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Stock Update
Focus on regaining growth; but revival with take time

(%) 1m 3m 6m 12m

Absolute 10.0 5.1 -10.4 -13.8

Relative to Sensex 5.9 0.0 -10.3 -23.0

Key points

We met Mr. Bhavin Sheth, CFO of Kewal Kiran 
Clothing to understand the current business 
environment and future growth prospects. Our 
interaction suggests the increased focus of the 
management towards reviving revenue growth 
without putting much stress on margins and balance 
sheet.

 �  Strategies in place, but revival in revenue 
growth will take time: KKCL has revamped its 
strategies to improve revenue growth (ahead 
of industry average of 5-6%) in the forthcoming 
quarters. Over the years the company had 
a conservative approach to the sale of its 
garments to wholesalers/distributors on out-
right purchase agreement (no sales-on-return 
[SOR] basis). Though this strategy aided a strong 
balance sheet with better cash flows, it didn’t 
provide an access into the key markets such as 
North India where KKCL has low penetration. 
In view of this, the company has decided to go 
with a win-win strategy by offering garments 
on an agreement of 20-30 percent SOR basis, 
which will help them to gradually increase 
penetration in Northern India. Further, the 
company is trying to reduce its time of delivery 
of products (fabric to dispatch) to 21-25 days 
(as compared to 30+days) from the date of 
the order by manufacturing and inventorying 
adequate (but not bulk) quantity of different 
designs/styles of garments. This would result in 
higher inventory days (expected to stay around 
110 days in the near term) but the garment will 
quickly reach the shelf of the retailers/Large 
Format Stores. Further, the company is focusing 
on gaining market share in the low price denim 
segment (Rs. 1300 to 1600 per unit) with the 
launch of “Immortal” brand, which has gained 
good acceptance in the domestic market.

 �  Desi Belle acquisition marks entry into the 
women’s wear segment; scouting for acquisition 
in Kid’s wear space: The acquisition of Desi 
Belle brand opens a new path for KKCL to enter 
into the women’s wear market. The company 
would be focusing on introducing women’s 
casual wear apparel under the Desi Belle brand 
(Pan India) and is looking to garner Revenues 
of Rs. 100 crore over the next five years. The 
company has around Rs. 250 crore of cash & 
cash equivalents, which, it is planning to invest 
in inorganic initiatives (largely in Kid’s wear 
space) to improve its future growth prospects. 

Kewal Kiran Clothing

Reco: Hold  |  CMP: Rs1,300
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As of now, KKCL has 318 EBOs (Exclusive Brand 
Outlets) including 304 Franchisee Owned 
Franchisee Operated outlets (FOFO) and 14 
stores that are company operated (COCO). 
KKCL is not focusing on adding new stores in 
the near term and would focus on improving the 
business fundamentals of its existing stores.

 �  Q4FY19 revenues to grow in low double digits; 
OPM to remain flat on y-o-y basis: Like other 
branded apparel/retail companies, KKCL’s 
Q3FY19 performance was boosted by favorable 
festive demand with revenues growing by 
~18% and the PAT growing by 22% during the 
quarter. However, we expect revenue growth to 
be moderate to low double digits in the range 
of 10-11% (largely volume led growth pushed 
by revamped strategies). The company reaped 
the benefits of efficient and bulk buying of raw 
materials with gross margins staying high by 
330 bps in 9MFY19. However, the benefits would 
not continue in Q4FY19 and hence the gross 
margins would marginally improve/stay flat 
during the quarter. Hence, the OPM is expected 
to stay flat at 21.2% in Q4FY19. The operating 

profit and PAT is expected to grow by ~10% 
each in Q4FY19 (largely in-line with the revenue 
growth).

 �  Gradual revival in performance foreseen; 
retained Hold: KKCL is getting out of a 
conservative mode and is focusing on regaining 
its footing in the denim/casual wear space. 
Though the levers are in place, we expect 
the revival to take some time. Hence, revenue 
growth is expected to remain in the range of 
8-10% in the coming years. However the OPM 
will continue to remain at 20%+ as the company 
will focus on promotional offerings to consumers 
rather than spending more on brand building 
and media activities. The working capital days 
are expected remain stable and hence, we 
expect balance sheet to remain de-leveraged 
(except for any significant acquisition). We 
maintain our Hold recommendation on the stock 
with an unchanged Price Target of Rs. 1,415 and 
would advise investors with long term view to 
stay invested in the company, given its lean 
balance sheet and decent margin profile in the 
apparel space.

Valuations (Standalone) Rs cr

Particulars FY17 FY18 FY19E FY20E FY21E

Net sales            477.1         461.9         502.9         538.1         581.1 

OPM (%)              20.7            21.3            22.6           23.5           23.7 

Adjusted Net Profit              74.6            73.2            81.7           91.3         100.7 

EPS (Rs.)              60.5            59.4            66.3           74.1           81.7 

P/E (x)              21.5            21.9            19.6           17.6           15.9 

EV/EBITDA (x)              11.8            11.4              9.5              8.2              7.1 

RoE (%) 22.2 18.9 19.7 20.3 20.4

RoCE (%)              19.3            17.3            18.7           19.7           19.8 
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