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Vardhman Textiles

BUY

Revenue growth visibility amid stable margins

Vardhman Textiles sales, EBITDA and net income grew 11%, 33% and 39%
YoY respectively during Q3FY13

The Company’s top-line grew 11.1% YoY to Rs. 10,927 mn (our expectations
Rs. 11,100 mn) during Q3FY13, while sequential growth was registered at
7.1%. Yarn sales grew 9.4% YoY to Rs. 9,055 mn, while revenue from fabric
grew 12.0% YoY to Rs. 3,581 mn during the quarter.

Vardhman'’s EBITDA registered a growth of 32.9% YoY to Rs. 2,258 mn (our
expectations Rs. 1,853 mn), with sequential growth of 11.2%. EBITDA
margins for the quarter expanded by 340 bps over a corresponding quarter to
20.7% on the back of better spread on yarn and fabric. India was benefitted
due to cotton price disparity vis-a-vis China; where spinners are procuring
cotton around 10%-15% expensive than India.

Net Income grew 38.7% YoY to Rs. 836 mn, while sequentially growth was
registered at 19.5%.

The Company has not disclosed quantitative data as yet, in the view of new
compliance guidelines and is in the process to finalize disclosure norms, to
file data on the stock exchanges.

During the Quarter, the Company’s Budhni plant has started commercial
production with capacity of 190 Looms, 30 MMPA of fabric processing and
1440 rotors. Capex of another 120,000 spindles and 240 Looms are in process,
which is expected to start commercial production in phases from June’13
onwards and expect to complete by Dec’13. Thus FY15 is likely to witness full
benefits of ongoing capex.

Outlook & Valuations

We expect Vardhman'’s revenue and net income to grow at a CAGR of 10%
and 40%, respectively over FY12-15E. We revised our FY13E & FY14E EPS
estimates upwards by 17.3% & 4.7% while introducing FY15E EPS. At CMP
of Rs. 287, the stock trades at the multiple of 4.7x and 4.0x FY15E earnings
and EV/EBITDA respectively. We maintain our “BUY” recommendation with
revised target price of Rs. 335 (Rs. 297) per share, valuing at 5.5x FY15E EPS
(4.5x FY15E EV/EBITDA), which represents an upside potential of 17%.

Key Financials

Y/E Mar (Rs mn) FY11 FY12 FY13E FY14E FY15E
Net Sales 44,185 46,407 49,927 55,138 61,999
EBIDTA 10,911 6,158 9,187 10,201 11,625
Net Profit 5,014 1,414 3,132 3,301 3,876
EPS (Rs) 78.8 222 49.2 51.9 60.9
PER (x) 3.6 12.9 58 55 4.7
EV/EBITDA (x) 4.3 6.6 4.8 4.9 4.0

Source: Company, Karvy Institutional Research
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Exhibit 1: Quarterly Performance

February 12, 2013

Vardhman Textiles

(Rs mn) Q3FY12 Q2FY13 Q3FY13  QoQ (%) YoY (%)
Net Sales 9,840 10,199 10,927 7.1 11.1
Highe.r. spreads acros.s yar.n mfd fabric a'nd Operating Costs 8,141 8,169 8,669 6.1 6.5
prevailing cotton price disparity vs China
helped the Company to expand EBITDA FBIDTA 1,699 2,030 2,258 11.2 329
margins by 340 bps. EBIDTA Margin (%) 17.3 19.9 20.7 0.76 3.40
Other Income 106 8 - (100.0) (100.0)
Interest 363 439 400 (8.8) 10.2
Depreciation 599 629 652 3.6 8.8
Profit Before Tax 843 969 1,206 24.4 43.1
Tax 240 270 370 37.0 54.2
Tax Rate (%) 28.5 27.8 30.7
Rep. PAT 603 699 836 19.5 38.7
Source: Company, Karvy Institutional Research
Exhibit 2: Segmental Performance
(Rs mn) Q2FY12  QI1FY13  Q2FY13 QoQ (%) YoY (%)
Revenue*
Yarn 8,276 8,928 9,055 1.4 9.4
Fabric 3,197 3,267 3,581 9.6 12.0
EBIT
Yarn 819 1,078 1,132 5.0 38.3
Fabric 377 330 432 30.9 14.7
Source: Company, Karvy Institutional Research, *Includes Inter-segment revenue
Exhibit 3: Variance from Our Earlier Estimates
Previous Estimates Revised Estimates Variance (%)
Parameter FY13E FY14E FY13E FY14E FY13E FY14E
Revenue 50,479 57,084 49,927 55,138 (1.1) (3.4)
EBITDA 8,430 9,990 9,187 10,201 9.0 2.1
Net Income 2,670 3,154 3,132 3,301 17.3 4.7
EPS 42.0 49.6 49.2 51.9 17.3 4.7
ROCE (%) 6.9 7.2 7.8 7.4 0.9 0.2
ROE (%) 9.9 10.5 11.5 10.8 1.6 0.3

Source: Karvy Institutional Research
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Financials (Consolidated)

Exhibit 4: Profit & Loss Statement

February 12, 2013

Vardhman Textiles

Y/ E Mar (Rs. mn) FY11 FY12 FY13E FY14E FY15E
Net revenues 44,185 46,407 49,927 55,138 61,999
% Growth 319 5.0 7.6 104 124
Raw Material 19,619 26,513 24,514 27,293 30,380
Staff 2,584 2,925 3,495 3,722 4,185
Operating Expenses 11,070 10,811 12,731 13,922 15,810
Operating expenses 33,274 40,249 40,741 44,938 50,374
EBIDTA 10,911 6,158 9,187 10,201 11,625
% Growth 54.8 (43.6) 49.2 11.0 14.0
EBIDTA margin (%) 24.7 13.3 18.4 18.5 18.8
Other income 367 579 350 350 400
Interest 1,077 1,736 1,809 2,140 2,245
Depreciation 2,647 2,735 2,783 3,200 3,662
Profit Before Tax 7,553 2,266 4,945 5,211 6,118
Provision for tax 1,763 663 1,483 1,563 1,835
Effective tax rate (%) 23.3 29.3 30.0 30.0 30.0
Adjusted Net Profit 5,790 1,603 3,461 3,648 4,282
% Growth 91.5 (72.3) 116.0 5.4 174
Minority Interest 423 270 329 347 407
Reported Net Profit 5,014 1,414 3,132 3,301 3,876
Source: Company, Karvy Institutional Research
Exhibit 5: Balance Sheet
Y/E Mar (Rs. mn) FY11 FY12 FY13E FY14E FY15E
Equity capital 625 625 625 625 625
Reserves & surplus 22,017 21,441 24,483 27,634 31,420
Shareholders’ funds 25,784 25,479 28,849 32,347 36,540
Short term Loans 9,452 5,052 6,552 7,452 8,352
Long Term Loans 20,816 20,464 23,589 28,239 25,039
Total Loans 30,268 25,516 30,141 35,691 33,391
Deferred tax liability 2,311 2,322 2,322 2,322 2,322
Total Liabilities and Equity 58,362 53,316 61,311 70,359 72,252
Gross block 44,156 46,584 52,811 61,486 64,786
Depreciation 18,815 20,835 23,618 26,818 30,480
Net block 25,341 25,750 29,193 34,668 34,306
Capital WIP 1,564 1,852 1,875 1,700 400
Goodwill 29 29 29 29 29
Other Non-current Assets - 735 735 735 735
Investments 1,227 2,649 2,649 2,649 2,649
Inventory 19,329 15,348 17,475 19,574 22,010
Debtors 7,494 6,304 7,489 8,546 9,610
Cash & Bank Balance 707 839 1,423 1,971 2,199
Current Assets 33,696 28,651 33,347 37,797 42,175
Sundry Creditors 1,228 1,162 1,197 1,322 1,486
Other current liabilities 2,266 5,186 5,321 5,897 6,556
Current Liabilities 3,494 6,349 6,517 7,219 8,042
Net current assets 30,201 22,302 26,830 30,578 34,133
Total Assets 58,362 53,316 61,311 70,359 72,252

Source: Company, Karvy Institutional Research
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Exhibit 6: Cash Flow Statement

February 12, 2013

Vardhman Textiles

Y/E Mar (Rs. mn) FY11 FY12 FY13E FY14E FY15E
EBIT 8,264 3,423 6,404 7,000 7,963
(Inc.)/Dec in working capital (10,449) 8,657 (3,944) (3,200) (3,328)
Cash flow from operations (2,185) 12,079 2,459 3,800 4,635
Other income 367 579 350 350 400
Depreciation 2,647 2,735 2,783 3,200 3,662
Interest paid (-) (1,077)  (1,736)  (1,809)  (2,140)  (2,245)
Tax paid (-) (1,763) (663) (1,483) (1,563) (1,835)
Dividends paid (-) (429) (423) (420) (496) (496)
Deferred Tax Liability 24 11 - - -
Extraordinaries (354) - - - -
Net cash from operations (2,771) 12,583 1,880 3,152 4,121
Capital expenditure (-) (3,503) (2,716) (6,250) (8,500) (2,000)
Net cash after capex (6,274) 9,866 (4,370) (5,348) 2,121
Inc./(Dec.) in short-term borrowing 5,682 (4,399) 1,500 900 900
Inc./(dec.) in long-term borrowing (1,867) (353) 3,125 4,650 (3,200)
Inc./(dec.) in borrowings 3,816 (4,752) 4,625 5,550 (2,300)
(Inc.)/Dec. in investments (1,412) (2,782) - - -
Equity issue/(Buyback) 2,000 - - - -
Cash from Financial Activities 4,404 (7,534) 4,625 5,550 (2,300)
Others 47) (2,201) 329 347 407
Opening cash 2,624 707 839 1,423 1,971
Closing cash 707 839 1,423 1,971 2,199
Change in cash (1,917) 132 584 548 227
Source: Company, Karvy Institutional Research

Exhibit 7: Key Ratios

Y/E Mar FY11 FY12 FY13E FY14E FY15E
Raw Material Cost / Sales (%) 444 57.1 49.1 49.5 49.0
Manpower Cost / Sales (%) 5.8 6.3 7.0 6.8 6.8
Operating & Other cost / Sales (%) 25.1 23.3 25.5 25.3 25.5
Revenue Growth (%) 31.9 5.0 7.6 10.4 12.4
EBIDTA Margins (%) 24.7 13.3 18.4 18.5 18.8
Net Income Margins (%) 13.1 35 6.9 6.6 6.9
ROCE (%) 12.0 43 7.8 74 7.8
ROE (%) 22.5 5.5 11.5 10.8 11.3
Source: Company, Karvy Institutional Research

Exhibit 8: Valuation Parameters

Y/E Mar FY11 FY12 FY13E FY14E FY15E
EPS (Rs.) 78.8 222 49.2 51.9 60.9
P/E (x) 3.6 12.9 5.8 55 4.7
BV (Rs.) 405.1 400.3 453.2 508.2 574.1
P/BV (x) 0.7 0.7 0.6 0.6 0.5
EV/EBIDTA (x) 43 6.6 48 49 4.0
Fixed assets turnover ratio (x) 1.7 1.8 1.8 1.7 1.8
Debt/Equity (x) 1.15 0.97 1.00 1.04 0.85
EV/Sales (x) 1.1 0.9 0.9 0.9 0.8

Source: Company, Karvy Institutional Research
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Stock Ratings Absolute Returns
Buy >15%

Hold 5-15%
Sell <5%
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