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Some signs of recovery EPS: ▼ TP: ▼ 
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● FY18 results hit volumes and margins badly—revenue declined by 
9%, driven by destocking by key US customers due to pressure 
from online retailers, exchange rate movement, and the reduction 
of duty drawback. Margins consequently fell by over 500 bp. 

● Some signs of recovery now for FY19—4Q saw some stabilisation 
with 9% revenue growth, flat margins and 12% earnings growth, 
sequentially. Management expects 8-10% revenue growth in 
FY19 with flat margins. However, growth may optically look higher 
in 2H, due to YoY comparisons with the pre-GST quarter. 

● Enhanced capex plans for its flooring capacity—capex for its flooring 
offerings has increased from Rs7 bn to Rs11 bn, and the capacity 
from 13 msm to 27 msm. Management expects IRR of 15% and 
anticipates net debt to be flat in FY19, before starting to fall. 

● We cut our estimates for 2018E/19E by 36%/40%; TP falls to 
Rs85 (from Rs115)—we update our numbers after quite some 
time and these cuts reflect a challenging FY18. The stock is not 
an expensive one and recovery in FY19 can be the trigger. We 
also introduce our FY20E numbers. 

Click here for detailed financials 

FY18 hit volumes and margins badly 

FY18 was an extremely weak year for Welspun. Revenue declined by 
9%, primarily driven by destocking by key customers in the US due to 
pressure from online retailers. Consequently, volumes declined 5%. 
Additionally, exchange rate hurt revenue by 1% and the reduction of duty 
drawback during the year by over 2%. Margins (including operational 
other income) consequently fell by over 500 bp, and were also impacted 
by 100 bp due to brand-building spend. Due to the high leverage in 
Welspun's P&L, pre-tax income excluding exceptionals fell 44%. 

Figure 1: Welspun India—4Q FY18 results summary 

 4QFY18 4QFY17 Chg YoY FY18 FY17 Chg YoY 

Revenue 15,062 17,572 -14% 60,506 66,405 -9% 

Gross margin 51.3% 50.6%  70bps  50.0% 54.2%  -420bps  

EBITDA 2,635 3,829 -31% 11,234 15,834 -29% 

EBITDA margin 17.5% 21.8%  -430bps  18.6% 23.8%  -530bps  

Depreciation 1,301 1,365 -5% 5,042 5,054 0% 

Other income 287 156 85% 812 806 1% 

Interest expenses 381 430 -11% 1,408 1,583 -11% 

PBT 1,241 2,190 -43% 5,597 10,003 -44% 

Tax 342 653 -48% 1,615 1,731 -7% 

Tax rate 27.6% 29.8%  -230bps  28.9% 17.3%  1150bps  

PAT 899 1,536 -42% 3,982 8,271 -52% 

Minority 32 6 414% 132 132 0% 

NPAT (adjusted) 866 1,530 -43% 3,850 8,139 -53% 

EPS (Rs, adjusted) 0.9 1.5 -44% 3.8 7.9 -51% 

Source: Company data, Credit Suisse estimates 

Some signs of recovery now for FY19 

4Q saw some stabilisation, however, with 9% sequential revenue 
growth, flat margins and 12% earnings growth. Management views 
the destocking process by clients to be nearly complete and expects 
8-10% revenue growth in FY19 with flat margins. However, growth 
may optically look higher in 2H, due to YoY comparisons with the pre-
GST quarter where revenue was differently recognised. While the INR 
has depreciated significantly in recent weeks and 93% of Welspun's 
revenue is from exports, management does not anticipate any 
significant gains as it hedges 60% of its sales and many of its inputs 
are USD denominated. 

Enhanced capex plans for its flooring capacity 

The capex plans for its flooring offerings (mainly tile carpets) has been 
increased from Rs7 bn to Rs11 bn and the capacity increased from 13 
msm to 27 msm. It expects commercial production to now start in 4Q 
FY20. This will be largely focused on the domestic market which 
management estimates to be a Rs300-500 bn market. It expects asset 
turns of 1.5x to 2x eventually and IRR of 15%. It anticipates net debt 
to remain flat at current levels of Rs30 bn but has pushed back its 
targeted date of becoming a debt-free company by a couple of years 
to FY23. 

Changes to estimates and TP 

We have cut our estimates and TP significantly—we cut our estimates 
for 2018E/19E by 36%/40%; TP falls to Rs85 (from Rs115)—we 
update our numbers after quite some time and these cuts reflect a 
challenging FY18. The stock is not an expensive one and recovery in 
FY19 can be the trigger.  

Bbg/RIC WLSI IN / WLSP.BO 
Rating (prev. rating) O (O) 
52-wk range (Rs) 90.5 - 52.0 
Mkt cap (Rs/US$ mn) 65,658.8/ 969.1 
ADTO-6M (US$ mn) 3.5 
Free float (%) 26.5 
Major shareholders Founder family 
 

Price (17 May 18 , Rs) 65.35 
TP (prev. TP Rs) 85.00 (115.00)  
Est. pot. % chg. to TP 30 
Blue sky scenario (Rs) 120.00 
Grey sky scenario (Rs) 50.00 
 

Performance  1M 3M 12M 

Absolute (%) 24.5 0.6 (26.6) 
Relative (%) 22.3 (2.7) (41.2) 
 

Year 03/16A 03/17A 03/18E 03/19E 03/20E 

Revenue (Rs mn) 59,238 66,405 60,506 65,951 73,865 
EBITDA (Rs mn) 15,926 15,834 11,234 12,531 14,404 
Net profit (Rs mn) 7,363 8,223 3,850 4,534 5,641 
EPS (CS adj. Rs) 7.33 8.19 3.83 4.51 5.61 
- Change from prev. EPS (%) n.a. n.a. (36.4) (40.2)  
- Consensus EPS (Rs) n.a. n.a. 4.25 4.95 5.75 
EPS growth (%) 36.2 11.7 (53.2) 17.8 24.4 
P/E (x) 8.9 8.0 17.1 14.5 11.6 
Dividend yield (%) 2.0 0.1 1.0 2.3 2.3 
EV/EBITDA (x) 6.1 6.1 8.6 7.9 6.8 
P/B (x) 3.3 2.7 2.5 2.3 2.0 
ROE (%) 43.3 37.7 15.4 16.5 18.4 
Net debt(cash)/equity (%) 155.3 129.4 117.4 113.9 98.2 
 

Note 1: Welspun is a leading company in the home textile market, and derives over 90% of its 
revenue from exports to largely US and Europe. It also has certain brands such as Christy. 
 

 

https://rave.credit-suisse.com/research/company/financials?ric=WLSP.BO
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Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 

Outperform/Buy* 48% (62% banking clients) 

Neutral/Hold* 38% (57% banking clients) 

Underperform/Sell* 12% (52% banking clients) 

Restricted 2%  

*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, a nd Underperform most closely correspond 
to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relati ve basis. (Please refer to definitions above.) 
An investor's decision to buy or sell a security should be based on investment objectives, current holdings, and other individual factors.  
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Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research products 
may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are only made 
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that may have a material impact on the research views or opinions stated herein. 

Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer to 
Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-suisse.com/sites/disclaimers-
ib/en/managing-conflicts.html .  

Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be 
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Target Price and Rating 
Valuation Methodology and Risks: (12 months) for Welspun India (WLSP.BO) 

Method:  Our target price of Rs85 for Welspun is based on DCF (discounted cash flow) model, with 13.4% cost of equity and a 6% post-tax cost of debt 
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https://plus.credit-suisse.com/
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/responsibility/banking/policy-summaries-en.pdf
https://rave.credit-suisse.com/disclosures/view/selectArchive


 18 May 2018 

Asian Daily 
 

- 4  of  5 - 

 

For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated within 
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Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; SVS-
-Subordinate Voting Shares. 

Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
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