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Moderate performance amid tough scenario...

Kewal Kiran Clothing (KKCL) reported moderate revenue growth of 4.0%
YoY to T 110.2 crore. The topline growth was mainly driven by volume
growth of 6.8% YoY to 10.9 lakh pieces. A rejig in product mix (higher sales
of tops compared to jeans) and spike in sales from non-traditional channel
(national chain stores) translated into a decline in realisations by 2.6% YoY
to T 1008/piece. Gross margins enhanced significantly by 470 bps YoY to
52.5% on the back of enhanced bargaining power and timely payment to
fabric vendors. However, a sharp spike in selling and distribution expense
(up ~3x) led EBITDA margins to come in at a constant 20.4% YoY. KKCL
hosted a dealer’s event in Goa, which led to higher selling expenses (half of
the expense would be accounted for in Q2FY20). Lower fixed maturity plan
(FMP) yield led to a decline in other income (down 46% YoY). Subsequently,
PAT grew 1.6% YoY to X 14.1 crore.

NCS outperforms traditional channels....

In the product mix, revenue from the jeans segment (62% of revenue)
remained constant YoY at ¥ 67.5 crore whereas revenue from shirts (17% of
sales) and T-shirts (5% of sales) grew 10% YoY to X 18.1 crore and 18% YoY
to ¥ 5.2 crore, respectively. Multi branded outlets (MBOs), the major
distribution channel in revenue terms (38%), continued to remain under
stress owing to liquidity concerns (revenues declining 11.5% YoY to I 41.9
crore). Sales through national chain stores grew 46% YoY to ¥ 26.1 crore,
with contribution to revenues increasing 700 bps YoY to 24%. Though NCS
has been one of the fastest growing channels for KKCL, MBOs continue to
remain prominent, since it is the most profitable of all trade channels.

Total debt to remain at FY19 level

The management expects working capital days to remain elevated (at similar
levels of FY19). However, with the company having robust cash &
investments (~X 270 crore), it does not foresee further increase in working
capital debt. The debt/equity ratio is comfortably placed at 0.2x.

Valuation & Outlook

Factoring in the Q1FY20 performance, we revise our revenue and earnings
estimates downwards for FY20, FY21E. Pick-up in Q2FY20 revenue growth
remains vital for KKCL in achieving double digit revenue growth for FY20.
KKCL has been one of the most profitable brands generating EBITDA
margins (21%+) and having a robust balance sheet with cash & investments
worth ~% 270 crore. The management is undertaking several initiatives to
accelerate revenue growth while maintaining its current margin profile. We
model revenue CAGR of 10% over FY19-21E, with EBITDA margins
expected to remain range bound at 22%. The stock price has corrected
sharply by ~20% since our last result update, making it available at
valuations of 13.8x FY21E earnings. We have a BUY recommendation on the
stock with a revised target price of ¥ 1235 (16.0x FY21E EPS).

Key Financial Summary

[ Crore) FY17 FY18 FY19A
Net Sales 466.5 460.3 502.4
EBITDA 98.8 98.2 112.3
PAT 74.6 73.2 80.3
P/E (x) 17.0 17.3 15.8
EV/Sales (x) 2.2 2.2 2.1
EV/EBITDA (x) 10.5 10.4 9.5
RoCE (%) 22.7 20.6 19.9
RoE (%) 19.9 18.3 18.7

Tk

BUY

1<IiI<Cuam
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Particular Amount
Market Capitalisation (% Crore) 1,269.5
Debt (FY19) (% Crore) 93.5
Cash & Investments (FY19) 290.4
EV (T Crore) 1,072.5
52 week H/L 1560 / 1005
Equity Capital (X Crore) 12.3
Face Value () 10

Key Highlights

® Reported volume growth of 6.8%
YoY while
flattish

realisations remained

® Non-traditional channels such as NCS
grew 46% YoY to X 26.1 crore

® |ower FMP yield led to decline in
other income (down 46% YoY)

® Maintain BUY with revised target
price of ¥ 1235
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FY20E FY21E CAGR (FY19-21E)
553.6 612.0 10.4%
121.4 133.7 9.1%
83.5 94.9 8.7%
15.2 13.4
1.9 1.7
8.8 1.9
20.4 21.3
18.3 19.4

Source: Company, ICICI Direct Research
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ﬂ Result Update | Kewal Kiran Clothing ICICI Direct Research
Exhibit 1: Variance Analysis

Q1FY20 Q1FY20E Q1FY19 YoY (%) Q4FY19 QoQ (%) Comments
Volumes grew 6.8% YoY while realisations declined 2.6% YoY

Revenue 110.2 114.0 105.9 4.0 133.1 -17.2 .
to ¥ 1008/piece
Other Income 1.8 6.5 3.3 -45.6 6.9 -74.1  Lower FMP yields led to decline in other income
Raw Material Expense 41.1 42.7 39.8 3.3 50.8 -19.0
Employee Expense 15.3 19.4 18.7 -17.9 18.6 -17.6
Selling Expenses 16.9 103 5.7 199.1 148 14.6 Higher cash discounts and rebates led to a significant spike

in selling expenses
Manufacturing & Other Expense 14.4 21.0 20.3 -29.2 21.5 -33.1

EBITDA 22.5 20.8 21.5 4.5 21.5 -18.3

EBITDA Margin (%) 20.4 18.2 20.3 9 bps 207 -27bps S|gn.|f|cant e>fpanS|on in gross margins, negated the impact
of higher selling expenses

Depreciation 2.4 2.4 1.5 58.2 2.4 2.5

Interest 2.2 1.9 1.1 96.4 2.0 7.8

PBT 19.6 22.9 22.1 -11.3 30.0 -34.5

Tax Outgo 5.5 7.6 8.2 -33.0 9.8 -44.2

PAT 14.1 15.4 13.9 16 20.1 29.8 Higher depreciation and finance expense impacted PAT
growth

Key Metrics

Apparel Volume (Lakh pcs) 10.9 11.4 10.2 6.8 13.8 -20.9

Average Realisation (3) 1,008.1 1,004.3 1,035.4 -2.6 963.9 4.6

Gross Margin (%) 55.6 51.6 50.9 477 bps 52.5 311 bps

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY19A FY20E FY21E
[ Crore) Old New % Change Old New % Change
Revenue 502.4 559.8 553.6 1.1 628.6 612.0 -2.6
EBITDA 112.3 123.2 121.4 -1.5 139.8 133.7 -4.3
EBITDA Margin (%) 224 22.0 21.9 -9 bps 22.2 21.9 -39 bps
PAT 80.3 87.3 83.5 -4.3 101.0 94.9 -6.0
EPS R) 65.2 70.8 67.8 -4.3 82.0 71.0 -6.1

Source: Company, ICICI Direct Research
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Financial story in charts

Exhibit 3: Volume & realisation trend
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Exhibit 4: Topline trajectory
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Source: Company, ICICI Direct Research

Exhibit 5: Channel wise contribution to sales
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rapid pace compared to its traditional channels. In
QaiFYzo, NCS grew 46% YoY while revenues from
MBO channel de-grew 11.5% and retail channel
grew marginally by 3%
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Exhibit 6: Brand wise contribution to sales
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Exhibit 7: Product wise contribution to sales

100+ Jeans remains the most profitable and largest selling
product (62% of revenues). Revenue from trouser
segment (8% of revenues) de-grew 2% YoV to T 9.1
crore in Q1FY20
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Exhibit 8: EBITDA margin trend
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Exhibit 9: Net profit trend
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Exhibit 10: Valuation

Sales Growth

Rer) (%)
FY18 460.3 (1.3)
FY19A 502.4 9.2
FY20E 553.6 10.2
FY21E 612.0 10.5

EPS Growth

R) (%)
59.4 (1.8)
65.2 9.7
67.8 4.0
71.0 13.6

PE

(x)
17.3
15.8
15.2
13.4

EV/EBITDA
(x)
10.4
9.5
8.8
7.9

RoNW
(%)
18.3
18.7
18.3
19.4

RoCE

(%)
20.6
19.9
20.4
21.3

Source: Company, ICICI Direct Research
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Exhibit 11: Recommendation History vs. Consensus
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Exhibit 12: Top 10 Shareholders

Rank Name Latest Filing Date % 0/S Position (m) Change (m)
Jain (Shantaben P) 30-Jun-19 49.9% 6.15 0.00
2 Nalanda Capital Pte Ltd 30-Jun-19 7.1% 0.88 0.00
3 Jain (Dinesh P) 30-Jun-19 5.9% 0.73 0.00
4 Jain (Vikas P) 30-Jun-19 5.9% 0.72 0.00
5 Jain (Hemant P) 30-Jun-19 5.6% 0.69 0.00
6 Jain (Kewalchand P) 30-Jun-19 5.6% 0.69 0.00
7 SBI Funds Management Pvt. Ltd. 30-Jun-19 5.6% 0.69 0.00
8 Kotak Mahindra Asset Management Company Ltd. 30-Jun-19 3.9% 0.48 0.00
9 Aditya Birla Sun Life AMC Limited 31-Mar-19 2.0% 0.24 0.00
10 PineBridge India Private Limited 30-Jun-19 1.5% 0.18 0.00

Source: Reuters, ICICI Direct Research

Exhibit 13: Recent Activity

BUYS SELLS
Investor name Value (VIn) Shares (Mn) Investor name Value (Mn) Shares (IVn)
Kotak Mahindra Asset Management Company Ltd. 0.04 0.00 DSP Investment Managers Pvt. Ltd. -0.02 0.00

Source: Reuters, ICICI Direct Research

Exhibit 14: Shareholding Pattern

(in %) Jun-18  Sep-18 Dec-18 Mar-19 Jun-19
Promoter 74.3 74.3 74.3 74.3 74.3
Fll 12.1 12.0 12.0 9.5 9.5
DIl 9.4 9.4 9.5 11.9 11.8
Others 4.3 4.3 4.2 4.4 4.4

Source: Company, ICICI Direct Research
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Financial summary

Exhibit 15: Profit and loss statement T crore
(Year-end March) FY18 FY19A FY20E FY21E
Total operating Income 460.3 502.4 553.6 612.0
Growth (%) -1.3 9.2 10.2 10.5
Raw Material Expenses 238.8 241.2 260.6 290.4
Gross margins 48.1 52.0 52.9 52.6
Employee Expenses 65.1 75.1 71.5 82.6
Admin Expenses 30.7 32.8 36.0 41.6
Selling Expenses 21.5 40.9 58.1 63.7
Total Operating Expenditure 362.1 390.1 432.3 478.3
EBITDA 98.2 1123 1214 133.7
Growth (%) -0.6 14.4 8.0 10.2
Depreciation 5.8 8.1 9.1 10.0
Interest 5.0 6.9 8.0 1.7
Other Income 21.1 22.0 19.4 21.4
PBT 108.6 119.4 123.6 137.4
Others 0.0 0.0 0.0 0.0
Total Tax 35.3 39.1 40.1 42.5
PAT 73.2 80.3 83.5 94.9
Growth (%) -1.8 9.7 4.0 13.6
EPS (%) 59.4 65.2 67.8 71.0

ICICI Direct Research

(Year-end March)

Profit After Tax

Add: Depreciation

(Inc)/dec in Current Assets
Inc/(dec) in CL and Provisions
Others

CF from operating activities
(Inc)/dec in Investments
(Inc)/dec in Fixed Assets
(Inc)/dec in CWIP

Others

CF from investing activities
Issue/(Buy back) of Equity
Inc/(dec) in loan funds
Others

CF from financing activities
Net Cash flow

Opening Cash

Closing Cash

FY18
73.2
5.8
-33.2
21.2
0.0
67.0
-25.2
-11.0
-1.8
2.4
-35.7
0.0
1.8
-43.1
-35.3
-3.9
66.4
62.5

FY19A
80.3
8.1
-12.2
-3.2
0.0
13.0
-5.2
-18.7
6.8
-1.4
-18.5
0.0
45.2
-48.8
-3.7
-9.2
62.5
53.3

FY20E
83.5
9.1
-25.0
5.5
0.0
73.2
-2.4
-15.9
0.2
5.4
-12.6
0.0
0.7
-57.7
-57.1
3.5
53.3
56.8

Exhibit 16: Cash flow statement < crore

FY21E
94.9
10.0

-29.2
1.3
0.0

83.1
-2.4

-16.4
0.0
0.0

-18.8
0.0

-2.3

-61.4

-63.7
0.6

56.8
57.4

Source: Company, ICICI Direct Research

Exhibit 17: Balance sheet 3 crore

(Year-end March) FY18 FY19A FY20E FY21E
Liabilities

Equity Capital 12.3 12.3 12.3 12.3
Reserve and Surplus 387.3 418.2 444.0 4717.6
Total Shareholders funds 399.6 430.5 456.3 490.0
Total Debt 48.3 93.5 94.1 91.8
Deferred Tax Liability 4.6 5.5 5.4 5.3
Other long term liabilities 1.6 1.4 1.4 1.4
Total Liabilities 4541 530.8 557.2 588.5
Assets

Gross Block 123.0 141.8 157.6 174.0
Less: Acc Depreciation 54.8 62.9 72.0 82.1
Net Block 68.2 78.9 85.6 91.9
Capital WIP 9.1 2.2 2.0 2.0
Total Fixed Assets 77.3 81.1 87.6 93.9
Investments 232.0 237.2 239.5 241.9
Inventory 52.9 83.1 94.0 102.3
Debtors 136.2 177.7 197.2 218.0
Loans and Advances - - - -
Other Current Assets 6.7 7.2 1.7 1.8
Cash 62.5 53.3 56.8 57.4
Total Current Assets 258.2  321.2  349.7 379.5
Creditors 43.5 44.7 48.6 54.1
Other current liabililites 52.3 39.4 40.2 41.0
Provisions 22.4 30.8 31.7 32.7
Total Current Liabilities 118.2 114.9 120.5 127.8
Net Current Assets 140.1 206.3  229.3 251.7
Others Non-current Assets 4.8 6.2 0.8 0.9
Application of Funds 4541 530.8 557.2 588.5

Source: Company, ICICI Direct Research

Exhibit 18: Key ratios

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

(Year-end March) FY18 FY19A FY20E FY21E
Per share data (%)
EPS 59.4 65.2 67.8 71.0
Cash EPS 64.1 7.7 75.2 85.2
BV 324.3 349.3 370.3 397.5
Cash Per Share 50.7 43.2 46.1 46.6
Operating Ratios
EBITDA Margin (%) 21.3 22.4 21.9 21.9
PBT Margin (%) 23.6 23.8 22.3 22.5
PAT Margin (%) 15.9 16.0 15.1 15.5
Inventory days 41.8 60.4 62.0 61.0
Debtor days 108.0 129.1 130.0 130.0
Creditor days 66.5 67.7 68.0 68.0
Return Ratios (%)
RoE 18.3 18.7 18.3 19.4
RoCE 20.6 19.9 20.4 21.3
Valuation Ratios (x)
P/E 17.3 15.8 15.2 13.4
EV / EBITDA 10.4 9.5 8.8 7.9
EV / Net Sales 2.2 2.1 1.9 1.7
Market Cap / Sales 2.8 2.5 2.3 2.1
Price to Book Value 3.2 29 2.8 2.6
Solvency Ratios
Debt/EBITDA 1.0 1.5 1.6 1.4
Debt / Equity 0.1 0.2 0.2 0.2
Current Ratio 2.7 3.8 3.9 4.0
Quick Ratio 2.1 2.8 2.9 2.9
Source: Company, ICICI Direct Research
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Exhibit 19: ICICI Direct coverage universe (Apparel)

CMP M Cap EPS () P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)
Sector / Company ® TPR) Rating (Cr) FY19 FY20E FY21EFY19 FY20E FY21E FY19 FY20F FY21E FY19 FY20E FY21E FY19 FY20FE FY21E
Kewal Kiran Cloth. 1,00 1,235 Buy 1,270 652 67.8 77.0 158 152 134 95 88 7.9 199 204 213 187 183 194
Page Industries (PAGIND) 19,100 19,000  Hold 21,304 353.2 386.7 463.8 541 49.4 412 357 323 27.8 69.1 64.8 627 50.8 45.6 45.0
Rupa & Co 204 265 Reduce 1,624 93 99 108 21.9 206 189 161 154 144 181 168 169 136 13.2 13.2
Vardhman Textiles 912 1,20 Hold 5243 129.4 130.0 1541 7.0 7.0 59 68 61 52 129 124 139 131 120 127

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬂICICI(m,m; com| 1 1 g
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a'yetmwa'd D
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com

ICICI Securities | Retail Research 9
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ANALYST CERTIFICATION

| /We, Bharat Chhoda, MBA; Cheragh Sidhwa MBA, Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the
subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned
Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a Sebi registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.
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