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Apollo Micro Systems Ltd. OUTPERFORM Cho|ce
Net revenue came at Rs.872mn (+54.9% YoY/+51.1% QoQ) led by execution of various Nov 16, 2023
program under the localization initiative mostly related to missiles. Gross profit increased by CMP (Rs) 133.3
62.3% YoY, led by controlled raw material prices and EBITDA grew by 85.5% YoY to Target Price (Rs) 163
Rs.18.6mn with a margin of 21.3% (+349bps YoY/+10}bps QoQ) led by exec.utlon of high Potential Upside (%) 222
margins program such as TAL, VARUNASTRA, EHWT. Higher RM cost was partially offset by
Oplev and other cost control measure. PAT grew by 300.6% YoY to Rs.66mn due to flat Company Info
depreciation and low tax rate during the quarter. Despite global uncertainty and supply BB Code APOLLO:IN EQUITY
chain instability AMS has delivered decent set of performance during Q2, we expect ISIN INE713T01028
company will manage to achieve the growth guidance in FY24. Face Value (Rs.] 1.0
Missiles dedicated product portfolio: AMS has participated in 55-60 programs, catering to 52 Week High (Rs.) 133.3
Missiles, Naval Torpedoes and Underwater Mines. With strong order execution visibility 52 Week Low (Rs.) 2224
and capacity expansion, management expects to increase revenue to grow by 35-40% over
FY24-25. The company's product portfolio serves the Line Replaceable Units (LRUs) of Mkt Cap (Rs bn.) e
defense systems in the fields of Missiles, Torpedoes, Submarines, Bombs, Artillery Systems, Mkt Cap ($ bn.) 0.42
ATGMs, and Radar. Some of the programs include AGNI, PINAKA, AKASH-NG, VLSRSAM, Shares o/s (Mn.) 232.9
VARUNASTRA, TAL, NIRBHAY, ATAGS, MIGM, and more. AMS has actively participated in Adj. TTM EPS (Rs) 0.83
most of the Indigenous missile programs. One such program is MIGM (Underwater Mine), FY26E EPS (Rs) 33
which is an import-banned product, and the Ministry of Defense's requirement must be .
fulfilled through local vendors. AMS is involved in all indigenous programs. .

Shareholding Pattern (%)
5X+ capacity expansion to carter future demand: The company is looking to increase its Sep-23  June-23  Mar-22
facility size from the current 55,000 square feet to 3.3 lakh square feet over the next 12 Promoters 5267 59.10 59.10
months, with a capex of Rs.150 crore. This investment will be allocated to machinery and . . i i
testing equipment. The management intends to fund this capex with a 70:30 ratio of debt to Dl's 3'31 3.64 3'59

equity. Unit-2, spanning 50,000 square feet, is set to be commissioned by December-
January. Unit-3, which spans 240,000 square feet, will be commissioned in H1FY25. The Public 38.76 37.10 37.19
management anticipates that 3-4 programs, for which they have received product

development approval, will undergo trials in the upcoming season, with the torpedo  Relative Performance (%)

program having AMS supplying the seeker and accounting for roughly 50% of the total YTD 3y 2y 1v

content value. BSE 200 62.0 9.2 8.9

View and valuation: We are confident about the growth story of the Apollo Micro Systems, AMS 967.6 831.3 406.5

due to its position (involvement in various strategic missiles from MoD and BDL) and faces

very less competition. We have a positive outlook on AMSL, supported by, 1) Sole supplier

of underwater mines, 2) Favourable Government policies on self reliance on defence sector, Year end March (INR bn)

3) Rising defence spending across all segment (Naval, Army, Air Force), 4) Massive upcoming

big ticket projects, 5) The company’s healthy order pipeline, would support the the growth Particular FY24E FY25E FY26E

story of the company. We expect AMS Revenue /EBIDTA/PAT to grow at 41/44/74% over

FY23-26. We value the stock based on 50x of FY26E EPS (with PEG ratio 0.7x during same Revenue 440 638 830

period) to arrive at the TP of 163 with “OUTPERFORM” rating. Gross Profit 1.35 1.84 2.39

Quarterly performance EBITDA 1.01 1.42 1.90

et Sals (nc 0O!) T el G 28 23 29

Material Exp 633 416 52.3 392 61.7 EPS (INR) 1.6 24 33

Gross Profit 238 147 62.3 185 28.7

Employee Exp 39 26 48.3 37 6.5 Rebased Price Performance

Other Exp 15 21 (28.4) 21 (26.5)

EBITDA 184 99 85.7 127 4q.2  |1200 7

Depreciation 27 25 7.6 26 3.8 1000 ~

EBIT 157 74 112.3 101 54.6 800 -

Other Income 2 1 71.4 2 10.1 600 4

Interest Cost 72 40 81.5 75 (4.6) e

PBT 87 36 145.0 28 208.2

Tax 22 19 12.6 12 84.0 200 1 e

RPAT 66 16 300.6 17 296.6 0 T T T T T T T T T

APAT 66 16 300.6 17 296.6 8§ 8§ 8 8 A3’

Adj EPS (Rs) 0.3 01 2625 0.8 (63.3) S 588 58 38 5 8§
AMS BSE200

Margin Analysis Q2FY24 Q2FY23 YoY (bps) Q1FY24 QoQ (bps) i

Gross Margin (%) 27.3 26,1  124.7 321 (475.5)  Kripashankar Maurya, AVP

Employee Exp. % of Sales 4.5 47  (20.0) 6.4  (188.7)  kripashankar.maurya@choiceindia.com

Other Op. Exp % of Sales 1.8 3.8  (204.7) 3.6 (185.5) Ph: +91 22 6707 9949

EBITDA Margin (%) 21.1 17.6 349.3 221 (101.3)

Tax Rate (%) 25% 54% (29.2) 42% (16.8) Putta Ravi Kumar, Associate

APAT Margin (%) 7.5 2.9 461.5 2.9 465.8 Email: ravi.putta@choiceindia.com

Source: Company, CEBPL Ph: +91 22 6707 9908
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Changes in Estimates

FY24E FY25E FY26E
Statement
i | e 0 oo )Nl 09 P el 0 oev.

Net sales 4403 4165 6385 6040 8300 7852

EBITDA 1002 947 5.8 1425 1347 5.8 1904 1801 5.7
Margin(%)  22.8  22.7  10bps 223 223 Obps 229 229  Obps
APAT 476 435 9.4 724 666 8.7 999 898 11.2
EPS 1.6 1.4 14.3 2.4 22 9.1 3.3 2.9 13.8

Source: Company, CEBPL
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Revenue grew by 54.9% YoY Margin improved 349bps sequentially
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Massive PAT growth 300.6% on YoY basis Reduction in Emp. Cost would support margins further
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Significant Revenue to grow over FY23-26E EBIDTA margin to improve led by better mix
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Income statement (Standalone in INR Mn.)

Particular FY22 FY23 FY24E FY25E FY26E
Revenue 2,432 2,975 4,403 6,385 8,300
Gross profit 621 878 1,355 1,841 2,395
EBITDA 457 644 1,002 1,425 1,904
Depreciation 90 104 160 209 244
EBIT 367 540 842 1,215 1,660
Interest expense 172 226 213 253 309
Other Income (Including EO Items) 8 -19 14 15 17
Reported PAT 146 191 476 724 999

Minority Interest - = o - d

Adjusted PAT 146 191 476 724 999
EPS (Rs) 0.7 0.9 1.6 2.4 3.3
NOPAT 265 350 623 899 1,212

Balance sheet (Standalone in INR Mn.)

Particular FY22 FY23 FY24E FY25E

Net worth 3,193 3,838 5,025 6,229 7,045

Minority Interest - = = - i

Deferred tax 198 265 265 265 265
Total debt 1,152 1,417 2,128 2,528 3,428
Other liabilities & provisions 9 11 9 10 11
Total Net Worth & liabilities 4,552 5,531 7,428 9,033 10,749
Net Fixed Assets 855 1,044 1,584 1,875 1,930
Capital Work in progress 245 249 150 151 152
Investments 13 13 15 16 18
Cash & bank balance 161 182 465 781 1,817
Loans & Advances & other assets 4 85 44 64 83
Net Current Assets 3,433 4,140 5,635 6,927 8,566
Total Assets 4,552 5,531 7,428 9,033 10,749
Capital Employed 4,345 5,255 7,153 8,757 10,473
Invested Capital 4,185 5,073 6,688 7,976 8,656
Net Debt 991 1,235 1,663 1,747 1,611
FCFF 192 (449) (811) (53) 1,000

Source: Company, CEBPL
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Cash Flows (INR Mn.) FY22 FY23 FY24E FY25E FY26E
CFO 396 (153) (210) 448 1,301
Capex (203) (296) (601) (501) (301)
FCF 192 (449) (811) (53) 1,000
CFI (217) (348) (602) (502) (303)
CFF (178) 501 1,185 554 408
Ratio Analysis FY22 FY23 FY24E %13 FY26E
Growth Ratios (%)

Revenue 19.8 22.3 48.0 45.0 30.0
EBITDA 18.5 41.0 55.6 42.2 33.7
PAT 42.6 30.4 149.5 52.1 38.0
Margin ratios (%)

EBITDA 18.8 21.6 22.8 22.3 22.9
PAT 6.0 6.4 10.8 11.3 12.0
Performance Ratios (%)

OCF/EBITDA (X) 0.9 (0.2) (0.2) 0.3 0.7
OCF/IC 9.5 (3.0) (3.1) 5.6 15.0
RoE 4.6 5.0 9.5 11.6 14.2
ROCE 8.4 10.3 11.8 13.9 15.9
Turnover Ratios (Days)

Inventory 444 419 350 300 250
Debtor 205 180 200 180 170
Other Current Assets (days) 57 58 43 32 27
Payables (days) 192 138 145 140 130
Other Current Liab & Provns (days) 491 486 429 351 297
Cash Conversion Cycle 444 419 350 300 250
Financial Stability ratios (x)

Net debt to Equity 0.3 0.3 0.3 0.3 0.2
Net debt to EBITDA 2.2 1.9 1.7 1.2 0.8
Interest Cover 2.1 2.4 4.0 4.8 5.4
Valuation metrics

Fully diluted shares (mn) 208 208 306 306 306
Price (Rs) 134.0 134.0 134.0 134.0 134.0
Market Cap(Rs. Mn) 27,818 27,818 40,956 40,956 40,956
PE(x) 190 146 86.1 56.6 41.0
EV (Rs.mn) 28,810 29,053 42,618 42,703 42,567
EV/EBITDA () 63 45 43 30 22
Book value (Rs/share) 15 18 16 20 23
Price to BV (x) 8.7 7.2 8.2 6.6 5.8
EV/OCF (x) 73 -189 -203 95 33

Source: Company, CEBPL
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Historical recommendations and target price: Apollo Micro Systems Limited
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CHOICE RATING DISTRIBUTION & METHODOLOGY
OUTPERFORM  The security is expected to generate more than 15% returns over the next 12 months

ADD The security is expected to generate greater than 5% to less than 15% returns over the next 12 months
NEUTRAL The security expected to show downside or upside returns by 5% over the next 12 months
REDUCE The security expected to show less than -5% to greater than -15% over the next 12 months

UNDERPERFORM The security is expected to generate returns in excess of -15% over the next 12 months

Disclaimer

Research Disclaimer and Disclosure inter-alia as required under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
Choice Equity Broking Private Limited-Research Analyst - INH000000222. (CIN. NO.: U65999MH2010PTC198714). Reg. Add.: Sunil Patodia Tower, J B Nagar, Andheri(East), Mumbai 400099.
Tel. No. 022-6707 9999

Compliance Officer-Swati Matkar. Tel. 022-6707 9999-Ext. 896. Email- Compliance@choiceindia.com
Grievance officer-Deepika Singhvi Tel.022-67079999- Ext-834. Email- ig@choiceindia.com

Investment in securities market are subject to market risks. Read all the related documents carefully before investing. Registration granted by SEBI, and certification from NISM
in no way guarantee performance of the intermediary or provide any assurance of returns to investors

This Research Report (hereinafter referred as “Report”) has been prepared by Choice Equity Broking Private Limited as a Research Entity (hereinafter referred as “CEBPL RE” Limited. The
Research Analysts, strategists are principally responsible for the preparation of “CEBPL RE” research. The research analysts have received compensation based upon various factors, which may
include quality of research, investor client feedback, stock picking, competitive factors and firm revenues etc.

Whilst CEBPL has taken all reasonable steps to ensure that this information is correct, CEBPL does not offer any warranty as to the accuracy or completeness of such information. Any
person placing reliance on the report to undertake trading does so entirely at his or her own risk and CEBPL does not accept any liability as a result. Securities and Derivatives markets may
be subject to rapid and unexpected price movements and past performance is not necessarily an indication of future performance.

General Disclaimer: This ‘Report’ is strictly meant for use by the recipient and is not for circulation. This Report does not take into account particular investment objectives, financial
situations or specific needs of individual clients nor does it constitute a personal recommendation. The recommendations, if any, made herein are expression of views and/or opinions and
should not be deemed or construed to be neither advice for the purpose of purchase or sale of any security, derivatives or any other security through CEBPL nor any solicitation or offering
of any investment / trading opportunity on behalf of the issuer(s) of the respective security (ies) referred to herein. These information / opinions / views are not meant to serve as a
professional investment guide for the readers. No action is solicited based upon the information provided herein. Recipients of this “Report” should rely on information/data arising out of
their own Study/investigations. It is advised to seek independent professional advice and arrive at an informed trading/investment decision before executing any trades or making any
investments. This ‘Report’ has been prepared on the basis of publicly available information, internally developed data and other sources believed by CEBPL to be reliable. CEBPL or its
directors, employees, affiliates or representatives shall not be responsible for, or warrant for the accuracy, completeness, adequacy and reliability of such information / opinions / views.
Though due care has been taken to ensure that the disclosures and opinions given are fair and reasonable, none of the directors, employees, affiliates or representatives of CEBPL shall be
liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way whatsoever from the information / opinions / views
contained in this Report.

The price and value of the investments referred to in this Report and the income from them may tend to go down as well as up, and investors may incur losses on any investments. Yester
performance shall not be a guide for future performance. CEBPL does not provide tax advice to its clients, and all investors are strongly advised to take advice of their tax advisers
regarding taxation aspects of any potential investment. Opinions are based on the current scenario as of the date appearing on this ‘Report’ only. CEBPL does not undertake to

advise you as to any change of our views expressed in this “Report’ may differ on account of differences in research methodology, personal judgment and difference in time horizons
for which recommendations are made. User should keep this risk in mind and not hold CEBPL, its employees and associates responsible for any losses, damages of any type whatsoever.
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Disclaimers in respect of jurisdiction: This report is not directed to, 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 or regulation or which would subject “CEBPL RE” to any registration or licensing
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Statements on ownership and material conflicts of interest, compensation - CEBPL and Associates reciprocates to the best of the knowledge and belief of CEBPL/ its Associates/ research
Analyst who is preparing this report.

Disclosures of Interest (Additional):

1. “CEBPL”, its research Analyst(s), or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in this report.

2. “CEBPL” its research Analyst, or its associates or relatives of the research analyst

3. affiliates collectively do not hold more than 1 of the securities of the company(ies) covered in this report as of the end of the month immediately preceding the distribution of the
research report.

4. “CEBPL”, its research analyst, his/her associate, his/her relative, do not have any other material conflict of interest at the time of publication of this research report.

5. “CEBPL”, its research analyst, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for any other products or
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this report.
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The details of CEBPL, its research analyst and its associates pertaining to the companies covered in the Research report are given below

w_

Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for investment banking transaction by CEBPL

2 Whether Research Analyst, CEBPL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1 of the company(ies) covered in the Research No
report

3. Whether compensation has been received by CEBPL or its associates from the company(ies) covered in the Research report No

4. CEBPL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the company(ies) covered in the Research No
report

5. CEBPL, its research analyst, his associate, or its associates have received compensation for investment banking or merchant banking or brokerage services or for any other No

products or services from the company(ies) covered in the Research report, in the last twelve months

Copyright: The copyright in this research report belongs exclusively to CEBPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in
part, is permitted without the CEBPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

This “Report” is for distribution only under such circumstances as may be permitted by applicable law. This “Report” has no regard to the specific investment objectives, financial situation or particular
needs of any specific recipient, even if sent only to a single recipient. This “Report” is not guaranteed to be a complete statement or summary of any securities, markets, reports or developments
referred to in this research report. Neither CEBPL nor any of its directors, officers, employees or agents shall have any liability, however arising, for any error, inaccuracy or incompleteness of fact or
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