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Apar Industries

BUY CMP Rs373 Target Rs449

Strong show - BUY

v" Conductor Segment: The revenue declined by 15% yoy. The domestic revenue
declined by 28% yoy driven by subdued demand for conventional conductors and
HEC. Exports were down 6% yoy while share stood at 50% vs 44% yoy. The
company'’s conventional conductor business may remain stagnant but have
invested in the newer segments like HEC (15% share), Copper conductor for
Railways (11% share), OPGW and the CPC for transformers. Rods revenue grew
by 22% (14% share). EBITDA/MT stood at Rs.13,022 while EBITDA stood at
Rs.410mn, down 9% yoy. Margins stood at 5.6%. Conductors new order inflow at
Rs.10.47 bn, up 68% yoy of which exports share stood at 35%. Copper conductor
for Railways contributed 46% to order inflow. The orderbook stood at Rs. 21.2 bn
vs ~Rs17 bn in Q2FY21. Exports share at 55%.

The company is getting more approvals from utilities and transformer OEMs in the
copper transport and conductor segment. The company increased the execution
and utilization of other segments. The company has no hedge against the sharp
price hikes in steel while freight cost will hit under DDP and CFR contracts
particularly with government and semi government utilities as these contracts
don’'t have freight cost escalation clause. The freight and shipping cost have
increased in recent months.

v' Specialty Oil Segment: Revenue grew 18% in Q3 FY21 with strong global demand
with Exports revenues growing 30% yoy (contribution increasing to 41% versus
37% in Q3 FY20). The segment benefited from its Hamriyah plant where the
capacity utilization jumped to 99% during Q3 FY21 vs 65% in Q3 FY20. Domestic
revenues grew 10% YoY driven by agri-lube demand. The white oil volumes grew
by 24% yoy while Transformer Oils volumes grew 5%. The volumes growth
in Transformer Oils was on account of exports. Domestic volumes declined due to
both demand and cash flow issues. The company has maintained cautious order-
booking. EBITDA improved significantly due to tightness in Base Qil market. Adj
EBITDA/kl stood at Rs.8158, up 165% yoy. The management keep an inventory of
60 days for base oil. Sharp prices increase was seen in the commodities like steel,
base oil, aluminum and copper. The company is in position to pass the price hike in
base oil as supply chain is tight resulting into tight inventory at industry level. The
market leader Castrol has also announced the second price increase in two months.
The margins are non sustainable and may come down to Rs.4500/kl. The base oil
volumes in Q4FY21 will be not be not be like Q3FY21 as restocking will be done
and sales impacted by disrupted supply chain. The backlog stood at 8-10% in Jan-
21 which can impact the volumes if corrective actions not taken quickly.

v" Lubricants: Lubricants (Automotive & Industrial Qils) revenue grew 29% yoy led
by 28% yoy growth in volumes. Industrial Oil volumes were up 19% yoy while
Automotive volumes up 31% YoY driven by both agricultural and retail segment.
Strategic focus on the agri lube segment has helped deliver strong performance
despite COVID 19 lockdowns during 9M FY21.

v" Cables Segment: The Company witnessed weak demand for cable with highly un-
remunerative prices. However, Power cables continued to remain competitive
while Elasto/ Ebeam cables see low demand from Railways, Defence and Solar
segment. OFC/ Telecom cables revenue up 71% YoY. The Exports contribution
improved to 16% vs 13% yoy. Order inflow strong in Q4FY21. The company has
no plans to enter into extra high-voltage (EHV) segment. The company is
witnessing good demand on the solar power cable side but the demand in railways
and defense may not be that strong in Q4 vs Q3FY21.
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Way Going ahead: The production of railway, locomotives and coaches has been at a very
low level due to pandemic and the management expects to see a jump from Q4 onwards.
T&D companies have received orders of about Rs 86 bn. The management opines that the
newer segments will start picking up along with growth from Hamriyah facility which will
benefit the company’s profitability in the longer run. The focus will be to improve the RoE
and profitability.

Overall Revenues: Revenues impacted by delayed tendering/lack of Central/State funding
in domestic market. Domestic demand expected to improve in coming quarters. Exports was
up 6% yoy, contributing 40% to revenues vs 35% yoy.

Finance Cost: Finance costs down due to favourable LIBOR & local rates and focus on
working capital. The company has taken necessary actions to bring the finance cost down.
The debt stands at Rs.2bn long term, Rs1.85bn short term and Rs.2.4bn cash. LCM
outstanding stands at Rs11.8bn of which Rs.8.27 is towards LIBOR and Rs.3.5bn for
domestic.

Hamriyah facility: The export of transformer oil going from India to Gulf countries has
increased. Currently the company is the market leader with 80% share. New customer
addition seen. The plant is automated thus if capacity increases via debottlenecks, the cost
will not increase much.

Other Highlights: 1) The company is eyeing opportunities coming from Latin and Central
America. 2) The capacity utilization in conductor is 72%, oil at ~72%, and cable is 55%. OPGW
and PTC s only 2%. 3) The payment cycle has improved and are back to normal levels. 2) The
demand in locos and coaches will increase with an increase in outlay in coming years. 4) The
company commissioned its 3rd electron beam. 5) Capex for 9M stands at Rs.300 mn.

Our View: We expect pick up in execution across segments backed by strong order book,
supportive budget and demand uptake. The company is focusing on the cost control measures
which would support overall profitability. The expected increase in the share of Value added
products to also help realizations. We roll forward our estimates to FY23 and maintain our BUY
rating for target of Rs. 449.

Apar Industries Q3 FY21 result summary

v

Apar Industries reported topline of Rs17.1 bn (down 7% yoy), largely in-line with our
estimates of Rs.17.5 bn topline.

While Conductor and Cables segment revenues declined by 15% and 18% yoy
respectively, strong growth was seen in Specialty Oil segment which grew 18% yoy.

Profitability saw a sharp improvement with blended Operating margins improving 281 bps
yoy to 9.5% during the quarter.

EBIT Margins improved primarily on account of Specialty segment whereas Cables margin
was under pressure.

The sharp decline in finance costs saw PAT jump 125% yoy to Rs.825 mn.
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Exhibit 1: Result table (Consolidated)

Y/e 31 Mar (Rs mn) Q3 FY21 Q3 FY20 yoy(%) Q2 FY21 qoq (%)
Revenue 17,142 18,366 (6.7) 14,807 15.8
Operating Profit 1,630 1,231 324 1,191 36.9
OPM (%) 9.5 6.7 281 bps 8.0 147 bps
Other Income 31 14 125.4 30 51
Depreciation (235) (225) 45 (231) 1.5
Interest (369) (518) (28.7) (296) 24.8
PBT 1,057 502 110.5 694 524
Tax (233) (136) 71.7 (159) 46.7
Reported PAT 825 367 124.8 535 54.1
Exhibit 2: Segmental Performance
Particulars Q3 FY21 Q3 FY20 yoy(%) Q2FY21 qoq (%)
Revenue (Rs. mn)
Conductors 7,374 8,683 (15.1) 6,284 17.3
Specialty Oil 6,919 5,874 17.8 5,986 15.6
Cables 3,220 3,913 (17.7) 2,541 26.7
Revenue Mix (%)
Conductors 42.1% 47.0% 42.4%
Specialty Oil 39.5% 31.8% 40.4%
Cables 18.4% 21.2% 17.2%
EBIT (Rs. mn)
Conductors 321 404 (20.5) 312 2.8
Specialty Oil 941 318 195.7 698 34.8
Cables 195 360 (46.0) 39 404.1
EBIT Margin (%)
Conductors 4.4% 4.7% 5.0%
Specialty Oil 13.6% 5.4% 11.7%
Cables 6.0% 9.2% 1.5%
Exhibit 3: Financial Summary (Consolidated)
Y/e 31 Mar (Rs m) FY20 ‘ FY21E FY22E FY23E
Revenues 74,617 63,728 73,450 84,858
yoy growth (%) (6.3) (14.6) 15.3 15.5
Operating profit 4,758 3,719 4,678 5,643
OPM (%) 6.4 5.8 6.4 6.7
Adjusted PAT 1,351 1,013 1,735 2,456
yoy growth (%) (0.7) (25.0) 71.3 415
EPS (Rs) 353 26.5 45.3 64.2
P/E (x) 10.6 14.1 8.2 5.8
EV/EBITDA (x) 3.2 3.9 3.1 24
Debt/Equity (x) 0.2 0.2 0.2 0.1
RoE (%)

114
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL 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 document may come are
required to inform themselves of and to observe such restriction.

YES Securities (India) Limited

Registered Address: Unit No. 602 A, 6th Floor, Tower 1 & 2,
One International Center, Senapati Bapat Marg, Elphinstone Road,
Mumbai - 400013, Maharashtra, India
Email: research@ysil.in | Website: https://yesinvest.in
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related to the specific recommendation and opinion expressed in this research
report.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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