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Quick Take: Downward reset of near-term 
revenue and margins
■ Welspun’s 2QFY18 results were weak on both the revenue and margin 

front: Welspun’s 2QFY18 revenue fell 10% YoY. The Target and Egyptian 
cotton business, which together constituted about 13% of revenue, is still 
the year-ago base and that is the primary reason for the fall in revenue. 
However, the decline was more than the 3% one in 1Q. The reason for that 
appears to be destocking by US retailers due to challenges in their 
businesses. This, however, may not continue beyond one more quarter as 
the stock in the channel cannot fall more than a certain level. In the 2H, 
however, the reduction in the government’s duty drawback and ROSL 
schemes (which were input tax offsets of a sort) will optically lower the 
revenue growth. Consequently, the management now expects a 5-7% 
revenue decline for FY18 as against the earlier expectation of some slight 
growth.

■ EBITDA margins dropped significantly as well, reversal of cotton 
prices will help somewhat in 2H: 2QFY18 margins fell 650 bps from the 
strong year-ago level and 340 bps QoQ. Volume decline and impact of 
higher cotton prices would have been key reasons. Some of the cotton 
prices have declined 8-10% from the quarter-ago levels and the full benefit 
should accrue in 4Q. However, given the reduced offsets and lower revenue 
growth, the company has reduced its FY18 margin guidance from 21-22% 
to 20% +/- 2%. This is a fairly wide range and seems driven by near-term 
uncertainties on both the revenue and cost front.

■ Good traction in the brands, albeit off a low base: Welspun’s own 
Spaces brand has grown at 47% YoY and the acquired UK brand, Christy, 
has grown at 15%. The company has also expanded the latter’s presence in 
China to 24 stores.

■ Others: The management stated that it has enough capacity to take care of 
double-digit growth in FY19 and FY20. It has decided to now stagger the 
capex of its new flooring solution and reduce it from the earlier Rs7 bn in 
FY19 to Rs 4.5 bn now.
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Figure 1: Welspun India: 2QFY18 results summary
2QFY18 2QFY17 Chg YoY 1QFY18 Chg QoQ

Revenue 16,070 17,899 -10% 15,394 4%
Gross margin 46.7% 54.3%  -760bps 51.7%  -500bps 
EBITDA 2,833 4,318 -34% 3,242 -13%
EBITDA margin 17.6% 24.1%  -650bps 21.1%  -340bps 
Depreciation 1,287 1,264 2% 1,183 9%
Other income 230 251 -9% 132 74%
Interest expenses 325 320 2% 356 -9%
PBT 1,451 2,985 -51% 1,835 -21%
Tax 449 -400 -212% 550 -18%
Tax rate 30.9% -13.4%  4430bps 29.9%  100bps 
PAT 1,003 3,385 -70% 1,286 -22%
Minority 36 -35 -203% 43 -16%
NPAT (adjusted) 966 3,420 -72% 1,243 -22%
EPS (Rs, adjusted) 1.0 3.4 -72% 1.2 -23%
Source: Company data, Credit Suisse estimates
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