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June 30, 2020 

CMP: | 656 Target: | 700 (7%)  Target Period: 12 months  

 Vardhman Textiles (VARTEX) 

 HOLD 

 

Steady uptick in yarn utilisation aiding recovery… 

Vardhman Textiles posted a weak Q4FY20 performance due to lockdown 

impact in second half of March. Consolidated revenues fell 9.5% YoY to | 

1596 crore due to 10% fall in textile segment. Though gross margins 

improved 340 bps YoY to 48.5% owing to lower input cost, negative 

operating leverage led to a fall in EBITDA margin by 80 bps to 14.1% with 

EBITDA down 15% to | 225.1 crore. Hence, PAT fell 18% YoY to | 149 crore. 

Export demand supporting yarn segment revival 

VTL got approval for starting factory from mid-April. Gradually, demand has 

started to pick up pace, particularly for yarn exports. The company gradually 

increased its yarn capacity utilisation levels and is currently operating at 

~80-85% utilisation in the yarn segment. Yarn demand has been supported 

by a recovery in demand from China, Vietnam, South Korea and Bangladesh. 

The company enhanced its export focus and is currently exporting ~50-55% 

of its yarn capacity instead of normal average of ~ 33%. 

Fabric demand recovery remains sluggish 

The demand for fabric in domestic and exports market continues to be 

muted as globally there has been a reduction in discretionary purchases by 

consumers. Also, with channel inventory being high owing to lockdown, the 

repeat order flow is lower. The company’s fabric division is currently 

operating at a monthly utilisation rate of ~40-45%, which is below the 

operational breakeven utilisation level of ~60-65%. Owing to extended 

lockdown in metro cities, domestic demand recovery has been sluggish as 

metro cities are major contributors to demand. 

Industry consolidation can reduce competitive intensity 

FY20 has been a tough year for Indian spinners owing to weak demand 

scenario mainly due to US-China trade issues and input cost pressures. Due 

to macro headwinds, many smaller capacities have shut down in FY20. The 

possibility of further closure of smaller capacities due to lockdown can be 

positive for an established player like VTL. With the probability of lower 

competitive intensity, operating margins for large Indian spinners can show 

a positive bias over the medium to long term.  

Valuation & Outlook 

Vardhman is among the few textile companies that have been able to 

maintain a debt equity ratio below one despite continuous capacity addition. 

Though near term financial performance is expected to be dented owing to 

low domestic demand, we expect VTL to tide over the same owing to its 

strong balance sheet and long standing relationship with marquee clients, 

which would enable a gradual demand recovery when the situation 

normalises. Uncertainty in international trade owing to trade disputes and 

geopolitical issues can subdue the financial performance. However, due to 

its strong b/s (FY20 debt equity of 0.3x), the stock is better placed than peers 

to wade through the current turbulent market conditions. We downgrade 

from BUY to HOLD rating with a target price of | 700 (7x FY22E earnings). 

 

 

 

 

 

 

 

Key Financial Summary 

 

 
 

Source: ICICI Direct Research, Company 

(| C ro re ) FY18 FY19 FY20E FY21E FY22E

Net Sales 6,248.3       6,877.9       6,735.0          6,047.8          6,734.0          

EBITDA 902.7          1,193.7       937.3             664.2             1,013.0          

PA T 574.6          724.6          578.8             272.3             565.8             

EPS (|) 101.1          129.4          102.2             49.3               100.1             

P/E (x) 6.5              5.1              6.4                 13.3               6.6                 

EV /EBITDA  (x) 6.3              4.7              5.8                 7.4                 4.4                 

RoCE (% ) 10.1            12.9            7.7                 3.9                 7.9                 

RoE (% ) 11.6 13.1 9.5 4.3 8.1
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Par ticu lar Am o u n t

Market Capita lisation (| Crore)            3,772 

Debt (FY 20) (| Crore)         2,003.1 

Cash (FY 20) (| Crore)            279.9 

EV  (| Crore)         5,495.2 

52 w eek H/L  1102 / 592 

Equity Capita l (| Crore)              57.5 

Face V alue (|)                 10 
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Financial summary 

Exhibit 1: Profit & Loss Statement 

 

Source: Company, ICICI Direct Research 

 

Exhibit 2: Cash Flow Statement 

 

Source: Company, ICICI Direct Research 

 

 

Exhibit 3: Balance Sheet 

 

Source: Company, ICICI Direct Research 

 

Exhibit 4: Key Ratios 

 

Source: Company, ICICI Direct Research 

 

  

(Ye ar -e n d  March ) FY19 FY20P FY21E FY22E

T o tal o p e ratin g  In co m e 6,877.9 6,735.0 6,047.8 6,734.0

G row th (% ) 10.1 -2.1 -10.2 11.3

Raw  Materia l Expenses 3,595.7 3,555.0 3,297.1 3,448.2

Employee Expenses 550.2 595.9 574.5 606.1

Mfg, A dmin & se lling Exps 1,538.2 1,646.8 1,512.0 1,666.7

Tota l O perating Expenditure 5,684.2 5,797.7 5,383.6 5,721.0

EBIT DA 1,193.7 937.4 664.2 1,013.0

G row th (% ) 32.2 -21.5 -29.1 52.5

Depreciation 254.0 333.2 351.6 363.8

Interes t 119.7 135.3 130.1 101.3

O ther Income 207.7 174.5 181.4 208.4

Exceptiona l income 15.0 0.0 0.0 0.0

PBT 1,042.8 643.3 364.0 756.4

Tota l Tax 318.2 64.5 91.7 190.6

PA T 724.6 578.8 272.3 565.8

Minority  Interes t / O thers 9.8 13.5 6.5 13.6

PAT  (afte r  m in o r ity  in te re s t) 730.7 577.5 278.5 565.6

G row th (% ) 25.8 -21.0 -51.8 103.1

EPS (|) 129.4 102.2 49.3 100.1

(Ye ar -e n d  March ) FY19 FY20P FY21E FY22E

PA T 730.7 577.5 278.5 565.6

A dd: Depreciation 254.0 333.2 351.6 363.8

(Inc)/dec in Current A ssets -552.5 15.9 84.7 27.9

Inc/(dec) in CL  and Prov is ions 115.8 -73.2 -51.0 -143.1

O thers 0.0 0.0 0.0 0.0

C F fro m  o p e ratin g  activitie s 548.0 853.4 663.8 814.1

(Inc)/dec in Inves tments 487.9 200.8 -114.5 -125.9

(Inc)/dec in F ixed A ssets -824.2 -760.6 -254.0 -254.0

(Inc)/dec in CWIP -168.0 132.0 41.6 30.0

O thers 0.9 -21.1 0.0 0.0

C F fro m  in ve s tin g  activitie s  -503.3 -448.9 -326.9 -349.9

Is sue/(Buy back) of  Equity -1.0 0.0 0.0 0.0

Inc/(dec) in loan funds -55.8 27.8 -376.9 -360.1

O thers -62.0 -194.9 189.5 -67.2

C F fro m  fin an cin g  activitie s -118.7 -167.0 -187.5 -427.2

Net Cash f low -74.0 237.6 149.4 36.9

O pening Cash 116.3 42.3 279.9 429.3

C lo s in g  C as h 42.3 279.9 429.3 466.2

(Ye ar -e n d  March ) FY19 FY20P FY21E FY22E

L iabilities

Equity Capita l 56.5 56.5 56.5 56.5

Reserve and Surplus 5,535.0 5,991.4 6,449.2 6,929.9

Tota l Shareholders  funds 5,591.5 6,047.9 6,505.7 6,986.4

Tota l Debt 1,975.2 2,003.1 1,626.1 1,266.1

Deferred Tax L iability 323.3 243.5 243.5 243.5

O ther L T L iabilities 25.2 23.7 27.3 31.4

Minority  Interes t / O thers 113.1 120.6 127.2 140.8

T o tal L iab ilitie s 8,028.2 8,438.8 8,529.8 8,668.1

A ssets

G ross  Block 7,297.6 8,058.2 8,312.2 8,566.2

L ess : A ccu Depreciation 4,096.5 4,429.8 4,781.3 5,145.1

Net Block 3,201.1 3,628.5 3,530.9 3,421.1

Capita l WIP 273.7 141.6 100.0 70.0

Tota l F ixed A ssets 3,474.8 3,770.1 3,630.9 3,491.1

Inves tments 1,345.7 1,144.9 1,259.4 1,385.4

Inventory 2,612.4 2,681.1 2,485.4 2,509.1

Debtors 803.1 821.0 828.5 774.9

L oans  and A dvances 18.4 4.3 18.1 20.2

O ther Current A ssets 613.8 525.4 615.0 615.0

Cash 42.3 279.9 429.3 466.2

Tota l Current A ssets 4,089.9 4,311.6 4,376.3 4,385.4

Creditors 972.7 896.0 859.0 710.8

Prov is ions 15.3 18.8 4.7 9.8

Tota l Current L iabilities 988.0 914.8 863.8 720.6

Net Current A ssets 3,102.0 3,396.9 3,512.5 3,664.7

O thers  A ssets 105.8 126.9 126.9 126.9

Ap p licatio n  o f Fu n d s 8,028.2 8,438.8 8,529.8 8,668.1

(Ye ar -e n d  March ) FY19 FY20P FY21E FY22E

Pe r  s h are  d ata (|)

EPS 129.4 102.2 49.3 100.1

Cash EPS 174.3 161.1 111.5 164.4

BV 990.0 1,070.0 1,151.0 1,236.1

DPS 18.2 0.0 0.0 15.0

Cash Per Share 7.5 49.5 76.0 82.5

O p e ratin g  Ratio s

EBITDA  Margin (% ) 17.4 13.9 11.0 15.0

PBT Margin (% ) 15.2 9.6 6.0 11.2

PA T Margin (% ) 10.5 8.6 4.5 8.4

Inventory days 138.6 145.3 150.0 136.0

Debtor days 42.6 44.5 50.0 42.0

Creditor days 32.0 36.7 45.0 35.0

Return Ratios  (% )

RoE 13.1 9.5 4.3 8.1

RoCE 12.9 7.7 3.9 7.9

RoIC 15.9 9.3 4.9 10.3

V alu atio n  Ratio s  (x)

P/E 5.1 6.4 13.3 6.6

EV  / EBITDA 4.7 5.8 7.4 4.4

EV  / Net Sa les 0.8 0.8 0.8 0.7

Market Cap / Sa les 0.5 0.6 0.6 0.6

Price to Book V a lue 0.7 0.6 0.6 0.5

So lve n cy Ratio s

Debt/EBITDA 1.7 2.1 2.4 1.2

Debt / Equity 0.4 0.3 0.2 0.2

Current Ratio 4.2 4.8 5.1 6.2

Q uick Ratio 1.5 1.8 2.2 2.6
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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% 

 

 

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  
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ANALYST CERTIFICATION  

We /I, 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.  

 

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.  

 

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past 

twelve months.  

 

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other 

benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of 

interest at the time of publication of this report.  

 

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.  

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of 

the research report.  

 

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this 

report. 

  

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.  

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.  

 

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.  

This report is not directed 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, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in 

all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction. 

 

 


