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Competitive intensity in core markets rising

We recently interacted with SSKL’s management. Key takes were: (1) Competitive
intensity in core markets (AP/Telangana) has inched up. However, management
highlighted that these are momentary bursts of aggression in terms of discounts
and are likely to taper off. The team is also taking initiatives to spur up sales density
in these catchments; (2) VML store expansion (in Tamil Nadu) short of a couple of
delays remains on track; however, sales density hasn’t yet caught up to format
average. This typically takes 2-3 wedding seasons to mature in terms of throughput.

KLM format’s performance remains a sore point (especially the Men’s and Kid’s

wear categories). Most of the pain seems captured in valuations (~9x FY27 P/E; <5x

FY27 EV/EBITDA). However, the street isn’t capturing the revenue ramp-up

expected from sales density improvement of the recently-added stores (11 stores

added since Sep-23). We largely maintain our BUY rating with a DCF-based TP of

270/sh (implying 17x FY27 P/E).

= Core markets are seeing momentary increase in competitive intensity:
Management highlighted that core markets (AP/Telangana) are witnessing rising
competitive intensity from peers (Varahi Silks; Managalya Silk, Chennai Silks).
However, it highlighted that these are momentary bursts of aggression which are
likely to taper off in a quarter or two. SSKL too is taking initiatives to counter this
aggression. KLM fashion mall continues to struggle (esp. in the Men’s and Kid's
wear categories).

= VML’s TN performance below expectations in FY25; to play catch up in FY26:
VML'’s expansion plan remains broadly on track, barring a few store opening
delays. However, sales density hasn’t yet caught up to format average. Note: 11
stores (on a base of 54 stores) have been added since Sep 2023). Hence, SSKL is yet
to see the complete revenue ramp-up from these stores. It typically takes 2-3
wedding seasons for the stores to mature to steady-state sales density (for
IMFY25; TN contributed ~22% of sales; INR2.34bn vs INR1.87bn in FY24). Sales
density improvement remains a key monitorable for the format’s fate in TN. Cash
position for TN-focused peers remains anemic; hence, competitive intensity
remains benign.

= ~60bps of GM gains likely in H2FY26: SSKL saw a meaningful reduction in
creditor days (from 62 days in FY23 to 16 days in FY24; 28 days in H1FY25). This
was done to pay off vendors in advance in place of better cash discounts; ergo
higher GMs. However, the new 45-day MSME payment clause introduced by the
government in FY24 could mean that the extent of GM expansion may be lower
than earlier expected. We expect ~60bps expansion in FY26 (building in 42.3/42.6%
GMs in FY26/27 respectively).

*  Outlook: Recovery in core markets remains weak. VML’s TN execution is key.
However, the anemic cash position of TN-focused peers could offer a benign
competitive environment for SSKL to gain share in TN. The ask from valuations
remains cheap (<9x FY27 P/E). Our FY26/27 EPS estimates largely remain
unchanged. We maintain our BUY rating with a DCF-based TP ofINR270/sh,
implying 17x FY27 P/E.

Financial Summary (INR mn)

(Rs mn) FY%; FY%Z \io"/:; FY%; Q:)/?) FY22 FY23 FY24| FY25E FY26E FY27E
Net Revenue 4486 3824 173 3473 292 11,361 13,515 13,736] 14770 18,015 20,966
Adj EBITDA 780 582 356 554 425 1263 1858 1793| 1,799 2,668 3,247
APAT 460 320 439 238 936 544 976 1,009| 1,081 1815 2279
EPS (Rs) 31 21 498 16 936 37 66 68 73 123 155
P/E (x) 375 209 202| 189 112 9.0
EV/EBITDA (x) 180 126 106 100 64 48
Core RoCE(%) 132 177 138| 113 178 204

Source: Company, HSIE Research

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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KEY STOCK DATA
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MCap (INR bn) / ($ mn) 21/238
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SHAREHOLDING PATTERN (%)

Sep-24  Dec-24
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FIs & Local MFs 16.16 15.41
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Source : BSE
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Estimate changes

FY25E FY26E FY27E

e New Ol U New  olg P ey olg ChanEE
Revenue 14,770 14,803 (0.2)| 18,015 18,158 (0.8)] 20,966 21,207 (1.1)
Gross Profit 6,163 6,177 0.2)| 7,623 7,685 (0.8) 8,922 9,025 (1.1)
Gross Profit Margin (%) 417 417 (0bps)| 423 42.3 (0 bps) 426 42.6 (1bps)
EBITDA 1,799 1,799 (0.0)| 2,668 2,691 (0.8) 3,247 3,290 (1.3)
EBITDA margin (%) 122 122 2bps| 148 148 (1bps)| 155 155 (2bps)
APAT 1,081 1,082 (0.1)| 1,815 1,830 (0.8) 2,279 2,306 (1.2)
APAT margin (%) 73 73 1bps| 101 101 (0bps)| 109 109 (1bps)
EPS (Rs) 7.3 7.3 (0.1)] 123 12.4 (0.8) 155 157 (1.2)
Cost of Retailing (%) 295 296 @bps)| 275 275  0bps 271 270 2bps
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Focus Charts

SSKL has consistently gained share over FY16-24 even among immediate peers (Grew revenue/EBITDA at 15/19%
CAGR)
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Focus on TN market for expansion (via VML) will be the key anchor for growth over FY24-27
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Lion’s share of the growth and expansion will be via the unit-economics accretive VML format...we expect VML to
add >90% of SSKL's incremental revenue over FY24-27
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Year to March (INR mn) Pro-FY20 Pro-FY21 Pro-FY22 FY23 FY24 FY25E FY26E FY27E
Net Revenues 11,756 6,788 11,361 13,515 13,736 14,770 18,015 20,966
Growth (%) 4.1 (42.3) 67.4 19.0 1.6 7.5 22.0 16.4
Material Expenses 8,048 4,206 7,121 8,226 8,147 8,607 10,391 12,044
Employee Expense 1,244 968 1,174 1,408 1,646 1,972 2,162 2,505
A&P Expense 298 114 492 622 534 606 703 797
Rent Expenses 200 133 213 233 264 262 311 364
Other Expenses 778 618 942 899 1,026 1,121 1,322 1,522
EBITDA 1,188 749 1,420 2,125 2,120 2,203 3,126 3,734
EBITDA Growth (%) (10.7) (36.9) 89.5 49.7 (0.3) 39 41.9 19.4
EBITDA Margin (%) 10.1 11.0 12.5 15.7 15.4 14.9 17.4 17.8
Pre-IND AS EBITDA 1,088 620 1,263 1,858 1,793 1,799 2,668 3,247
Pre-IND AS EBITDA Growth (%) (7.5) 43.1) 103.8 47.1 (3.5) 0.3 48.3 21.7
Pre-IND-AS EBITDAM (%) 9.3 9.1 11.1 13.7 13.1 12.2 14.8 15.5
Depreciation 289 326 342 410 479 529 558 589
EBIT 900 423 1,078 1,715 1,641 1,673 2,568 3,145
Pre IND AS EBIT 800 401 1,039 1,650 1,555 1,512 2,364 2,925
Other Income (Including EO Items) 32 26 41 75 235 237 222 280
Interest 368 366 372 454 529 393 365 380
Pre IND AS Interest 368 302 296 307 343 190 146 142
PBT 563 83 747 1,336 1,347 1,517 2,425 3,045
Total Tax 125 24 203 360 338 436 610 766
PAT before share of associate earnings 439 59 544 976 1,009 1,081 1,815 2,279
Share of associate earnings - - - - - - - -
Reported PAT 439 59 544 976 1,009 1,081 1,815 2,279
Exceptional Gain/(loss) - - - - - - - -
Adjusted PAT 439 59 544 976 1,009 1,081 1,815 2,279
APAT Growth (%) (23.9) (86.5) 816.5 79.4 34 7.2 67.9 25.5
Adjusted EPS (Rs) 3.0 0.4 3.7 6.6 6.8 7.3 12.3 15.5
EPS Growth (%) (37.9) (86.5) 816.5 79.4 34 7.2 67.9 25.5
Source: Company, HSIE Research

Balance Sheet

Year to March (INR mn) Pro-FY20 Pro-FY21 Pro-FY22 FY23 FY24 FY25E FY26E FY27E
SOURCES OF FUNDS

Share Capital - Equity 420 426 426 241 295 295 295 295
Reserves 2,073 2,190 2,734 3,733 10,335 11,446 13,131 15,276
Total Shareholders’ Funds 2,493 2,616 3,160 3,973 10,630 11,741 13,426 15,570
Long Term Debt 349 646 540 654 226 149 149 -
Short Term Debt 1,971 2,265 2,288 2,801 2,351 1,251 1,251 1,251
Total Debt 2,319 2,910 2,828 3,455 2,578 1,401 1,401 1,251
Lease Liabilities 855 782 1,098 1,804 2,065 2,065 2,065 2,065
Net Deferred Taxes 140 140 121 115 102 102 102 102
Other Non-current Liabilities & Provns 5 6 11 27 26 26 26 26
TOTAL SOURCES OF FUNDS 5,813 6,455 7,218 9,374 15,400 15,334 17,019 19,015
APPLICATION OF FUNDS

Net Block 1,791 1,653 1,698 2,047 2,220 2,214 2,208 2,165
CWIP - 21 - - 23 23 23 23
RoU Assets 844 712 993 1,693 1,887 1,854 1,857 1,797
Other Non-current Assets 409 411 418 417 536 536 536 536
Total Non-current Assets 3,043 2,797 3,110 4,157 4,666 4,627 4,624 4,520
Inventories 5214 5,141 6,531 6,897 7,232 7,615 8,794 9,948
Debtors 17 24 22 29 33 36 43 51
Other Current Assets 231 214 417 624 469 424 517 601
Cash & Equivalents 242 258 486 497 4,016 3,898 4,831 5,978
Total Current Assets 5,705 5,637 7,456 8,047 11,751 11,972 14,186 16,578
Creditors 2,459 1,729 2,821 2,300 592 809 1,234 1,436
Other Current Liabilities & Provns 477 251 528 530 424 456 556 648
Total Current Liabilities 2,936 1,980 3,349 2,830 1,017 1,266 1,790 2,084
Net Current Assets 2,769 3,657 4,108 5,217 10,734 10,707 12,395 14,494
Others

TOTAL APPLICATION OF FUNDS 5,812 6,455 7,218 9,374 15,400 15,334 17,019 19,015

Source: Company, HSIE Research
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Cash Flow Statement
Year to March (INR mn) Pro-FY20 Pro-FY21 Pro-FY22 FY23 FY24 FY25E FY26E FY27E
Reported PBT 563 83 747 1,336 1,347 1,560 2,441 3,063
Non-operating & EO Items 43 62 101 62 (48) (237) (222) (280)
Interest Expenses 364 360 360 432 518 190 146 142
Depreciation 289 326 342 410 479 287 304 322
Working Capital Change (14) (858) (435) (1,368) (2,042) 91) (755) (952)
Tax Paid (262) (59) (31) (459) (469) (448) (614) (771)
OPERATING CASH FLOW (a) 983 (84) 1,084 412 (215) 1,260 1,299 1,525
Capex (515) (56) (261) (601) (412) (281) (298) (279)
Free Cash Flow (FCF) 468 (140) 823 (189) (627) 979 1,001 1,246
Investments (27) (139) (199) (67) (3,123) - - -
Non-operating Income 28 17 35 67 217 237 222 280
INVESTING CASH FLOW (b) (514) 177) (425) (601) (3,318) (44) (76) 1
Debt Issuance/(Repaid) (58) 591 (83) 850 (878) 1,177) - (149)
FCFE 412 329 576 661 (4,411) 39 1,223 1,376
Share Capital Issuance 10 61 - - 5,653 - - -
Dividend - - - - - - (141) (147)
Others (496) (513) (547) (701) (846) (190) (146) (142)
FINANCING CASH FLOW (¢) (544) 139 (629) 149 3,930 (1,367) (287) (439)
NET CASH FLOW (a+b+c) (75) (123) 29 (40) 397 (151) 936 1,087
EO Items, Others 317 381 457 537 3,620 4,049 3,896 4,891
Closing Cash & Equivalents 242 258 486 497 4,016 3,898 4,831 5,978
Source: Company, HSIE Research
Key Ratios

Pro-FY20 Pro-FY21 Pro-FY22 FY23 FY24 FY25E FY26E FY27E
PROFITABILITY (%)
GPM 315 38.0 37.3 39.1 40.7 41.7 423 42.6
EBITDA Margin 10.1 11.0 125 15.7 154 14.9 17.4 17.8
Pre-EBITDA Margin 9.3 9.1 11.1 13.7 13.1 12.2 14.8 15.5
EBIT Margin 7.7 6.2 9.5 12.7 11.9 11.3 14.3 15.0
APAT Margin 3.7 0.9 48 7.2 7.3 7.3 10.1 10.9
RoE 20.0 2.3 18.8 27.4 13.8 9.7 14.4 15.7
RolC (or Core RoCE) 15.6 5.1 12.2 16.1 12.1 10.4 16.3 18.7
RoCE 15.4 5.2 119 15.8 113 8.9 12.9 14.2
RoE* 15.7 2.3 182 26.5 135 9.5 142 15.4
RoIC* 13.3 5.7 13.2 17.7 13.8 11.3 17.8 204
RoCE* 14.6 5.1 13.0 182 12.1 9.0 13.4 14.7
EFFICIENCY
Tax Rate (%) 221 28.7 27.1 26.9 25.1 28.8 25.2 25.2
Fixed Asset Turnover (x) 58 3.3 5.0 49 43 43 4.8 52
Inventory (days) 161.9 276.5 209.8 186.3 192.2 188.2 178.2 173.2
Debtors (days) 05 13 0.7 0.8 0.9 0.9 0.9 0.9
Other Current Assets (days) 7.2 11.5 134 16.8 12.5 10.5 10.5 10.5
Payables (days) 76.3 93.0 90.6 62.1 15.7 20.0 25.0 25.0
Other Current Liab & Provns (days) 14.8 13.5 17.0 14.3 11.3 11.3 11.3 11.3
Cash Conversion Cycle (days) 78.4 182.8 116.3 127.5 178.5 168.3 153.3 148.3
Net D/E (x) 0.8 1.0 0.7 0.7 0.1) 0.2) 0.3) 0.3)
Interest Coverage (x) 24 1.2 29 3.8 3.1 4.3 7.0 8.3
PER SHARE DATA (Rs)
EPS 3.0 0.4 3.7 6.6 6.8 7.3 12.3 15.5
CEPS 54 32 6.5 10.0 10.1 10.9 16.1 19.5
Dividend - - - - - 1.0 1.0 1.0
Book Value 21.3 22.2 26.3 33.0 72.1 79.7 91.1 105.7
VALUATION
P/E (x) 36.6 20.4 19.7 18.4 11.0 8.7
P/BV (x) 5.1 4.1 19 1.7 15 13
EV/EBITDA (x) 17.6 123 10.3 9.7 6.2 47
EV/Revenues (x) 2.0 1.7 1.3 1.2 0.9 0.7
OCE/EV (%) 49 1.8 1.2) 7.2 7.9 10.1
ECF/EV (%) 3.7 0.8) 3.4) 5.6 6.1 8.2
FCFE/Mkt Cap (%) 29 3.3 (22.2) 0.2 6.1 6.9
Dividend Yield (%) - - - 0.0 0.0 0.0
Source: Company, HSIE Research
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Rating Criteria
BUY: >+15% return potential
ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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Disclosure:

We, Jay Gandhi, MBA and Vedant Mulik, CA authors and the name subscribed to this report, hereby certify that all of
the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. SEBI
conducted the inspection and based on their observations have issued advise/warning. The said observations have been
complied with. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or
more in the subject company at the end of the month immediately preceding the date of publication of the Research Report.
Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any material
conflict of interest.

Any holding in stock - No

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. Nothing in this document should be construed as investment advice. Each recipient of this document
should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in
securities of the companies referred to in this document (including merits and risks) and should consult their own advisors
to determine merits and risks of such investment. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as
ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.
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