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APL Apollo Tubes
Metals

Long term prospects intact; Q2FY25 likely to be critical

APL Apollo Tube’s (APL) Q1FY25 EBITDA missed our/consensus estimates by 6-7%%. Key points: 1) EBITDA/te improved
marginally QoQ; however, was down by INR 461/te YoY on account of: i) higher dealer discounts; ii) ESOPs; and iii) higher
other expenses (incl. branding). 2) Profitability across product categories, except Apollo galvanised, improved marginally QoQ.
3) Raipur plant utilisation stood at ~61% while Dubai plant utilisation was ~30% (all four mills were operational); combined
volumes for Raipur and Dubai plant were 194kte (~90% from Raipur plant). 4) Management guides for 3.2mnte FY25 volumes
while maintaining EBITDA/te of FY24-levels (~INR4500/te). Taking cognizance of the management’s guidance and
commentary, we have lowered our EPS by 6.7%/14.2% respectively for FY25/26E. We downgrade APL to ADD; TP revised to

INR 1,545 (earlier INR 1,800) based on an unchanged multiple of 36x FY26E.

EBITDA misses estimates

APL’s EBITDA of INR 3bn (down 1.8% YoY) was 6.9%/5.9% lower compared
to our/consensus estimates. Key points: 1) Sales volume increased by 9% YoY
(up 6.3% QoQ) at 721kt (highest-ever). 2) Share of value-added products
(VAP) rose to 60% (57% Q1FY24). 3) Raipur plant reached 61% utilisation. 4)
Dubai plant has commissioned operations at all four mills; Q1FY25 utilisation
was 30%. 5) EBITDA/te across major categories, except for Apollo galv,,
improved QoQ. 6) Working capital days increased QoQ to 3 days (1 day in
Q4FY24). Management guides for 3.2mnte FY25 volumes while maintaining
EBITDA/te of FY24-levels (~INR 4,500/te) with a focus on increasing share of
VAP to 70% by end-FY25.

Volume growth, a key monitorable

Management, during the call, highlighted: 1) Q1FY25 was impacted by
demand easing due to India’s general elections and slowdown in retail
spending. 2) Channel partners are still apprehensive owing to the ongoing
price correction in HRC market. That said, we believe APL’s margin is likely to
get a boost from operating leverage as volumes in Raipur and Dubai plants
ramp up with increasing proportion (premium) for VAP. Also, APL is planning
three new plants at: 1) Siliguri, 2) Ahmedabad and 3) Gorakhpur. These will
further volumes growth. We peg volume growth of 21%/25% to
3.17mnte/3.95mnte for FY25E/FY26E. However, in the near term we expect
destocking headwinds to prevail in Q2FY25.

Financial Summary

Y/E March (INR mn) FY23A FY24A FY25E FY26E
Net Revenue 1,61,660 1,81,188 2,19,926 2,74,552
EBITDA 10,216 11,922 13,879 18,070
EBITDA Margin (%) 6.3 6.6 6.3 6.6
Net Profit 6,419 7,324 8,617 11,877
EPS (INR) 232 26.4 31.1 42.9
EPS % Chg YoY (6.3) 14.1 17.7 378
P/E (x) 61.9 54.2 46.1 334
EV/EBITDA (x) 393 33.9 29.0 221
RoCE (%) 212 19.6 19.2 21.9
RoE (%) 26.4 242 238 27.2
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Market Data

Market Cap (INR) 398bn
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52-week Range (INR) 1,806 /1,305
Free Float (%) 64.0
ADTV-3M (mn) (USD) 12.8
Price Performance (%) 3m 6m 12m
Absolute (6.7) 6.1 (7.7)
Relative to Sensex (16.1) (5.3) (29.6)
Earnings Revisions (%) FY25E FY26E
Revenue 2.9 3.3
EBITDA (4.9) (10.8)
EPS (6.7) (14.2)
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Outlook: Short-term hiccups; downgrade to ADD

We have pegged FY25 volume at 3.17mnte, almost in line with management guidance
of 3.2mnte for FY25 as we expect volumes to pick-up meaningfully in H2FY25. That
said, Q2FY25 is critical for volume growth. While, we remain positive on APL’s
prospects in long term as both volume and margin growth are in sight, howeuver,
considering the current demand scenario, have cut our volumes estimates for
FY25/FY26 and pruned our EPS estimates by 6.7%/14.2% respectively. We downgrade
the stock to ADD from BUY with a revised TP of INR 1545 (earlier INR 1800) based on
unchanged multiple of 36x FY26E. The reason for keeping the multiple unchanged at
36x is volume/margin prospects in the longer run.

Earnings revision

(INR mn) New New % chg New Old % chg
Revenue 2,19,926 2,13,648 2.9 2,74,552 2,65,719 3.3
EBITDA 13,879 14,602 (4.9) 18,070 20,263 (10.8)
PAT 8,617 9,240 (6.7) 11,877 13,849 (14.2)

Source: I-Sec research

Key risks
e Slower-than-expected ramp-up of Raipur plant.
e Negative price-cost spread owing to HR strip players being more competitive.

e Delay in market acceptance of large-diameter/cross-section products

Q1FY25 conference call takeaways

Steel price Scenario: Steel prices are in the reversal mode after a gap of four years,
as Indian steel prices were in inflationary environment. Indian prices have come at
par with the global steel prices. This was triggered in the last 4-5 months with the
commencement of new upstream steel capacity, which hit the markets in Dec'23,
and in anticipation of new capacity that should hit the market over the next 2-3
years. Steel prices are already down by ~INR 3000/te from its recent highs and are
down by ~INR 17,000/te on a YoY-basis. Management is expecting steel prices
may further ease by INR 3,000-4,000/te in Q2FY25. This is likely to be beneficial
for the company in two ways: 1) as a large steel buyer — it will have better
negotiation power; and 2) affordability of the product will likely improve, and thus
its acceptance.

The contracting price differential between primary and secondary producers is also
resulting in a shift of volumes to players such as APL.

Management guided sale volume of ~3.2mnte in FY25 while maintaining
EBITDA/te of FY24-levels.

Management's focus is now on to maintain its sales volume momentum gain in
Q1FY25. It expects margin pressures in Q2FY25. Since, dealers, channel partner
and distributors are sceptical of stocking material, management may deploy a
strategy of discounting and gaining volumes.

Gross margin spreads have improved by INR 335/te YoY and INR 442/te QoQ
because of better product mix and VAP from Raipur and Dubai plants. However,
this could not be reflected in EBITDA/te due to: 1) the notional expenses on account
of ESOP policy; and 2) extra spend on brand campaign on new products.
EBITDA/te can improve, if utilisation levels improve due to operating leverage
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advantages. Further, in Q1FY25, EBITDA/te of INR 4,183 could have been higher
by INR 150, if it was not impacted by above expenses.

Employee cost has gone up on account of: 1) ESOP; and 2) ~8% increments.

Other expenses have gone up due to: 1) increase in freight cost — as VoP volumes
are lower, freight cost/te has gone up; 2) increase in power and fuel costs — in
Raipur renewable energy sources are yet to come up; and 3) higher brand
spending to launch new products.

Raipur plant: In Raipur, there are four products with cumulative saleable capacity
of 1.1mnte, out of which two are innovative products and the remaining two are
VAP. The product-wise utilisation of Raipur plant for Q1FY25: 1) heavy structural
is at ~58%; 2) roofing sheet is at ~89%; 3) super-light structure is at ~52%; and 4)
coated thick sheet is at ~48%. The overall utilisation for plant is at ~61%.

Dubai plant: Dubai plant has four mills, all operational now. Each mill is capable
of producing 15mmX15mm to 300mmx300mm. First two lines were commissioned
a year ago and the rest two lines have been commissioned just three weeks ago.
The current capacity is 300kte with utilisation level of ~30% in Q1FY25.

New plants: APL is planning three new plants as part of its regional penetration
strategy: 1) in Siliguri to cater in eastern markets; 2) in Gorakhpur to cater in
eastern markets, as well as Bihar and Odisha; and 3) Ahmedabad to cater Gujrat
market. Capex of each plant is expected to around INR 2bn to INR 2.5bn.

Levers for margin expansion: 1) Better product — gross margin is expanding; 2)
Operating leverage advantage with better utilisation rates; 3) better pricing for
general products — price between steel scrap and products are reducing; 4) better
negotiating leverage with steel plants; 5) lower brand spends; and 6) internal strive
for better operational efficiency.

Though there is a slight increase in the company’s net debt position, management
guides: to be net debt free in FY25, surplus cash by FY26 and completion of bmnte
expansion plans in the next 12-15 months.
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APL Q1FY25 performance review

(INR mn) Q1FY25 Q1FY24 % ChgYoY Q4FY24 % Chg QoQ FY23 FY22 % Chg YoY
Sales volume (kte) 721 662 9.0 679 6.3 2,280 1,754 30.0
Blended realisation (INR/te) 66,257 66,553 (0.4) 67,315 (1.6) 68,745 71,961 (4.5)
EBITDA/te (INR/te) 4,184 4,645 (9.9) 4,132 13 4,480 5,388 (16.8)
Revenue from Sale of products 47,771 44,025 8.5 45,677 4.6 1,56,744 1,26,252 24.2
other operating income 1,972 1,424 38.4 1,981 (0.4) 4916 4,382 12.2
Total revenue 49,743 45,449 9.4 47,657 4.4 1,61,660 1,30,633 23.8
Cost of materials consumed 40,877 37,379 9.4 38,086 7.3 1,43,133 1,09,096 31.2
Purchase of stock in trade 1,779 165 1,041 2,869 2,505
Change in inventory 41 1,663 2,200 -5,824 630
Gross Margin (%) 14.2 13.7 13.3 13.3 14.1
Gross Margin (Rs/te) 9,773 9,436 3.6 9,330 4.7 9,422 10,489 (10.2)
Delta in Gross Margin/Delta in realisation (0.4) (0.0) (2.0) 0.0 0.0
Employee expenses 801 604 325 701 14.3 2,062 1,530 34.7
Other expenses 3,229 2,565 25.9 2,827 14.2 9,204 7,419 24.1
Other expenses/te 4,478 3,878 15.5 4,166 7.5 4,037 4,229 (4.5)
Total expenditure 46,727 42,377 10.3 44,854 4.2 1,51,444 1,21,181 25.0
EBITDA 3,017 3,072 (1.8) 2,804 7.6 10,216 9,453 8.1
Margin (%) 6.3 7.0 6.1 6.5 7.5
Other Income 247 217 14.0 186 33.1 472 405 16.5
Depreciation 465 409 13.6 466 (0.2) 1,383 1,090 26.9
EBIT 2,799 2,880 (2.8) 2,524 10.9 9,304 8,768 6.1
Interest 278 271 311 671 445
Exceptional Income(expense) - - - - -
PBT 2,520 2,609 (3.4) 2,212 13.9 8,633 8,323 3.7
Taxes 589 672 (12.5) 508 159 2,215 2,133 3.8
Current tax 587 729 472 2,184 2,066
Deferred tax 1 -56 36 31 67
Others - - - - -
Reported PAT 1,932 1,936 (0.2) 1,704 13.3 6,419 6,190 3.7
Adj PAT 1,932 1,936 (0.2) 1,704 13.3 6,419 6,190 3.7
Tax Rate 23.4 25.8 23.0 25.7 25.6
EPS 7.0 7.0 (0.2) 6.1 133

Source: |-Sec research, Company data

Shareholding pattern Price chart
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Financial Summary

Profit & Loss
(INR mn, year ending March)

Cashflow statement

(INR mn, year ending March)

FY23A FY24A FY25E FY26E
Net Sales 1,61,660 1,81,188 2,19,926 2,74,552
Operating Expenses 151,444 169,266 2,06,047 256,482
EBITDA 10,216 11,922 13,879 18,070
EBITDA Margin (%) 6.3 6.6 6.3 6.6
Depreciation & Amortization 1,383 1,759 2,014 2,268
EBIT 8,832 10,162 11,865 15,802
Interest expenditure 671 1,134 1,075 975
Other Non-operating 472 749 712 1,026
Income
Recurring PBT 8,633 9,777 11,503 15,854
Profit / (Loss) from
Associates ) ) . )
Less: Taxes 2,215 2,453 2,886 3,977
PAT 6,419 7,324 8,617 11,877
Less: Minority Interest - - - -
Extraordinaries (Net) - - - -
Net Income (Reported) 6,419 7,324 8,617 11,877
Net Income (Adjusted) 6,419 7,324 8,617 11,877
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY23A FY24A FY25E FY26E
Total Current Assets 25,388 33,417 40,352 52,285
of which cash & cash eqv. 3,625 3,476 4,189 6,843
Total Current Liabilities & 16372 21834 26578 33084
Provisions
Net Current Assets 9,015 11,583 13,774 19,202
Investments 960 1,027 1,027 1,027
Net Fixed Assets 23,493 30,306 33,792 37,024
ROU Assets - - - -
Capital Work-in-Progress 3,740 2,030 2,030 2,030
Total Intangible Assets - - - -
Other assets 4,743 5,088 5,088 5,088
Deferred Tax Assets - - - -
Total Assets 41,951 50,034 55,711 64,371
Liabilities
Borrowings 8,734 11,246 10,246 9,246
Deferred Tax Liability 1,171 1,258 1,258 1,258
provisions - - - -
other Liabilities 1,989 1,484 1,484 1,484
Equity Share Capital 555 555 555 555
Reserves & Surplus 29,501 35,491 42,168 51,828
Total Net Worth 30,056 36,046 42,723 52,383
Minority Interest - - - -
Total Liabilities 41,951 50,034 55,711 64,371
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Sep-23 Dec-23 Mar-24 Jun-24
Net Sales 46,304 41,778 47,657 49,743
% growth (YOY) 16.7 (3.5) 7.6 9.4
EBITDA 3,250 2,796 2,804 3,017
Margin % 7.0 6.7 5.9 6.1
Other Income 196 150 186 247
Extraordinaries - - - -
Adjusted Net Profit 2,029 1,655 1,704 1,932

FY23A FY24A FY25E FY26E
Operating Cashflow 6,901 11,116 9,153 11,371
Working Capital Changes (1,475) 1,202 (1,478) (2,774)
Capital Commitments (8,621) (6,948) (5,500) (5,500)
Free Cashflow (1,720) 4,167 3,653 5,871
Other investing cashflow (137) (2,208) - -
Cashflow from Investing
Activities (8,757) (9,156) (5,500) (5,500)
Issue of Share Capital 27 28 - -
Interest Cost - - - -
Inc (Dec) in Borrowings 2,902 2,586 (1,000) (1,000)
Dividend paid (875) (1,387) (1,940) (2,217)
Others (608) (961) - -
Cas_h_f!ow from Financing 1.446 266 (2.940) (3.217)
Activities
Chg. in Cash & Bank (410) 2,225 713 2,654
balance
Closing cash & balance (410) 2,225 713 2,654

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY23A FY24A FY25E FY26E
Per Share Data (INR)
Reported EPS 232 264 31.1 429
Adjusted EPS (Diluted) 232 264 31.1 429
Cash EPS 28.2 328 38.4 51.0
Dividend per share (DPS) 35 4.0 4.7 6.5
Book Value per share (BV) 108.5 130.1 154.2 189.0
Dividend Payout (%) 15.1 15.1 15.1 15.1
Growth (%)
Net Sales 238 12.1 21.4 24.8
EBITDA 8.1 16.7 16.4 30.2
EPS (INR) (6.3) 14.1 17.7 378
Valuation Ratios (x)
P/E 61.9 54.2 46.1 334
P/CEPS 50.9 43.7 37.4 28.1
P/BV 13.2 11.0 9.3 7.6
EV /EBITDA 393 33.9 29.0 22.1
Dividend Yield (%) 0.2 0.3 0.3 0.5
Operating Ratios
Gross Profit Margins (%) 133 13.8 14.6 135
EBITDA Margins (%) 6.3 6.6 6.3 6.6
Effective Tax Rate (%) 25.7 25.1 25.1 25.1
Net Profit Margins (%) 4.0 4.0 3.9 4.3
Net Debt / Equity (x) 0.1 0.2 0.1 0.0
Net Debt / EBITDA (x) 0.4 0.6 0.4 0.1
Fixed Asset Turnover (x) 7.1 6.2 5.9 6.3
Inventory Turnover Days 43 38 38 40
Receivables Days 4 3 3 3
Payables Days - - - -
Profitability Ratios
RoCE (%) 212 19.6 19.2 21.9
RoE (%) 26.4 24.2 238 27.2
RolC (%) 247 222 21.4 24.6

Source Company data, I-Sec research

Source Company data, I-Sec research
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