
1 Evaluateresearch.com 

 

 

 

 

 

 

 

 

  

www.evaluateresearch.com  
Rajesh Exports (RJEX_IN)  

Initiation  Report 

Consumer Discretionary: Gold Jewelry Manufacturer 

March 19, 2020  

As part of our ongoing research coverage over the past 5 years of 
Rajesh Exports Ltd. (REL), we are issuing this Updated Initiation 
Report, which seeks to refresh and update our primary/initial 
Initiation Report from July 23, 2015.  With the publication of its 25th 
Annual Report in 2019, and completing 30 years since its incorporation, 
REL has continued to grow steadily and has met a great deal of the 
growth goals which we first articulated 5 years ago, and the stock price 
today of Rs.609 [and prior highs of over Rs.800] is close to our original 
Rs.700 target from back then.  We reaffirm our ongoing Rs.900 target for 
the stock. 
 
In this report, we will first reiterate our conclusion and stock price 
recommendation, and then present current and up-to-date investment 
thesis points, company background, full financial model & forecasts, 
catalysts, risks, etc. 
 
2%, ÉÓ )ÎÄÉÁȭÓ ÌÁÒÇÅÓÔ ÅØÐÏÒÔÅÒ ÏÆ ÇÏÌÄ ÊÅ×ÅÌÒÙ ×ÉÔÈ Á τπϷ ÍÁÒËÅÔ ÓÈÁÒÅȢ 
The company has grown rapidly over the past decade and expects to 
maintain a strong growth momentum going forward driven by 
numerous catalysts which are likely to unfold in the near to intermediate 
term.  Over the last five years, the company has recorded 15% EPS CAGR 
and 30% revenue CAGR.    
 
Conclusion: Rs. 900 target, 48% Upside  
We maintain our FY2020 earnings estimate of Rs. 44.66 per share on 
account of continued growth in revenues and an increase in profitability. 
We maintain our one-year price target of Rs. 900 on the stock. Our price 
target represents an upside of approximately 48% from the current 
levels. Our 12-month price target on the stock is based on DCF 
methodology and backed by traditional P/E multiples as well. Please see 
detailed earnings and valuation model attached.  
 
2%, ÉÓ ÔÈÅ ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ ÒÅÆÉÎÅÒ ÏÆ ÇÏÌÄ ÁÎÄ largest exporter of gold 
jewelry with a 40% market share in India. With over 30 years of 
operating history, the company is a low cost manufacturer due to 
economies of scale, and it derives 90% of its revenues from exports. The 
company is rapidly expanding retail stores in India as well, with 82 
stores presently. The company is a prime beneficiary of secular growth 
in Indian and Asian gold and jewelry demand. Over the last five years, 
the company has recorded a CAGR of 15% in EPS and 30% in revenues.  
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(INR mn except ratio)  FY 2020E FY 2021E 

Revenue 1,859,352 2,008,100 

Net Income  13,187 14,951 

EPS (Rs) 44.66 50.64 

EPS Growth  2% 13% 

PE 14 12 

EV/EBITDA  6 4 

P/B 2.00 1.76 
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Our DCF-based price is Rs. 857 which assumes a 13% WACC and a 3% 
terminal growth rate. Our price target implies a P/E multiple of 20x on our 
FY03/2020 EPS estimate of Rs. 44.66, and a P/E of 18x on our forward 
FY03/2021 estimate of Rs. 50.64. We continue to remain positive on the 
ÍÁÒÇÉÎ ÇÒÏ×ÔÈ ÓÔÏÒÙ ÂÁÓÅÄ ÏÎ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÓÔÒÏÎÇ ÅØÅÃÕÔÉÏÎ ÓÅÅÎ ÏÖÅÒ ÔÈÅ 
last 18 months. While the company operates at a low level absolute of 
operating margins, a relatively small increase in margins can be highly 
accretive to the EPS.  
 
Currently, the stock is trading at a P/E multiple of just 14x on our FY03/2020 
EPS estimate, and a P/E of 12x on our forward FY03/2021 estimate, which is 
at a significant discount to its 5-year average P/E of 16x, as well as the overall 
Indian stock market where the benchmark NIFTY Index is trading at a trailing 
20x P/E level. Also, the stock is trading at a Price/Sales ratio of just 0.10 on 
our FY03/2020 revenue estimate and a P/S of 0.09x on our forward 
FY03/2021 estimate, which is at a significant discount to the trailing P/S ratio 
of 2.0x for the NIFTY Index. 
 
Company Description  
2%, ÉÓ Á ÇÌÏÂÁÌ ÌÅÁÄÅÒ ÉÎ ÔÈÅ ÇÏÌÄ ÂÕÓÉÎÅÓÓȢ )Ô ÉÓ ÏÎÅ ÏÆ ÔÈÅ ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ ÇÏÌÄ 
manufacturers.  REL has over 30 years of operating history, having set up in 
1989, and is incorporated in Bangalore, India with its operations bearing a 
foothold, globally. It is the only company with presence across the entire value 
chain of gold, from refining to retailing, and is also the largest producer of gold. 
It processes 35% of overall gold volume produced in the world! With this 
being said, and to add, REL is also one of the lowest cost Gold 
manufacturers/jewelry producers in the world due to economies of scale, and 
it derives 91% of its revenues from exports.  
 
REL has two business divisions; Exports and Retail which accounts for 91% 
and 9% of total revenues respectively. The company currently is the largest 
ÇÏÌÄ ÒÅÆÉÎÅÒ ÉÎ ÔÈÅ ×ÏÒÌÄȟ ÒÅÆÉÎÉÎÇ ÏÖÅÒ συϷ ÏÆ ÔÈÅ ×ÏÒÌÄȭÓ ÇÏÌÄ ÁÔ ÉÔÓ ÆÁÃÉÌÉÔÉÅÓ 
located in India and Switzerland.  It has a capacity to refine 2,400 tons of gold 
per annum. It also has a jewelry manufacturing facility in the southern cities 
of Bangalore and Cochin along with Dubai (UAE) with a total capacity of 350 
tons per annum. REL is consistently working towards its goal of being the first 
and the only global company, which would be seamlessly integrated from 
mining to consumer in a sizeable manner. Currently REL is a seamlessly 
integrated company with a small front end and a large middle end of the 
operations. REL is working towards strengthening its front end operations, 
wherein it would be growing its retail presence by increasing the number of 
its showrooms globally and by launching an E-commerce platform for global 
distribution of its product.   
 
It currently prides itself on being recognized for being the largest gold-based 
product exporter in India.  With this premise, the company is rapidly 
expanding into retail stores as well, with 82 stores presently. It is aiming to 
expand further with its newly began scheme of Duty-Free Shops in Airports, 
and E-commerce platforms that are in rapid development and are to be 
segmentally launched in full-scale soon.   
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Source: Company Presentation 
 
The company is a prime beneficiary of secular growth in Indian and Asian gold 
and jewelry demand. It is ranked 495 th  on the Fortune Global 500 list of 
Companies with revenues in excess of $25 million, and 8 th  for revenues 
in India.  
 

 
Source: Company Presentation 
 
Significant Growth in Retail  
!ÆÔÅÒ ÈÁÖÉÎÇ ÅÓÔÁÂÌÉÓÈÅÄ ÉÔÓÅÌÆ ÁÓ )ÎÄÉÁȭÓ ÌÁÒÇÅÓÔ ÇÏÌÄ ÅØÐÏÒÔ ÈÏÕÓÅȟ Á ÊÏÕÒÎÅÙ 
that began in the year 1985, management decided to foray into the high-
margin, lucrative gold retail business in the year 2010.  Since then, the store 
count has grown at a healthy pace and currently stands at 82 stores, mostly in 
southern region of India. 
 
Retail business currently contributes 9% to the total revenues, and this is 
expected to increase over the next 3-4 years. The company operates under the 
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franchisee model in the retail space and has a strong competitive edge being 
the lowest cost gold producer and possessing a curated database of 1 million 
designs in its repertoire.  This huge variety means that the company has 
something to offer every customer type who has varied tastes and 
preferences.  
 
)Î ÔÅÒÍÓ ÏÆ ÔÈÅ ÇÅÏÇÒÁÐÈÉÃ ÄÉÓÔÒÉÂÕÔÉÏÎȟ Á ÍÁÊÏÒÉÔÙ ÏÆ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÓÔÏÒÅÓ ÁÒÅ 
located in southern India which commands almost 48% of the total Indian 
retail market. Management plans to increase its presence in other Indian cities 
ÏÖÅÒ ÔÉÍÅ ÁÓ ÉÔ ÇÁÉÎÓ ÍÏÒÅ ÉÎÓÉÇÈÔÓ ÉÎÔÏ ÔÈÅ ÌÏÃÁÌ ÃÕÓÔÏÍÅÒÓȭ ÔÁÓÔÅÓ ÁÎÄ 
preferences, as well as expand abroad. In the 1st phase of three years, the 
company plans to expand to 500 retail showrooms in 5 south India states that 
have the highest consumption of gold in India. The 2nd phase of three years 
has plans to add 1,500 retail showrooms in North, East, West & Central India. 
The 3rd   and 4th phase of three years each is to add 500 showrooms in new 
geographies across Asia, US & Europe.  

 
Source: Company reports 
 
Margin Expansion: High Operating Leverage  
The company is currently undergoing a positive mix shift whereby the 
proportion of revenue contribution from the high-margin retail business is 
increasing.  There is very high operating leverage in the business with the 
company operating at an EBITDA margin of 2.5%.  Hence, a small increase in 
margins can have a multiplier effect on the net income.  The retail business 
commands gross margins in the range of 7%-8% while the exports business 
operates at a gross margin of under 2%.   Even within the exports segment, 
management is targeting to increase the proportion of designer jewelry which 
carries higher margins.  Overall, management targets expanding EBITDA 
margins from 2.5% to 2.9% over the next few years. 
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Strong Management: 30 Years Track Record  
The company is run by the Executive Chairman Rajesh Mehta and his brother 
0ÒÁÓÈÁÎÔ -ÅÈÔÁȟ ÔÈÅ ÃÏÍÐÁÎÙȭÓ -ÁÎÁÇÉÎÇ $ÉÒÅÃÔÏÒȟ ×ÈÏ ÈÁÖÅ συ ÙÅÁÒÓ ÏÆ 
experience in running this jewelry business, being both actively involved in 
the operations of the REL retail segment.  In fact, even before the company 
came into existence in 1989, Mr. Rajesh Mehta had been assisting his father in 
running his small jewelry business. The company has a great track record of 
creating shareholder wealth since its listing in the year 1996 as the stock has 
appreciated multi-fold since then. Additionally, the family owns about 54% of 
the shares outstanding and has never sold any shares since the IPO. The 
company currently owes zero debt. In our conversation with management, 
the Chairman reiterated his ambitious growth plans which should 
further add shareholder value if successfully executed.  
 
Lowest Cost Manufacturers of Gold in the World  
Management claims to be the lowest cost manufacturers of gold in the world 
×ÉÔÈ ÔÈÅ ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ ÇÏÌÄ ÍÁÎÕÆÁÃÔÕÒÉÎÇ ÆÁÃÉÌÉÔÙ ÈÁÖÉÎÇ Á ÃÁÐÁÃÉÔÙ ÏÆ συπ 
tons per annum [TPA] located in the Indian cities of Bangalore and Cochin 
along with a facility in Dubai (UAE).  Over the years, the company has 
developed strong technological know-how which helps it minimize wastage 
which according to management is less than 0.25% compared to 3% for the 
industry. Gold waste is also recyclable and produced in small amounts overall, 
therein, posing minimum, if not any, environmental or ethical dilemmas. The 
company uses state-of-the-art technology to recover gold from air, water and 
every other material in its manufacturing unit.  The company imports raw 
gold which attracts lower import duty and refines it in its own refinery which 
helps them keep their costs low as labor is easily available and relatively 
inexpensive in India.  Management remains on the lookout to further lower its 
production costs through vertical integration and business expansion. 
 
All Gold Positions Hedged: No Price and FX Risk 
! ÃÌÏÓÅÒ ÌÏÏË ÉÎÔÏ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÅØÐÏÒÔÓ ÂÕÓÉÎÅÓÓ ÒÅÖÅÁÌÓ ÔÈÁÔ ÁÓ ÓÏÏÎ ÁÓ ÔÈÅ 
company receives an export order, it immediately matches the price with its 
import order.  This eliminates the risk of fluctuation in the gold prices from 
the time of receiving an export order to the time of dispatching the finished 
product.  Additionally, the currency risk is completely hedged at the time the 
order is received.  The cost of hedging and the credit cost is completely offset 
by the interest the company receives on the deposit with the bank to obtain 
the letter of credit required in the import of gold.  This process can be better 
understood from the figure below.          
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Source: Company Reports 
 
Exports Business 91% of Rev; No Inventory Risk  
The jewelry exports business remains a cash cow for the company and 
contributes approximately 91% of revenues.  The company currently is the 
ÌÁÒÇÅÓÔ ÇÏÌÄ ÒÅÆÉÎÅÒ ÉÎ ÔÈÅ ×ÏÒÌÄȟ ÒÅÆÉÎÉÎÇ ÏÖÅÒ συϷ ÏÆ ÔÈÅ ×ÏÒÌÄȭÓ ÇÏÌÄ ÁÔ ÉÔÓ 
facilities located in India and Switzerland.  It has a capacity to refine 2,400 
tons of gold per annum. It also has a jewelry manufacturing facility in the 
southern cities of Bangalore and Cochin along with Dubai (UAE) with a total 
capacity of 350 tons per annum. The company does not carry any inventory 
risk and only processes jewelry upon receipt of an order.  
 
Venturing into the Gold Loan Business  
The company plans to venture into the gold loan financing business soon 
which should complement its gold retail business, in our view.  Management 
is carefully assessing the market and is expected to take a final decision soon.  
4ÈÅ ÃÏÍÐÁÎÙȭÓ ÅØÉÓÔÉÎÇ ÎÅÔ×ÏÒË ÏÆ ÒÅÔÁÉÌ ÓÔÏÒÅÓ ×ÉÌÌ ÐÒÏÖÉÄÅ Á ÒÅÁÄÙ ÃÕÓÔÏÍÅÒ 
base and a good opportunity to cross-sell.   The gold loan business should have 
Á ÐÏÓÉÔÉÖÅ ÉÍÐÁÃÔ ÏÎ ÔÈÅ ÃÏÍÐÁÎÙȭÓ revenues and profitability, in our view.  
 
Very Low Maintenance CAPX 
The company has grown rapidly over the past decade and expects to maintain 
a strong growth momentum in the intermediate term.  As such, the growth 
CAPX will likely remain at an elevated level as the company pursues organic 
growth opportunities by rolling out more retail stores [majority are 
franchisees which requires limited CAPX from the company at a hopeful 
international -level] as well as inorganic growth through M&A [like the 
European gold-refiner Valcambi, the largest in the world at the time, 
acquisition which happened mid-2015]. However, once a manufacturing unit 
is established, the maintenance CAPX requirements are limited at less than 
Rs.20 million per annum. 
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Significant Capacity t o Take Care of Demand 
At 2400 tons per annum of refining capacity and 350 tons per annum of 
manufacturing capacity, the company is positioned to take care of higher 
demand for its products. With a long-term vision of secular growth in gold 
demand, management has expanded its manufacturing capacity over the 
years. The capacity utilization has also increased over the years and 
management expects it to further increase going forward driven by increasing 
export orders and robust growth in its retail branch network.   
 
Cultural & Demographic Trends Bode Well for Gold  
7ÉÔÈ υπϷ ÏÆ )ÎÄÉÁȭÓ ÐÏÐÕÌÁÔÉÏÎ ÂÅÌÏ× ÔÈÅ ÁÇÅ ÏÆ σπȟ ÔÈÅ ÄÅÍÏÇÒÁÐÈÉÃ ÔÒÅÎÄÓ 
bode well for domestic gold consumption. India is the largest consumer of 
gold in the world. Indian weddings are famous for spending on bridal jewelry, 
as well as by those attending the event.   
 
)ÎÄÉÁ ÒÅÃÌÁÉÍÅÄ ÉÔÓ ×ÏÒÌÄȭÓ ÔÏÐ ÇÏÌÄ ÃÏÎÓÕÍÅÒ ÃÒÏ×Î ÆÒÏÍ #ÈÉÎÁ ÁÓ ÄÅÍÁÎÄ 
for jewelry hit a four-year high in Q12019 at 125.4 tons according to the IBEF 
ɉ)ÎÄÉÁÎ "ÒÁÎÄ %ÑÕÉÔÙ &ÏÕÎÄÁÔÉÏÎɊȢ )ÎÄÉÁȭÓ ÇÏÌÄ ÊÅ×ÅÌÒÙ ÅØÐÏÒÔÓ ÓÔÏÏÄ ÁÔ 53Α 
4.06 bn and imports stood at US$ 98.17 bn in FY20P (April-*ÕÌÙȭρωɊȢ4ÈÅ 
Government of India has also made the decision to allow 100% FDI into the 
sector in India, opening up doors to rapid growth and expansion in the US$ 
35.77 bn household jewelry space in retail. China has also grown rapidly, and 
we believe there is tremendous pent-up demand and consumer buying power, 
ÁÓ ÈÉÓÔÏÒÉÃÁÌÌÙ ÊÅ×ÅÌÒÙ ×ÁÓ ÂÁÎÎÅÄ ÕÎÄÅÒ ÃÏÍÍÕÎÉÓÔ ÒÕÌÅȟ ÓÏ ÉÔȭÓ ÎÏÔ ÂÅÅÎ 
handed down over the generations, as is the case in India.  
 
For the current year, and according to the Business Standard, ȰIndia's demand 
for gold jewelry hit a four-year high in Q1CY19 at 125.4 tons. This, WGC 
[World Gold Council] said, helped the overall gold demand for jewelry at the 
ÇÌÏÂÁÌ ÌÅÖÅÌ ÉÎÃÈ ÎÅÁÒÌÙ ρϷ ÈÉÇÈÅÒ ÔÏ υσπȢσ ÔÏÎÓȢȱ )Î ÔÈÅ ÐÁÓÔ year 2018, full 
year jewelry demand globally, however, was steady at 2,200 tons. India and 
China contributed majorly, with 598 and 672.5 tons, respectfully. )ÎÄÉÁȭÓ ÇÏÌÄ 
jewelry market is roughly 29%.  #ÈÉÎÁȭÓ ÇÏÌÄ ÊÅ×ÅÌÒÙ ÍÁÒËÅÔȟ ÏÎ ÔÈÅ ÏÔÈÅÒ 
hand, is thÅ ÌÁÒÇÅÓÔ ÉÎ ÔÈÅ ×ÏÒÌÄ ÓÔÁÎÄÉÎÇȟ ÊÕÓÔ Á ÓÍÉÄÇÅ ÁÂÏÖÅ )ÎÄÉÁȭÓ 
contribution of 29%, at 30% of the total global gold jewelry demand.  
Together, India and China are the main drivers of gold jewelry consumption 
globally with 60% of the consumption derived from their end. This bodes well 
for Rajesh Exports as a domestic retailer in their Asian and Middle East export 
businesses, as well as other potential exploits in the European and American 
regions, as they should see fit.  Finally, in our conversations with several 
Indian jewelers, there is a growing concern about fake diamonds, mainly from 
man-made Russian labs.  Some participants feel as many as one-third of 
diamonds in India may be fake.  Gold may benefit from these diamond 
concerns, as the purity and veracity of the yellow metal is both easily 
verifiable and authentic. 
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Entering New Export Market ɀ Global Footprint  
REL is trying to enhance its global footprints and to make effective utilization 
of spare capacity by way of entering newer export markets. Currently the 
company trades with Middle East, USA, Europe and is looking to increase its 
presence in these markets as well as enter into newer geographies.  
 
Robust Retail Franchise Model  
Retail growth will largely take place via the franchise model.  We think this 
format of growth makes sense for the company for several reasons such as 
risk, capital outlay, managing individual stores in diverse cities, profitability 
and ultimately ROI.  REL requires franchisees to procure top-tier store 
locations on their own.  As almost all franchisees are already in the retail 
jewelry trade, often for decades, they invariably already have preferred 
locations that would be hard to replicate for a newcomer or for REL to set up 
on their own with new stores.  Thus the real estate [store] investment risk is 
on the franchisee.  REL provides the entire inventory, which is typically 35 kgs 
of gold jewelry, worth about US$ 1.4 million [Rs. 88 million, or Rs. 8.8 
crores].  REL will only make this inventory investment with hard collateral in 
one of three forms: land, cash, or gold.  The company is very clear it will not 
take any other form of collateral, and they further require personal guarantees 
[such as post-dated checks, etc] from the franchisee and immediate family 
members. 
 
With individual franchisees managing their stores, the risk of theft and 
inventory shrinkage is mitigated.  Also, franchisees have customer 
relationships and a reputation in the local marketplace often going back a 
couple of generations.  The franchisee frees up his entire inventory capital 
requirement.  Overall, if properly executed, the franchisee model is a win-win 
for all parties.  REL targets a ROI of 24%, while it claims franchises have a ROI 
much higher than if they were to go it alone.  REL has the benefit of being a 
low cost producer which benefits sales and margins, and it also bears 
responsibility for overall branding and advertising support. 
 
Recent Results 
Positive Rise in Net Profit Despite Economic Headwinds  
REL reported positive growth in net profit on a QoQ and YoY basis despite a 
blip in revenues due to a global economic slowdown and a higher gold price. 
Revenues for the fiscal third quarter [ended December] came in at Rs.406 bn, 
down 8% on a YoY basis.  However, the strategy to focus on the sale of high 
margin products by the company is expected to revive growth for the 
company in the coming quarters. The surging order book also indicates that 
the company will show sustained growth in revenues and profitability for the 
FY03/2020 and beyond [more details below]. For the third quarter, EPS 
increased marginally by 0.2% to Rs.10.72 vs. Rs.10.70 in Q3 FY2019, while net 
profit also increased by 0.2% from Rs.3.15 bn in Q3 FY2019 to Rs.3.16 bn in 
Q3FY2020. The net profit growth was marginally positive as compared to the 
decline in revenues on account of decrease in raw material costs as a 
percentage of sales leading to an improvement in gross margins for the third 
quarter in a row. 
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Order Book Swells by 17% QoQ to Rs.624 bn 
At the end of the third quarter ended December, the order book surged by 
Rs.90 bn to Rs. 624 bn from Rs. 534 bn at the end of the third quarter ended 
September. The rise in the order book by 17% on a sequential QoQ basis 
indicates growth in revenues will sustain in the coming quarters. The 
company also expects to receive significant orders for their range of jewelry 
from international markets. The Company will be executing orders from its 
own manufacturing facility, which is the world's largest jewelry 
manufacturing facility. This facility has a processing capacity of 250 tons of 
jewelry and gold products per annum. The company is confident of executing 
its orders well within the time frame on the back of its expertise, skilled 
craftsmen, artisans & its exceptionally strong backward integrated 
infrastructure.  
 
The company had introduced new designs in the international markets which 
constitute a new range of jewelry. The company expects further significant 
orders for this range of jewelry from the international markets. In April 2019 
REL had opened its 82nd retail showroom under its brand SHUBH 
JEWELLERS at Mangalore. With this launch the company now has 82 Shubh 
Jewellers showrooms. The company is aggressively planning to launch more 
Shubh Jewellers showrooms in the coming months. 
 
Bangalore Refinery Starting Anytime Soon  
During our conversations with management, they mentioned to us that the 
company is currently in the final stages of setting up its gold refining facility 
in Bangalore and that the facility should be operational anytime soon. The 
ÐÒÏÄÕÃÔÓ ÄÅÖÅÌÏÐÅÄ ÁÔ ÔÈÉÓ ÆÁÃÉÌÉÔÙ ×ÉÌÌ ÂÅ ÕÓÅÄ ÆÏÒ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÅØÐÏÒÔ 
business as well as for its domestic business in India. The refinery is expected 
to contribute an additional 5% to 8% of the existing revenues when it reaches 
full production. It is expected to reach 100% capacity utilization after one year 
from the start of commercial production.   
 
The refinery will help the company to further integrate its refining, 
manufacturing and export and retail operations. At the end of the third 
ÑÕÁÒÔÅÒȟ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÏÒÄÅÒ ÂÏÏË ÓÔÏÏÄ ÁÔ 2ÓȢφςτ ÂÎȢ 4ÈÅ ÃÏÍÐÁÎÙ 
continues to operate 82 retail jewelry stores in Karnataka under its brand 
name Shubh.  The company currently is the largest gold refiner in the world, 
ÒÅÆÉÎÉÎÇ ÏÖÅÒ συϷ ÏÆ ÔÈÅ ×ÏÒÌÄȭÓ ÇÏÌÄ ÁÔ ÉÔÓ ÆÁÃÉÌÉÔÉÅÓ ÌÏÃÁÔÅÄ ÉÎ )ÎÄÉÁ ÁÎÄ 
Switzerland.  It has a capacity to refine 2,400 tons of gold per annum. 
 
Risks 
 
Current Account Deficit:   Import Controls  
Historically and likely going forward, gold has been a great store of value for 
Indians.  It has been a good inflation hedge and currency hedge, as gold is an 
international commodity and local Indian prices reflect Rupee pricing after 
conversion from US dollar prices.  However, India continues to run a current 
ÁÃÃÏÕÎÔ ÄÅÆÉÃÉÔ ɍ#!$Ɏȟ ÁÎÄ ÔÈÅ )ÎÄÉÁÎ ÃÏÎÓÕÍÅÒȭÓ ÌÏÖÅ ÁÆÆÁÉÒ ×ÉÔÈ ÇÏÌÄ ÁÎÄ 
precious stones [such as diamonds] are a large contributor. Gold imports have 
increased 54% to approximately $4 bn in April of 2019, raising concerns over 
ÔÈÅ ÃÏÕÎÔÒÙȭÓ ÔÒÁÄÅ ÄÅÆÉÃÉÔ ÅØÔÅÎÄÉÎÇ ÔÈÅ ÇÒÏ×ÉÎÇ ÂÁÄ ÔÒÁÄÅ ÐÒÁÃÔÉÃÅÓ ÌÏÏÍÉÎÇ 
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ÁÒÏÕÎÄ ÔÈÅ ×ÏÒÌÄȟ ÅÓÐÅÃÉÁÌÌÙ ÉÎ ÔÈÅ !ÓÉÁÎ ÒÅÇÉÏÎȢ 4ÈÉÓ ÈÁÓ ÓÐÉËÅÄ )ÎÄÉÁȭÓ #!$ȟ 
which was not much and fairly under controlled. This is a worrying concern 
amongst Economists who see the rising inflow of Gold into the country to be 
creating trade imbalances. However, lower oil prices is seen be a way of 
controlling this largely on the back of lower import oil prices, any future surge 
in the CAD could lead to the import restriction on gold.  While any such 
restrictions are likely to be temporary and just lead to deferral of revenue, and 
not permanently lost revenue, it could nonetheless impact short-term 
revenue and profitability. 
 
Expensive Acquisitions  
Sometimes companies with ambitious growth targets end up making 
expensive acquisitions which results in shareholder value destruction in the 
long term. The company acquired the retail network of 36 stores from 
Oyzterbay in 2008 which did not work out as per expectations. However, it 
did gain insights into the Indian retail market and is currently doing well with 
its Shubh retail chain.  
 
Their next acquisition, which occurred in 2015, was the acquisition of Swiss-
based Valcambi for USD 400 million. This was expensive but proved to be very 
invaluable for REL in setting it apart from competition as a market leader. It 
ÅÎÁÂÌÅÄ ÔÈÅ ÒÅÔÁÉÌ ÄÉÖÉÓÉÏÎ ÔÏ ÅÍÅÒÇÅ ÁÓ ÔÈÅ Ȱ7ÏÒÌÄȭÓ ,ÁÒÇÅÓÔ 'ÏÌÄ #ÏÍÐÁÎÙȱ 
across the entire gold value chain, from refining to processing.  
 
Poor Execution in Retail Business Expansion  
The company has a presence in the Indian wholesale jewelry distribution 
ÍÁÒËÅÔ ÆÏÒ ÔÈÅ ÐÁÓÔ σπ ÙÅÁÒÓ ×ÈÉÃÈ ÇÉÖÅÓ ÕÓ ÃÏÎÆÉÄÅÎÃÅ ÁÂÏÕÔ ÍÁÎÁÇÅÍÅÎÔȭÓ 
track record and execution skills.  However, the retail jewelry business has its 
own set of dynamics which management needs to keep in mind while 
expanding in this space.  A failure to be on top of changes in fashion and 
ÃÕÓÔÏÍÅÒÓ ÔÁÓÔÅÓ ÁÎÄ ÐÒÅÆÅÒÅÎÃÅÓ ÃÁÎ ÎÅÇÁÔÉÖÅÌÙ ÉÍÐÁÃÔ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÂÒÁÎÄ 
value.    
 
Decline in Deman d for Gold Jewelry Going Forward  
! ÄÅÃÌÉÎÅ ÉÎ ÔÈÅ ÄÅÍÁÎÄ ÆÏÒ ÇÏÌÄ ÊÅ×ÅÌÒÙ ÃÁÎ ÐÕÔ ÐÒÅÓÓÕÒÅ ÏÎ ÔÈÅ ÃÏÍÐÁÎÙȭÓ 
revenues and earnings going forward.  While gold jewelry has stood the test 
of time, there is undeniably a fashion element to it which might result in 
substitution from other precious stones like diamond.  Additionally, an ever-
increasing price of gold raises the question of affordability and might result in 
people favoring imitation jewelry products which is more popular in the 
western countries.    
 
Labor Issues/Strikes  
While the company continues to automate its production process, jewelry 
manufacturing business in India is still labor intensive and are prone to 
disruptions caused due to time-ÏÆÆȭÓ ÁÎÄ ÓÔÒÉËÅÓȢ  4ÈÏÕÇÈ ×Å ÁÒÅ ÎÏÔ Á×ÁÒÅ ÏÆ 
any major labor issues at the company, it nonetheless remains a risk and 
ÍÉÇÈÔ ÉÍÐÁÃÔ ÔÈÅ ÃÏÍÐÁÎÙȭÓ ÁÂÉÌÉÔÙ ÔÏ ÅØÅÃÕÔÅ ÉÔÓ ÄÅÌÉÖÅÒÁÂÌÅÓ ÉÎ Á ÔÉÍÅÌÙ 
manner.  
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Loss of Key Export Clients 
A failure to meet timely delivery deadline or quality standards might result in 
the loss of key export clients which will negatively impact profitability and 
share price. 
 
Management Bio  
 
Rajesh Mehta, Chairman 
Mr. Rajesh Mehta is the executive chairman of REL Ltd.  Mr. Mehta waded into 
the world of business in his teens by helping out his father who was selling 
artificial gems to jewelers.  He had set-ÕÐ ÔÈÅ ÃÏÕÎÔÒÙȭÓ ÆÉÒÓÔ ÏÒÇÁÎÉÚÅÄ 
manufacturing facility in 1989 at Bangalore. He is responsible for the overall 
functioning of the company, in addition to being specifically in-charge of 
finance and marketing functions. He has an experience of over 30 years in the 
functioning and management of the jewelry trade and has traveled 
extensively within India and abroad for establishing a strong network in the 
industry. In addition to his post as executive chairman of REL, he is a member 
of the Export Trade Advisory Committee of the Bangalore Jewellers 
Association. He is also the president of the Karnataka Jewelry Exports 
!ÓÓÏÃÉÁÔÉÏÎȢ  (Å ×ÁÓ ÌÉÓÔÅÄ ÉÎ &ÏÒÂÅÓ ÍÁÇÁÚÉÎÅ ÁÓ )ÎÄÉÁȭÓ ψψÔÈ ÒÉÃÈÅÓÔ ÐÅÒÓÏÎ 
in 2014. 
 
Prashant Mehta, Man aging Director  
Prashant Mehta is the Managing Director of the company. He is in charge of 
the day-to-day functioning of the company and holds specific charge of the 
production unit of REL. He has over 30 years of experience in the jewelry 
business and is recognized as an authority in the production of gold jewelry. 
 
Gold Industry Review  
Gems & Jewelry Sector of India - Overview  
The Gems and Jewellery sector plays a significant role in the Indian economy, 
ÃÏÎÔÒÉÂÕÔÉÎÇ ÁÒÏÕÎÄ χϷ ÏÆ ÔÈÅ ÃÏÕÎÔÒÙȭÓ '$0 ÁÎÄ ρυϷ ÔÏ )ÎÄÉÁȭÓ ÔÏÔÁÌ 
merchandise exports. It also employs over 4.64 million workers and is 
expected to employ 8.23 million by 2022. One of the fastest growing sectors, 
it is extremely export oriented and labor intensive. 
 
Based on its potential for growth and value addition, the Government of India 
has declared the Gems and Jewellery sector as a focus area for export 
promotion. The Government has recently undertaken various measures to 
ÐÒÏÍÏÔÅ ÉÎÖÅÓÔÍÅÎÔÓ ÁÎÄ ÔÏ ÕÐÇÒÁÄÅ ÔÅÃÈÎÏÌÏÇÙ ÁÎÄ ÓËÉÌÌÓ ÔÏ ÐÒÏÍÏÔÅ Ȭ"ÒÁÎÄ 
InÄÉÁȭ ÉÎ ÔÈÅ ÉÎÔÅÒÎÁÔÉÏÎÁÌ ÍÁÒËÅÔȢ 
 
India is deemed to be the hub of the global jewelry market because of its low 
costs and availability of high-ÓËÉÌÌÅÄ ÌÁÂÏÒȢ )ÎÄÉÁ ÉÓ ÔÈÅ ×ÏÒÌÄȭÓ ÌÁÒÇÅÓÔ ÃÕÔÔÉÎÇ 
and polishing centre for diamonds, with the cutting and polishing industry 
being well supported by government policies. Moreover, India exports 75 per 
ÃÅÎÔ ÏÆ ÔÈÅ ×ÏÒÌÄȭÓ ÐÏÌÉÓÈÅÄ ÄÉÁÍÏÎÄÓȟ ÁÓ ÐÅÒ ÓÔÁÔÉÓÔÉÃÓ ÆÒÏÍ ÔÈÅ 'ÅÍÓ ÁÎÄ 
Jewellery Export Promotion Council (GJEPC). India's Gems and Jewellery 
sector has been contributing in a big way to the country's foreign exchange 
earnings (FEEs). The Government of India has viewed the sector as a thrust 
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area for export promotion. The Indian government presently allows 100% 
Foreign Direct Investment (FDI) in the sector through the automatic route. 
 
Market size  
)ÎÄÉÁȭÓ ÇÅÍÓ ÁÎÄ ÊÅ×ÅÌÒÙ ÓÅÃÔÏÒ ÉÓ ÏÎÅ ÏÆ ÔÈÅ ÌÁÒÇÅÓÔ ÉÎ ÔÈÅ ×ÏÒÌÄ ÃÏÎÔÒÉÂÕÔÉÎÇ 
29 per cent to the global jewelry consumption. The sector is home to more 
than 300,000 gems and jewelry players. Its market size will grow by US$ 
103.06 bn during 2019-2023. InÄÉÁȭÓ ÄÅÍÁÎÄ ÆÏÒ ÇÏÌÄ ÒÅÁÃÈÅÄ χφπȢτ ÔÏÎÓ ÉÎ 
2018 and 372 tons in first half of 2019. India's gems and jewelry exports stood 
ÁÔ 53Α ρψȢτω ÂÎ ÉÎ &9ςπ0 ɉÔÉÌÌ /ÃÔÏÂÅÒȭρωȟ 0ÒÏÖÉÓÉÏÎÁÌɊȢ $ÕÒÉÎÇ ÔÈÅ ÓÁÍÅ 
period, exports of cut and polished diamonds stood at US$ 12.24 bn, thereby 
contributing about 73.42% of the total gems and jewelry exports in value 
terms. Exports of gold coins and medallions stood at US$ 617 million and 
silver jewelry exports stood at US$ 737.74 million between April-October 
2019. India is one of the largest exporters of gems and jewelry and the 
industry is considered to play a vital role in the Indian economy as it 
contributes a major chunk to the total foreign reserves of the country. The 
Goods and Services Tax (GST) and monsoon will steer IndiÁȭÓ ÇÏÌÄ ÄÅÍÁÎÄ 
going forward. 
 
Global Supply Statistics for Gold  

 
Global Demand Statistics for Gold  
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5-year Price Chart  

 

 
 

Gold 5 Year Price Chart  
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Demand and S upply: Gold Statistics  

 

Source: World Gold Council  

 

Quarterly official gold reserves  by Country  

 

Source: World Gold Council  
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Income Statement (INR million) Q1FY19 Q2FY19 Q3FY19 Q4FY19 Q1FY20 Q2FY20 Q3FY20 Q4FY20E 
Revenue   439,268    533,758    440,172    344,433    406,190    668,274          406,011    378,876  
y/y -12.9% 2.4% 6.6% -21.4% -7.5% 25.2% -7.8% 10.0% 
q/q 0.2% 21.5% -17.5% -21.8% 17.9% 64.5% -39.2% -6.7% 
Cost of Revenue -432,537 -528,114 -434,535 -340,039 -401,828 -663,570 -401,367 -374,027 
Gross Profit 6,731.0 5,643.7 5,636.6 4,394.6 4,362.0 4,703.2 4,644.2 4,849.6 
Gross margin (%) 1.53% 1.06% 1.28% 1.28% 1.07% 0.70% 1.14% 1.28% 
Other Operating Revenue         214          152            88          221            35              8                    8              7  
as a % of sales 0.05% 0.03% 0.02% 0.06% 0.01% 0.00% 0.00% 0.00% 
Selling, General & Admin Expense -1,349.3 -1,271.5 -1,319.0 -1,267.1 -1,238.0 -1,279.4 -1,322.8 -719.9 
as a % of sales 0.3% 0.2% 0.3% 0.4% 0.30% 0.19% 0.33% 0.2% 
Other Operating expenses 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
as a % of sales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 
Operating Income 5,595.6 4,524.2 4,405.9 3,348.9 3,158.9 3,432.2 3,328.9 4,136.8 
y/y 30.3% -8.1% 5.9% -38.0% -43.5% -24.1% -24.4% 23.5% 
q/q 3.5% -19.1% -2.6% -24.0% -5.7% 8.6% -3.0% 24.3% 
Operating margin (%) 1.27% 0.85% 1.00% 0.97% 0.8% 0.5% 0.8% 1.1% 
Interest Expense -1,471.6 -1,062.6 -1,128.9 -753.7 0.0 0.0 0.0 0.0 
Interest income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Equity in (losses)income of affiliates 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Other recurring (expenses)/income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Amortization of intangibles 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Goodwill impairment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Other non recurring (expenses) income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Pretax Income (reported)      4,124       3,462       3,277       2,595       3,159       3,432              3,329        4,137  
y/y 31.0% 11.7% -0.5% -33.1% -23.4% -0.9% 1.6% 59.4% 
Pretax Income (adjusted)      4,124       3,462       3,277       2,595       3,159       3,432             3,329       4,137  
y/y 31.0% 11.7% -0.5% -33.1% -23.4% -0.9% 1.6% 59.4% 
  - Income Tax Expense -132.5 -313.0 -117.2 28.9 -139.7 -275.8 -164.3 -289.6 
effective tax rate (%) 3.2% 9.0% 3.6% -1.1% 4.4% 8.0% 4.9% 7.0% 
  - Minority Interests 0 0 0 0 0 0 0 0 
Income Before XO Items      3,992       3,149       3,160       2,624       3,019       3,156              3,165        3,847  
y/y 34.5% 5.6% 4.8% -28.9% -24.4% 0.2% 0.2% 46.6% 
  - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
Net Income (reported)      3,992       3,149       3,160       2,624       3,019       3,156              3,165        3,847  
y/y 34.5% 5.6% 4.8% -28.9% -24.4% 0.2% 0.2% 46.6% 
Exceptional (L)G 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
Net Income (adjusted) 3,991.6 3,148.6 3,159.7 2,624.1 3,019.2 3,156.3 3,164.6 3,847.2 
y/y 34.5% 5.6% 4.8% -28.9% -24.4% 0.2% 0.2% 46.6% 
q/q 8.1% -21.1% 0.4% -16.9% 15.1% 4.5% 0.3% 21.6% 
Basic EPS (reported) 13.52 10.66 10.70 8.89 10.23 10.69 10.72 13.03 
Basic EPS (adjusted) 13.52 10.66 10.70 8.89 10.23 10.69 10.72 13.03 

         
Basic Weighted Avg Shares 295.25 295.25 295.25 295.25 295.25 295.25 295.25 295.25 

         
Diluted EPS (reported) 13.52 10.66 10.70 8.89 10.23 10.69 10.72 13.03 
y/y 34.5% 5.6% 4.8% -28.9% -24.4% 0.2% 0.2% 46.6% 
Diluted EPS (adjusted) 13.52 10.66 10.70 8.89 10.23 10.69 10.72 13.03 
y/y 34.5% 5.6% 4.8% -28.9% -24.4% 0.2% 0.2% 46.6% 
q/q 8.1% -21.1% 0.4% -16.9% 15.1% 4.5% 0.3% 21.6% 
Diluted Weighted Avg Shares 295.25 295.25 295.25 295.25 295.25 295.25 295.25 295.25 
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Income Statement (INR million) FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E CAGR (2019-24) 
Revenue           1,652,114      2,421,320              1,876,855                 1,757,631        1,859,352        2,008,100        2,208,910        2,407,712        2,591,901  8.1% 
y/y 227.4% 46.6% -22.5% -6.4% 5.8% 8.0% 10.0% 9.0% 7.7%  

q/q           
Cost of Revenue -1,631,510 -2,400,793 -1,854,173 -1,735,225 -1,840,793 -1,982,998 -2,180,746 -2,376,399 -2,557,520  
Gross Profit 20,604.1 20,526.9 22,681.2                    22,406  18,558.9 25,101.2 28,163.6 31,312.3 34,381.8  
Gross margin (%) 1.2% 0.85% 1.21% 1.27% 1.00% 1.25% 1.28% 1.30% 1.33%  
Other Operating Revenue                      90               471                       620                          675                   58                   63                   69                   75                   81   
as a % of sales 0.01% 0.02% 0.03% 0.04% 0.00% 0.00% 0.00% 0.00% 0.00%  
Selling, General & Admin Expense -3,796.0 -3,665.3 -4,518.0                     (5,207) -4,560.1 -4,974.1 -5,471.5 -5,964.0 -6,420.2  
as a % of sales 0.2% 0.2% 0.2% 0.3% 0.2% 0.2% 0.2% 0.2% 0.2%  
Other Operating expenses 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
as a % of sales 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%  
Operating Income 16,898.2 17,333.0 18,783.2 17,874.5 14,056.8 20,189.7 22,760.9 25,423.3 28,042.4 9.4% 
y/y 40.3% 2.6% 8.4% -4.8% -21.4% 43.6% 12.7% 11.7% 10.3%  

q/q           
Operating margin (%) 1.0% 0.72% 1.00% 1.0% 0.8% 1.0% 1.0% 1.1% 1.1%  
Interest Expense -5,776.7 -4,302.7 -5,366.8 -4,416.7 0.0 -4,252.1 -4,252.1 -4,252.1 -4,252.1  
Interest income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Equity in (losses)income of affiliates 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Other recurring (expenses)/income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Amortization of intangibles 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Goodwill impairment 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Other non recurring (expenses) income 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Pretax Income (reported)                11,122           13,030                   13,416                     13,458            14,057            15,938            18,509            21,171            23,790  12.1% 
y/y 53.2% 17.2% 3.0% 0.3% 4.5% 13.4% 16.1% 14.4% 12.4%  
Pretax Income (adjusted)               11,122          13,030                  13,416                    13,458            14,057            15,938            18,509            21,171            23,790  12.1% 
y/y 53.2% 17.2% 3.0% 0.3% 4.5% 13.4% 16.1% 14.4% 12.4%  
  - Income Tax Expense -431.2 -571.4 -758.6 -533.9 -869.5 -985.8 -1,144.8 -1,309.5 -1,471.5  
effective tax rate (%) 3.9% 4.4% 5.7% 4.0% 6.2% 6.2% 6.2% 6.2% 6.2%  
  - Minority Interests 0 0 0 0 0 0 0 0 0  
Income Before XO Items                10,690           12,459                   12,658                     12,924            13,187            14,952            17,364            19,862            22,319  11.5% 
y/y 63.2% 16.5% 1.6% 2.1% 2.0% 13.4% 16.1% 14.4% 12.4%  
  - Extraordinary Loss Net of Tax 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0  
Net Income (reported)                10,690           12,459                   12,658                     12,924            13,187            14,952            17,364            19,862            22,319  11.5% 
y/y 63.2% 16.5% 1.6% 2.1% 2.0% 13.4% 16.1% 14.4% 12.4%  
Exceptional (L)G 0.00 0.00 0.00 0.00 0.00 1.00 2.00 3.00 4.00  
Net Income (adjusted) 10,690.3 12,459.0 12,657.9 12,924.0 13,187.3 14,950.8 17,361.9 19,858.7 22,314.7 11.5% 
y/y 63.2% 16.5% 1.6% 2.1% 2.0% 13.4% 16.1% 14.4% 12.4%  

q/q           
Basic EPS (reported) 36.21 42.20 42.87 43.77 44.66 50.64 58.81 67.27 75.59  
Basic EPS (adjusted) 36.21 42.20 42.87 43.77 44.66 50.64 58.80 67.26 75.58  

           
Basic Weighted Avg Shares 295.25 295.25 295.25 295.25 295.25 295.25 295.25 295.25 295.25  

           
Diluted EPS (reported) 36.21 42.20 42.87 43.77 44.66 50.64 58.81 67.27 75.59 11.5% 
y/y 63.2% 16.5% 1.6% 2.1% 2.0% 13.4% 16.1% 14.4% 12.4%  
Diluted EPS (adjusted) 36.21 42.20 42.87 43.77 44.66 50.64 58.80 67.26 75.58 11.5% 
y/y 63.2% 16.5% 1.6% 2.1% 2.0% 13.4% 16.1% 14.4% 12.4%  

q/q           
Diluted Weighted Avg Shares 295.25 295.25 295.25 295.25 295.25 295.25 295.25 295.25 295.25  
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Balance Sheet (INR million) FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

Assets          

  + Cash & Near Cash Items              123,755         148,402                 144,696                   148,688           143,260           157,682           174,762           192,788           212,858  

  + Short-Term Investments                      -                    -                           -                              -                     -                     -                     -                     -                     -    

  + Accounts & Notes Receivable                48,896           50,199                   39,926                     54,851            44,642            48,213            53,035            57,808            62,230  

  + Inventories                 9,926           11,628                   17,220                     46,000            14,320            15,426            16,964            18,486            19,895  

  + Other Current Assets                 4,336             8,606                    9,762                     10,916            10,916            10,916            10,916            10,916            10,916  

Total Current Assets              186,913         218,834                 211,603                   260,455           213,138           232,237           255,676           279,997           305,899  

  + Long-Term Investments                 9,003             9,191                   10,198                     10,876            10,876            10,876            10,876            10,876            10,876  

    + Gross Fixed Assets                 8,774             9,127                    9,886                     10,597            11,349            12,161            13,054            14,027            15,075  

    - Accumulated Depreciation -1,765 -2,415 -3,094 -3,838 -4,910 -6,036 -7,218 -7,218 -7,218 

  + Net Fixed Assets                 7,009             6,712                    6,792                       6,759              6,438              6,125              5,836              6,809              7,857  

  + Other Long-Term Assets                        8               424                       605                          605                 605                 605                 605                 605                 605  

  + Goodwill & other Intangible Assets                 6,479             6,156                    6,387                       6,613              6,613              6,613              6,613              6,613              6,613  

Total Long-Term Assets 22,499.1 22,483.5 23,982.5 24,853.2 24,532.8 24,218.9 23,930.0 24,903.6 25,951.7 

Total Assets 209,412.5 241,317.6 235,585 285,307.9 237,670.8 256,456.2 279,606.3 304,901.0 331,851.1 

          

Liabilities & Shareholders' Equity          

  + Accounts Payable              108,533         121,519                   71,699                   134,665            74,136            78,266            84,349            90,079            95,005  

  + Short-Term Borrowings                45,940           55,522                   87,172                     61,984            61,984            61,984            61,984            61,984            61,984  

  + Other Short-Term Liabilities                 2,005               657                    1,419                          968                 968                 968                 968                 968                 968  

Total Current Liabilities 156,478.2 177,699.1 160,289.5 197,617.4 137,088.1 141,218.1 147,301.4 153,030.8 157,957.4 

  + Long-Term Borrowings 0.0 3,497.8 2,441.7 2,441.7 2,441.7 2,441.7 2,441.7 2,441.7 2,441.7 

  + Other Long-Term Liabilities 5,102.5 3,745.7 3,934.6 3,934.6 3,934.6 3,934.6 3,934.6 3,934.6 3,934.6 

Total Liabilities 161,580.7 184,942.6 166,665.9 203,993.8 143,464.5 147,594.4 153,677.8 159,407.2 164,333.8 

  + Total Preferred Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Share Capital & APIC                    295               295                       295                          295                 295                 295                 295                 295                 295  

  + Retained Earnings & Other Equity                47,537           56,080                   68,390                     81,019            93,911           108,566           125,633           145,197           167,216  

Total Shareholders' Equity 47,832.2 56,375.0 68,685.4 81,314.2 94,206.2 108,861.7 125,928.4 145,491.8 167,511.3 

  + Minority Interest 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

Total Liabilities & Equity 209,412.9 241,317.6 235,351.3 285,307.9 237,670.7 256,456.2 279,606.2 304,901.0 331,851.1 
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Cash Flow (INR million) FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

  + Net Income 11,080.5 12,459.0 12,657.9 12,924.0 13,187.3 14,950.8 17,361.9 19,858.7 22,314.7 

  + Depreciation & Amortization 790.0 650.0 679.9 743.5 1,072.2 1,125.8 1,182.1 0.0 0.0 

  + Other Non-Cash Adjustments 10,339.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Changes in Working Capital -1,510.6 4,364.8 -45,534.4 17,656.6 -18,640.4 -547.7 -276.2 -565.8 -904.7 

Cash From Operating Activities 20,699.0 17,473.8 -32,196.6 31,324.0 -4,380.8 15,528.9 18,267.8 19,292.9 21,410.1 

  + Disposal of Fixed Assets 0.0 0.0 0.0 0.0 0.0 0.0 0.0 1.0 2.0 

  + Capital Expenditures -11,636.6 -242.1 -758.9 -710.7 -751.9 -812.0 -893.2 -973.6 -1,048.1 

  + Increase in Investments -7,802.9 -603.5 -1,188.8 -678.0 0.0 0.0 0.0 0.0 0.0 

  + Decrease in Investments 0.9 0.0 0.0 0.0 0.0 0.0 0.0 1.0 2.0 

  + Other Investing Activities 0.0 322.3 -231.2 -225.4 0.0 0.0 0.0 0.0 0.0 

Cash From Investing Activities -19,438.6 -523.3 -2,179.0 -1,614.1 -751.9 -812.0 -893.2 -971.6 -1,044.1 

  + Dividends Paid -355.4 -295.3 -295.3 -295.3 -295.3 -295.3 -295.3 -295.3 -295.3 

  + Change in Short-Term Borrowings 6,034.3 9,582.5 31,649.6 -25,187.7 0.0 0.0 0.0 0.0 0.0 

  + Increase in Long-Term Borrowing 0.0 3,497.8 -1,056.1 0.0 0.0 0.0 0.0 0.0 0.0 

  + Decrease in Long-term Borrowing 1,480.7 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Increase in Capital Stocks 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Decrease in Capital Stocks 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 

  + Other Financing Activities -5,776.7 0.0 136.8 0.0 0.0 0.0 0.0 0.0 0.0 

Cash from Financing Activities 1,382.9 12,785.0 30,435.1 -25,483.0 -295.3 -295.3 -295.3 -295.3 -295.3 

Net Changes in Cash 2,643.3 29,735.5 -3,940.6 4,227.0 -5,427.9 14,421.7 17,079.4 18,026.1 20,070.7 

Opening cash   148,402.0 144,461.4 148,688.4 143,260.5 157,682.2 174,761.5 192,787.6 

Closing cash   144,461.4 148,688.4 143,260.5 157,682.2 174,761.5 192,787.6 212,858.4 
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Ratio Analysis (Annual) FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

Growth Ratios % (YoY)          
Revenue 227.4% 46.6% -22.5% -6.4% 5.8% 8.0% 10.0% 9.0% 7.7% 

Operating Income 40.3% 2.6% 8.4% -4.8% -21.4% 43.6% 12.7% 11.7% 10.3% 

Net income adjusted 63.2% 16.5% 1.6% 2.1% 2.0% 13.4% 16.1% 14.4% 12.4% 

Diluted EPS adjusted 63% 17% 2% 2% 2% 13% 16% 14% 12% 

          

          
Ratio Analysis (Annual) FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

Per Share Data (INR)          
Basic EPS (adjusted) 36.2 42.2 42.9 43.8 44.7 50.6 58.8 67.3 75.6 

Diluted EPS (adjusted) 36.2 42.2 42.9 43.8 44.7 50.6 58.8 67.3 75.6 

Dividend per share (DPS) 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

Book Value per share (BVPS) 140.1 170.1 211.0 253.0 296.7 346.3 404.1 470.4 545.0 

          
Margins (%) FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

Gross Margin 1.25% 0.85% 1.21% 1.27% 1.00% 1.25% 1.28% 1.30% 1.33% 

Operating Margin 1.02% 0.72% 1.00% 1.02% 0.76% 1.01% 1.03% 1.06% 1.08% 

EBITDA Margin 1.07% 0.74% 1.04% 1.06% 0.81% 1.06% 1.08% 1.06% 1.08% 

Pre-Tax Margin (adjusted) 0.67% 0.54% 0.71% 0.77% 0.76% 0.79% 0.84% 0.88% 0.92% 

Net Income Margin (adjusted) 0.65% 0.51% 0.67% 0.74% 0.71% 0.74% 0.79% 0.82% 0.86% 

          

Return Ratios          
Dupont ROE (%) 22.3% 22.1% 18.4% 15.9% 14.0% 13.7% 13.8% 13.6% 13.3% 

Margin (%) 0.6% 0.5% 0.7% 0.7% 0.7% 0.7% 0.8% 0.8% 0.9% 

Turnover (x) 7.9 10.0 8.0 6.2 7.8 7.8 7.9 7.9 7.8 

Leverage (x) 4.4 4.3 3.4 3.5 2.5 2.4 2.2 2.1 2.0 

          
Return on Assets 5.1% 5.2% 5.4% 4.5% 5.5% 5.8% 6.2% 6.5% 6.7% 

Return on Capital Employed 31.9% 27.2% 24.9% 20.4% 14.0% 17.5% 17.2% 16.7% 16.1% 

Return on Invested Capital 11.4% 10.8% 8.0% 8.9% 8.3% 8.6% 9.1% 9.5% 9.6% 

          

FCF Calculation          
Op. cash  20,699.0 17,473.8 -32,196.6 31,324.0 -4,380.8 15,528.9 18,267.8 19,292.9 21,410.1 

capex -11,636.6 -242.1 -758.9 -710.7 -751.9 -812.0 -893.2 -973.6 -1,048.1 

FCF (INR million) 9,062.4 17,231.7 -32,955.6 30,613.3 -5,132.7 14,716.9 17,374.6 18,319.3 20,362.0 

FCF margin (%) 0.5% 0.7% -1.8% 1.7% -0.3% 0.7% 0.8% 0.8% 0.8% 

FCF per share 30.69 58.36 -111.62 103.69 -17.38 49.85 58.85 62.05 68.97 

Price/FCF per share 23.49 12.35 -6.46 6.95 -41.47 14.46 12.25 11.62 10.45 

FCF Yield 4.3% 8.1% -15.5% 14.4% -2.4% 6.9% 8.2% 8.6% 9.6% 

          

Net Cash calculation          
Cash + short term investments 123,754.9 148,402.0 144,695.5 148,688.4 143,260.5 157,682.2 174,761.5 192,787.6 212,858.4 

Less: long term debt + ST debt -45,939.9 -59,020.2 -89,613.7 -64,426.0 -64,426.0 -64,426.0 -64,426.0 -64,426.0 -64,426.0 

Net Cash 77,815.0 89,381.8 55,081.8 84,262.4 78,834.5 93,256.2 110,335.5 128,361.6 148,432.4 

Net cash per share 263.6 302.7 186.6 285.4 267.0 315.9 373.7 434.8 502.7 
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Valuation ratio's FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

P/B 4.31 3.56 3.51 2.41 2.05 1.76 1.51 1.29 1.12 

P/E 16.68 14.36 17.26 13.91 13.63 12.03 10.36 9.05 8.06 

P/S 0.11 0.07 0.12 0.10 0.10 0.09 0.08 0.07 0.07 

EV/sales 0.06 0.04 0.09 0.05 0.05 0.05 0.04 0.04 0.04 

EV/EBITDA 5.68 4.98 8.40 5.13 6.32 4.48 3.99 3.76 3.41 

EV/EBIT 5.95 5.17 8.70 5.35 6.80 4.73 4.20 3.76 3.41 

EV/FCF 11.09 5.20 -4.96 3.12 -18.62 6.49 5.50 5.22 4.69 

Dividend Yield (%) 0.16% 0.16% 0.16% 0.16% 0.16% 0.16% 0.16% 0.16% 0.16% 

Div payout on FCF 3.3% 1.7% -0.9% 1.0% -5.8% 2.0% 1.7% 1.6% 1.5% 

          
Working Capital Ratios FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

Receivable days (DSO) 9 7 9 9 9 9 9 9 9 

Inventory days (DIO) 2 2 3 3 3 3 3 3 3 

Payables days (DPO) 22 17 19 15 15 14 14 14 14 

Current ratio 1.2 1.2 1.3 1.3 1.6 1.6 1.7 1.8 1.9 

Quick ratio 1.1 1.2 1.2 1.1 1.5 1.5 1.6 1.7 1.8 

Working capital -47380 -51745 -6210 -23867 -5226 -4679 -4402 -3837 -2932 

Cash conversion cycle -11 -8 -7 -3 -3 -3 -3 -2 -2 

          
Leverage Ratios FY03/2016 FY03/2017 FY03/2018 FY03/2019 FY03/2020E FY03/2021E FY03/2022E FY03/2023E FY03/2024E 

Debt / equity 96% 105% 130% 79% 68% 59% 51% 44% 38% 

Net cash (debt) / equity 163% 159% 80% 104% 84% 86% 88% 88% 89% 

Net cash (debt) / mkt cap 43% 50% 31% 47% 44% 52% 61% 71% 83% 

Net cash (debt) / capital 83% 77% 35% 58% 50% 54% 58% 61% 64% 

          

          

Earnings Quality Ratios          
Net operating assets/liab [NOA] -29983 -33007 13838 -2948 15372 15606 15593 17132 19085 

Average NOA -37643 -31495 -9585 5445 6212 15489 15599 16363 18109 

B/S accrual ratio -0.41 0.10 -4.89 -3.08 2.95 0.02 0.00 0.09 0.11 

CF accurual ratio -0.25 0.14 -4.91 -3.08 2.95 0.02 0.00 0.09 0.11 

          

Enterprise Value Calculation FY 03/2016 FY 03/2017 FY 03/2018 current      

Market Cap. 178,331 178,922 218,485 179,807      

+ Minority Interest 0 0 0 0      

+Total Debt (ST & LT Debt) 45,940 59,020 89,614 64,426      

- Cash & Equivalents 123,755 148,402 144,696 148,688      

Enterprise Value 100,516 89,540 163,403 95,545      
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DCF model 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 

(in INR million)                                   

EBIT 3,464 6,047 7,575 7,486 12,043 16,898 17,333 18,783 17,875 14,057 20,190 22,761 25,423 28,042 27,674 28,919 30,091 

% growth 0% 75% 25% -1% 61% 40% 3% 8% -5% -21% 44% 13% 12% 10% -1% 4% 4% 

                                    

Taxes @ 7.7% 4.5% 7.6% 11.5% 9.8% 3.9% 4.4% 5.7% 4.0% 6.2% 6.2% 6.2% 6.2% 6.2% 7.4% 8.9% 10.7% 

                                    

EBIAT 3,196 5,775 7,002 6,628 10,864 16,243 16,573 17,721 17,165 13,187 18,941 21,353 23,851 26,308 25,620 26,344 26,874 

% growth 0% 81% 21% -5% 64% 50% 2% 7% -3% -23% 44% 13% 12% 10% -3% 3% 2% 

                                    

+ D&A 20 21 21 164 622 788 650 680 743 1,072 1,126 1,182 0 0 1,381 1,444 1,502 

- Capital expenditures -27 -18 -7 -1,155 -1,575 -11,637 -242 -759 -711 -752 -812 -893 -974 -1,048 -1,291 -1,349 -1,403 

- Change in net WC 2,437 -10,942 21,428 -32,236 33,190 -1,511 4,365 -45,534 17,657 -18,640 -548 -276 -566 -905 -502 -432 -369 

Free Cash Flow to Firm 5,626 -5,164 28,443 -26,598 43,100 3,884 21,346 -27,892 34,855 -5,133 18,707 21,366 22,311 24,355 25,209 26,006 26,604 

FCY y/y growth   -192% -651% -194% -262% -91% 450% -231% -225% -115% -464% 14% 4% 9% 4% 3% 2% 

                                    

                                    

Value per Share                                   

      Cost of capital       WACC     13.0%               

Terminal Growth 11.0% 12.0% 13.0% 14.0% 15.0%   PV of Free Cash Flow   106,208               

2.5%           1,005               914                841               781               731    PV of Terminal Value   91,808               

2.8%           1,022               927                851               788               736    Add: Net Cash   55,082               

3.0%           1,034               936                857               793               740    Total Equity Value   253,098               

3.3%           1,053               950                868               802               747    Shares outstanding   295.25               

3.5%           1,067               960                875               807               751    DCF value     857               
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Disclaimer  
Evaluate Research provides institutional equity research on global public mid -

cap companies. All information used in the publication of this report has been 

compiled from publicly available sources that are believed to be reliable; and 

we do not seek insid er information for writing this report. Opinions, estimates 

and projections in this report constitute the current judgment of the analyst(s) 

as on the date of this report.  It is not guaranteed as to accuracy, nor is it a 

complete statement, of the financi al products, securities, or markets referred 

to. Opinions are subject to change without notice. To the extent permitted by 

law, Evaluate does not accept any liability arising from the use of information 

in this report.   

 

This document is provided for info rmation purposes only, and is not a 

solicitation or inducement to buy, sell, subscribe, or underwrite securities or 

units. Evaluate does not make individually tailored investment 

recommendations. Any valuation given in a research note is the theoretical 

result of a study of a range of possible outcomes, and not a forecast of a likely 

share price. The securities, issuances or investment strategies discussed in this 

report may not be suitable for all investors. Investments involve many risk and 

potential loss  of capital. Past performance is not necessarily indicative of future 

results. Evaluate may publish further update notes on these 

securities/companies but has no scheduled commitment and may cease to follow 

these securities/companies as may be decided by t he research management.  

 

The companies or funds covered in this research may pay us a fee in order for 

this research to be made available. Any fees are paid upfront without recourse. 

Evaluate and its analysts are free to issue any opinion on the security o r 

issuance. Evaluate seeks to comply with the CFA Institute Standards as well 

as NIRI Guidelines (National Investor Relations Institute, USA) for all conduct, 

research and dissemination of research, particularly governing independence 

in issuer commissione d research. 

 

Forward -looking information or statements in this report contain information 

that is based on assumptions, forecasts and estimates of future results, and 

therefore involve known and unknown risks or uncertainties which may cause 

the actual res ults, performance or achievements of their subject matter to be 

materially different from the current expectations.  

 

Evaluate makes an effort to use reliable, comprehensive information, but 

makes no representation that this information is accurate or compl ete. 

Evaluate is under no obligation to update or keep current the information 

contained herein. The compensation of the analyst who prepares any Evaluate 

research report is determined exclusively by Evaluateõs research and senior 

management.  

 

Evaluate Res earch Ltd. does not conduct any investment banking, stock 

brokerage or money management business and accordingly does not itself hold 

any positions in the securities mentioned in this report. However, Evaluateõs 

directors, affiliates, and employees may hav e a position in any or related 

securities mentioned in this report at an appropriate time period after the 

report has already been disseminated, and in compliance with all CFA Institute 

Standards.  

 

No part of this report may be reproduced or published with out the prior written 

consent from Evaluate Research Ltd. Please cite the source when quoting.  

 

Copyright 2015 Evaluate Research Limited. All rights reserved.  
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