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Company details

Price target: Rs245

Market cap: Rs13,560 cr

52-week high/low: Rs288/172

NSE volume: (No of shares) 38.0 lakh

BSE code: 500877

NSE code: APOLLOTYRE

Sharekhan code: APOLLOTYRE

Free float: (No of shares) 34.7 cr
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Stock Update
Rising RM prices coupled with QIP to dilute earnings; Downgrade to Hold

(%) 1m 3m 6m 12m

Absolute -0.4 -8.4 1.5 20.3

Relative to Sensex -7.4 -11.4 -10.6 -1.5

Apollo Tyres

Reco: Hold  |  CMP: Rs237

Key points

 �   Weak operating performance: Apollo Tyres 
reported weak operating performance for 
Q2FY2018. Topline for the quarter increased by 
13% YoY to Rs.3,477 crore, backed by a mix of 
volume growth and price hikes. While domestic 
operations posted strong volume growth of 
10%, volumes of European operations dipped 
5%. Operating margin at 10.5% shrank 370BPS  
YoY and was lower than our estimates of 11.6%. 
Higher raw-material (RM) cost (RM/sales), which 
increased 540BPS YoY, dented operating 
margin. Further, higher start-up costs at the new 
Hungary plant impacted margins. Consequently, 
EBITDA at Rs.364 crore declined 17% YoY and 
came in below our estimates of Rs.401 crore. 
Higher depreciation expenses (up 31% YoY) due 
to commencement of Hungary plant and higher 
tax rate (TAX/PBT stood at 31.8% in Q2FY2018 
as against 25.5% in Q2FY2017) further impacted 
profitability. Net profit at Rs.140.2 crore declined 
by 46% YoY, coming lower than ours as well as 
street expectations.

 �  Strong domestic outlook, expect 13% topline 
CAGR over FY2017-FY2019: After two years of 
sluggish topline due to subdued replacement 
demand and increasing competition from 
Chinese imports, Apollo Tyres reported 10% 
volume growth in the domestic market in 
Q2FY2018. Improving MHCV OEM demand 
and replacement demand led to robust volume 
growth for the company. Further, Chinese 
imports (imports have almost halved from 1.5 
lakh units per month to about 85,000 units per 
month) have been impacted by demonetisation 
and levy of GST and the recent introduction of 
anti-dumping duty. Domestic tyre players, such 
as Apollo Tyres, have benefitted and regained 
share from Chinese players, and we expect a 
13% revenue CAGR over FY2017-FY2019. 

 �  Slow ramp-up at Hungary and capacity 
constraints leading to market share loss for 
Apollo Tyres in Europe: Apollo Tyres posted 
a 5% volume drop in Q2FY2018, lower than 
the industry performance of 1% drop. As per 
management, the company is facing capacity 
constraints (Indian operations are witnessing 
strong demand in the domestic market and 
are unable to supply to Europe).In addition, 
Hungary plant has just commenced operations 
and is unable to manufacture tyres for different 
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Results (Consolidated)                                                                                                                              Rs cr

Particulars Q2FY18 Q2FY17 YoY (%) Q1FY18 QoQ (%)

Revenue             3,476.6      3,084.9 12.7%       3,282.5 5.9%

Total Expenses             3,112.3      2,646.2 17.6%       3,007.2 3.5%

EBITDA 364.4 438.7 -16.9% 275.3 32.4%

EBITDA margin (%) 10.5% 14.2% (370 bps) 8.4% 210 bps

Other income 19.7 38.7 -49.0% 6.7 193.3%

Depreciation 138.5 105.8 30.9% 125.8 10.1%

Interest 40.2 22.8 76.2% 34.0 18.1%

PBT 205.4 348.8 -41.1% 122.1 68.2%

Less: Tax 65.2 89.1 -26.8% 33.8 92.9%

PAT 140.2 259.5 -46.0% 88.3 58.7%

EPS (Rs) 2.8 5.1  1.7  

SKUs, leading to market share loss. As per 
management, capacity constraints are likely to 
persist for the next two quarters before Hungary 
plant fully gears up. 

 �  RM prices trending up; Apollo Tyres to face 
rising RM costs from Q4FY2018: RM prices 
for Apollo Tyres have been inching up. While 
rubber prices have been flat, crude prices have 
shot up by 15-20% in the last three months. As 
per management, Apollo Tyres is likely to face 
higher RM costs in Q4FY2018, which is likely to 
exert margin pressure.

 �  Outlook: Robust topline growth to be offset 
by higher RM prices and initial costs of 
Hungary plant: Apollo Tyres is likely to report 
a 12% topline CAGR over FY2017-FY2019, led 

by robust domestic demand and ramp-up in 
Europe. However, higher RM prices and start-up 
costs at Hungary plant would result in margin 
drop. We expect subdued 2% net profit growth 
over FY2017-FY2019. 

 �  Valuation - Rising RM prices coupled with 
QIP to dilute earnings; Downgrade to Hold: 
Slower-than-anticipated ramp-up at Hungary 
and rising RM prices would impact our earnings 
estimates. Further, the recent QIP (Apollo Tyres 
raised Rs.1,500 crore, leading to 11% dilution) 
will also dilute earnings. We have reduced our 
FY2018 and FY2019 earnings estimates by 
31% and 34%, respectively. We downgrade our 
recommendation on the stock from Buy to Hold 
with a revised price target of Rs.245.

Segmental Rs cr

Particulars Q2FY18 Q2FY17 YoY (%) Q1FY18 QoQ (%)

Segmental Revenues      

APMEA (Asia pacific, Middle East and Africa) 2,518.9 2,366.4 6.4 2,584.5 -2.5

Europe (Europe and America) 1,006.1 991.8 1.4 1,016.4 -1.0

Others 648.6 378.1 71.6 701.2 -7.5

Total 4,870.6 4,160.3 17.1 3,537.4 37.7

Segmental EBIT      

APMEA (Asia pacific, Middle East and Africa) 210.8 307.3 -31.4 114.6 83.9

Europe (Europe and America) 18.3 46.3 -60.5 24.3 -24.6

Others 25.6 10.6 141.2 22.2 15.6

Total 254.7 364.3 -30.1 161.1 58.2

EBIT Margin (%)      

APMEA (Asia pacific, Middle East and Africa) 8.4 13.0 -462BPS 4.4 394BPS

Europe (Europe and America) 1.8 4.7 -285BPS 2.4 -57BPS

Others 3.9 2.8 115BPS 3.2 79BPS

Total 6.1 9.7 -365BPS 3.7 236BPS
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Valuation (Consolidated) Rs cr

Particulars FY15 FY16 FY17 FY18E FY19E

Net sales (Rs. cr)      12,815.4    11,848.6    13,180.0    14,565.0           16,585.5 

Growth (%) -4.4% -7.5% 11.2% 10.5% 13.9%

EBIDTA (Rs. cr)        1,930.6      1,997.5      1,846.4      1,552.6             1,969.6 

OPM (%) 15.1% 16.9% 14.0% 10.7% 11.9%

PAT (Rs. cr)        1,060.1      1,075.2      1,099.3          720.9             1,001.1 

Growth (%) 0.8% 1.4% 2.2% -34.4% 38.9%

FD EPS (Rs.) 20.8 21.1 21.6 12.6 17.5

PER (x) 11.4 11.2 11.0 18.8 13.5

P/BV 2.2 1.8 1.7 1.7 1.5

EV/EBITDA 6.4 6.4 8.1 9.6 7.9

ROCE (%) 22.5 18.3 12.9 8.5 10.7

RONW (%) 19.6 16.9 15.1 9.1 11.4
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