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Pradip Overseas (POL) is one of the few textile manufacturers with focus on Home Linen
products of both wider width and narrow width. In addition to the sales in domestic market, the
company’s products are being exported to markets in more than twenty countries (directly and
indirectly). From beginning, the company has focused on asset light business model with focus
on processing, which lead to high asset turnover of 12.7x (Ex trading) and RoCE of 29.7% in
FY09. POL doesn’t own any manufacturing unit, it sources gray fabric from small weavers,
processes it and converts it into various home linen products. The company has a capacity to
process 136.5 mn mtr fabric in a year, which is running at 96% utilization level currently. It also
sells its home linen products under the brand name of Lucy B Linens in India through 800 retail
outlets.

Promoter, Mr. Pradipkumar Karia, has over two decades of business experience in textile with
specific focus on the home linen business in last fifteen years. POL has capability to manufacture
wide range of fabrics up to 126” width and has inventory of over 8,000 designs. The company’s
products have been certified by ISO 9001:2008 and Oeko-Tax, Germany.

The company manufactures a range of home linen products, which include the following:

®  Flat and fitted sheets for double and single beds both in narrow width and wider width
®  Quilt covers and pillow covers

®  Mattress covers

" Quilts poly / cotton filled

]

Curtains

Valuation: At upper band of Rs110 it is available at just 5.7x FY11E EPS of Rs19.3 and 3.8x
FY12E EPS of Rs28.9. We expect, the company to report high RoCE of 23.9% and 26% in FY12E.
However, real growth would be visible from FY12 onwards, post commencement of SEZ.
Considering strong return ration and lower valuation we recommend subscribe to IPO, with
lone term horizon.
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Sensex 17616
Nifty 5263
Issue at a Glance

Issue Opens 11* March’10
Issue Closes 15th March’10
Price Band 100-110
No of shares to be issued 10.6 mn

Issue Size (Rs mn) 1,060-1,166

Pre-issue Post-issue

Promoters group 80.06 59.04
QIB 0.00 12.51
NIB 16.63 37.29
Retail 3.31 3.68
Total 100.0 100.0

Net sales (Rs mn) 11,706 16,166 17,956

Opm (%) 97 102 105
AdjPAT (Rsmn) 444 679 778
Adj EPS (Rs) 149 168 193
P/E (x) 74 65 57
EV/EBIDTA (x) 51 44 44
RoNW (%) 415 307 2221

Note: At uvpper band of Rs110
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Revenue Break up (FY09)

The company has increased its revenue by 72.7% CAGR to Rsl11,706 mn over FY(07-09, on back of capacity expansion. The
company started its operation to serve need of merchant export houses. At present it is selling its product to over 20 countries
directly or indirectly. It caters to economic segment of US and European markets and serves clients like Domestic Franco, Spring,
Ross, Big Lots, Kiks etc. 45% of sales happened through indirect export, while only 3% of sales happened through direct export in
FY09. As the company grows and achieve necessary size, we expect share of direct export to increase. The company sold 33% of
its sales to domestic market of which around 10% is sold under brand of Lucy B Lenins through 800 retail outlets. In next two
years, we expect the company to increase its retail reach to 2,000 outlets from 800 at present. Of total sales 55% is contributed on
account of wider width products, while 27% is contributed from narrow width.

Sales Mix - FY09 (%)
19% 18%

33%

3%
55%
45%
0 Domestic Sales [ Indirect Export 0 Wider width @ Narrow width
O Direct Export []Trading [ Trading

Source: MF Global PCG Research, Company RHP
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Production and utilization level

In the year 1985, Mr.Pradip commenced business as a supplier of various textile
products in the domestic market. Anu Implex was established in 1993 and Pradip
export was established in 1995 to supply home linen products to merchant
exporters. In 2004, Pradip Overseas acquired a defunct textile processing unit at
Changodar, Ahmedabad from bank through an auction process. POL
operationalized that unit to manufacture narrow width home linen products, with
installed capacity of 22 mn mtrs per annum. In Feb’06, the company set up wider
width facility with capacity of 24.96 mn mtrs. The company has ramped up its
production in FY07 to 86.3% utilization level. On account of buoyant demand the Folle [uly [ F) FULE JGUlP Aol
company gradually expanded its capacity to 136.5mn mtrs in FY10 from 79.2 mn (B Capacity (mn mr) ] Prodeution —¢— Utilization (%)
mtrs in FY07. At present the company is operating at 96% utilization level. In order

to meet its requirement the company started outsourcing from FY09 onwards. The

company has outsourced almost 19% of its requirement in FY09. These should give

enough comfort for capacity expansion.

Scalable business model with high return ratio:

From beginning the company has focused on asset light but scalable business
model. The company acquired sick unit in 2004 and turned it around. As a result
its initial investment was very low, compared to its peers. In addition, the
company has increased its capacity by 5.5 times to 136.5 mn mtrs in last four years
at cost of just Rs660 mn only. The company has high RoCE of 29.7% and RoE of
41.5% in FY09. Even fixed asset turnover is very high at 12.7x (Ex trading) in FY09.
On account of low capex the company operates at very slim long term debt of just
Rs700 mn on sales of Rs11,706 mn. Lower long-term debt has given enough —— ROE (%) —— Asset turnover (x)
comfort during downturn when majority of the peers were bleeding. -

4
Source: MF Global PCG Research, Company RHP



SEZ - the crux of story

Global.

The company is planning to set up first ever textile SEZ over 110 acre land near Ahmedabad, Gujarat, which would be the key
trigger for the company. The company has already acquired 84.56 acre land out of 110 acre and balance would be acquired in near
future. POL would set up processing facility for 33mn mtrs in one third of land, while it would set up necessary infrastructure
and invite small weavers to set up weaving facility in remaining area. In turn weavers would get buyback commitment from
POL. It will be win-win situation for both, since inter sales to SEZ is treated as deemed export and doesn’t attract excise, VAT and
other taxes. In addition the company would get interest subvention of 2%. These should reduce gray fabric cost for POL, in
addition it would reduce raw material inventory by two months and have better control over quality of gray fabric. As per RHP,
SEZ should be operational by Jan'10. We expect SEZ to add Rs4bn to top line in FY12E. Since profit from SEZ doesn’t attract tax it
would reduce overall tax rate to 25-27% in FY12E from 33.3% at present. In addition the company would get lease rent from
weavers for providing SEZ infrastructure, which we haven’t consider in our forecasts.

Capex plan and means of funding

The company is planning to invest Rs1,000 mn to set up textile SEZ
along with 33mn mtrs processing facility. The company would require
additional Rs1,000 mn for working capital needs. Of total requirement
of Rs2,000 mn, debt is tied up to the tune of Rs650 mn, rest would be

financed through IPO proceeding and internal accruals.

IPO 1,060-1,166
Debt 650
Internal Accruals 184-290
Total 2,000

Land

Factory Building

Other Infra

Plant & Machinery
Imported
Indigenous

Preliminary and pre-operative expenses
Total

Working Capital

Total Requirement

45
135
140

272
298
110
1,000

1,000
2,000
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Risk:

Major part of sales happens through indirect export, which put company in vulnerable position against other organized
competitors. In addition, the company is not able to get benefit, which an EoU (Export oriented unit) can get.

The company is completely dependent on its raw material i.e. gray fabric requirement, which constitute 80% of the sales.
Any issue with quality or timely availability of gray fabric may affect quality and delivery schedule of its home linen
products.

Timely completion of SEZ is key trigger for the company, and any delay in schedule completion can hamper its growth rate.
Mammoth investment to the tune of ~Rs22bn would be required from weavers to set up weaving facilities in the SEZ, it
would be challenge to the company get commitment of such large investment from various weavers.

Top ten customers constituted 63% of domestic revenue and 66% of export revenue in FY(09. The company does not have any
legally binding agreements or commitments to supply to them in the future.
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Financials

The company has increased its revenue by 72.7% CAGR to Rs11,706 mn over FY07-09, on back of capacity expansion and higher
realization. Production volume has increased at pace of 28.6% CAGR while realization has increased by 20.3% CAGR over same
period. The company is able to increase its realization from Rs71 per meter to Rs116 per meter in 9mFY10. At present the
company is utilizing its capacity to full extent, leaving limited scope for growth. Hence we expect growth to tapper down in
FY11E to 11.1% however, foray into textile SEZ would provide necessary growth momentum from FY12E onwards, which lead to
higher growth of 20.8% in FY12E. On account of capacity constraint the company is outsourcing around 16% of its requirement on
which operating margin is just 1-2%. Operating margins in FY09 was lower by 278 bps due to higher outsourcing and economic
meltdown. Once the SEZ is operational we expect share of outsourcing to go down, which should improve margins. In addition
due benefit of no direct and indirect taxes net profit should grow at healthy pace of 50.1% in FY12E.

At upper band of Rs110 it is available at just 5.7x FY11E EPS of Rs19.3 and 3.8x FY12E EPS of Rs28.9. We expect, the company to
report high RoCE of 23.9% and 26% in FY12E. However, real growth would be visible from FY12 onwards, post commencement
of SEZ. Considering strong returns rations and lower valuations we recommend subscribe to IPO, with long term horizon

Sales and Margins trend

1Nl

A6 FY07 FYW08 FY9 FYIOE FYIIE FYI2E
[ FBIDTA [ PAT —e— EBIDTA (%) PAT (%)|

Y6 FW7 FW8 FY9 FYIOE FYI1E FYI2E

| B Net Sales (Rsnm)  —¢— Growth (%) (RHS) |

Source: MF Global PCG Research, Company RHP



Profit & Loss and Balance Sheet - Rs mn Global
Income Statement FY08 FY09 FY10E FY11E FY12E g Balance Sheet FY08 FY09 FY10E FY11E FY12E
Net Sales 6,580 11,706 16,166 17,956 21,685 Equity capital 149 298 404 404 404
Raw materials 5098 7,481 10,896 12,066 14,529 Reserves 702 992 2,731 3,509 4,677
Employee expenses 37 54 65 72 87 Networth 851 1,290 3,134 3,913 5,081
Other Exp 624 812 905 1,006 1,171 Total debt 1,837 3,278 4,378 4,678 5,028
Op profit 820 1,132 1,650 1,885 2,364 Deferred tax 43 46 62 85 109

Opm(%) 12.5 9.7 10.2 10.5 10.9 Total liabilities 2,731 4,614 7,575 8,676 10,218
Other income 58 53 40 45 54
Depreciation 49 54 67 93 133
Interest 221 456 605 670 728 Gross fixed assets 723 768 1,037 2,057 2,137
PBT 608 676 1,018 1,167 1,557 Less: Cum depreciation 127 175 243 335 468
Tax 216 232 339 389 389 Net fixed assets 596 593 794 1,722 1,669
PAT 392 444 679 778 1,168 Capital WIP 10 9 20 30 20
Extraordinary item - - - - - Investments - - - - -
Adj PAT 392 444 679 778 1,168 Net current assets 2,123 4,011 6,760 6,925 8,529
Npm(%) 6.0 3.8 4.2 4.3 5.4 Total assets 2,731 4,614 7,575 8,676 10,218




Cash Flow and Ratios - Rs mn

I“l=GIobaL

Cash flow

PBT & extraord. Items

Add: Int. depn. & oth. Exp.

Cash flow from op.
Net chg in w/c, tax, int.
Net cash flow frm op.
Capital expenditure
Sale/ purchase of inv

Net cash from inv.

Issue of eq/pref sh/warr.

Dividend paid

Net cash from financing
Net chg in cash

Op. cash bal

Cl. Cash bal

FY08

391
261
653

(944)

(292)
(76)

7
(69)
384
384

24
206
229

FY09

442
488
930

(1,359)

(430)
(45)
18
(27)
985
985
529
229
758

FY1I0E FY11E FY12E

1,018 1,167 1,557
672 763 861
1,690 1,930 2418
(2,279)  (1,186) (1,946)
(589) 744 472
(280) (1,030)  (70)
(280) (1,030)  (70)
1,661  (370)  (378)
1,661  (370)  (378)

792 (656) 24
758 1,551 895
1,551 895 919

Ratios FY08
Growth(%)
Net Sales 67.6
Adj PAT 79.5
Adj EPS 79.5
Per share data (Rs.)
Adj EPS 13.2
Book value 28.6
DPS 0.0
Valuation(x) *
P/E 8.3
P/BV 3.8
EV/EBIDTA 6.0
Performance(%)
RoCE 35.2
RoNW 59.8

FY09

779
13.1
13.1

14.9
43.3
0.0

74
25
51

29.7
41.5

FY10E FY11E FY12E

38.1
52.9
12.8

16.8
77.6
0.0

6.5
14
44

26.2
30.7

11.1
14.7
14.7

19.3
96.9
0.0

57
1.1
4.4

223
221

20.8
50.1
50.1

289
125.9
0.0

3.8
0.9
3.6

239
26.0

Note: At upper band of Rs110



Disclosures and Disclaimers

MF Global Sify Securities India Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equities Derivatives and Private Client Group. This report has been prepared by
Private Client Group. The views and opinions expressed in this document may or may not match or may be contrary at times with the views, estimates, rating, target price of the other equity research
groups of MF Global Sify Securities India Pvt. Ltd.

This report is issued by MF Global Sify Securities India Pvt. Limited which is regulated by SEBL. MF Global Sify Securities India Pvt. Ltd. is a subsidiary of MF Global Overseas Ltd. References to
"MEGSSIPL" or “Firm” in this report shall mean MF Global Sify Securities India Pvt. Limited unless otherwise stated. This report is prepared and distributed by MFGSSIPL for information purposes only
and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering advice for the purposes of the purchase or sale of any
security, investment or derivatives. The information and opinions contained in the Report were considered by MFGSSIPL to be valid when published. The report also contains information provided to
MFGSSIPL by third parties. The source of such information will usually be disclosed in the report. Whilst MFGSSIPL has taken all reasonable steps to ensure that this information is correct, MFGSSIPL
does not offer any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and MFGSSIPL
does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily a guide to future performance.
This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors must undertake independent
analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any securities or investment strategies discussed or recommended in this report
and should understand that statements regarding future prospects may not be realized. In no circumstances it be used or considered as an offer to sell or a solicitation of any offer to buy or sell the
Securities mentioned in it. The information contained in the research reports may have been taken from trade and statistical services and other sources, which we believe are reliable. MF Global Sify
Securities India Pvt. Ltd. or any of its group companies do not guarantee that such information is accurate or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at
this date and are subject to change without notice

Important These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is subject to all aspects of these disclosures
and disclaimers. Additional information about the issuers and securities discussed in this research report is available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research analyst’s personal views about all of
the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’'s compensation was, is or will be, directly or indirectly, related to the specific
views or recommendations contained in this research report. The Research Analyst certifies that he /she or his / her family members does not own the stock(s) covered in this research report.

Independence: MF Global Sify Securities India P. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking services from, the subject issuers
in the past twelve (12) months, and the Firm does not anticipate receiving or intend to seek compensation for investment banking services from the subject issuers in the next three (3) months. The Firm is
not a market maker in the securities mentioned in this research report, although it or its affiliates may hold either long or short positions in such securities. The Firm does not hold more than 1% of the
shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular requirements of any individual
recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must make its own determination as to the appropriateness of any securities
referred to in this research report based upon the legal, tax and accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing
experience. The value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic or political factors. Past performance is
not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that the Firm and the research analyst believe to be reliable, but neither the Firm nor the research
analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as such. Opinions expressed herein are current opinions as of the date
appearing on this material and are subject to change without notice.

Furthermore, the Firm is under no obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to the Firm. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting or reproduction, in whole or in
part, is permitted without the Firm's prior consent, except that a recipient may reprint it for internal circulation only and only if it is reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives, financial resources and other relevant
circumstances.

MEF Global Sify Securities India Pvt. Limited.
2nd Floor, C-Block, Modern Centre, Mahalaxmi, Mumbai-400 011
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