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Industry Recommendation Base Case Fair Value Bull Case Fair Value

‘ Time Horizon

Textiles Rs. 552 Buy in Rs. 547-557 band and add more on dips in Rs. 490-498 band Rs. 619 Rs. 666 2 quarters

HDFC Scrip Code SIYSILEQNR Our Take:
BSE Code 503811 Siyaram Silk Mills Ltd. (SSML) sells its products under multiple brands that enjoy high recall value with consumers. They include brand

NSE Code SIYSIL names such as Siyaram, J] Hampstead, Oxemberg, and Cadini. It is one of the largest poly viscose blended fabric players in India. The
 Bloomberg SIYA IN company has an extensive distribution network that permeates India, giving an aspiring yet underserved vast population ready access to
CMP (Dec 07, 2022) 552 high-quality fabrics and apparel at attractive price points. This makes SSML’s brands the preferred choice in India’s fast-growing yet
Equity Capital (RsCr) 9.4 untapped market. It is backed by highly integrated and state-of-the-art manufacturing and retailing capabilities.
Face Value (Rs) 2
Equity Share O/S (Cr) 4.8 SSML has one of the most prudent capital allocation track record in the textile and apparel space in India. Despite the Covid-19 pandemic
Market Cap (RsCr) 2590 related turmoil, it operated at a Net D/E of 0.2x as on FY22. It has been in a constant endeavour to establish itself as an asset light and a
Book Value (Rs) 220 pure branded fabric and apparel player in the highly commoditized and working capital intensive textile industry. The company has
Avg. 52 Wk Volumes 160360 positioned its products mainly in the mid-market whereby it competes directly with unorganized and regional fabric players. Its strong
52 Week High 698 balance sheet, deep penetration with consistent and focused approach toward brand building are the key growth drivers for the
52 Week Low 393 company.

Share holding Pattern % (September, 2022) Valuation & Recommendation:
Promoters Going forward, we are positive on the future growth prospects of SSML and we expect it to be a key beneficiary of the unorganized to
Institutions organized shift in a highly fragmented textile and apparel industry. The shift from un-organized players to organized is a big opportunity as
Non Institutions many smaller un-organized players have been impacted by liquidity and survival issues, which can lead to a sustainable tailwind resulting
(Total in market share gains for larger organized players like SSML. Further, it aims to improve its efficiency and improve its working capital
requirements by reducing its exposure to the consignment driven modern trade segment (for the branded apparels business) which is
. highly working capital intensive. SSML’s core strategy is to consistently invest behind its brands, enhance its product mix and have a
A deeper penetration thereby leveraging its distribution network in the traditional retail channels.

HDFCsec Retail research
- ff?ﬁ‘f(r‘f"fiv'jf{r'."‘?fff{ Prudent Capital Allocation strategy coupled with smart sales strategy has helped the company strengthen its Balance sheet and has led to
+ Refer at the end for explanation on Risk Ratings a meaningful increase in cash accruals. The company would be judiciously using the cash reserves which would further propel the next
Fundamental Research Analyst leap of growth. SSML is aware of the need to manage working capital and earn decent returns on all its new endeavours. It has
Harsh Sheth restructured its costs (including employee and A&P) aggressively over the past two years. It can now reap the benefits of many large
Harsh.Sheth@hdfcsec.com organised players leaving the space of blended fabrics and unorganised players opting to be convertors post the tax reforms. Additionally,
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it is now exploring the export markets with higher vigour as competition from China has reduced. In our view, SSML’s revenue and EBITDA
is likely to record a growth of 13% and 14% CAGR over FY22-24E while PAT for FY24E is likely to reach Rs. 290 Cr v/s Rs. 216 Cr in FY22 and
Rs.69 Cr in FY20. Along with this, we expect the company to benefit from strong operating leverage and generate consistent FCF with
improvement in working capital and RoCE from 11% in FY20 to 29% by FY24E.

With best in-class portfolio of brands, robust growth prospects, superior financial strength along with great track record of capital
allocation and corporate governance, SSML deserves higher valuation in our opinion. We think the base case fair value of the stock is Rs.
619 (10x FY24E EPS) and the bull case fair value of is Rs 666 (11x FY24E EPS). Investors can buy the in stock Rs 547-557 band (9x FY24E
EPS) and add more on dips in Rs. 490-498 (8x FY24E EPS).

Financial Summary

Particulars (in Rs Cr) QZFY23 Q2FY22 YoY-% Q1FY23 QoQ-% FY20 |  FY21 FY22 FY23E FY24E

Operating Income 480 32% 59% 1,699 1,089 1,905 2,177 2,439
EBITDA 119 85 41% 52 130% 167 54 333 375 432
APAT 80 53 52% 31 160% 69 4 216 246 290
Diluted EPS (Rs) 17.1 11.3 52% 6.6 160% 14.8 0.8 46.2 52.5 61.9
RoE-% 9.1 0.5 25.4 23.8 23.4
P/E (x) 37.4 719.3 12.0 10.5 8.9
EV/EBITDA 17.5 49.8 8.3 7.3 5.8

(Source: Company, HDFC sec)
Q2FY23 Result Highlights
Revenue for Q2FY23 was higher by 32% YoY. It was led by both Fabrics and Garment. Fabrics constituted 69%, followed by Garments
constituting 25% of Total Revenue. EBITDA for Q2FY23 increased by 41% YoY and EBITDA margins increased by 128bps YoY to 20% in
Q2FY23. PAT increased by 52% YoY and PAT margins increased by 159bps YoY to 13% in Q2FY23. Fabrics Revenue was up 14% YoY,
Garment Revenue up by 102% YoY. Fabrics Volume was higher 1% YoY, Garment volume was higher 92% YoY. Realisations for Fabrics
were higher 13% YoY, Garment realisations were higher 5% YoY.

Fabrics to remain the dominant contributor; Gradual premiumisation would be a key catalyst

SSML'’s fabric segment maintains the lion’s share in total revenue. Fabrics have been consistently contributing 75-85% of overall revenue
(which has now fallen to ~70%). Domestic constitutes 90% of overall sales; export market is witnessing positive traction especially for its
niche products. The company’s premium suiting segments - J.Hampstead (~Rs 200 Cr in FY22) & Cadini (~Rs 250 Cr in FY22) combined
contribution has been consistently increasing from ~20% in FY18 to ~25% in FY22 of the segmental revenues. Company has seen a
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meaningful increase in both volume and value growth. Realisations imparts an optimistic view given increasing premiumisation. Margins
for the Fabric business remain in the range of ~15-20%.

Garments revival on the cards

SSML’s garment vertical is directed toward the company’s effort of moving up the value chain according to changes in customer
preferences. Garments formed 15-20% of the revenue in FY18-22. This vertical is dominated by primarily Oxemberg, J.Hampstead and
Moretti and lately Mozzo. Garment Revenue witnessed a reduction in FY21 compared to FY19 and FY20 due to a change in sales strategy
by the company. The company has discontinued its sales on SoR (sales or Returns) strategy thereby reflecting the normalised sales during
the FY22 period. The company has set up unit for Indigo dyeing used in cotton jean manufacturing and also manufacturing of knitted
fabrics as a mean of forward integration.

An optimum mix of In-house and Outsourcing makes it a scalable and Asset-light model

The company has a presence across almost the entire value chain, with manufacturing capacities for weaving, knitting, and dyeing. It
outsources around 40% of its non-critical manufacturing requirement. The company manufactures newly introduced products in-house to
prevent copying of its products, and on later stages it outsources the manufacturing. Going ahead, the share of outsourced products is
expected to increase. This model provides the company the flexibility to adopt to market dynamics and manage its fixed costs leading to
consistent profitability. Given cyclicality in the textile business, many players (organised + unorganised) faced the crunch of lower
realisations and higher working capital requirements. SSML'’s tactical approach in production strategy has helped in countering volatility in
the market. As a result, the company has been consistently able to achieve higher Asset Turnover. Fabrics business has seen a consistent
improvement in Asset Turnover over the years. The garment business too is witnessing good traction and is expected to continue the
momentum.

Building over Asset Light Model - SSML’s market penetration strategy gives great importance to Tier Il and Tier Il cities. Establishing a
solid presence in heartlands of India is a gainful move, as the company is able to root itself in a fragmented and under-penetrated market,
which is beginning to grow well. SSML is targeting to capture the share from the unorganised players in Tier Il and Tier lll cities, who cover
a considerable percentage of the Indian textile market. The company has a powerful distribution and franchisee network through which it
is targeting the sizeable unorganised market of the country. It is consistently building distribution systems which are not Asset heavy, thus
the company has been stopped its COCO model of sales. The company is now steadily strengthening its online platform while better using
leading third-party online channels.

4 ’<r/ ‘RE TAILRESEARCH



Siyaram Silk Mills Ltd. il hwecam|

Click. Invest. Grow. YEARS

Redefining the sales strategy: The company de-risked its sales and collection cycle by changing its sales strategy from consignment sales
to net sales. Now, the company books the net sales and there remains no provision for return and replacement of the sold goods. This
strategy avoids blockage of working capital, saves management bandwidth and presents a clear picture of the order book.

Increasing EBOs (non SoR) network Receding with COCO to remain Asset light
B % = - coCo
40
31
185 205 195 203 = 2
5
Fyi8 FYis FY20 FY2i 22 - 0
B EBOS-Non SoR | EBOS- SoR FYi8 FY19 FY20 ra Fy22

Export sales on the rise: SSML has seen a rise in exports over the past few years as per the table below. This is despite the fact that India’s
domestic market is huge and SSML can barely cater to it. It is selective in choosing the type of fabrics, countries and customers so that the
overall margins remain similar to the domestic sales while opening new vistas for SSML. Even in FY23, it is expecting a sharp jump in
exports over FY22.

Key Risks
Sharp rise in Competition Intensity - For the fabrics division, SSML faces stiff competition from the regional unorganized sector, as it is a

highly fragmented and price sensitive industry. In case of Branded Apparels, SSML faces competition from various international and
domestic apparel brands, though in its space the competition remains limited.

High input cost pressure - Any prolonged volatility in raw material prices, along with the inability to pass on higher prices due to stiff
competitive intensity, can impact overall profitability.

Rural/semi urban Demand Contraction due to lower agricultural produce- India’s rural and semi-urban consumption patterns have a
high degree of correlation with the monsoon. These markets are more sensitive to any adverse climatic conditions, which impact farm
output and productivity. In case of slowdown in rural income growth, revenue growth for SSML can get impacted.
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Cotton price has an inverse correlation with demand for SSML’s products — When cotton prices are rising, consumers shift to PV
fabrics/garments and vice versa. However, this shift happens at the margin and has a limited impact on sales of SSML as PV fabrics are
economical and have other advantages compared to cotton fabrics/garments.

Investment of Rs.17 Cr in preference shares of associate company, Balkrishna Paper, may have to be written down in future due to
financial problems of the investee company.

Company Overview:

Siyaram Silk Mills (SSML) was incorporated in 1978 and is headquartered in Mumbai, India has been a leading mid-market branded fabric
and apparel company in India. Over the years, SSML has built a strong portfolio of brands in the economy and mid-premium segment. The
company sells its products under multiple brands that enjoy high recall value with consumers. They include brand names such as Siyaram,
J Hampstead, Oxemberg, and Cadini. SSML has an extensive distribution network (4 lacs MBO and 2000 dealers) that permeates India,
giving an aspiring yet underserved vast population ready access to high-quality fabrics and apparel at attractive price points. This makes
the company’s brands the preferred choice in India’s fast-growing yet untapped market. It is backed by highly integrated and state-of-the-
art manufacturing and retailing capabilities. SSML spends capex of Rs 30-40 Cr p.a. on technology upgradation that results in improving
quality and volume of output. Over the years, competitors of SSML like S Kumars, OCM, Grasim (exited business) have reduced their focus
on PV fabrics / Garments, hence allowing SSML to have higher market share among organized players.

Manufacturing capabilities

Product Categories Capacity (p.a) (In-house)

Fabrics

665 Looms, Outsourced
79.5mn mirs (15-20%)
526 Machines, Outsourced
3.5mn pieces (25-30%)

Garments

Indigo Yarn&
Knitted Fabrics

Indigo- 4.8 mn kg
Knitted Fabric — 2.4mn kg
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FABRICS

GARMENT /

Men Apparels

Distribution

Mass: Siyaram, Mistair

Premium: J. Hampstead, Siyvaram Royal
Linen

Super Premium: CADINI

Suiting - X250-3000
Shirting - 100-500

Mass & Premium: MBOs/EBO/Dealers

Super Premium: EBOs

Mass: Sivaram’s- Mozzo
Premium: Oxemberg
Super Premium: J. Hampstead

Shirt - £700-1000
Trousers - $1500-2000

MBOs/EBO/Siyaram Shop

YEA

S
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Financials
Income Statement

Balance Sheet

Particulars (in Rs Cr)

FY20

FY21

FY22

FY23E FY24E

Particulars (in Rs Cr) - As at March

FY21

Net Revenues 1699 1089 1905 2177 2439 SOURCE OF FUNDS
Growth (%) -6.4 -35.9 74.9 14.3 12.0 Share Capital 9 9 9 9 9
Operating Expenses 1532 1035 1572 1803 2007 Reserves 753 758 925 1119 1346
EBITDA 167 54 333 375 432 Shareholders' Funds 762 767 934 1128 1355
Growth (%) -30.1 -67.9 519.5 12.4 15.3 Minority Interest 0 0 0 0 0
EBITDA Margin (%) 9.9 4.9 17.5 17.2 17.7 Total Debt 348 115 212 186 159
Depreciation 73 61 59 62 65 Net Deferred Taxes 14 12 11 11 11
Other Income 34 41 34 39 44 Total Sources of Funds 1124 893 1156 1325 1525
EBIT 128 33 309 352 411 APPLICATION OF FUNDS
Interest expenses 43 30 18 21 20 Net Block & Goodwill 490 473 486 464 444
PBT 85 3 291 330 391 CWIP 4 3 2 2 2
Tax 16 0 74 85 100 Investments 34 54 53 53 53
PAT 69 4 216 246 290 Other Non-Curr. Assets 30 31 17 17 14
Share of Asso./Minority Int. 0 0 0 0 0 Total Non-Current Assets 559 560 558 536 513
Adj. PAT 69 4 216 246 290 Inventories 430 255 405 508 553
Growth (%) -30.1 -94.8 5906.4 13.7 18.0 Debtors 340 260 386 447 468
EPS 14.8 0.8 46.2 52.5 61.9 Cash & Equivalents 5 6 6 36 210
Other Current Assets 125 129 157 199 238
Total Current Assets 900 650 955 1191 1468
Creditors 182 176 213 233 267
Other Current Liab & Provisions 160 157 136 162 182
Total Current Liabilities 342 333 349 394 449
Net Current Assets 558 317 605 796 1018
Total Application of Funds 1124 893 1156 1325 1525
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Cash Flow Statement Key Ratios
Reported PBT 85 3 291 330 391 Profitability Ratios (%)
Non-operating & EO items 0 -7 -7 13 10 EBITDA Margin 9.9 4.9 17.5 17.2 17.7
Interest Expenses 28 18 6 21 20 EBIT Margin 7.5 3.1 16.2 16.2 16.8
Depreciation 73 61 59 62 65 APAT Margin 4.1 0.3 11.4 11.3 11.9
Working Capital Change 15 259 -227 -173 -57 RoE 9.1 0.5 25.4 23.8 23.4
Tax Paid 0 -4 -77 -85 -100 RoCE 11.3 34 30.5 28.6 29.0
OPERATING CASH FLOW (a) 201 330 45 169 328 Solvency Ratio (x)
Capex -43 -15 -66 -40 -45 Net Debt/EBITDA 2.0 2.0 0.6 0.4 -0.1
Free Cash Flow 158 315 -21 129 283 Net D/E 0.4 0.1 0.2 0.1 0.0
Investments 0 -19 0 0 0 Per Share Data (Rs)
Non-operating income 15 12 12 0 0 EPS 14.8 0.8 46.2 52.5 61.9
INVESTING CASH FLOW (b)) -28 -22 -53 -40 -45 CEPS 30.4 13.8 58.7 65.7 75.8
Debt Issuance / (Repaid) -65 -270 91 -26 -27 BV 162.7 163.7 199.4 240.8 289.3
Interest Expenses -38 -28 -29 -21 -20 Dividend 8.6 4.6 9.2 11.0 13.5
FCFE 70 9 54 82 237 Turnover Ratios (days)
Share Capital Issuance 0 0 0 0 0 Debtor days 79 101 62 70 68
Dividend -50 0 -50 -52 -63 Inventory days 92 115 63 77 79
FINANCING CASH FLOW (c) -153 -299 13 -99 -110 Creditors days 38 60 37 37 37
NET CASH FLOW (a+b+c) 20 9 5 30 173 VALUATION
P/E 37.4 719.3 12.0 10.5 8.9
One-year share price data P/BV 3.4 3.4 28 23 1.9
800 EV/EBITDA 17.5 49.8 8.3 7.3 5.8
700 EV / Revenues 1.7 2.5 1.5 1.2 1.0
600 Dividend Yield (%) 1.6 0.8 1.7 2.0 2.4
500 Dividend Payout 58.2 598.6 19.9 21.0 21.8
400 (Source: Company, HDFC sec)
300
200
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HDFC Sec Retail Research Rating description

Green Rating stocks

This rating is given to stocks that represent large and established business having track record of decades and good reputation in the industry. They are industry leaders or have significant market share. They have multiple streams of cash flows and/or strong balance sheet to withstand downturn in
economic cycle. These stocks offer moderate returns and at the same time are unlikely to suffer severe drawdown in their stock prices. These stocks can be kept as a part of long term portfolio holding, if so desired. This stocks offer low risk and lower reward and are suitable for beginners. They
offer stability to the portfolio.

Yellow Rating stocks
This rating is given to stocks that have strong balance sheet and are from relatively stable industries which are likely to remain relevant for long time and unlikely to be affected much by economic or technological disruptions. These stocks have emerged stronger over time but are yet to reach the
level of green rating stocks. They offer medium risk, medium return opportunities. Some of these have the potential to attain green rating over time.

Red Rating stocks
This rating is given to emerging companies which are riskier than their established peers. Their share price tends to be volatile though they offer high growth potential. They are susceptible to severe downturn in their industry or in overall economy. Management of these companies need to prove
their mettle in handling cyclicality of their business. If they are successful in navigating challenges, the market rewards their shareholders with handsome gains; otherwise their stock prices can take a severe beating. Overall these stocks offer high risk high return opportunities.

Disclosure:

1, Harsh Sheth, Research Analyst, MCom, authors and the names 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 not have any material conflict of interest.

Any holding in stock — No

HDFC 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 meant for sole use by the recipient and not for circulation. 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. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended
to be complete and 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 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. 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.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations described in this
report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other
advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any material conflict of interest at the time of publication of this report. Compensation of our
Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any compensation/benefits from the subject company or third party in connection with the Research Report.

HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066
Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

HDFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg. No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SE Bl Research Analyst Reg. No.: INH000002475; SEBI Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before investing.

0 7/RETAILRESEARCH

4


mailto:complianceofficer@hdfcsec.com

		2022-12-08T08:41:00+0530
	HARSH RAJENDRA SHETH




