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Headwinds in H2FY23 could subdue performance

About the stock: Gokaldas Exports (GEL) is one of India’s leading apparel exporters
with an annual capacity of 36 million+ pieces. Gokaldas focuses on manufacturing
complex garmenting products that insulate it from other price based competition.

[

Particulars Amount

e Impressive clientele of leading international brands with ‘GAP" and 'H&M’ Market Capitalisation (% crore) 2152.8
being major contributor to revenues. US contributes ~80% of sales Total Debt (FY22) % crore) 63.1

e Under the leadership of the new MD (post exit of Blackstone in FY18), Cash & invetment (FY22) R crore) 167.1
Gokaldas has scripted a successful turnaround of its business operations EV R crore) 2,048.7

52 Week H/ L 520 /180

Q1FY23 Results: Gokaldas Exports (GEL) reported resilient performance in i:z:yvzmt(a;)(? crore 2:2

Q1FY23, despite various challenges.

Shareholding pattern

e On a significantly high base of Q4FY22 revenue grew 4% QoQ (up 153% Jun-21 Sep-21 Dec-21 Mar-22 Jun-22

YoY) to ¥ 610.6 crore. The growth is expected to be driven by a mix of price

Promoter 331 327 24.1 24.1 235

hikes and contribution from its recently commissioned plants in Karnataka. Fil 55 46 124 110 110

e On a sequential basis, gross margins remained flattish at 45.4% (down 675 oI 7. w1 &z 72 B3

bps YoY). Employee expenses grew 11% QoQ to ¥ 170.7 crore mainly on Others 7 6 313 3 A
account of wage hike (~5%) and capacity expansion. Subsequently, m

EBITDA margins declined by 130 bps QoQ to 11.8% (up 439 bps YoY). 600 30000

e PBT declined by 3% QoQ to ¥ 50.9 crore. 500 25000

400 20000

o What should investors do? Since our initiation report, the stock price has 300 15000

appreciated ~6x. GEL witnessed significant re-rating on the back of 200 10000

consistent outperformance despite various headwinds. 10([1) 2000

e Demand headwinds in key markets in H2FY23 could subdue revenue @ = S & <iisS8csS85ca=
growth. However, we believe GEL is a long term play in the apparel export
space. We maintain HOLD recommendation on the stock

Gokaldas Exports BSE 500

Recent event & key risks

Key triggers for future price performance: e Invested % 32 crore in Q1FY23

towards capacity expansion

Target Price and Valuation: We value GEL at X 415 i.e. 16x FY24E EPS.

e Production currently operating at peak utilisation levels with steady order
book for the next quarter. Order book traction for H2FY23 will be critical. o Key Risk:(i)

restriction can lower sales (ii)

Pandemic led

e Charted out capex of T 350+ crore over the next four years (by FY25E) which

will have potential to generate incremental revenues worth ~% 1300 crore High RM cost to subdue margin.

Research Analyst

e  With the recent fundraise (QIP: % 300 crore), the company has strengthened

its balance sheet with repayment of ~% 300 crore debt, post which GEL has
become net debt free (net cash surplus: T 105 crore)

Enhanced government focus on apparel exports and China +1 strategy of

Bharat Chhoda
bharat.chhoda@icicisecurities.com

Cheragh Sidhwa
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global brands provide long term growth opportunity for players like GEL cheragh.sidhwa@icicisecurities.com

Alternate Stock Idea: Apart from GEL, in our textile coverage we also like KPR Mill.

e KPR Mill is among select vertically integrated textile players having one of
India’ largest knitted garment manufacturing capacity of 157 mn pieces

e it has consistently maintained average RoCE of ~20%

Key Financial Summary

Financials FY19 FY20 FY21 Fyzz O Year CAGR FY23E FY24E 2 year CAGR

(FY17-22) (FY22-24E)

Net Sales 1,174.5 1,365.2 1,210.7 1,790.3 14.0% 2,094.7 2,4711.7 17.5%

EBITDA 61.8 67.2 101.5 205.5 LP 213.3 291.2 19.0%

Adjusted PAT 25.6 30.4 26.5 1171 LP 101.2 153.0 14.3%
P/E (x) 61.2 51.5 59.1 18.4 21.3 14.1
EV/Sales (x) 1.5 1.3 1.4 1.1 1.0 0.8
EV/EBITDA (x) 29.2 26.3 171 10.0 9.7 71
RoCE (%) 10.3 1.7 9.3 20.4 17.3 21.2
RoE (%) 10.7 13.4 9.1 16.5 12.5 15.9

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

e On a significantly high base of Q4FY22 revenue grew 4% QoQ (up 153%
YoY) to ¥ 610.6 crore. The growth is expected to be driven by a mix of price
hikes and contribution from its recently commissioned plants in Karnataka.
From an average quarterly run-rate of ~3 350- 400 crore, company in the
last three quarters has been clocking in ¥ 550+ crore revenue. It has been
operating at peak utilisation levels.

e GEL has set up two units Karnataka (Tumkur, Bommanahalli), which has a
potential annual revenue of ¥ 160 crore and one in Tamil Nadu with potential
revenue of ¥ 70 crore. These capacities are getting ramped up rapidly with
plants operating at utilisation levels of 60%+. Furthermore, it has also
initiated work on a new greenfield unit in Madhya Pradesh (phase 1 potential
revenue: ¥ 160 crore), which is expected to come on stream by Q4FY23

e FY22 was a landmark year for the company as it recorded robust revenue
growth of ~48% YoY to T 1790 crore (two year CAGR: 15%). The growth
was driven by 17% volume and 26% realisation growth. The company has
steadily been increasing the share of high value products over the years
with contribution of sales from ASP > ¥ 450 increasing from 59% in FY19 to
88% in FY22. The company is currently operating at peak utilisation levels
and capacities are fully booked for H1FY23E. It has also guided capex of
~3¥ 160 crore in FY23E towards capacity augmentation, new initiatives
(backward integration in fabric processing) and modernisation. Given the
robust opportunities in apparel export space, we believe GEL has a long
runway for growth. We build in revenue CAGR of 18% in FY22-24E

e The company’s gross margin remained flattish on a QoQ basis in Q1FY23.
The company tries to protect its gross margins as it endeavours to pass on
almost entire price hike to customers and tends to factor in current prices
while booking the order. Furthermore, it has long term supply contracts with
fabric suppliers, which enables it to procure RM at competitive rates. In
FY22, the company for the first time clocked double digit EBITDA margins
(11.5%), driven by efficiencies and operating leverage. Sighting the recent
high RM inflation and ~5% wage hike, we expect EBITDA margins to soften
by ~130 bps YoY to 10.2% in FY23. However, better productivity and higher
operating efficiencies are expected to lead GEL to report EBITDA CAGR of
19% in FY22-24E

e GEL has charted out capex of ¥ 350+ crore over the next four years (by
FY25E), which will have potential to generate incremental revenues worth
~¥ 1300 crore. The company is exploring opportunities in various states to
increase its garment capacity. Further, the management indicated that is
looking at entering new business segments like technical textiles, knitwear
and setting up manufacturing units in cost efficient countries like
Bangladesh

ICICI Securities | Retail Research 2
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Q1FY23 Earnings conference call highlights:

The company managed to report a resilient performance in a challenging
macro economic environment. Seasonally H1 is a weak period for the Indian
apparel exports as during this period global retailers tend to source
synthetic apparel for Autumn/Winter, whereas India is more strong in the
cotton fibre ecosystem which caters largely to Spring/Summer demand.

The company faced supply chain disruption in Q1FY23 from China which
led to delays in receiving imported raw materials and impacted the smooth
operation of the manufacturing units. However, the company worked with
suppliers and customers to mitigate the impact of these challenges. Also
the company faced labour shortage during the quarter owing to the school
closure period during which labourers visit their families.

On the demand front, the company believes that there could be headwinds
in H2FY23 due to global retailers being saddled with excess inventory for
the spring summer season which could negatively impact the momentum
of new orders and could subdue the revenue growth. However, the
company expects to post a strong growth from FY24 onwards. The
problems faced by competing countries like Sri Lanka and Pakistan are likely
to provide opportunity for Indian apparel exporters to garner higher market
share. From a long term perspective China+1 strategy of global retailers
and signing of FTA with UK, Europe would provide sustained growth
opportunities to Indian apparel exporters.

On the margin front, the company expects some pricing pressure in H2FY23
which the company is looking to mitigate through improved productivity
and efficient raw material sourcing. From a long term perspective the
company expects to improve its EBITDA margin by 150 bps over FY22 levels
in the next three years.

On the order book front, the company has not witnessed any
cancellation/deferment of orders. The company is closely monitoring the
demand situation in key markets.

On the capex front, the company is not slowing down or deferring any
capex. lts new factories are expected to start by the end of FY23. Also its
Bangladesh factory capex is on track. Its Tumkur & Bangalore plant are
operating at utilisation of around 95%

USA is Gokaldas exports key market and contributes around 75-80% of
revenues. lts top 5 clients contribute ~ 70-75% of the revenues. The
company is planning to add new clients and diversify its customer base as
well as increase the wallet share of existing customers. The company is
widening its product portfolio to cater to a wider set of customers.

The management indicated that signing of FTA with UK/Europe would be
beneficial for Indian apparel exporters as it is a large market and European
retailers currently source miniscule requirements from India and mainly
source from Bangladesh. Post signing of FTA with UK / Europe, Indian
Apparel exporters will have the opportunity garner higher market share in
those markets.

On the raw material sourcing front, the management indicated that 30% of
raw material is imported (mainly in first half of the year) and 70% is sourced
domestically

The company is not significantly impacted by the volatility in freight cost as
all its exports are on Free on Board basis (FOB) with freight cost being borne
by the global retailers.

ICICI Securities | Retail Research
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Financial Summary

(Year-end March) FY21 FY22E FY23E FY24E (Year-end March) FY21 FY22E FY23E FY24E
Net Sales 1,210.7 1,790.3 2,094.7 2,411.7 Profit/(Loss) after taxation 26.5 1171 101.2 153.0
Growth (%) (11.3) 41.9 17.0 18.0 Add: Depreciation 52.6 59.0 66.6 80.5
Total Raw Material Cost 617.1 916.0 1,099.7 1,270.0 Net Increase in Current Asset 13.2 -156.7 -82.0 -123.4
Gross Margins (%) 49.0 48.8 41.5 48.6 Net Increase in Current Liabili -12.1 65.6 63.6 36.2
Employee Expenses 371.6 538.8 635.0 740.0 Others -30.1 -33.5 -26.0 -30.0
Other Expenses 120.6 130.1 146.6 170.5 CF from operating activi 50.2 51.5 123.4 116.2
Total Operating Expenditure 1,109.2 1,584.8 1,881.3 2,180.5 (Inc)/dec in Investments -9.3 29.4 -25.6 0.0
EBITDA 101.5 205.5 213.3 291.2 (Inc)/dec in Fixed Assets -35.0 -71.9 -149.0 -110.0
EBITDA Margin 8.4 11.5 10.2 11.8 Others 17.3 215 0.2 0.0
Interest 34.5 40.2 21.1 27.0 CF from investing activi -27.0 -70.0 -174.7 -110.0
Depreciation 52.6 59.0 66.6 80.5 Inc / (Dec) in Equity Capital 0.0 8.0 0.0 0.0
Other Income 12.2 10.7 12.0 15.0 Inc / (Dec) in Loan -26.2 -301.7 46.9 -10.0
Exceptional Expense - - - - Others 5.9 309.7 0.0 0.0
PBT 26.6 117.0 131.0 198.7 CF from financing activi -20.2 16.0 46.9 -10.0
Total Tax 0.1 (0.1) 29.8 45.7 Net Cash flow 3.0 -2.5 -4.4 -3.8
Profit After Tax 26.5 171 101.2 153.0 Opening Cash 12.3 15.3 12.7 8.3
Source: Company, ICICI Direct Research Closing Cash 15.2 12.7 8.3 4.5

Source: Company, ICICI Direct Research

(Year-end March) FY21 FY22E FY23E FY24e  (Year-end March) FY21 FY22E  FY23E  FY24E
Equity Capital 21.4 29.5 29.5 205  Per share data (%)
Reserve and Surplus 268.6 678.6 779.8 0328 EPS 6.2 19.9 17.2 25.9
Total Shareholders funds 290.1 708.1 800.3 9622  CashEPS 18.4 29.8 285 39.6
Total Debt 364.8 63.1 110.0 1000 BY 67.6 120.1 137.2 163.1
Non Current Liabilities 113.3 130.0 130.0 1300 DPS 0.0 0.0 0.0 0.0
Source of Funds 768.2  901.1 1,049.2 1,192.2  CashPerShare 3.6 2.1 1.4 0.8
Operating Ratios (%)
Gross block 225.6 291.6 451.6 561.6  EBITDA margins 8.4 11.5 10.2 1.8
Less: Accum depreciation 100.3 136.3 177.0 221.5 PBT margins 2.2 6.5 6.3 8.0
Net Fixed Assets 1253 1553 274.7 3341 Nt Profit margins 2.2 8.5 48 6.2
Capital WIP _ 11.1 i} ) Inventory days 78.1 88.4 80.0 71.0
Intangible assets 1.9 2.7 2.7 2.7  Debtor days 54.2 18.8 35.0 38.0
Investments 1839 1545 180.0 180.0  Creditor days 33.7 24.0 35.0 35.0
Inventory 2502 4336 459.1 521.4  Return Ratios (%)
Cash 15.3 12.7 8.3 45  RoE 9.1 16.5 12.5 15.9
Debtors 179.8 92.2 200.9 257.3  RoCE 9.3 20.4 17.3 21.2
Loans & Advances & Other CA 97.5 178.0 125.8 130.4  Valuation Ratios (x)
Total Current Assets 5518  716.5 794.1 o137 FPE 59.1 18.4 21.3 14.1
Creditors 11.7 117.8 200.9 237.0  EV/EBITDA 17.1 10.0 9.7 7.1
Provisions & Other CL 132.7 192.2 172.7 1727 EV/Sales 14 1.1 1.0 0.8
Total Current Liabilties 2244 3100 373.6 409.8  Market Cap /Revenues 13 12 1.0 0.9
Net Current Assets 307.4  406.4 4205 5040  Price to Book Value 5.4 3.0 27 22
LT L& A, Other Assets 1496 1711 171.4 1714 Solvency Ratios
Other Assets 0.0 0.0 0.0 0.0 Net Debt/ Equity 0.6 -0.1 0.1 -0.1
Application of Funds 768.2  901.1 1,049.2  1,192,2  Net Debt/EBITDA 1.6 -0.5 -0.4 -0.3
Source: Company, ICICI Direct Research Current Ratio 29 23 2.1 29
Quick Ratio 1.1 0.9 0.9 0.9

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 4



ﬂ Result Update | Gokaldas Exports ICICI Direct Research

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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
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, 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 thi
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 mentione:

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 Development Authority of India Limited (IRDAI
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stoc
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, ventur

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 relationshi|
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financic

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, a

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 busil may make i 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 ¢

may not match or may be contrary with the views, estimates, rating, and 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 selecte:
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 woul:
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 ICIC
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, i

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 hereil
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 customer
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, accountin
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, whi
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 an
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 ni
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 understan:

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 cc

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 pas

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 othe
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 o

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.

heidi m h Anal

ICICI Securities or its ies c ly or R ysts 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 publicatiol

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 actual/ beneficial ownership of one percent or more or other materic

conflict of interest 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 o
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 sal

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.
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