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STOCK PICKS

Apollo Tyres Ltd.

Company overview
Apollo Tyres Limited (ATL) man-

ufactures tyres and tubes for cars, 

trucks, farm equipment, and light 

commercial vehicles. It is one of the 

leading tyre manufacturing company 

with well diversified product portfolio 
and geographical presence. It has a 

large distribution network in India 

and in Europe. The company markets 

its products with two global brands: 

Apollo and Vredestein in APMEA 

(Asia Pacific, Middle East and Africa) 
and Europe regions. In Indian tyre 

market, company holds 16% market 

share just after MRF. Company has 

strong presence in Truck Bus Radial 

(TBR) segment with market share of 

26%, just after JK Tyre.

Investment Rationale
Strong presence in replacement 
market
Demand from the replacement 

segment dominates the Indian tyre 

market contributing about 58% of 

the total volume, while the OEMs 

and export account for the rest 22% 

and 20% respectively. OEMs segment 

is dependent on new automobile 

sales trend while the replacement 

segment is linked to usage patterns 

and replacement cycles. In total tyre 

sales, the commercial segment con-

tributes about 21% while the remain-

ing comes from the personal vehicles 

which include passenger vehicles, 

two and three wheelers. ATL’s 75% 

revenue come from replacement 

market while rest 25% from OEM. 

Truck replacement market has grown 

strongly driven by both Radial & Bias 

tyres. T&B segment account 49% 

of its product portfolio followed by 

PCR/LCV 39% and 2/3 wheelers 2%. 

Replacement market will continue 

to grow at healthy rate, thus will 

benefiting ATL in coming years.

Expansion to drive growth
In order to safeguard the domestic 

tyre manufacturers from cheap tyre 

imports, government had started 

to impose anti-dumping duty on 

tyre since 2017 which resulted in 

de-growth in tyre imports into 

India for last 3 years. So, to meet 

the domestic demand coming from 

replacement market, the domestic 

tyre manufacturers are expanding 

their capacities. Over the past 5 years, 

Apollo tyres have done significant 
capex in order to meet the incremen-

tal demand coming from lower tyre 

import. Recently, company has com-

missioned its 7th manufacturing unit 

globally, and the fifth one in India, 
with the first tyre rolling out from the 
Andhra Pradesh greenfield facility in 
the southern part of the country. The 

company will invest close to Rs 3800 

crores in the Phase I of this greenfield 
facility. While the capacity will be 

ramped up gradually in the next 12-18 

months, as the demand improves, by 

2022, this plant will have a capacity to 

produce 15,000 passenger car tyres 

and 3,000 truck-bus radials per day. 

With a modular layout, the capacity 

at this facility can be replicated with 
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minimal engineering efforts and 
with economies on investments. For 

Europe business, the company will 

incur annual capex (mostly mainte-

nance capex) EUR 20 million (EUR25 

mn earlier) in FY2021E. Thus, the 

company has operating leverage and 

once the demand start reviving, it can 

easily capitalize on the incremental 

opportunity.

Import restriction to benefit 
domestic tyre manufacturers
Domestic tyre replacement market is 

largely dominated by cheap imports 

from various countries, especially 

China. Cheap imports of tyre result-

ing in revenue loss for domestic tyre 

manufacturers. In order to safeguard 

the domestic tyre manufacturers 

from cheap imports, in September 

2017, government had re-imposed 

Anti-dumping duty (ADD) on import 

of Chinese TBR for 5 years. Further 

on June 2020, the Directorate-Gen-

eral of Foreign Trade (DGFT) issued a 

notification putting imports of tyres 
for cars, trucks and heavy vehicles 

under the restricted list from the 

free list to curb their shipments into 

India. Placing tyre imports under 

restricted list means that importers 

will have to get each consignment 

of tyres cleared by the DGFT rather 

than importing them without any cap 

till now. Putting a commodity or an 

item in the restricted list would mean 

that the government has tightened 

their imports 

into the country. 

The move to put 

import of tyres 

in the restricted 

list will augur 

well for the 

Indian tyre 

companies. With 

strong presence 

in domestic TBR 

segment, Apollo 

tyre is well 

placed to reap the benefits.

European market profitability 
improves
During Q4FY20, European oper-

ations reported healthy numbers 

than domestic business. During the 

quarter, revenue from the European 

operation declined by 3% YoY at 

Euro 123 million. Revenue decreased 

due to a fall in volume, offset by an 
improvement in price and product 

mix. In Q4FY20, EBITDA was Euro 

11.6 million and EBITDA margin 

was 9.4%YoY. Reifencom revenues 

increased by 4% yoy to Euro 164 

million in FY2020, however revenues 

were down by 2% in 4QFY20 mainly 

led by improvement in mix and RM 

benefits. For FY2020, EBITDA margin 
for Vredestein stood at around 

8.3% The company highlighted that 

mix of Ultra high performance tyre 

segment has improved significantly 
from 20-22% to 30% over the past 

few years and the company expects 

the mix to reach 35% going forward. 

Strong operating performance 

from European operations led the 

EBITDA growth of ATL by 12% YoY 

with EBITDA margin improvement 

of 322 bps YoY at 13.2%. Though 

revenue during the quarter declined 

by 15% YoY. Net profitability of the 
company declined by 7.3% YoY. The 

Q4FY20 performance was hit by 

COVID-19 pandemic which made the 

entire world stood still. Company is 

expected to report stable quarterly 

numbers once the situation stabilizes. 

Key risks
  Tyre is raw material intensive busi-

ness, so any price increase in natural 

rubber or crude oil will have adverse 

impact on company’s margin.

  Prolonged economic slowdown due 

to COVID-19 pandemic will hurt the 

demand for both OEM and Replace-

ment market.

Valuation
Indian auto & auto ancillary sector 

has been reeling under pressure for 

last one and half years. The situation 

was further aggravated with out-

break of COVID-19 which brought 

the entire world under lockdown. 

The same has been reflected in 
Apollo tyres business performance. 

However, the early indication of 

sharp recovery in high margin 

replacement demand is encouraging, 

but with OEM demands remaining 

subdued and company is gradually 

ramping up its production since May. 

Government decision to put import 

restriction on tyre import will be 

helpful for domestic tyre companies 

like Apollo. Company is also going to 

benefit from radialization trend in 
which India is still far behind global 

standard. We have a positive view on 

the scrip given lower raw material 

prices, strong focus on cost control 

initiative, higher share of replace-

ment segment and better product 

mix in European market. Thus, we 

recommend to BUY the scrip with 

price target of Rs 130 from 12 months 

investment perspective. Currently, 

the scrip is valued at P/E multiple of 

13.8x on FY22E Bloomberg consensus 

EPS of Rs 8.1. On EV/EBITDA valua-

tion parameter, the scrip is valued at 

5.6x on FY22E Bloomberg consensus 

EBITDA of Rs 2,177 crore, which is 

lower than 3 year average historical 

valuation.

Apollo Tyre ltd 3 year Price Chart
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Particulars (in Rs Cr) FY19 FY20E FY21E FY22E

Revenue 17,273.4 16,327.0 14,469.6 16,959.3 

Growth (%) 17.7% -5.5% -11.4% 17.2%

EBITDA 2,006.6 1,915.5 1,710.7 2,177.3 

EBITDA Margin (%) 11.6% 11.7% 11.8% 12.8%

Net profit 679.8 476.4 171.1 489.0 

Net Profit Margin (%) 3.9% 2.9% 1.2% 2.9%

EPS (Rs) 11.9            8.3            3.1            8.1 
Source: Bloomberg consensus
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Ashika Stock Broking Ltd.

Ashika Stock Broking Limited (“ASBL”) 

started its journey in the year 1994 and 

is presently offering a wide bouquet of 
services to its valued clients including 

broking services, depository services 

and distributorship of financial prod-

ucts (Mutual funds, IPO & Bonds). It 

became a “Research Entity” under 

SEBI (Research Analyst) Regulations 

2014 in the year of 2015 (Reg No. 

INH000000206).

ASBL is a wholly owned subsidiary of 

Ashika Global Securities (P) Ltd., a RBI 

registered non-deposit taking NBFC 

Company. ASHIKA GROUP (details 

enumerated on our website www.

ashikagroup.com) is an integrated 

financial service provider inter alia 
engaged in the business of Investment 

Banking, Corporate Lending, Com-

modity Broking, Debt Syndication & 

Other Advisory Services.

There were no significant and mate-

rial disciplinary actions against ASBL 

taken by any regulatory authority 

during last three years except routine 

matters.

DISCLOSURE

Research reports are being prepared 

and distributed by ASBL in the sole 

capacity of being a Research Analyst 

under SEBI (Research Analyst) Regu-

lations 2014. The following disclosures 

and disclaimer are an essential part 

of any Research Report so being 

distributed.

1) ASBL or its associates, its Research 

Analysts (including their relatives) 

may have financial interest in the 
subject company(ies). And, the said 

financial interest is not limited to 
having an open stock market position 

in /acting as advisor to /having a loan 

transaction with the subject com-

pany(ies) apart from registration as 

clients.

2) ASBL or its Research Analysts 

(including their relatives) do not have 

any actual / beneficial ownership of 
1% or more of securities of the subject 

company(ies) at the end of the month 

immediately preceding the date of 

publication of the source research 

report or date of the concerned 

public appearance. However, ASBL’s 

associates may have actual / beneficial 
ownership of 1% or more of securities 

of the subject company(ies).

3) ASBL or its Research Analysts 

(including their relatives) do not 

have any other material conflict of 
interest at the time of publication of 

the source research report or date 

of the concerned public appearance. 

However, ASBL’s associates might 

have an actual / potential conflict of 
interest (other than ownership).

4) ASBL or its associates may have 

received compensation for investment 

banking, merchant banking, broker-

age services and for other products 

and services from the subject compa-

nies during the preceding 12 months. 

However, ASBL or its associates or its 

Research analysts (forming part of 

Research Desk) have not received any 

compensation or other benefits from 
the subject companies or third parties 

in connection with the research 

report/ research recommendation. 

Moreover, Research Analysts have not 

received any compensation from the 

companies mentioned in the research 

report/ recommendation in the past 

twelve months.

5) The subject companies in the 

research report/ recommendation 

may be a client of or may have been 

a client of ASBL during the twelve 

months preceding the date of con-

cerned public appearance for invest-

ment banking/ merchant banking / 

brokerage services.

6) ASBL or their Research Analysts 

have not managed or co–managed 
public offering of securities for the 
subject company(ies) in the past 

twelve months. However, ASBL’s 

associates may have managed or co–
managed public offering of securities 
for the subject company(ies) in the 

past twelve months.

7) Research Analysts have not served 

as an officer, director or employee 
of the companies mentioned in the 

report/ recommendation.

8) Neither ASBL nor its Research 

Analysts have been engaged in 

market making activity for the 

companies mentioned in the report / 

recommendation.

DISCLAIMER

The research recommendations and information are solely for the personal information of the authorized recipient and does not con-

strue to be an offer document or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not 
for public distribution or use by any person or entity, where such distribution, publication, availability or use would be contrary to law, 

regulation or subject to any registration or licensing requirement. We will not treat recipients as customer by virtue of their receiving 

this report. The report is based upon the information obtained from public sources that we consider reliable, but we do not guarantee 

its accuracy or completeness. ASBL shall not be in anyways responsible for any loss or damage that may arise to any such person from 

any inadvertent error in the information contained in this report. The recipients of this report should rely on their own investigations.


