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Soft revenue; weak profitability

Apar Industries (Apar) reported 3% YoY decline in 2QFY20 revenue to Rs18.2bn, 14%/16% below
our/consensus estimate. Lower growth was due to extended monsoon, credit crunch and
delayed government payments. Conductor revenue was flat YoY at Rs9.5bn while EBITDA/MT
declined 28% YoY to Rs7,789 due to low margin orders and delay in dispatches to customers
having payment issues. Oil segment revenue fell 9% YoY to Rs5.7bn owing to subdued demand
in domestic market. Volume declined 6% YoY to 98,156KL. EBITDA/KL jumped 117% YoY to

BUY

Sector: Capital Goods
CMP: Rs521

Target Price: Rs705

Rs2,846, on a low base, owing to stable base oil prices and rupee. Cable segment sales fell 16% Upside: 35%
YoY to Rs3.7bn, on a high base, while EBITDA margin was sustained at 11.2%. Consolidated
EBITDA was flat YoY at Rs1.1bn with an operating margin of 6%, up 20bps YoY. Higher interest Chirag Muchhala

cost (up 28% YoY to Rs674mn) led to 49% YoY decline in PBT to Rs222mn. Aided by tax write-
back of Rs117mn, PAT grew 18% YoY to Rs339mn, below our/consensus estimate of
Rs432mn/Rs453mn. Capex outlay planned for FY20 is Rs1.7bn. While 2QFY20 was a weak
quarter, the company believes the market conditions are challenging owing to tepid demand and
credit crunch (partly fueled by delay in receipt of payments even from government entities). We
cut our earnings estimates and retain Buy rating on the stock with a revised target price of Rs705
(Rs825 earlier) based on 12x September 2021E EPS.

Conductor segment update: Conductor segment’s revenue was flat YoY at Rs8.9bn (49% of total sales) as
extended monsoon impacted sales in domestic market. Exports sales grew 8% YoY and formed 41% of total
sales. Copper conductor constituted 22% of total sales while HEC conductor accounted for 15% of total sales
(versus 11% YoY) with revenue rising 28% YoY. Order inflow was lower at Rs8.8bn (60% from exports) owing

Research Analyst
chirag.muchhala@nirmalbang.com
+91-22-6273 8092

Rahulkumar Mishra

Research Associate
rahulkumar.mishra@nirmalbang.com
+91-22-6273 8138

to slowdown in the domestic market. Order book fell 3% YoY to Rs26.2bn. Order book includes  Key Data

Rs1.8bn/Rs5.2bn copper/HEC conductors, respectively. EBITDA/MT declined 28% YoY to Rs7,789, impacted

by low margin orders and delay in despatches due to customer's tight financial position. In 2QFY20, ~ Current Shares O/S (mn) 38.3
conveptiopal conductors worth ~Rs1.2bn remained in the invgntory as delivery was stallgd due to customer's  pkt Cap (Rsbn/US$mn) 19.9/279.7
financial tightness. For 2HFY20, Apar expects healthy execution of HEC conductors, while copper conductor

will see lower off-take owing to stock accumulation at railways’ project site. Management has planned capex of ~ 52 Wk H/L (Rs) 702/452
Rs320mn for backward integration for its OPGW. Daily Vol. (3M NSE Avg.) 14,892

Oil segment update: Transformer and Specialty oil segment’s revenue fell 7% YoY to Rs5.7bn (31% of total
sales) owing to low demand in domestic market across sectors such as automotive, industrial, retail, FMCG
and utilities. Exports formed 36% of total sales versus 32% YoY. Volume of auto lubes grew 6% YoY. The
more profitable product categories of auto lubes and industrial oil collectively accounted for 23% of total sales.
The capacity utilisation of Hamriyah plant increased to 65% versus 61% YoY. EBITDA/KL jumped 117% YoY
to Rs2,846 (on a suppressed base) owing to stable base oil prices and rupee. Apar expects subdued demand
to continue in 2HFY20 due to auto slowdown and payment delays to transformer OEMs from government.

Cable segment update: Cable segment revenue declined 16% YoY to Rs3.7bn (20% of total sales) owing to
subdued demand in major segments of Telecom, Solar, Windmill and EPC. Power cable revenue was stable
with good export orders and domestic copper cables orders. Cable off-take from railways was affected as they
held high inventory of cables in their stores. High margin E-beam / Elastomeric and Telecom cables saw
decline in revenue. Management has planned for a capex of Rs900mn for FY20 to increase E-beam cables
capacities. Demand will continue to remain strong from railways and defence sector. EBITDA margin was
sustained at a healthy level of 11.2% despite lower revenue growth.

Outlook: We expect Apar to post 22% earnings CAGR over FY19-FY22E, on a suppressed base. Apar offers
high scalability potential and market leadership position in all its three segments.

Price Performance (%)
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Apar Industries 0.1)  (19.9) (12.5)
Nifty Index 7.0 4.8 124

Source: Bloomberg

Y/E March (Rsmn) 2QFY19 1QFY20 2QFY20 YoY (%) QoQ (%) 1HFY19 1HFY20 YoY (%)
Net revenues 18,847 19,816 18,291 (3.0) (7.7) 33,802 38,106 12.7
Raw material costs 15,050 15,463 14,222 (5.5 (8.0) 26,523 29,685 11.9
Staff costs 357 415 425 19.1 2.6 722 840 16.4
Other expenses 2,350 2,568 2,549 84 0.7) 4,378 5,116 16.9
Total expenditure 17,758 18,445 17,196 (3.2) (6.8) 31,622 35,641 12.7
EBITDA 1,089 1,371 1,095 0.5 (20.1) 2,180 2,465 13.1
EBITDA margin (%) 5.8 6.9 6.0 - - 6.4 6.5 -
Interest costs 526 569 674 28.0 18.4 1,068 1,242 16.4
Depreciation 163 199 217 33.3 9.3 319 416 30.3
Other income 33 41 18 (44.9) (56.7) 78 59 (23.6)
PBT 433 644 222 (48.7) (65.6) 870 866 (0.5)
Tax 146 232 (117) NA NA 294 115 (61.0)
PAT 286 412 339 18.4 (17.8) 576 752 30.4
PAT margin (%) 1.5 2.1 1.9 - - 1.7 2.0 -
EPS (Rs) 7.5 10.8 8.9 18.4 (17.8) 15.1 19.6 30.4

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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a relationship beyond broking

Exhibit 1: Financial summary (consolidated)

Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Revenues 58,185 79,639 84,746 94,810 105,841
EBITDA 4,075 4677 4,969 5,720 6,410
Adjusted net profit 1,447 1,361 1528 2,017 2,467
Adjusted EPS (Rs) 37.8 356 39.9 527 64.5
EPS growth (%) (18.0) (6.0) 12.3 320 223
EBITDA margin (%) 7.0 59 59 6.0 6.1
PIE (x) 138 14.7 13.1 9.9 8.1
P/BV (x) 18 17 15 14 12
EV/EBITDA (x) 5.0 42 4.1 35 29
Dividend yield (%) 18 18 2.3 29 3.4
RoCE (%) 248 273 217 305 320
RoE (%) 135 1.8 12.2 148 16.2

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Segment-wise snapshot (consolidated)

Y/E March 2QFY19  4QFY20  2QFY20 YoY% QoQ% 1HFY19  1HFY20 YoY %
Revenues (Rsmn)
Conductors 8,982 10,217 8,959 0.2) (12.3) 15,337 19,176 25.0
Transformer & specialty oils 6,301 6,194 5712 (9.3) (7.8) 12,084 11,906 (1.5)
Cables 4,373 3,939 3,689 (15.6) (6.3 7,542 7,628 1.1
Revenue mix (%)
Conductors 45.7 50.2 48.8 - - 43.9 49.5 -
Transformer & specialty oils 32.1 30.4 31.1 - - 34.6 30.8 -
Cables 222 19.4 20.1 - - 21.6 19.7 -
EBIT (Rsmn)
Conductors 421 425 343 (18.4) (19.2) 832 768 (7.6)
Transformer & specialty oils 141 385 291 106.7 (24.4) 458 677 47.6
Cables 457 455 357 (21.8) (21.4) 731 812 11.1
EBIT margin (%)
Conductors 47 4.2 3.8 - - 54 4.0 -
Transformer & specialty oils 2.2 6.2 5.1 - - 3.8 57 -
Cables 10.4 11.5 9.7 - - 9.7 10.6 -

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Conductor segment’s order book position

(Rsbn)
35 4

30
25 -
20 A

T T T T T T T T T T T T T YT T YT T Y YT YT YT YT YT YT Y Y Y Y v v v

Source: Company, Nirmal Bang Institutional Equities Research

Apar Industries




& NIRMAL BANG Institutional Equities

Exhibit 4: Actual performance versus our estimates

2QFY20 (Rsmn) Actual Our estimate Deviation (%)
Net sales 18,291 21,250 (13.9)
EBITDA 1,095 1,328 (17.5)
PAT 339 432 (21.6)
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 5: Change in our estimates
(Rsmn) Old New Deviation (%)
Y/E March FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenues 92,392 100,516 107,992 84,746 94,810 105,841 (8.3 (5.7) (2.0)
EBITDA 5,684 6,435 7,044 4,969 5,720 6,410 (12.6) (11.1) (9.0)
PAT 1,993 2,452 2,817 1,528 2,017 2,467 (23.4) (17.8) (12.4)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 6: P/E charts
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Financial statement (consolidated)

Exhibit 7: Income statement Exhibit 8: Cash flow
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Revenues 58,185 79,639 84,746 94,810 105841 EBIT 3,517 4,010 4,160 4,867 5,522
% growth 20.4 36.9 6.4 11.9 11.6  (Inc.)/dec. in working capital (160) 2,959 (525)  (1,050) (732)
Raw material costs 44950 63,360 67,034 74521 82979  Cash flow from operations 3,357 6,969 3,636 3,818 4,791
Staff costs 1,261 1,480 1,610 1,801 2,117 Otherincome 1M1 151 120 135 151
Other overheads 7,899 10,121 11,133 12,768 14,335  Depreciation 559 667 809 852 888
Total expenditure 54110 74961 79,777 89,091 99431  Taxpaid (-) (895) (745) (515) (680) (831)
EBITDA 4,075 4,677 4,969 5,720 6,410  Net cash from operations 3,131 7,041 4,050 4,125 4,999
YoY growth (%) (2.2) 14.8 6.2 15.1 12.1  Capital expenditure (-) (1,249)  (2,136)  (1,700) (600) (600)
EBITDA margin (%) 7.0 5.9 5.9 6.0 6.1 Net cash after capex 1,882 4,905 2,350 3,525 4,399
Other income 111 151 120 135 151 Interest paid (-) (1,400) (1,999) (2,239) (2,306) (2,375)
Interest costs 1,400 1,999 2239 2306 2375  Dividends paid (-) (436) (438) (551) (689) (735)
Depreciation 559 667 809 852 888 Inc./(dec.) in short-term borrowing (167) (819) (100) (100) (100)
Profit before tax 2,228 2,162 2,042 2,697 3,298  Inc./(dec.) in long-term borrowing 713 (316) (100) (100) (100)
Tax 780 802 515 680 831 Inc./(dec.) in total borrowings 546  (1,135) (200) (200) (200)
PAT 1,447 1,361 1528 2,017 2467  (Inc.)/dec. in investments 1,186  (1,869) - -
PAT margin (%) 2.5 1.7 1.8 2.1 2.3 Cash from financial activities (105)  (5,441) (2,990) (3,195) (3,310)
EPS (Rs) 37.8 35.6 39.9 52.7 64.5  Others (263) 46 - -
YoY growth (%) (18.0) (6.0) 12.3 32.0 22.3  Opening cash balance 1,230 2,744 2,253 1,613 1,944
Source: Company, Nirmal Bang Institutional Equities Research Closing cash balance 2744 2253 1613 194 3033
L Change in cash balance 1,514 (491) (640) 330 1,089

Exhibit 9: Balance sheet

Source: Company, Nirmal Bang Institutional Equities Research
Y/E March (Rsmn) FY18 FY19 FY20E FY21E FY22E
Share capital 383 383 383 383 383 Exhibit 10: Key ratios
Reserves 10,700 11,641 12,617 13946 15678  Y/E March FY18 FY19 FY20E FY21E FY22E
Net worth 11,083 12024 13000 14328 16,061  perghare (Rs)
Short-term loans 1,698 878 778 678 578 EPS 378 356 39.9 527 645
Long-term loans 1619 1303 1203 1103 1003 Book value 2896 3142 3307 3744 4197
Total loans 3,316 2,181 1,981 1,781 181 valuation (x)
Deferred tax liability (net) 346 403 403 403 403 pE 13.8 147 13.1 9.9 8.1
Liabilities 14,745 14,608 15,384 16,512 18,045 P/BV 18 17 15 14 1.2
Net block 6,438 7,068 8,794 8,542 8,253 EV/EBITDA 5.0 42 41 35 29
Capital work-in-progress 195 1,035 200 200 200 Ev/sales 04 0.2 0.2 0.2 0.2
Goodwill 48 21 21 21 21 Return ratios (%)
Investments 0 1,869 1,869 1,869 1,869  RocE 248 273 277 305 320
Inventories 12,123 12,829 13931 16,105 17978 R.E 135 18 122 148 162
Debtors 17,353 21435 22522 24936 271548 Rec 303 357 372 396 427
Cash 2,744 2253 1,613 1,944 3,033 Profitability ratios (%)
Other current assets 3859 3705 4068 4551 5080  EBITDA margin 7.0 5.9 5.9 6.0 6.1
Total current assets 36,078 40222 42133 47536 53639  ERIT margin 6.0 5.0 49 5.1 5.2
Creditors 25511 32,637 34160 37,771 41603 paT margin 25 17 18 21 23
Other current liabilities & provisions 2,503 2970 3473 3884 4335  1urover ratios
Total current liabilities 28,014 35607 37,633 41,655 45938  Totgl asset turnover ratio (x) 41 5.4 5.7 5.9 6.1
Net current assets 8,065 4,615 4,500 5,881 7,701 Debtor days 109 98 97 % 95
Total assets 14745 14608 15384 16512 18,045 | enqory days 76 59 60 62 62
Source: Company, Nirmal Bang Institutional Equities Research Creditor days 207 188 186 185 183

Solvency ratios (x)

Debt-equity 0.3 0.2 0.2 0.1 0.1

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track

Date Rating Market price (Rs) Target price (Rs)
17September 2014 Buy 390 521
9 October 2014 Buy 406 521
7 November 2014 Buy 421 521
9 January 2015 Buy 393 521
10 February 2015 Buy 334 511
15 April 2015 Buy 377 511
21 May 2015 Buy 334 480
29 June 2015 Buy 380 480
8 July 2015 Buy 363 480
12 August 2015 Buy 415 509
12 October 2015 Buy 418 509
9 November 2015 Buy 426 512
8 January 2016 Buy 483 512
2 February 2016 Buy 500 598
12 April 2016 Buy 468 598
27 May 2016 Buy 490 598
12 July 2016 Buy 519 598
9 August 2016 Accumulate 535 600
13 October 2016 Accumulate 551 600
10 November 2016 Buy 561 690
10 January 2017 Buy 620 690
6 February 2017 Buy 657 770
14 February 2017 Buy 735 845
7 April 2017 Buy 784 845
1 June 2017 Accumulate 880 840
6 July 2017 Accumulate 770 840
14 August 2017 Buy 720 920
9 October 2017 Buy 772 920
3 November 2017 Buy 757 915
9 January 2018 Buy 852 915
31 January 2018 Buy 760 905
6 April 2018 Buy 770 905
1 June 2018 Buy 707 845
10 July 2018 Buy 696 845
14 August 2018 Buy 566 740
9 October 2018 Buy 573 740
5 November 2018 Buy 560 760
9 January 2019 Buy 624 760
31 January 2019 Buy 615 775
9 April 2019 Buy 672 865
31 May 2019 Buy 664 800
9 July 2019 Buy 570 800
13 August 2019 Buy 539 800
23 September 2019 Buy 563 825
7 October 2019 Buy 523 825
11 November 2019 Buy 521 705
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DISCLOSURES

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are
for private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014
having Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India
Limited, BSE Limited, Metropolitan Stock Exchange of India Limited, Multi Commaodity Exchange of India Limited, National
Commodity and Derivative Exchange Limited and Indian Commodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL or its associates or Analyst do not have any conflict or material conflict of
interest at the time of publication of the research report with the subject company. NBSPL or its associates or Analyst or
his relatives may or may not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBSPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company. NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I, Chirag Muchhala, the research analyst and Rahulkumar Mishra, Research Associate the authors
of these reports, hereby certify that the views expressed in this research report accurately reflects my/our personal views
about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of
the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this
research. The analyst(s) principally responsible for the preparation of this research report and has taken reasonable
care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%
DISCLAIMER

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBSPL is not soliciting any
action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such
transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or distributed or redistributed to any other
person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would
be contrary to law, regulation or which would subject NBSPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-
date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBSPL or any of its affiliates 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 in this report. NBSPL or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to
this statement from time to time. Nevertheless, NBSPL is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is
appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does
fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as
currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change
without any notice. Neither the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising
from any use of this research and/or further communication in relation to this research. Here it may be noted that neither NBSPL, nor its directors, employees, agents or
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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