RESULT UPDATE Q2 FY18 December 14, 2017

APL Apollo Tubes Ltd - BUY

Strong performance; outlook bright

APL Apollo’s (APL) Q2 FY18 performance was inline with our
estimates on topline and bottom-line front. Despite GST related
slowdown, APL witnessed healthy revenue growth of 46% yoy
during Q2 FY18 backed by strong sales volumes and improved
realizations. Owing to the strong traction in hollow sections and pre-
galvanized tubes, total volume grew 20% yoy to 0.28 mn tons
whereas higher input prices translated into realizations growth.
Strong volume growth with steady EBITDA per ton drove
profitability. During Q2 FY18, two new direct forming technology
(DFT) based lines have been commissioned at Raipur and Hosur
plants and APL expects to commission the balance lines by end of
FY18. The Company continues to focus on increasing the share of
OEM and exports with the new product offerings especially through
DFT. We expect the volume growth to remain strong in the second
half of FY18 on back of pickup in demand. The higher capacity and
established presence would allow APL to capitalize on the
opportunity. The improving share of high margin value added
products and higher scale of operations would drive earnings
growth for APL. We roll forward our estimates to FY20 and upgrade
the stock to BUY for target price of Rs.2,290.

Entire new capacity to be operational by FY18 end; EBITDA per ton
to remain healthy

APL reported 20% volume growth during Q2 FY18 with partial
contribution from the newly commissioned DFT lines. APL expects to roll-
out another 4 DFT lines across existing facilities by Q4 FY18, taking its
total capacity to 2 mn tons. Focus on increasing its presence in the eastern
region, servicing of customized small sized and export orders using DFT
would play key role in driving overall growth. EBITDA per ton is likely to
improve owing to higher share of value added products.
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Figure 1: Result table (Cons.)

Rs mn Q2FY18 Q2FY17 (%)yoy Q1FY18 (%) qoq
Revenue 13,454 9,223 45.9 11,556 16.4
Operating Profit 1,013 795 274 787 28.6
OPM (%) 7.5 8.6 -109 bps 6.8 71 bps
Other Income (55) (21 167.0 95 (157.7)
Depreciation (124) (167) (26.2) (122) 1.2
Interest (208) (156) 33.0 (177) 17.4
PBT 626 451 39.0 583 7.4
Tax (219) (158) 39.2 (195) 12.5
Reported PAT 407 293 38.8 388 4.8
Adjusted PAT 407 293 38.8 388 4.8

Source: Company, IIFL Research
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APL Apollo Tubes Ltd

Figure 2: Hollow sections drives half of the revenues in H1 FY18
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APL expects the EBITDA/ton to be in the range of Rs.3,300 to Rs.3,500
in FY18. However with the DFT based products, APL expects
improvement of ~Rs.100-150 in EBITDA/ton in FY19E.

The management has reiterated their strong focus on brand building
exercise. In view of that, APL has launched two new brands: a) ‘Apollo
Fabritech’- hollow sections made with DFT technology and b) ‘Apollo
Coastguard’- for customers across coastal and hilly geographies.

The company expects to incur capex of ~Rs.1 bn in FY18E. Out of this,

the company has already incurred ~Rs.0.6 bn in H1 FY18 and
remaining ~0.4 bn would be spent during H2 FY18. This would be
towards the planned capacity expansion of DFT lines.

Valuation and Recommendation

The Capacity addition is well on track to be completed in FY18 which
Management Concall highlights: would place APL in strong position. With higher capacity and increasing
e After the commissioning of 2 DFT lines at its Hosur and Raipur plants demand, we expect APL to achieve 22% topline CAGR during FY17-20E.

during Q1 FY18, APL installed 2 new lines during Q2 FY18. Roll-out of The rising share of high margiq products would translate into earnings
all new capacities by Q4 FY18 will take its total capacity to ~2mn tons. CAGR of 24% over FY17-20E, with ROE >25% by FY20E. We roll forward

DFT products have achieved volume run-rate of ~10,000 tons/month our estimates to FY20 and upgrade the stock to BUY for target of Rs.2,290.
and APL expects to reach ~15,000 tons/month run-rate by FY18 end.

Source: Company, IIFL Research

Figure 3: Financial summary (Cons.)

e The company expects volume growth of ~20% during FY18 (to Y/e 31 Mar (Rs m) FY17 FY18E FY19E FY20E
~1.15mn tons) on account of benefits arising from ramp up of new Revenues 45,450 57,469 69,651 81,687
capacities and demand pickup in domestic and export markets. yoy growth (%) 7.9 26.4 212 17.3

Operating profit 3,244 4,171 5,165 6,151

e With DFT being operational, APL is looking to further penetrate the OPM (%) 71 73 7.4 75
export market. Currently, domestic market contributes ~92% to the Adjusted PAT 1,459 1,871 2418 3103
total sales. However, APL expects improvement in the export yoy growth (%) 15.9 28.2 29.2 28.3
contribution to ~15% by FY19E on account of high quality DFT based EPS (Rs) 61.8 79.3 102.5 1315
products which are in high demand in export markets. P/E (x) 31.5 24.5 19.0 14.8

e As per the Management, GST related shift of unorganized market to EV/EBITDA (x) 15.9 12.5 10.0 8.2
organized market is likely to be gradual and would start from Q1 Dt i ity (e U UL Ly =

Source: Company, IIFL Research
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IIFL Wealth Research bags 2 Best Analyst Awards
[IFL Wealth Research has bagged two prestigious awards at the Zee Business Market Excellence Awards 2016.
Prayesh Jain was conferred the Best Analyst Award for Auto sector and Bhavesh Gandhi bagged the Best Analyst Award for Pharma sector.

Besides the twin awards, [IFL. Wealth Research was also nominated in the categories of Oil/Gas, Banking and Industrials.

IIFL Wealth Research, as you know, has always prided itself on its unique value proposition in a swarming market space of cut-throat competition, among other things,
on our wealth of actionable ideas, tailored portfolio approach and thorough research in line with client needs and priorities, distinctive practice of following up with
Call Success post recommendations and a vast coverage universe of as many as 300 companies (comprising 70% of India’s equity mcap).

In the past, the research team has won Zee Biz Awards under different categories; Bloomberg has rated our research as the most accurate, while we have twice
been winners of Business Standard Smart Portfolios, having received awards at the hands of luminaries including President Pranab Mukherjee, Prime Minister
Narendra Modi and Minister of State Piyush Goyal.

Recommendation parameters for fundamental reports:
Buy = >15%+

Accumulate = 5% to 15%

Reduce =-10% to 5%

Sell =>-10%

ABOUT IIFL Wealth Management Limited

[IFL Wealth Management Limited (hereinafter referred as [IFLW), a Company incorporated under Companies Act, 1956, is registered with SEBI as Portfolio Manager and as a Stock Broker. [IFLW is also
registered with AMFI as a distributor of mutual funds. [IFLW provides wealth management services to various HNI / Ultra HNI clients and inter alia distributes various securities and financial products,
including mutual funds, alternative investment funds, debentures and structured products. [IFLW has made necessary application for registering itself as a Depository Participant.

Contact Details - Corporate Office - IIFL Centre, Kamala City, Senapati Bapat Marg, Lower Parel, Mumbai - 400013, Regd. Office - [IFLW House, Sun Infotech Park, Road No. 16V, Plot No. B-23, MIDC,
Thane Industrial Area, Wagle Estate, Thane - 400604 Tel: (91-22) 3958 5600. Fax: (91-22) 4646 4706 E-mail: research@iiflw.com Website: www.iiflw.com.

Registration Details -
1] CIN No.: U74140MH2008PLC177884; 2] SEBI PMS Regn. No INP000002676: 3] National Stock Exchange of India Ltd. SEBI Regn. No. : INZ000011437, Bombay Stock Exchange Ltd. SEBI Regn. No.:
INZ000011437 4] AMFI Regn No. : 59563
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Terms & Conditions and Other Disclosures with respect to Research Report:-

a)

b)

Q)

d)

e)

g)

h)

This research report (“Report”) is for the personal information of the authorised recipient(s) and is not for public distribution and should not be reproduced or redistributed to any other person or in any form without
[IFLW’s prior permission. The information provided in the Report is from publicly available data, which IIFLW believes, is reliable. While reasonable endeavors have been made to present reliable data in the Report so far
asitrelates to current and historical information, but IFLW does not guarantee the accuracy or completeness of the data in the Report. Accordingly, [IFLW or any of its connected persons including its directors or subsidiaries
or associates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained, views and opinions expressed in this publication;

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and estimates
contained in this report reflect a judgment of its original date of publication by IIFLW and are subject to change without notice. The price, value of and income from any of the securities or financial instruments mentioned
in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of such securities or financial
instruments.

The Report also includes analysis and views of our research team. The Report is purely for information purposes and does not construe to be investment recommendation/advice or an offer or solicitation of an offer to
buy/sell any securities. The opinions expressed in the Report are our current opinions as of the date of the Report and may be subject to change from time to time without notice. IIFLW or any persons connected with it do
not accept any liability arising from the use of this document.

Investors should not solely rely on the information contained in this Report and must make investment decisions based on their own investment objectives, judgment, risk profile and financial position. The recipients of this
Report may take professional advice before acting on this information.

IIFLW has other business segments / divisions with independent research teams separated by 'chinese walls' catering to different sets of customers having varying objectives, risk profiles, investment horizon, etc. and
therefore, may at times have, different and contrary views on stocks, sectors and markets.

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 local law, regulation or which would subject [IFLW and its affiliates 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 restrictions.

As IIFLW along with its subsidiaries and associates, are engaged in various financial services business and so might have financial, business or other interests in other entities including the subject company/ies mentioned
in this Report. However, IIFLW encourages independence in preparation of research report and strives to minimize conflict in preparation of research report. IIFLW and its associates did not receive any compensation or
other benefits from the subject company/ies mentioned in the Report or from a third party in connection with preparation of the Report. Accordingly, IIFLW and its associates do not have any material conflict of interest at
the time of publication of this Report.

As IIFLW and its associates are engaged in various financial services business, it might have:-

(a) received any compensation (except in connection with the preparation of this Report) from the subject company in the past twelve months; (b) managed or co-managed public offering of securities for the subject
company in the past twelve months; (c) received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) received any compensation
for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) engaged in market making activity for the subject company ;
IIFLW and its associates collectively do not own (in their proprietary position) 1% or more of the equity securities of the subject company/ies mentioned in the report as of the last day of the month preceding the publication
of the research report and does not have material conflict of interest at time of publication of the research report;

The Research Analyst/s engaged in preparation of this Report or his/her dependent relative;

(a) does not have any financial interests in the subject company/ies mentioned in this report; (b) does not own 1% or more of the equity securities of the subject company mentioned in the report as of the last day of the
month preceding the publication of the research report; (c) does not have any other material conflict of interest at the time of publication of the research report.

The Research Analyst/s engaged in preparation of this Report:-

(a) has not received any compensation from the subject company in the past twelve months; (b) has not managed or co-managed public offering of securities for the subject company in the past twelve months; (c) has not
received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) has not received any compensation for products or services other
than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has not received any compensation or other benefits from the subject company or third party
in connection with the research report; (f) has not served as an officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject company.

We submit that no material disciplinary action has been taken on IIFLW by any regulatory authority impacting Equity Research Analysis.

A graph of daily closing prices of securities is available at http://www.nseindia.com/ChartApp/install/charts/mainpage.jsp, www.bseindia.com and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose
a company from the list on the browser and select the “three years” period in the price chart).

For Research related queries, write to: Amar Ambani, Head of Research at amar.ambani@iiflw.com.
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