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APL Apollo Tubes Ltd (APAT: IN)- Management Meet Note

1586 Rating Unrated

Target Unrated Unrated

Upside

We recently met with the management of APL Apollo Tubes Ltd
(APL) to help us understand the business in detail. During the
meeting, it was highlighted that the company is one of the fastest
growing manufacturers of ERW pipes. It has 7 manufacturing
facilities located in all the regions in India. APL has distribution
network spread across 20 cities in India enabling them access to all
markets. The company has a 1.3 MTPA capacity as on FY17, with
0.7 MTPA capacity expansions in the pipeline, scheduled to be fully
operational by FY18. They have a 400+ product portfolio with more
than 600 distributors to market the portfolio, thereby relying on
the B2B channel to enhance brand recognition. APL carters to an
array of sectors viz. Infrastructure, Construction, Automobile,
Energy, Agriculture, etc, with major presence in the Infrastructure
and Construction (~50%). Going ahead, the company aims to shift
its focus from being a commodity branded product to a
Value-Added Branded Product, with potential entry into precision
tubes for automotive applications. With the addition of new lines of
Direct Forming Technology to the existing facilities, the company
looks to be in a good position to deliver on their promise of value
additive products.

Management Meet Key Takeaways:

Industry Dynamics: The steel pipes and tubes manufacturing are among
the fastest growing industries across the globe, and India is one of the
leading ERW Steel tubes manufacturing hubs in the world. The domestic
ERW steel pipes & tubes are used extensively across industries and
fields. The domestic industrial production capacity as on FY17 is ~7
MTPA, out which APL Apollo has ~1.3 MTPA, thus exhibiting a significant
market share. This industry which has equally divided organized and
unorganized players, is slated to grow at a CAGR of ~9% through FY19,
with the current domestic market size being ~$5bn (Rs. 300bn). ERW
pipes are used in various industries including infrastructure, construc-
tion, Oil & gas distribution, Engineering, Agriculture, etc. Further, de-
pending on the requirement of the users these pipes & tubes are avail-
able in all thicknesses, diameters and qualities., and with the ever-
increasing pent-up demand led by increased infrastructure, construc-

tion, thriving automobile and refining sectors, this industry may get a

STOCK DETAILS good impetus going ahead.

BSE Code 533758
NSE Code APLAPOLLO
Market Cap (Rs.bn) 37.3

Sector Iron & Steel Products
Group/Index B/ S&P BSE 500

Year End March

52 w.High/Low 1738/814

Avg Monthly Turnover (Rs.mn) 161.6

Shares in Issue (mn) 23.6

BSE Sensex 32,021

NSE Nifty 9,886

About the Company: Established in 1986, APL Apollo is the fastest
growing steel tube manufacturer in India, and has attained pole
position in this category. The company is headquartered in Delhi
NCR, and has 7 manufacturing facilities that are located in Sikanda-
rabad (3 units) (Uttar Pradesh), Bangalore (Karnataka), Hosur (Tamil
Nadu) and Murbad (Maharashtra) with one more coming up in
Raipur. APL’s vast distribution network is spread all across India,
with warehouses cum- branch offices in 20 cities. Their product
basket today boasts of over 400 products. The company believes
that developing new and innovative products is a key driver to prof-
itable growth. These products find widespread use in structural
applications in urban infrastructures, housing, irrigation, solar
plants, greenhouses and engineering applications.

SHAREHOLDING PATTERN

% Jun-17 Mar-17
Promoter 37.47 37.47
Fll Nil 0.42
]|l 15.23 15.34
Others 47.30 46.77
CONSOLIDATED FINANCIALS
Rs Mn. FY16 FY17 FY18E FY19E
Revenue 42.2 455 53.6 63.7
EBIDTA 2.8 3.2 4.7 5.7
EBIDTA(%) 6.7 7.1 8.7 8.9
PAT 1.0 1.5 1.9 2.4
PAT(%) 24 3.2 3.5 3.7
EPS 42.90 62.13 80.75 104.33
P/E(x) 37.0 25.5 19.6 15.2

Source: Company, Bloomberg Consensus

Pan-India footprint: APL Apollo is the only ERW tube player with a pan
India presence. The company has 7 manufacturing facilities dispersed
across all four regions of the country with 3 units in Sikandarabad (Uttar
Pradesh), 1 unit at Hosur (Tamil Nadu), 1unit at Bengaluru (Karnataka), 1
unit at Murbad (Maharashtra), and one newly commissioned plant at
Raipur (Chattisgarh). The company has a vast 3-tier distribution network
spread across India with 26 warehoused cum branch offices spread
across 20 cities, with an expansive distribution network reaching to 600
direct distributors and 40,000 retailers. Going ahead, the company plans
to acquire 10-12 additional warehouses, and extend their existing dealer
network by 300+.

Diversified Product Offerings: APL Apollo is the only company to offer a
vast product portfolio of over 400 varieties, which is ~2x the product
basket of the closest competitor. The current basket includes 4 major
sections like Black Hollow Section, Black Round, Pre-Galvanized and Gal-
vanized tubes. The company recently launched color coated pipes in
India for the 1st time; also APL is the first to introduce pre-galvanized
pipes in the domestic markets and also the first to introduce the latest
global technologies such as DFT and In-line galvanizing. The company
has been awarded patents for never-seen-before designs for 6 products.
Apart from offering a diversified product range the company has also
adopted the latest imported packaging technology to improve aesthetics

of the offered product range.

Capacity Expansion: s on FY17, the company had a production Capacity
of 1.3 MTPA dispersed over 6 facilities throughout India viz. 3 units at
Sikandarabad (UP), 1 unit at Hosur (Tamil Nadu), 1 unit at Murbad
(Maharashtra) and 1 unit at Bengaluru (Karnataka). Despite being so
widely dispersed, the company managed to reduce freight costs by
building depots close to these hubs. Post FY17, APL has established its
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presence in niche territories by setting up a Greenfield plant in Raipur (Chattisgarh) to the tune of 200,000 TPA, for which APL
has earmarked ~Rs. 1,250mn. Further, the company is also planning to add lines of the new DFT Technology Mills at the exist-
ing sites in Sikandarabad, Hosur and Murbad for which another ~Rs. 1,250mn have been allocated. APL plans to fully commis-
sion these new additions by Q3FY18, post which the full effect of the expansion would be seen.

The Technological Edge: Historically, APL has been a leader in adopting the latest technology from around the globe. Living up
to that, the company has introduced latest technologies like High speed mills from Europe which increase the speed by 5x,
Strip Galvanizing lines and the unique rotary sizing mills. Post FY17, additional lines of Direct Forming Technology (DFT) to the
tune of 500,000 TPA in the existing facilities to make superior quality and value additive projects. There are several advantages
cited by the management of this technology ranging from superior quality, customized products, customized sizes, and re-
duced rollover time from 24-48 hours to ~ 20 mins and a direct material savings of ~ 3-7%. Further, the introduction of DFT at
existing facilities has led to opening of an array of opportunities across various sectors such as Metros/ Airports/ Pre-Fab Build-
ings, Agriculture Implements/ Construction Equipment- Tower crane, Gym/Sport Equipment/ Solar tracking systems, Truck &
Bus body/ Heavy vehicle Axles, Export market across USA, Japan, etc.

Brand Recognition: APL since 2013 has focused on aggressive branding to market its products and target consumer memory.
The company had developed a focused Branding Strategy in the year 2013, serving a 2-fold objective of creating awareness &
brand visibility and providing consumers a firsthand feel of products. APL aims at driving market share gains through various
brand building and brand awareness initiatives which include; Large Scale Fabricator meets, Participation in global and domes-
tic exhibitions, rural brand van activation programs, etc. In FY2017, the company has appointed a reputed Marketing Consult-
ant to spearhead the company’s overall Branding strategy. Going ahead, the company is targeting about 30,000 signage boards
across the country for higher visibility. As of FY17, Ad spends account for ~3-4% of the total operating revenue, and the same
level is expected to sustain going ahead. APL believes that a strong brand awareness and widened distribution network will
help diversify the ‘APL Apollo’ brand reach which in turn will drive higher growth.

Financial Matrix: APL’s operating revenue has grown at a CAGR of ~36% (FY07-FY17), and now stands at ~Rs. 50bn. The
EBITDA for the company has also grown at a CAGR of ~36% (FYO7-FY17) and is ~Rs. 3bn. The OPM of the company for year
ended FY17 is ~7%, but with the focus of the company shifting towards higher margin accretive products like precision tubes
for automotive industry and the introduction of DFT the margins are expected to receive an additional fillip and are expected
to sustain around ~10%. The current Debt-Equity ratio for APL is ~0.8, however with the management’s target of being debt
free by 2020, we could see a significant reduction in this ratio for the next 24 months. Going ahead, APL expects the topline to
grow by ~20-25% for the next 24 months, and with the introduction of an additional facility and new technology, we could see
this growth in Revenue to sustain in the long run. Of the expected ~20-25% growth in topline, the management expects to
attribute half the growth to existing markets and the remaining half to new markets.

Valuation:

APL Apollo Tubes Limited over the years has made its name by being one of the fastest growing manufacturers of ERW pipes.
Leveraging on its existing manufacturing facilities and its vast distribution network, the company aims to be the largest global
player in the ERW segment by 2020. The company has recently expanded its production capacity by ~54% from 1.3 MTPA to 2.0
MTPA, by adding a Greenfield plant in Raipur and also adding line of DFT to existing plants. This aggressive expansion bodes well
for APL as this helps them in penetrating new markets and adds to their already diversified product offering.

From the margins standpoint, the company made an OPM of ~7% in FY17, which is line with its peers like Goodluck India Ltd (7%),
and Rama Steel Tubes Ltd (8%). With the increase in focus on margin accretive products and the introduction of DFT, we expect
the margins to increase and sustain at ~10%. APL has RONW of ~22% and a ROCE of ~23% which is significantly higher than its
peers i.e Goodluck India (RONW-9%, ROCE-12%) and Rama Steel Tubes Itd (RONW-17%, ROCE- 4%). Further, the return ratios are
expected to touch ~30% through reduction of debt in line with the Vision 2020 program of the management.

At CMP of Rs. 1,586 the stock trades at 19.6x FY18E and 15.2x FY19E. We like the company because of its proficient internal
capabilities and its vast product offering. With the capacity expansion to finish by Q3FY18, we expect the full impact of the re-
vamped facilities to kick in post Q3FY18, which will further drive margins upwards. With brand strengthening exercises in play,
we believe APL Apollo is in a good position to capitalize on opportunities going ahead. We hold a positive view on the stock.
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Source: Company, Indsec Research
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INDSEC Rating Distribution
BUY : Expected total return of over 25% within the next 12 months.

ACCUMULATE : Expected total return between 10 to 25% within the next 12 months.
REDUCE : Expected total return below 10% within the next 12 months.

SELL : Expected total return is below the market return within the next 12 months.
NEUTRAL: No investment opinion on the stock under review.

DISCLOSURE

BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE in Equity, WDM segment and of NSEIL in Equity, WDM, Futures & Options and Currency Deriva-
tive segments. ISFL is also a Depository Participant of the National Securities Depository Limited (NSDL) and a SEBI registered Portfolio Manager. ISFL has also secured
membership of the MCX Stock Exchange in Currency Derivative Segment. With this setup ISFL is in a position to offer all types of services in the securities industry.

Since inception company’s focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is today empanelled with
most of the local financial institutions, insurance companies, banks and mutual funds. ISFL has grown from being a medium size broking outfit to become one of the
largest capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio Managers) Regula-
tions, 1993 vide registration No. INPO00001892.

DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
(] No penalties have been imposed for any economic offence by any authority.

(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or initiated by any regula-
tory authority against the Company or its Directors, principal officers or employees or any person directly or indirectly connected with the Company.

DECLARATION:

(] ISFL does not have any financial interest in the subject company (ies);

(] ISFL does not have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL does not have any material conflict of interest in the subject company(ies) at the time of publication of this document;
(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

®  ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the subject company (ies) in
the past twelve months;

(] ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;
. None of the research analysts have served as an officer, director or employee of the subject company (ies);

(] ISFL has not been engaged in the market making activity for the subject company (ies);
GENERAL TERMS AND CONDITION/ DISCLAIMERS:
This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed to be reliable. However,
we do not guarantee its accuracy and the information may be incomplete and condensed. Note however that, we have taken meticulous care to ensure that the facts
stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other employee of our company is in any way responsible for its contents. The
Company’s research department has received assistance from the subject company (ies) referred to in this document including, but not limited to, discussions with
management of the subject company (ies). All opinions, projections and estimates constitute the judgment of the author as of the date of this document and these,
including any other information contained in this document, are subject to change without notice. Prices and availability of financial instruments also are subject to
change without notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the information
current. Also, there may be regulatory, compliance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any decision to purchase/sale
securities mentioned in this document must take into account existing public information on such security or any registered prospectus. The appropriateness of a particu-
lar investment, decision or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies discussed in this docu-
ment may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Each recipient of this document
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 docu-
ment (including the merits and risks involved).

This document 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 wouﬁj be contrary to law, regulation or which would subject the company to any registration or
licensing requirement within such jurisdiction. Further, this document is not directed or intended for gistribution to the US taxpayers covered under US Foreign Account
Tax Compliance Act (FATCA) provisions. 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 document may come are required to inform themselves of and to observe such restriction

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. Any comments or
statements made herein are those of the analyst and do not necessarily reflect those of the company. No matter contained in this document may be reproduced or
cofpied without the consent of the company. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The
information contained in this document is intended solely for the recipient and may not be further distributed by the recipient. The Company accepts no liability
whatsoever for the actions of third parties.

The research analyst(s% of this document certifies that all of the views expressed in this document accurately reflect their personal views about those issuer(s) or
securities. Analyst’s holding in the stocks mentioned in the Report:-NIL
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CONTACT DETAILS

Management Designation Email ID Direct No. (+91-22)

Nandkishore Gupta Managing Director ngupta@indsec.com 6114 6101/02
Research Team Designation [Sectors Covered] Email ID Direct No. (+91-22)
Milan Wadkar Head - Institutional Equities milanw@indsec.co.in 6114 6105
Rahul Dani Research Analyst (Auto & Midcap) rahuld@indsec.co.in 6114 6116
Jimeet M. Shah Research Analyst (Cap Good, Infra& Midcap) jimeets@indsec.co.in 6114 6109
Ayush Jalan Research Associate (FMCG, Cement & Midcap) ayushj@indsec.co.in 6114 6139
Ayush Jain Research Associate (Banking, Pharma & Midcap) ayushjain@indsec.co.in 6114 6140
Deepesh Panchawala Technical Analyst deepeshp@indsec.co.in 6114 6138
Institutional Sales Team Designation Email ID Direct No. (+91-22)
Parag Shah Sales Trader parags@indsec.co.in 6114 6133
Aashish Parekh Asst. Sales Trader aashishp@indsec.co.in 6114 6134

For additional information please contact: research@indsec.co.in, or visit us at www.indsec.co.in

Indsec Securities & Finance Ltd, 301/302, "215 Atrium", "A" Wing, Andheri-Kurla Road, Chakala, Andheri (East), Mumbai - 400 093
Telephone: +91 22 6114 6114 / 6114 6100, Fax: +91 22 6114 6180/ 86
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