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Welspun India, the largest player in home textiles, saw healthy
23% Ebitda growth in 4Q (EPS growth: 19%96), given continued
strength in US demand, capacity addition in towel/bed linen, and
74bps Ebitda margin expansion. At the analyst meet, Welspun
shared “Welspun 2.0”, its target for FY20. It intends to reach
sales of US$2bn (c20%b6 Cagr over FY16-20) and zero net debt by
FY20. It expects 10-15% sales growth and flattish margins in the
near term while conservatively expecting 22-24% Ebitda margin
(vs 26%b in FY16) over the medium term. Welspun expects new
capex (cRs8bn in FY17) to be largely in processing and
maintenance, driving ROCE expansion (140bps over FY16-18).

e Welspun’s Ebitda grew 22% in FY16 led by 12% volume growth and
200bps margin expansion (increasing share of value added products
(34% vs. 31% in FY15) and currency depreciation drove expansion).

e At the analyst meet, Welspun shared its guidance for FY20 under its
Vision 2020. It expects to reach sales of US$2bn (c21% Cagr over
FY16-20) driven by branded/ innovative products, share of which will
increase to 50%+ from c40% now) and domestic sales (20% share by
FY20). Further, management expects net debt of cRs26bn in FY16 to
reduce completely by FY20.

e ROCE should improve c140bps over FY16-18 to 28% as capacity
addition in FY18 through processing lines as against fully integrated
capacity earlier results in lower capex per unit addition.

e Key risks: US demand weakness, lower incentives under GST regime
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Financial summary (Rs m)

/e 31 Mar, Consolidated FY15A FY16P FY17ii FY18ii
Revenues (Rs m) 53,025 59,795 67,583 77,710
Ebitda margins (%) 24.0 26.0 25.6 25.5
Pre-exceptional PAT (Rs m) 5,398 7,029 7,658 9,097
Reported PAT (Rs m) 5,398 7,029 7,658 9,097
Pre-exceptional EPS (Rs) 5.4 7.0 7.6 9.1
Growth (%) (8.4) 30.2 8.9 18.8
PER (x) 18.5 14.2 13.0 11.0
ROE (%) 42.5 41.1 33.6 31.1
Net debt/equity (x) 1.8 1.3 1.0 0.6
EV/Ebitda (x) 9.9 8.1 7.3 6.1
Price/book (x) 7.0 5.0 3.9 3.0

Source: Company, IIFL Research. Priced as on 25 April 2016
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Welspun 4Q: In line operating performance

Welspun India (Welspun) reported in line operating performance in
4QFY16, with Ebitda up 23% and underlying PAT up 19%. Revenue
growth at 19% was driven largely by volumes. FY16 revenue grew 13%,
driven by 12% growth in underlying volumes. Net average realizations
were up ¢cl% as impact of 2% drop in USD realizations was offset by
3% currency depreciation gains. Share of high margin innovative
products and branded sales increased to 34% and 13% respectively
from 31% and 11% in FY15, aiding margins. Welspun’s foray into the
hospitality segment was well received with sales in the segment
doubling. India retail sales were up 47%.

Figure 1: Welspun India reported a strong performance in 4QFY16

Consolidated (Rs m) 4QFY15 4QFY16 % YoY
Net sales 12,250 14,595 19.1
Other op income 1,409 1,689 19.9
Total income 13,658 16,284 19.2
Total expenses (10,213) (12,055) 18.0
Ebitda 3,446 4,229 22.7
Ebitda margin (%) 25.2 26.0 74bps
Depreciation (1,009) (1,042) 33
Interest (569) (663) 16.5
Other income 290 269 -7.2
PBT 2,157 2,792 294
Tax (508) (825) 62.5
% tax rate 23.5 29.5 600bps
Adjusted PAT 1,650 1,968 19.3
PAT margin (%) 12.1 12.1 Obps
Minority Interest (36) (35) -3.3
Reported PAT 1,614 1,933 19.8

Welspun India

Figure 2: Cost details
Cost details 4QFY15 4QFY16 % YoY

Raw material cost 6,332 7,329 15.7
As % of sales 46.4 45.0 -135bps
Staff costs 1,180 1,379 16.8
As % of sales 8.6 8.5 -17bps
Power & fuel 321 443 37.8
As % of sales 2.4 2.7 37bps
Other expenditure 2,379 2,904 22.1
As % of sales 17.4 17.8 41bps

Source: Company, IIFL Research

Source: Company, IIFL Research

Figure 3: Volume led growth in FY16

(Rs m) %1 FY16 % YoY
Net sales 47,229 53,877 14.1
Other op income 5,796 5,918 2.1
Total income 53,025 59,795 12.8
Total expenses (40,283) (44,219) 9.8
Ebitda 12,742 15,575 22.2
Ebitda margin (%) 24.0 26.0 202bps
Depreciation (3,329) (3,750) 12.6
Interest (2,829) (2,362) -16.5
Other income 949 915 -3.6
PBT 7,533 10,378 37.8
Tax (2,090) (3,224) 54.3
% tax rate 27.7 31.1 333bps
Adjusted PAT 5,443 7,153 314
PAT margin (%) 10.3 12.0 170bps
Minority Interests (45) (125) NM
Reported PAT 5,398 7,029 30.2

Source: Company, IIFL Research
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Figure 4: Healthy gross margin expansion

Cost details FY15 FY16 % YoY
Raw material cost 25,443 26,612 4.6
As % of sales 48.0 44.5 -348bps
Staff costs 4,460 5,364 20.3
As % of sales 8.4 9.0 56bps
Power & fuel 1,187 1,335 12.5
As % of sales 2.2 2.2 -1bps
Other expenditure 9,193 10,908 18.7
As % of sales 17.3 18.2 90bps
Source: Company, IIFL Research

Figure 5: Increase in creditors a one-off event

Balance sheet details FY15 FY16
Inventory (days of sales) 76 67
Debtors (days of sales) 31 37
Creditors (days of sales) 48 62
Net Working Capital (days of sales) 59 43
Gross Debt (Rs m) 30,851 28,044
Net Debt (Rs m) 26,085 26,267

Source: Company, IIFL Research

Key takeaways from the analyst meet

Announced vision for 2020 - Welspun2.0

Welspun in partnership with Mckinsey has worked out a likely target for
FY20. It has named this program as “Welspun 2.0 — Built to last”

e The company intends to reach US$2bn sales by FY20, implying
c21% revenue Cagr over FY16-20.

The company expects to increase share of innovative products to
c40% of revenue from current 34% and the share of branded
products to ¢c25% from 13% now. On a blended basis, this would
translate into ¢50%-+ contribution from innovative/branded products
in FY20 from ¢c40% now.

avi.mehta@iiflcap.

Welspun India

Welspun is targeting to increase the share of domestic revenues to
20% of sales by FY20.

Further, management is targeting to reduce its net debt from
current Rs26bn to zero by FY20.

Figure 6: Continued market share gains in US have led to impressive growth
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Source: Company, IIFL Research

Targeting Rs8bn capex in FY17 vs cRs1ll1lbn in FY16

Welspun intends to incur Rs8bn capex in FY17 (vs. cRsllbn in
FY16). Note that Rs2.5bn capex has spilled over from FY16 (part of
modernization projects), and the remaining Rs5.5bn is linked to
maintenance activities.

Management has started trials for its ancillary-based strategy of
capacity addition. This would involve creating an ancillary supply
chain (similar to automotive industry) for textiles.

It highlighted that an ancillary unit has already commenced
production and it is in talks with 13 other companies for its spinning
and weaving requirements. Going forward, the company would incur
only maintenance capex as capacity expansion would take place
through such ancillarization model.

com 3
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Figure 7: Capacity expansion planned in FY17

Segment FY16 capacity Planned FY17 capacity % increase in capacity
Towel 60,000MT 72,000MT 20%
Bed Linen 72m mts 90m mts 25%
Rugs/Carpets 8m sq mts 10m sq mts 25%

Source: Company, IIFL Research

Others

* Management expects double-digit volume growth in FY17, which
should lead to 10-15% revenue growth. While Ebitda margin should
remain broadly flattish in FY17, management expects 22-24%
margin over the medium term.

* Revenues from Hygro stood at USD150m in FY16, and are expected
to rise to USD200-250m in FY17.

* The company has a robust product pipeline in the form of smart
textiles and ingredient-level innovations such as Hygro, Drylon, and
Nano core, which it intends to leverage for growth. In addition, it
plans to foray into new geographies such as Australia, Japan, and
Africa, among others.

® The company has tied up with IBM and SAP and developed a
platform called tableau to help its retailers manage inventory. The
platform uses data analytics extensively.

* Welspun has achieved double-digit revenue growth over the last five
years (despite 1-1.5% annual volume growth in underlying US
market) on back of its innovation-led market share gains.
Management believes that this innovation-led strategy along with
increasing contribution from other channels such as hospitality and
healthcare would help it achieve its FY20 revenue target.

avi.mehta@iiflcap.com
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Income statement summary (Rs m)

Y/e 31 Mar, Consolidated FY15A FY16P FY17ii FY18ii
Revenues 53,025 59,795 67,583 77,710
Ebitda 12,742 15,575 17,322 19,790
Depreciation and amortisation (3,329) (3,750) (4,678) (5,238)
Ebit 9,413 11,825 12,644 14,551
Non-operating income 949 915 999 1,091
Financial expense (2,829) (2,362) (2,190) (1,860)
PBT 7,533 10,378 11,454 13,783
Exceptionals 0 0 0 0
Reported PBT 7,533 10,378 11,454 13,783
Tax expense (2,090) (3,224) (3,665) (4,548)
PAT 5,443 7,153 7,789 9,235
Minorities, Associates etc. (45) (125) (131) (137)
Attributable PAT 5,398 7,029 7,658 9,097
Ratio analysis

Y/e 31 Mar, Consolidated FY15A FY16P FY17ii FY18ii
Per share data (Rs)

Pre-exceptional EPS 5.4 7.0 7.6 9.1
DPS 10.5 1.3 1.5 1.8
BVPS 14.3 19.8 25.6 32.5
Growth ratios (%)

Revenues 213 12.8 13.0 15.0
Ebitda 38.3 22.2 11.2 14.2
EPS (8.4) 30.2 8.9 18.8
Profitability ratios (%)

Ebitda margin 24.0 26.0 25.6 25.5
Ebit margin 17.8 19.8 18.7 18.7
Tax rate 27.7 311 32.0 33.0
Net profit margin 10.3 12.0 115 11.9
Return ratios (%)

ROE 42.5 41.1 33.6 311
ROCE 23.5 26.6 26.3 28.0
Solvency ratios (x)

Net debt-equity 1.8 1.3 1.0 0.6
Net debt to Ebitda 2.0 1.7 1.5 1.0
Interest coverage 3.3 5.0 5.8 7.8

Welspun India

Balance sheet summary (Rs m)

Y/e 31 Mar, Consolidated FY15A FY16P FY17ii FY18ii
Cash & cash equivalents 4,766 1,777 777 2,306
Inventories 11,006 11,046 12,485 14,356
Receivables 4,467 6,114 6,481 7,452
Other current assets 8,874 8,095 9,149 10,520
Creditors 6,910 10,080 9,258 10,645
Other current liabilities 3,855 2,591 4,298 4,972
Net current assets 18,348 14,361 15,337 19,017
Fixed assets 26,049 33,435 36,932 36,869
Intangibles 1,785 1,775 1,775 1,775
Investments 6 30 30 30
Other long-term assets 0 0 0 0
Total net assets 46,188 49,602 54,075 57,691
Borrowings 30,851 28,044 26,544 23,044
Other long-term liabilities 1,019 1,681 1,812 1,950
Shareholders’ equity 14,318 19,877 25,718 32,697
Total liabilities 46,188 49,602 54,075 57,691
Cash flow summary (Rs m)

Y/e 31 Mar, Consolidated FY15A FY16P FY17ii FY18ii
Ebit 9,413 11,825 12,644 14,551
Tax paid (1,767) (3,224) (3,665) (4,548)
Depreciation and amortization 3,329 3,750 4,678 5,238
Net working capital change (2,399) 779 (2,666) (2,454)

Other operating items 668 0 0 0

Operating cash flow before interest 9,243 13,130 10,992 12,788
Financial expense (2,979) (2,362) (2,190) (1,860)
Non-operating income 237 915 999 1,091
Operating cash flow after interest 6,501 11,683 9,801 12,019
Capital expenditure (5,672) (11,136) (8,175) (5,175)
Long-term investments (362) 24 0 0
Others 773 372 691 303
Free cash flow 1,240 942 2,317 7,147
Equity raising 4 0 0 0
Borrowings 568 (2,807) (1,500) (3,500)
Dividend (711) (1,125) (1,816) (2,118)
Net chg in cash and equivalents 1,100 (2,990) (999) 1,528

Source: Company data, IIFL Research

Source: Company data, IIFL Research
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Disclosure : Published in 2016, © India Infoline Ltd 2016

India Infoline Group (hereinafter referred as IIFL) is engaged in diversified financial services business including equity broking, DP services, merchant banking, portfolio management services, distribution of Mutual Fund,
insurance products and other investment products and also loans and finance business. India Infoline Ltd (“hereinafter referred as I1L”) is a part of the IIFL and is a member of the National Stock Exchange of India Limited
(“NSE”) and the BSE Limited (“BSE”). IIL is also a Depository Participant registered with NSDL & CDSL, a SEBI registered merchant banker and a SEBI registered portfolio manager. IIL is a large broking house catering to
retail, HNI and institutional clients. It operates through its branches and authorised persons and sub-brokers spread across the country and the clients are provided online trading through internet and offline trading
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This research report (“Report”) is for the personal information of the authorized recipient(s) and is not for public distribution and should not be reproduced or redistributed to any other person or in any form without
IIL’s prior permission. The information provided in the Report is from publicly available data, which we believe, are reliable. While reasonable endeavors have been made to present reliable data in the Report so far as
it relates to current and historical information, but IIL does not guarantee the accuracy or completeness of the data in the Report. Accordingly, IIL or any of its connected persons including its directors or subsidiaries
or associates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained, views and opinions expressed in this
publication.

Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information, opinions and
estimates contained in this report reflect a judgment of its original date of publication by IIFL and are subject to change without notice. The price, value of and income from any of the securities or financial
instruments mentioned in this report can fall as well as rise. The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or income of
such securities or financial instruments.

The Report also includes analysis and views of our research team. The Report is purely for information purposes and does not construe to be investment recommendation/advice or an offer or solicitation of an offer to
buy/sell any securities. The opinions expressed in the Report are our current opinions as of the date of the Report and may be subject to change from time to time without notice. IIL or any persons connected with it
do not accept any liability arising from the use of this document.

Investors should not solely rely on the information contained in this Report and must make investment decisions based on their own investment objectives, judgment, risk profile and financial position. The recipients
of this Report may take professional advice before acting on this information.

IIL has other business segments / divisions with independent research teams separated by 'Chinese walls' catering to different sets of customers having varying objectives, risk profiles, investment horizon, etc and
therefore, may at times have, different and contrary views on stocks, sectors and markets.

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 or use would be contrary to local law, regulation or which would subject IIL and its affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may
not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this Report may come are required to inform themselves of and to observe such restrictions.

As IIL along with its associates, are engaged in various financial services business and so might have financial, business or other interests in other entities including the subject company(ies) mentioned in this Report.
However, IIL encourages independence in preparation of research report and strives to minimize conflict in preparation of research report. IIL and its associates did not receive any compensation or other benefits
from the subject company(ies) mentioned in the Report or from a third party in connection with preparation of the Report. Accordingly, IIL and its associates do not have any material conflict of interest at the time of
publication of this Report.

As IIL and its associates are engaged in various financial services business, it might have:-

(a) received any compensation (except in connection with the preparation of this Report) from the subject company in the past twelve months; (b) managed or co-managed public offering of securities for the subject
company in the past twelve months; (c) received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) received any
compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) engaged in market making activity for the
subject company.

IIL and its associates collectively do not own (in their proprietary position) 1% or more of the equity securities of the subject company mentioned in the report as of the last day of the month preceding the publication
of the research report.

The Research Analyst engaged in preparation of this Report or his/her relative:-

(a) does not have any financial interests in the subject company (ies) mentioned in this report; (b) does not own 1% or more of the equity securities of the subject company mentioned in the report as of the last day
of the month preceding the publication of the research report; (c) does not have any other material conflict of interest at the time of publication of the research report.

The Research Analyst engaged in preparation of this Report:-

(a) has not received any compensation from the subject company in the past twelve months; (b) has not managed or co-managed public offering of securities for the subject company in the past twelve months; (c)
has not received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (d) has not received any compensation for products or
services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months; (e) has not received any compensation or other benefits from the subject
company or third party in connection with the research report; (f) has not served as an officer, director or employee of the subject company; (g) is not engaged in market making activity for the subject company.

IIFLCAP accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor. The analyst
whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority (“FINRA”) and may not be an associated person of IIFLCAP and,
therefore, may not be subject to applicable restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research analyst account.

We submit that no material disciplinary action has been taken on IIL by any regulatory authority impacting Equity Research Analysis.
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(Choose a company from the list on the browser and select the “three years” period in the price chart).
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Key to our recommendation structure
BUY - Absolute - Stock expected to give a positive return of over 20% over a 1-year horizon.
SELL - Absolute - Stock expected to fall by more than 10% over a 1-year horizon.

In addition, Add and Reduce recommendations are based on expected returns relative to a hurdle rate. Investment horizon for Add and Reduce recommendations is up to a year. We assume the current hurdle rate
at 10%, this being the average return on a debt instrument available for investment.

Add - Stock expected to give a return of 0-10% over the hurdle rate, i.e. a positive return of 10%+.
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