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Pioneer Embroideries Ltd.

FYO7 Results below consensus estimates

Analyst Meet
Note

Pioneer Embroideries Ltd. declared its 4QFY07 and FYOQ7 results. Results are
below consensus estimates.

The Net sales for 4QFY07 were Rs.441mn (yoy up 11%, qoq up 2.5%). EBITDA for
4QFY07 was Rs.94mn (yoy up42%, qoq down 7.8%). PAT for 4QFY07 was Rs.47mn
(yoy up 88%, qoq down 8%). The Net sales for FY07 were Rs.1513mn (yoy up 16%).
EBITDA for FY07 was Rs.330mn (yoy up 31%). PAT for FYO7 was Rs.153mn (yoy up
36%). The net sales were below the consensus estimates by 20% and the PAT was
below the consensus estimates by 18.5%.

Embroideries and laces Business

The company is the largest manufacturer-exporter of embroideries and laces in India.

The company has 7 embroidery-manufacturing units located at Mumbai, Sarigram,
Naroli, Haryana, Navi Mumbai and Coimbatore. The company also has 3 bobbin lace
units located at Dadra and Karad.

Currently the company has manufacturing capacity of 7.5bn stitches and 38mn meters
of bobbin laces, which it plans to expand by 30-35% by installing 8 new machines at
Gurgaon.

The company has a capacity of 6mn meters of dyeing and finishing unit at its Sarigram
unit.

The company has 125 Schiffli embroidery machines and over 600 Torchon braiding
lace machines.

The company has a Digital Design Studio in Mumbai, having a library of more than
50,000 designs.

Currently the company is amongst Top 10 embroidery manufacturing company in the
world and it plans to be among the Top 5 in three years.

The company has tied up with J C Penny and Triburg as their preferred supplier. The
company also supplies to Armani, Nautical and others.

Currently the company is engaged in doing embroidery and lace work of ladies
undergarments. It has the plans to enter into manufacturing of ladies undergarments at
a later stage.

Retail Business

The company has a well-known retail brand “hakoba” under its belt.

It operates its retailing business through its 85% subsidiary Hakoba Lifestyle Ltd. The
balance 15% stake is acquired by Bennett & Coleman Company Ltd.

Currently the company has 65 retail stores, which it plans to expand to more than 200
by FY09. This would involve a cost of Rs.400mn. It further plans to expand the No. Of
stores to 500 in the next 5 years.

The company also has plans to bring an IPO for its subsidiary at a later stage.
The company is also planning to open overseas stores in West Asia, UK and US.

Most of the stores will be franchise owned with around 30% being owned by the
company.
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Polyester Plant

m The company has recently set-up a Greenfield dope-dyed polyester yarn
manufacturing plant, with installed capacity of 6,000 tpa. The commercial production
started in Mar 07. It intends to expand the capacity to 20,000 tpa. 8 to 10% of the total
yarn manufactured will be captively consumed.

® The cost of expansion is estimated to be around Rs.600mn.

® The company will be using polyester chips to manufacture polyester yarn.

Real Estate Business
® The company is planning to foray into real estate business through a subsidiary.

m The company will be entering into this business either in partnership or in JV. The
company has appointed consultants to assist them in the whole process.

m Initially the company will be developing the 7,000 sq.ft surplus land available at
Borivali to kick start its real state business. The company has the plans to develop
commercial/residential complex.

m The company also has surplus land available at other locations like 6 acres land at
Coimbatore, 4 acres land at Bangalore, 3 acres land at Pune and 1 acre land at Delhi,
which it plans to develop in the second phase depending on their experience of first
phase.

FCCB issue

® The company has made an issue of USD 25mn FCCB at an initial conversion price of
Rs.249.32 for funding its capital expansion plans. Lehman brothers and Bam have
made an investment in the issue.

® The maturity period of FCCB is 5 years and they have an 8% p.a. yield to maturity.
m The issue was made at 20% premium to the reference date price.
m These FCCBs will be listed on the Singapore Stock Exchange.

m This issue implies that the entire funding requirement for capital expansion of the
company has been tied up.

Other Key Highlights

m The company has merged Royal Embroideries P.Ltd. and Grant Apparel P.Ltd.
(company’s wholly owned subsidiary) w.ef. 8thJan,2007 to increase its presence in
southern garment export market.

® The company has also acquired Crystal Lace India Ltd. in FY07.

m BCCL has acquired 15% stake in the company in July 05 for Rs.105.9mn, valuing
company at Rs.706mn.

m Previously company was purchasing all its polyester, cotton and viscose yarn
requirement from outside. The commissioning of polyester yarn plant, is expected to
lead to reduction in its raw material costs.

® The company has no previous experience of Real Estate Business. So the progress
of Real Estate business needs to be checked. If the venture does not prove to be
successful then it can have impact on its margins.

Valuations

At the current market price of Rs.178, the stock is trading at 11.1x of FY08 consensus
FDEPS of Rs.16. We do not have any rating on the stock. However, we have a positive
view on the stock.
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Quarterly and annual results summary (Rs mn)

4QFYO07 4QFY06  yoy change (%) 302007 gog change (%) FY07 FY06 yoy change (%)

Net Sales 441 399 10.5 430 2.6 1,513 1,302 16.2

EBITDA 94 66 42.4 102 -7.8 330 251 31.3

Ebitda margin (%) 21.3 16.5 2886bps 23.7 -1014bps 21.8 19.3 1296bps

EBIT 77 50 54.0 84 -8.3 261 189 37.8

EBIT margin (%) 17.5 12.5 3933bps 19.5 -1062bps 17.3 14.6 1859bps

PAT 47 25 87.9 51 -8.0 153 112 36.1

Net margin (%) 10.7 6.3 7002bps 11.9 -1028bps 10.1 8.6 1714bps
Reported EPS

Basic 4 24 66.7 5 -20.0% 12.9 10.9 18.3

Fully Diluted 3 2.4 25.0 5 -40.0% 9.5 10.9 -12.8
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