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...Well placed to tread on firm growth trajectory
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Gokaldas Exports reported Result below than our estimates. The revenue came 3%
YoY growth to INR241cr and 34.9% QoQ decline. However, the revenue came 6.3%
than our estimate. The reason for dismal top-line growth was on the account of
production loss due to extended plant shutdown (-6 weeks). The second lockdown
in Karnataka was worse than the first lockdown, which majorly affected the
operations as the company was running at 46% CU. The orders which the company
could not executed got deferred in Q2FY22. Moreover, any orders which does not
get fructify, demands penalty from the customers. Hence, GEL has not bid for any
new orders as it does not have the enough capacity to facilitate the orders.

Company have accounted RoSCTL to the tune of INR4cr (Q4FY21) during the
quarter. The Gross margin stood at 52.7% in Q1FY22. The company had to carry
huge RM inventory meant for the planned production, but due to plant shutdown,
could not executed. However, GEL able to manage the cashflow. The employee cost
shot up by 15.8% YoY and stood at 35.6% as a % of Sales compared to 31.6% in
Q1FY21. Despite production was shutdown, the company continue to retain its
workers plus lot of overtime work to make-up for the order lag, which impacted
the operating margin. Currently, the company has 24,000 workers and 2,000
workers were added in July 2021. In addition, the Other overheads also increased
by 22.4% YoY. Hence, the EBITDA margin contracted by 461bps YoY to 4.8% and
132bps lower than our estimate of 6.1%. On account of lower other income and
lower operating leverage, GEL reported a loss of INR3cr.

Key Concall Highlights:

1) Revenue mix — Share for Man-made is between 35-40% the rest is cotton. 2)
Order Book: a) At present the company have orders and does not have capacity
to facilitate the orders quickly. b) As per management, the company is making
up for the lost order book through maximum efforts. ¢) GEL have not lost orders
but have deferred the orders to Q2. The company had to pass on few orders in
Q2 as they had huge back log in Q1. 3) Labour: a) The cost will normalize going
forward as the top-line increases. b) Training for new labours happen between
21-25days and than every 6-9 months there are refreshers courses. 4) RoSCTL is
3.5% rate. 5) CAPEX: a) Capex is INR120cr for FY22E and FY23E but may expand
further. b) Capex for Tumkur unit is INR15cr. Peak annual revenue for this unit is
INr80cr. c) Bhopal unit will be ready by Q4 and peak revenue of INR150cr can be
achieved from this unit. d) Tumkur will add 4.5% & Bhopal will add 6.5% to the
total capacity. e) Exploring options to set up a unit in Bangladesh as well. f) New
products will dampen some of the margin due to unproductive level for the first
6-9 months. But the margin will be higher than the previous year. 6) Others: a)
The trade war with China is still continuing — china one is more long term in
nature and would help all countries like India, Vietnam, Cambodia and
Bangladesh and they are seeing the benefits. b) Bangladesh under lockdown and
Vietnam/China/Combodia witnessing rise in covid cases. ¢) GEL has been a
recipient of China Centric orders and the trend will continue. d) INR64cr of
income tax loss to be carry forward. e) India is backward integrated where was
Bangladesh still depends on others for their cotton. f) GEL continues to face
container availability issue. g) RM cost is largely pass through and its instant. h)
PLI scheme will give further boost to the textile sector.

Valuation & Outlook: Management is confident of delivering high revenues
INR1500cr for FY22E with improving margins every year. We opine that GEL will be
able to sustain growth over the next couple of years with its manufacturing track
record & diversified customer base and capabilities. Further, we believe that on the
back of enhanced scale and cost optimization measures, the EBITDA margin will
improve over the next two years. We had initiated coverage on the stock at INR120
(19t May 2021) and the stock has hit a high of INR226 on (17" July 2021), a return
of 88.3%. Given a strong visibility of revenue growth, margin improvement,
increased profitability and return ratio profile, we continue to maintain BUY with a
TP of INR252 (12x PE on FY23E), 25% upside.
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Q1FY22 Result Analysis

Particulars

Net sales

Net raw material & Purchase of finished goods
% of sales
Employee expenses
% of sales

Job Work Charges
% of sales

Other expenses

% of sales

Total expenditure
Operating Profit
OPM(%)

Interest

PBDT

Depreciation

Other income

Exceptional item
(Gain)/loss on account of foreign exchange fluctuations
(net)

PBT

Tax

Effective tax rate (%)
Reported PAT
Comprehensive income
Adjusted PAT

NPM(%)

EPS (Rs.)

Equity

Source: Company & Arihant Research

Result declared vs Our estimates

Y/E Mar (Rscr) Q1FY21 Q4FY21

Net Sales 234 370
EBITDA 22 28
EBITDA (%) 9.4 7.5
Reported PAT (4) 16

Source: Company & Arihant Research
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241
12
4.8
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111
47.3
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(1.8)
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204
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26.5

1.1
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9.7
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16

0.8
16
()
14

43

3.7

YoY (%)
3.0
(47.5)
(461)

(40.1)

Q1FY22
241
114

47.3
86
35.6

0.6

11.8

(6)
(3)

(3)
(6)
(8)
(1.1)
(0.6)

QoQ (%)
(34.9)
(58.6)
(274)

(115.9)

YoY (%) QoQ (%)

Quarter Result

Variation (%)

3.0 (34.9)
2.9 (44.1)
15.8 (12.7)
(63.7) (64.1)
22.4 (21.0)
8.3 (32.9)
(47.5) (58.6)
2.8 8.0
(87.8) (92.0)
(4.2) (0.7)
(40.3) (26.6)
(40.1) (115.8)
(40.1) (115.9)
(224.7) (160.4)
(40.2) (115.9)
0.2 -
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16

6.1
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(6.3)
(26.6)
(132)

(163.8)
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Financial Highlights

INR in Cr FY19 FY20 FY21 FY22E FY23E
Revenue 1,175 1,378 1,211 1,500 1,838
EBITDA 62 88 101 135 188
EBITDA Margin (%) 5.3 6.4 8.4 9.0 10.2
PAT 26! 30 27 58 100
PAT Margin (%) 2.2 2.2 2.2 3.9 5.4
EPS (in INR) 6.1 7.1 6.2 12.7 21.0
ROE (%) 10.6 13.4 10.5 17.6 22.6
ROCE (%) 10.3 8.9 9.3 13.5 17.7
PE (x) 33.2 28.5 32.5 15.9 9.6
EV/EBITDA (x) 19.8 14.7 12.5 9.8 7.0
Net Debt/Equity (x) 1.5 1.7 1.4 1.3 1.0
P/BV (x) 1.6 0.6 1.2 1.0 0.8
Source: Company & Arihant Research
Market Recovery
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Stock Rating Scale Absolute Return
BUY >20%
ACCUMULATE 12% to 20%

HOLD 5% to 12%
NEUTRAL -5% to 5%
REDUCE -5% to -12%

SELL <-12%
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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