Gokaldas Exports (GOKEXP)
CMP: | 80

Target: | 100 (25%)

BUY

Target Period: 12-15 months
October 26, 2020

i) Capacity utilisation has risen gradually from 15% in April to 80% in
September, ii) global demand outlook for apparels from major brands has
been encouraging due to increased demand from end consumers. Demand
has seen an increasing trend on a MoM basis, iii) the management indicated
that shifting of supply chain from China to other countries has gradually
started. Global brands both in US and Europe are looking at de-risking their
sourcing destinations, iv) Indian players have started to receive orders from
new clients and over the longer term would benefit from the China +1
sourcing strategy of global brands, v) Gokaldas continued to outperform the
industry as India’s exports of apparels fell 39.3% YoY in H1FY21, vi) the
company has a decent orderbook for Q3FY21 while it continues to get new
incremental orders, vii) Gokaldas has significantly brought down fixed costs
(mainly employee expenses) and expects it to be partly structural in nature,
viii) the management believes it can improve operating margins by 100-200
bps from current levels, ix) total imports by the company (mainly synthetic
fabrics) are to worth | 200 crore, out of which 50% is imported from China.
Gokaldas believes any risk due to embargo on Chinese imports can be
mitigated by shifting to alternative sourcing destinations or changing the
product profile to products that need less raw material imports from China,
x) it has deferred capex to FY22E that will come on stream in FY23 (at current
capacity, it can generate peak revenue worth | 1500 crore).

Valuation & Outlook
Currently the company has ~215 manufacturing lines with each line having
potential to generate ~| 6-7 crore revenues. We expect Gokaldas to add 50
incremental garmenting lines in FY20-23 and bake in revenue worth | 1800
crore by FY23E (revenue CAGR: 10% in FY20-23E). On the back of better
than anticipated cost control measures (that according to the management
is sustainable in nature), we revise our earnings estimates upwards for FY22,
FY23E by ~ 10%, ~ 12%, respectively. With significant improvement in
operating margins and stringent working capital policy (NWC days: 90), we
expect the company to generate 14% RoCE by FY23E. Net D/E ratio is
expected to remain below 1.0x. Gokaldas trades at reasonable valuations of
3.1x FY23E EV/EBITDA and 4.7x FY23E EPS. We reiterate BUY rating with a
revised target price of | 100 (6.0x FY23E EPS, previous TP: | 75).

Amount

Market Capitalization (| crore)

342.6

Total Debt (FY20) (| crore)

391.0

Cash & investments (FY20) (| crore)*

186.9

EV (| crore)

546.7

52 week H/L (| )

96 / 27

Equity capital (| crore)

21.4

Face value (|)

5.0

* Cash & investment includes fixed deposit of | 135
crore which is currently kept as a collateral with a
bank
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Key conference call takeaways:
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Gokaldas Exports delivered a strong performance with healthy profitability
growth in Q2FY21 and strengthened b/s through debt reduction. Post a 32%
fall in revenue in Q1FY21, it has seen a swift recovery in Q2FY21, posting
de-growth of 5.9% YoY to | 340.5 crore (up 46% QoQ). The base quarter
(Q2FY20) included MEIS income worth | 8.7 crore that was reversed in
December 31, 2019. Adjusting for the same, the decline in revenue would
have been 3.6%. The decline was also owing to the company cutting down
low margin domestic business and pivoting to exports markets (exports
grew by 8% YoY in Q2FY21). Gross margins improved 208 bps YoY to
48.3%. Furthermore, significant cost saving initiatives (employee expenses,
other expenses down 17%, 4% to | 101 crore, | 31 crore, respectively) led
operating margins to expand 474 bps YoY to 8.4%. Despite other income
declining 65% YoY to | 4.4 crore (base quarter had forex gain worth | 7.5
core), healthy operational performance led the company to report PAT of |
8.7 crore vs. | 4.1 crore (up 111% YoY). Better working capital management
(release of cash worth | 65 crore) led to OCF worth | 131 crore in H1FY21
vs. | 55 crore in H1FY20. Hence, net debt declined by ~| 78 crore to | 125
crore (D/E: 0.7x).

Company Update

Exhibits smart recovery amid challenging times…
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Exhibit 1: Financial Performance
(Year-end March)
Revenues (| crore) *

FY18

FY19

FY20

FY21E

FY22E

FY23E

1,031.9

1,174.5

1,365.2

1,242.4

1,565.4

1,800.2

13.8

16.2

(9.0)

26.0

15.0

(23.3)

61.8

67.2

90.0

136.8

189.1

(2.3)

5.3

4.9

7.2

8.7

10.5

(31.0)

25.6

30.4

16.2

47.1

71.2

(8.2)

6.0

7.1

3.8

11.0

16.6

Growth (%)
EBITDA (| crore)
EBITDA (%)
Net Profit (| crore) *
Earnings per share (|)
Balance Sheet
Equity (| crore)

17.5

21.4

21.4

21.4

21.4

21.4

Net worth (| crore)

126.9

219.0

205.2

221.4

268.6

339.8

Total Debt (| crore)

472.5

380.7

391.0

425.0

440.0

450.0

Net Debt (| crore) *

314.3

236.8

204.1

221.6

241.5

241.0

RoNW (%)

(24.4)

11.7

14.8

7.3

17.6

21.0

RoCE (%)

1.2

10.7

2.1

5.1

10.2

14.2

Net Debt/Equity (x)

2.5

1.1

1.0

1.0

0.9

0.7

104.1

105.2

85.1

95.0

90.0

87.0

13.4

11.3

21.1

7.3

4.8

9.4

8.1

6.3

4.3

3.1

Ratios

NWC (days)
P/E (x)

-

EV/EBITDA (x)

(28.2)

Source: Company, ICICI Direct Research. Net debt includes fixed deposit worth | 135 crore which is currently kept as collateral
with the bank. Adjusting for the MEIS impact revenue growth would have been ~20%+, with PAT of | 54 crore in FY20

Exhibit 2: Core competency in manufacturing
garments. Category wise revenue break-up

complex

Exhibit 3: Global footprint: Exports to more than 50 countries.
Geographical break-up of revenues

15%
30%
Outerwear (Jackets)
55%

Sports

Europe

Womenswear

Asia

70%

15%

Source: Company, ICICI Direct Research

USA

15%

Source: Company, ICICI Direct Research

Exhibit4: Impressive clientele of international brands (Top five clients contribute ~65% of export revenues)

Source: Company, ICICI Direct Research
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RATING RATIONALE
ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as
the analysts' valuation for a stock
Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;
Sell: <-15%

Pankaj Pandey

Head – Research

pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
1st Floor, Akruti Trade Centre,
Road No 7, MIDC,
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Mumbai – 400 093
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