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N THE back of its

announcement of a

$2.5 billion acquisi-

tion of Cooper Tire &

Rubber, shares of

Apollo Tyres tanked
by 25.5 per cent as D Street reck-
oned that it would deal hard to
digest. Apollo Tyres shares hit a
52-week low 0f T68.60 on BSE on
Thursday and were trading down
at ¥68.55 on NSE.

While the 14,500 crore deal will catapult
Apollo to the seventh largest tyre manu-
facturer in the world, analysts were wary
of what the deal would do to roil the com-
pany’s books. The Apollo-Cooper combine

will have sales to the tune of $6.6
billion and help open markets for
Apollo. But with the deal being
directly funded by debt, the mar-
ket is concerned.

“This will result in an increase in
the consolidated debt:equity for
Apollo from 0.7Ex to 1.35x and the
net debt:EBITDA from 1.7x to
3.8x. The sharp increase in debt
we reckon will be an area of con-
cern for investors who were
expecting balance sheet delever-
aging in the next two years,”
Credit Suisse analysts Jatin
Chawla and Akshay Saxena, said
in a report.
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Based on calendar 2012 num-
bers, the acquisition is EPS accre-
tive, the analysts said, but add
that investors will question the
sustainability of EBITDA at
Cooper, given that 2012 profits to
large extent were driven by
favourable raw material cycle.
Goldman Sachs too feels Apollo
Tyre’s net debt to equity will rise
even though Cooper Tire will
service a significant portion of
the additional debt.

“We believe, execution is
key in order to generate
stable margins, particu-
larly amid a volatile
demand and raw mate-
rial environment, and
reduce leverage over
time,” Goldman Sachs’
Sandeep Pandya and °
Sumeet Jain said. Apollo °
will fully fund the purchase
through new debt, raising
the post-acquisition
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leverage for the combined entity
to 3.8 times net debt/EBITDA
(earnings before interest, tax,
depreciation and amortisation)
from 1.4 times now, according to
analysts’ estimates. Goldman
Sachs said in a report Apollo’s net
debt-to-equity ratio would rise
even though Cooper would serv-
ice a significant portion of the
additional debt the Indian com-
pany would take to finance the
deal.

Apollo Tyres is funding the
Cooper Tire acquisition via $2.5
billion debt, out of which $2.1 bil-
lion will be taken at the holding
company level, which will include
Cooper Tire and Apollo’s Euro-

ean operations (Vredestein).

450 million debt will be taken in
Apollo’s Mauritius subsidiary and
would be serviced by the Indian
operations. “After the transac-
tion, debt/EBITDA for the consol-
idated operations would be close
to 3.5x, which is aggressive, in our
view, considering that a benign
raw material environment has

buoyed EBITDA margins of
tyre makers globally,”
according to Jasdeep
p.  Walia of Kotak Institu-
i tional Equities. Walia
says since the size of
the transaction is
very large, compared
with the current
operations, it could
swing either way for
Apollo Tyres.
Like Kotak, Ambit Cap-
ital too finds Apollo’s
acquisition agg-
ressive and
has down-
graded the
stock to

‘sell’ from

‘buy’.
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By Mail Today Bureau : .deals) compared to $0.69
in New Delhi i billion (26 deals) during

i the first quarter of 2012.
THE Apollo Tyers’ acqui- : The total number of
sition of US-based Cooper | merger and acquisitions
comes at time when India | during January-March
Inc’s appetite for buying : quarter this year stood at
foreign companies has : $4.56 billion, down from

been on the wane in the

i $18.39 billion in the same
wake of the economic

i period last year.

slowdown. L i “The quarter clearly saw
According to advisory : a decline in deal activity,

Jirm Grant Thornton, the  : possibly driven by inter-

total value of outbound i play of factors given the

deals (Indian companies
acquiring businesses out-

i macro conditions as well
i as the pressure on liquid-
i ity,” the Grant Thornton

of 2013 was $0.19 billion (21 : report said.
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