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Healthy performance continues amid strong demand

KPR Mill reported yet another robust quarter driven by strong demand for
textile products. Revenue in Q3FY21 grew 21% YoY to ¥ 929.6 crore, with
textile division (87% of sales) posting 19% YoY growth and sales from sugar
division inching up 67% YoY. On the back of healthy order book & sustained
demand for casualwear products (where KPR’s expertise lies), garment
volumes jumped 12% YoY to 22.6 million pieces. Average realisation/piece
also firmed up 9% to 163/piece, translating to value growth of 22% YoY to
T 369 crore (40% of sales). The export order book at the end of Q3FY21 was
healthy at % 600 crore. Demand for cotton yarn and fabrics globally over the
past few months has been strong. Revenue from yarn & fabric division (44%
of sales) grew 16% YoY to < 412 crore. Gross margins expanded significantly
by 707 bps YoY to ~50% on account of favourable spreads and advantage
of being vertically integrated. Furthermore, owing to positive operating
leverage, EBITDA margins came in at an all-time high of 27% (up 920 bps
YoY/ 690 bps QoQ) in Q3FY21. On the back of robust operational
performance, PBT grew 1.2x YoY to T 218.2 crore. Owing to higher tax rate
(28% vs. 6% YoY), PAT growth was restricted to 66% YoY to X 156.3 crore
(up 87% QoQ). KPR has two major capex projects in the pipeline worth
¥ 750 crore towards garmenting facility (¥ 250 crore) and ethanol facility
(X 500 crore). Both projects are expected to come on stream by FY22E.

Sugar capacity expansion to supplement profitable growth...

The company is planning a capex of ¥ 500 crore by setting up a sugar (10000
TCD) and ethanol plant (230 KLPD). The project is expected to become
operational by November 2021. The rationale behind expansion of sugar and
ethanol business is owing to the management belief that current
government policies (sugar MSP, 50% interest subsidy on term loan for
ethanol capacity and enhanced ethanol blending in petrol) are conducive
and offer an RoCE opportunity (~22%) in the aforesaid business segments.
The already existing sugar ethanol capacity has revenue potential of ~X 550
crore with margin profile in range of 20-21%. The new capacity that is being
set up is expected to have revenue potential of ~X 600 crore with margin
profile in the range of 24-25% owing to vertically integrated operations.
Also, after the business gains sufficient scale the company hinted at the
possibility of demerging the sugar business from the company.

Valuation & Outlook

As on Q3FY21, KPR has outstanding debt worth ¥ 556 crore (D/E: 0.2x) and
cash balance worth ¥ 350 crore. Recently announced capex plans are
expected to increase debt from current levels but both projects are covered
under schemes (garmenting covered under TUFS and 50% interest subsidy
for ethanol capacity). Also, the new capacities will be coming up under a
new subsidiary company that will be eligible for lower tax rate of ~15%.
Driven by new capacity additions, we expect revenue, earnings to grow at
CAGR of 19%, 20%, respectively, in FY21-23E. Capital deployment towards
value accretive projects (targeted RoCE: garmenting: 30%, ethanol: 22%)
augurs well for KPR. We anticipate RoCE will gradually get enhanced to 24%
by FY23E. We maintain BUY rating on the stock with a revised target price
of ¥ 1200 (13x FY23E EPS, previous TP: ¥ 1100).

Key Financial Summar

% crore FY19 FY20 FY21E FY22E
Net Sales 3,384.0 3,352.6 3,411.7 4,025.8
EBITDA 611.8 621.9 757.4 805.2
Adjusted PAT 334.9 376.7 453.2 450.0
P/E (x) 18.9 16.8 14.0 14.1
EV/EBITDA (x) 11.6 11.2 8.9 8.7
RoCE (%) 19.6 19.6 22.5 18.3
RoE (%) 18.7 20.2 19.9 17.1
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Particulars Amount
Market Capitalisation (T crore) 6,345.2
Total Debt (FY20) (% crore) 787.6
Cash (FY20) (% crore) 154.2
EV (X crore) 6,978.6
52 Week H/ L 999 /316
Equity Capital (% crore) 34.4
Face Value (%) 5.0

Price Performance

1200 - 25000

1000 - 20000

800 - 15000

600 -

400 - 10000

200 - 5000
0 +— — . Lo

O o 0O O o) OO © © ©O ™
= S I N Y S N
0o cCc O o a o = oQa
(&) o o
LSoL3col3ol
KPR —— BSE 500

® Delay in expansion of garment &
sugar capacity can negatively impact
revenue growth

®  |nput cost inflation can result in lower
than estimated margins
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FY23E CAGR (FY20-23E)
4,869.2 13.2%
1,061.5 19.5%

653.8 20.2%
9.7
6.5
23.7
21.6

Source: ICICI Direct Research, Company
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Financial story in charts....

Exhibit 1: We model revenue CAGR of 13% in FY20-23E
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Exhibit 2: Segmental revenue share trend
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Exhibit 3: Post capacity expansion, KPR to be India’s largest knitted garment

manufacturer
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Majority of growth to be driven by
garmenting segment (17% CAGR) and sugar
division (38% CAGR). We bake in steady
revenue CAGR of 3% in the yam & fabric
segment on the back of a gradual increase in
captive  consumption  for  garmenting
segment

On the back of capacity expansion, share of
garmenting and sugar division is expected to
increase from 42%, 10% in FY20to 47%, 18%,
respectively, in FYZ3E
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Exhibit 4: Garment volumes increase 12% in Q3FY21 Exhibit 5: Yarn & fabric volume trend
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Exhibit 6: We build in EBITDA CAGR of 20% in FY20-23E
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Exhibit 7: Expect PAT to grow at 20% CAGR in FY20-23E
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Exhibit 8: Return Ratio trend
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Exhibit 9: Debt/equity ratio trend
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KPR's strategy of focusing on high asset
turnover garmenting segment for future
growth provides scope for improvement in
return ratios over the medium to longer term

With no major capex plans expected in
FYZ3E, we expect the company to generate
FCF worth ~% 440 crore and, in turn, result
in higher dividend payout ratio and reduction
in debt
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Financial summary

ICICI Direct Research

Exhibit 10: Profit & loss statement Exhibit 11: Cash flow statement

(Year-end March)

Net Sales 3,
Growth (%)

Total Raw Material Cost 1,

Gross Margins (%)
Employee Expenses
Other Expenses

Total Operating Expenditure 2,

EBITDA

EBITDA Margin
Interest
Depreciation

Other Income
Exceptional Expense
PBT

Total Tax

Profit After Tax

FY20
352.6
10.9
987.2
40.7
394.4
349.1
730.7
621.9
18.6
49.7
137.1
36.5

an.7
95.0
376.7

FY21E

3,411.7
1.8
1,876.4
45.0
409.4
368.5
2,654.3
751.4
22.2
37.9
151.4
37.6

605.6
152.4
453.2

FY22E
4,025.8
18.0
2,294.7
43.0
491.1
434.8
3,220.6
805.2
20.0
55.2
196.6
38.7

592.1
142.1
450.0

FY23E
4,869.2
20.9
2,765.7
43.2
555.1
486.9
3,807.7
1,061.5
21.8
45.6
203.5
36.7

849.1
195.3
653.8

(Year-end March)
Profit/(Loss) after taxation
Add: Depreciation

Net Increase in Current Assets
Net Increase in Current Liabilities
CF from operating activities
(Inc)/dec in Investments
(Inc)/dec in Fixed Assets
Others

CF from investing activities
Inc / (Dec) in Equity Capital
Inc / (Dec) in Loan

Others

CF from financing activities
Net Cash flow

Opening Cash

Closing Cash

FY20
376.7
1371
341.7
-88.1
761.3
-1.0
-315.7
9.8
-312.9
-1.9
-68.7
-304.4
-375.0
79.4
74.8
154.2

FY21E
453.2
151.4

-158.9

85.9
531.7
0.1
-263.6
2.9
-266.5
0.0

-205.0
-45.0

-249.9

15.2
154.2
169.4

FY22E
450.0
196.6

-289.6

8.6
365.6
0.8
-567.0
-3.0
-570.8
0.0
321.9
-89.6
232.3
271
169.4
196.5

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 12: Balance Sheet Exhibit 13: Key ratios

(Year-end March) FY20
Equity Capital 34.4
Reserve and Surplus 1,831.5
Total Shareholders funds 1,865.9
Total Debt 787.6
Non Current Liabilities 54.2
Source of Funds 2,701.7
Gross block 2,014.3
Less: Accum depreciation 694.8
Net Fixed Assets 1,319.6
Capital WIP 6.4
Intangible assets 1.8
Investments 9.1
Inventory 715.7
Cash 154.2
Debtors 443.5
Loans & Advances & Other CA 189.7
Total Current Assets 1,503.2
Creditors 132.0
Provisions & Other CL 51.5
Total Current Liabilities 189.4
Net Current Assets 1,313.7
LT L& A, Other Assets 57.2
Other Assets 0.0
Application of Funds 2,701.7

FY21E

34.4
2,239.3
2,213.8

582.7

54.6

2,911.0

2,074.3
846.2
1,228.1
210.0
1.8
9.2
841.2
169.4
467.4
199.2
1,677.2
215.0
60.4
275.3
1,401.9
60.0
0.0
2,911.0

FY22E
34.4
2,599.3
2,633.7
904.6
54.9

3,693.2

2,849.3
1,042.8
1,806.5
2.0
1.8
10.0
1,058.8
196.5
529.4
209.2
1,993.9
220.6
63.4
284.0
1,710.0
63.0
0.0
3,693.2

FY23E

34.4
2,991.6
3,026.0

741.4

55.3

3,828.8

2,949.3
1,246.3
1,703.0
2.0

1.8
10.8
1,334.0
214.0
600.3

230.1
2,378.4
266.8
66.6
333.4
2,045.0
66.2
0.0
3,828.8

Source: Company, ICICI Direct Research
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(Year-end March)
Per share data (3)
EPS

Cash EPS

BV

DPS

Cash Per Share
Operating Ratios (%)
EBITDA margins
PBT margins

Net Profit margins
Inventory days
Debtor days
Creditor days
Return Ratios (%)
RoE

RoCE

RolC

Valuation Ratios (x)
P/E

EV / EBITDA

EV / Sales

Market Cap / Revenues
Price to Book Value
Solvency Ratios
Debt / Equity
Debt/EBITDA

Current Ratio

Quick Ratio

FY20

54.7
14.7
211
5.5
22.4

18.6
14.1
1.2
71.9
48.3
14.4

20.2
19.6
21.0

16.8
1.2
2.1
1.9
3.4

0.4
1.3

7.1
3.3

FY21E

65.9
87.9
330.4
6.6
24.6

22.2
17.8
13.3
90.0
50.0
23.0

19.9
22.5
26.1

14.0
8.9
2.0
1.9
2.8

0.3
0.8

5.5
2.4

FY22E

65.4
94.0
382.7
13.1
28.6

20.0
14.7
1.2
96.0
48.0
20.0

17.1
18.3
19.4

14.1
8.7
1.7
1.6
2.4

0.3
1.1

6.3
2.6

FY23E

95.0
124.6
439.7

38.0

311

21.8
17.4
13.4
100.0
45.0
20.0

21.6
23.7
25.2

0.2
0.7

6.5
2.5

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%
RS 1 | \\
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’M”l""‘“/o/::'m Fingertips | BH{JF{ER \ :
ICICI Securities Ltd. | 757 a8mins )
Analyst Award 201
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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I/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
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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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
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Technical Research Reports.
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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 trea
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 strateg
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 owr
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 independen
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, foreigt
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 necessaril\
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 diffe
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 othe
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 repor
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 o
specific transaction.

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 dic
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 ICIC
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 and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subjec
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.
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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 o
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