securities Research



Results Review

(Rs Cr) Q1FY24
Revenue 278
Net Raw Material consumed 197
Employee 14
Other Expenses 41
Total Expenditure 252
EBITDA (core) 25
EBITDAM 9.2%
Add: Other income 2
EBITDA 27
Less: Depreciation 7
EBIT 20
Less: Net Interest 4
Profit Before Extraordinary

16
Items and Tax
Less: Extraordinary Expense
(net)
Profit Before Tax 16
Less: Total Tax 4
Profit After Tax 12
Reported EPS (Rs) 2.3

Source: Company, Axis Securities Research
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Financials (Consolidated)

Profit & Loss

Y/E March

Net Sales

COGS

Staff costs

Other Expenditure
Total Expenditure
EBITDA

EBITDA Margin %
Depreciation

EBIT

EBIT Margin %
Interest

Other Income
PBT

Tax

Tax Rate %

PAT

EPS

Source: Company, Axis Securities Research

FY23
1,080
708
56
157
921
159
14.7%
15.2
143
13.3%

146
38
25.8%
108
20.8

FY24
1,125
778
65
168
1,011
114
10.1%
315
82
7.3%
16

75
21
27.7%
54
10.4

FY25E
1,351
918
78
199
1,195
155
11.5%
345
121
8.9%
16
16
121
31
25.2%
91
17.5

(Rs Cr)
FY26E
1,696
1,137
95
237
1,469
227
13.4%
34.1
193
11.4%
10
25
208
52
25.2%
156
30.1




Balance Sheet (Rs Cr)

Y/E March FY23 FY24 FY25E FY26E
Share Capital 10 10 10 10
Reserves & Surplus 466 511 578 684
Net Worth 476 522 588 694
Short Term Borrowings 27 89 20 10
Trade Payables 102 135 130 163
Other Current Liability 13 12 28 34
Total Current Liability 180 272 214 243
Long Term Borrowings 125 94 155 107
Deferred Tax Liability (Net) 12 20 20 20
Total Non-Current Liability 147 128 189 141
Total Liabilities 327 400 403 385
Total Equity + Liabilities 803 922 991 1,079
Assets

Net Block 383 384 379 3775
Financial Assets: Investments 73 89 89 89
Total Non-Current Assets 481 496 483 479
Inventories 105 125 130 163
Trade Receivable 137 203 185 232
Investments 15 22 22 22
Cash and Cash Equivalents 15 15 106 107
Other Current Assets 35 35 44 55
Total Current Assets 323 426 508 600
Total Assets 803 922 991 1,079

Source: Company, Axis Securities Research



Cash Flows

Y/E March

PBT

Depreciation & Amortization
Provision for Taxes

Chg in Deferred tax

Chg in Working cap

Direct tax paid

Cash flow from operations

Chg in Gross Block
Chg in Investments
Chg in WIP

Cash flow from investing

Proceeds / (Repayment) of Short-Term Borrowings (Net)
Repayment of Long-Term Borrowings

Finance Cost paid

Dividends paid

Cash flow from financing

Chg in cash

Cash at start

Cash at end

Source: Company, Axis Securities Research
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-26
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13
17
30

FY24
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32
16
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-16
40
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27
-20

31
-15
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-13

30
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FY25E
121
35!
16
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-31
173
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(Rs Cr)
FY26E
208
34
10
28
-57
-52
171
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106
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Ratio Analysis

Y/E March
Net Sales
EBITDA
APAT

Per Share Data (Rs)

Adj. EPS

BVPS

DPS
Profitability (%)
EBITDA Margin
Adj. PAT Margin
ROCE

ROE

ROIC
Valuations (X)
PER

P/BV

EV / EBITDA
EV / Net Sales
Turnover Days
Asset Turnover
Inventory days
Debtors days
Creditors days

Working Capital Days

Gearing Ratio

Total Debt to Equity (X)

Source: Company, Axis Securities Research

FY23
12.9%
13.4%

9.2%

20.8
91.8
4.1

14.7%
9.8%
17.8%
22.2%
20.2%
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5.4
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2.5
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50
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FY24
4.1%
-28.1%
-50.1%

10.4
100.6
5.7

10.1%
6.6%
8.9%

14.2%

10.2%

47.4
4.9
23.9
2.4
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50
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FY25E
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36.3%
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113.5
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8.2%
12.2%
18.9%
15.3%
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4.3
16.9
1.9
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50
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(%)
FY26E
25.6%
46.4%
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133.9
13.6
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10.4%
17.9%
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22.0%
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Apcotex Industries Price Chart and Recommendation History
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