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Kaveri Seed Company Ltd

Paddy, other fields crop support Q1 despite weak cotton; Buy

Aug 14, 2018

Kaveri Seed Company (Kaveri)’s performance during Q1FY19 was buoyed by strong
volume growth from paddy and other field crops despite weak cotton volumes and
prices. Volume of cotton, the largest revenue earner, declined 9.2% YoY at 5.9mn
packets and reduction in per packet price (from X 800 to X 740) led to 11.7% YoY
drop in revenue at X3.78bn. on the contrary 29.4% volume growth in paddy, 3.7%
volume growth in maize, along with strong performance from sunflower, vegetables
arrested top-line decline to just 1.5% YoY at X 5.8bn. Lower royalty on cotton and
lower provision for bad debts benefitted the operating performance with stable YoY
EBITDA margins at 35.0% and EBITDA at X 2.04bn (X 2.07bn). Higher other income
from long-term investments supported the bottom-line performance which
increased 4.1% YoY at X 2.11bn (X 2.02bn). We continue to remain positive on the
diversification of the company from traditional cotton focus which is expected to
benefit overall performance and maintain ‘Buy’ with a price target of X 802.

Cotton volumes impacted due to lower acreage: Cotton volumes declined 9.2% YoY
at 5.9mn packets (6.5mn packets) due to decline in acreage impacted by pink
bollworm issues last season. It was a double whammy as government reduced the
prices from earlier X 800/packet to X 740/packet. Nonetheless, due to contraction in
dealer discounts, the average realization declined lower at 2.7% YoY. Also, Kaveri
gained market share in Gujarat, Maharashtra, and Northern markets which would
help FY20E growth. Effectively, overall revenues impacted as cotton accounts for a
large share in revenue pie (~65-75%).

Paddy, maize, vegetables, sunflower fare well: Hybrid paddy volumes rose 29.4% YoY
at 22,000tons with 3.8% YoY rise in realizations and ~23% volume contribution from
new products. Selection rice volumes also jumped ~40% YoY with rise in contribution
from new products (~¥10% to ~14% YOY). Volumes from other field crops such as
maize, bajra, etc. and vegetables also increased cupporting overall volume growth of
~25% for non-cotton business.

Lower inventory write-offs, higher other income benefits bottom-line: During the
quarter, Kaveri had X 150mn inventory write-offs, provision for bad debt also lowered
at X 35mn, and X 90mn cotton royalty reduction which supported EBITDA. Bottom-line
increased 4.1% YoY at X 2.11bn (X 2.02bn) supported form higher other income from
long-term investments.

Management remains upbeat on FY19 growth: Despite impact from cotton segment
in Q1FY19, management remained upbeat on achieving ~10% revenue growth with
higher YoY EBITDA. We believe the delay in monsoon may help growth in rice and
other field crops in Q2FY19 for Kaveri which would be able to help increase revenues,
EBITDA, and PAT for FY19. This relatively muted performance is expected to be
followed by a heathy FY20 where new product introductions would lead the volumes
and in turn revenue growth. Despite ~X 2bn share buy-back, the company would still
boast of a sizable war chest with over X 5bn cash at the end of FY19E and hence any
inorganic initiatives cannot be ruled out. At CMP, the stock is trading at 17.7x and
15.6x (on reduced equity) FY19E and FY20E EPS of X 35.2 and X 40.1, respectively. We
continue to maintain ‘Buy’ with a price target of X 802.

Financials Revenues EBIDTA PAT EPS P/E EV/EBIDTA  ROE
X Mn X Mn X Mn X X X %
FY17 7,050 1,395 1,947 12.3 50.6 30.7 8.0
FY18 8,192 2,218 2,114 33.5 18.6 19.3 20.9
FY19E 8,696 2,369 2,225 35.2 17.7 18.1 22.1
FY20E 9,776 2,709 2,531 40.1 15.6 15.2 22.8
FY21E 10,904 3,066 2,890 45.8 13.6 12.8 21.6

Source: Company, Sunidhi Research
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Q1FY19 concall highlights
Cotton
e Impact due to lower cotton acreage, sales, and price decline — revenues declined by ~X
35cr, PAT by ~X 12-13cr
e  Gained market share in Gujarat, Maharashtra, and Northern markets
e  Volume contribution from new products up from 18% to 21%
e 5.9mn packets sold against 6.5mn packets in Q1FY18
e  Per packet realization down by X 17 YoY at X 641 due to decline in prices
e  Cotton packet consumption reduced from 2.00 to 1.75 packet per acre
e Expect recovery in cotton area in Q2FY19 in Karnataka, AP, and TN
e Expect further sales of ~4.0-4.5lakh packets
e Moneymaker performance accepted and is scaled up
e 2 new cotton hybrids under demonstration
e Cotton market —42mn packets from 47mn in FY18

e  Witnessed healthy 17.6% YoY revenue growth at X 800mn

e Volumes up 4~% YoY at 5,600tons while realization up ~13% YoY at X 143/kg
e Market declined in TS, Maharashtra, and North Eastern states

e Drona scaled up with good growth

e 2 new hybrids to be launched in Kharif

Hybrid rice
e Volumes increase by ~30% YoY at 2,200tons, realizations up ~4% YoY
e  Government business doubled
e Volume contribution from new products up from 16% to 23%
e New hybrid rice 468 and 475 grew more than double

Selection rice
e Volume growth of 40% YoY
e Volume contribution from new products up from 10% to 14%
e Significant growth in Coastal King, Elito, and Shireen across markets
e Market growth ~15%

Non-cotton
e 25% growth driven by rising volumes in hybrids along with price rise
e  Bajra—Volume contribution from new products up from 17% to 20%
e Sunflower also witnessed growth

Vegetable seeds revenue —X 6.9cr

Financials Q1FY19
e X 15crinventory write-offs in COGS
e Cash—%X679cr
e Lower other operating expenses — Provision for bad debts down by X 3.5cr YoY, X 9cr
reduction in royalty
e Higher other income — income from long-term investments (indexation benefit)

FY19 guidance
e  Otherincome —X 30cr
e Tax rate on other income —28-30%
e Vegetable seeds revenue —X 24-25cr
e 10% revenue growth, better EBITDA
e  Employee cost —10-12% growth
e Capex —X 40-45cr due to construction of corporate office
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FY20 Guidance

e Cotton — min. 7.0mn to max. 7.5-7.6mn (expected market sales — 45mn packets), 2 new
products in northern market

e  Capex —X 30-35cr, normal maintenance (similar for the next 2-3 years)

e  Maize — 10-15% growth

e Hybrid rice — 25% growth

e Selection rice —40% growth

e Sunflower —20% growth

e Vegetables —70-80% growth

e  Exports —30% growth

e Revenue and PAT growth — 10-15%

Other information
o lllegal seeds market more than 12% from 8%, AP, Maharashtra, Telangana. Government
acting with arrests of the concerned people
e  Farmer growers — 60,000+
e Dealers and distributors — 20,000+
e UPL acquiring stake — Just a rumor, management hasn’t heard from the company or any
other sources

Quarterly Performance

Quarterly (X mn) Q1FY17 Q2FY17 Q3FY17 QA4FY17 Q1FY18 Q2FY18 Q3FY18 Q4FY18 Q1FY19 YoY (%) QoQ (%)
Revenues 4,940 678 679 403 5,906 696 706 416 5,819 (1.5) 1,298.6
Q-0-Qgr. (%) (86.3) 0.2 (40.7) 1,365.4 (88.2) 1.5 (41.1) 1,298.6
Raw Mat. Cons. 2,745 412 375 442 3,071 247 398 261 3,114 1.4 1,091.4
% of net sales 55.6 60.8 55.2 109.7 52.0 35.5 56.3 62.8 53.5
Employee Costs 107 78 74 64 118 117 97 117 117 (1.3) (0.3)
% of net sales 2.2 11.6 10.9 15.9 2.0 16.8 13.7 28.1 2.0
Others 504 153 196 168 647 185 115 171 553 (14.6) 223.1
% of net sales 10.2 22.6 28.8 41.7 11.0 26.6 16.2 41.1 9.5
EBITDA 1,583 34 34 (272) 2,069 147 97  (133) 2,035 - -
Q-0-Q growth (%) (97.9) 0.8 - - (92.9) (34.0) - -
EBITDA Margin (%) 32.0 5.0 50 (67.4) 35.0 21.2 13.8 (32.1) 35.0
Dep. & Amor. 78 72 69 66 63 61 57 52 53 (15.2) 2.0
EBIT 1,505 (39) (35) (337) 2,006 87 40 (186) 1,982 - -
Interest exp. 0 0 0 0 2 1 0 0 0 (924) (61.1)
Other Income 54 170 101 18 43 164 16 14 168 292.6 1,118.3
Exceptional ltems 0 0 0 592 0 0 0 0 0 - -
EBT 1,559 132 66 (912) 2,046 250 56 (172) 2,150 - -
Provision for tax 15 54 30 (40) 22 41 1 11 44 - 290.5
Eff. tax rate (%) 1.0 41.1 45.9 4.4 1.1 16.4 2.3 (6.5) 2.0
Net Profit 1,544 77 36 (872) 2,024 209 54 (184) 2,106 - -
Q-0-Qgr. (%) (95.0) (54.1) - (89.7) (74.0) -

PAT Margin (%) 30.9 9.1 4.6 (207.3) 34.0 24.3 7.5 (42.7) 35.2
Source: Company, Sunidhi Research
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Valuation Summary

Balance Sheet (X mn)

Kaveri Seed Company Ltd.

Year End-March FY17 FY18 FY19E FY20E FY21E Year End-March FY17 FY18 FY19E FY20E FY21E
Per share (X) Equity and Liabilities
EPS 12.3 33.5 35.2 40.1 45.8 Share Capital 138 132 126 126 126
CEPS 15.6 35.8 39.6 45.1 51.2 Reserves and Surplus 10,005 9,992 9,889 12,040 14,497
BVPS 146.9 153.2 158.6 192.7 231.6 Total Shareholders funds 10,143 10,124 10,015 12,166 14,623
DPS 0.0 3.0 4.4 5.0 5.7 Non-controllling Interest (7) (6) (6) (6) (6)
Payout (%) 0.0 11.3 15.0 15.0 15.0 Non-Current Liability
Valuation (x) Long Term Borrowings 46 29 29 29 29
P/E 50.6 18.6 17.7 15.6 13.6 Deferred Tax Liabilities (Net) 0 0 0 0 0
P/BV 4.3 4.1 3.9 3.2 2.7 Long Term Liab/ Provisions 87 141 141 141 141
EV/EBITDA 30.7 19.3 18.1 15.2 12.8 Current Liabilities
Dividend Yield (%) 0.0 0.5 0.7 0.8 0.9 Short Term Borrowings 0 0 0 0 0
Return ratio (%) Trade Payables 2,816 2,219 2,341 2,621 2,912
EBIDTA Margin 19.8 27.1 27.2 27.7 28.1 Other Current Liabilities 1,973 1,905 1,905 1,905 1,905
PAT Margin 10.5 25.1 24.8 25.0 25.6 Short Term Provisions 215 67 67 67 67
ROAE 8.0 20.9 22.1 22.8 21.6 Current Tax Liabilities (Net) 4 9 9 9 9
ROACE 7.6 13.2 14.5 15.2 14.9 Grand Total 15,278 14,487 14,500 16,932 19,679
Leverage Ratios (x) Assets
Long term D/E 0.0 0.0 0.0 0.0 0.0 Non Current Assets
Net Debt/Equity (0.0) (0.0) (0.0) (0.1) (0.3) Fixed Assets 2,322 2,234 2,363 2,453 2,511
Interest Coverage 452.8 325.7 485.5 555.0 630.5 Intangible assets 17 32 29 27 24
Current ratio 2.6 2.8 2.7 3.1 3.4 Goodwill 3 3 3 3 3
Growth Ratios (%) Financial Assets 70 310 310 310 310
Income growth (5.4) 16.2 6.1 12.4 11.5 Other non-current assets 29 84 84 84 84
EBITDA growth (25.6) 59.0 6.8 14.3 13.2 Current Assets
PAT growth (53.6) 171.6 5.2 13.8 14.2 Current Investments 6,545 5,755 5,255 5,255 5,255
Turnover Ratios Biological Assets 556 458 458 458 458
F.A Turnover x 2.2 2.4 2.3 2.3 2.4 Inventories 4,478 4,428 4,831 5,296 5,907
Inventory Days 228.7 194.6 200.0 195.0 195.0 Trade Receivables 854 859 918 1,032 1,151
Debtors Days 43.6 37.8 38.0 38.0 38.0 Cash & bank balances 208 138 64 1,830 3,792
Payable days 247.7 191.0 190.0 190.0 190.0 Bank balances other than cash 1 1 0 0
Income Statement (X mn) Current tax assets (net) 0 0 0 0
Year End-March FY17 FY18 FY19E FY20E FY21E Other current assets 40 40 40 40 40
Revenues 7,050 8,192 8,696 9,776 10,904 Other Current Assets 155 145 145 145 145
Op. Expenses 5,654 5,974 6,327 7,067 7,839 Grand Total 15,278 14,487 14,500 16,932 19,679
EBITDA 1,395 2,218 2,369 2,709 3,066 Cash flow Statement
Other Income 344 237 275 330 390 Year End-March FY17 FY18  FY19E FY20E FY21E
Depreciation 302 251 273 313 344 PBT 843 2,198 2,367 2,722 3,108
EBIT 1,437 2,204 2,371 2,726 3,112 Depreciation 302 251 273 313 344
Interest 2 6 4 4 4 Interest Exp 2 6 4 4 4
Prov., Write offs 592 0 0 0 0 Others 248 (237) (275) (330) (390)
PBT 2,027 2,198 2,367 2,722 3,108 CF before W.cap 1,395 2,218 2,369 2,709 3,066
Tax 87 84 142 191 218 Inc/dec in W.cap (600) 186 162 (298) (439)
PAT 1,940 2,114 2,225 2,531 2,890 Op CF after W.cap 796 2,405 2,531 2,411 2,627
Minority (7) 0 0 0 0 Less Taxes 75 87 142 191 218
Prior Period Adj 0 0 0 0 0 Excp. & Prior Period Adj 0 0 0 0 0
Adj. PAT 1,947 2,114 2,225 2,531 2,890 Net CF From Operations 721 2,318 2,389 2,221 2,409
Source: Company, Sunidhi Research Inc/(dec) in F.A + CWIP (396) (163) (400) (400) (400)
others 344 237 275 330 390
CF from Invst Activities (52) 74 (125) (70) (10)
Loan Raised/(repaid) 30 (18) 0 0 0
Equity Raised 0 (1,895) (2,000) 0 0
Dividend 0 (239) (334) (380) (434)
Others (584) (311) (4) (4) (4)
CF from Fin Activities (554) (2,462) (2,338) (384) (438)
Net inc /(dec) in cash 115 (71) (74) 1,767 1,961
Op. bal of cash 94 208 138 64 1,830
Cl. balance of cash 208 138 64 1,830 3,792
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Disclaimer

This Report is published by Sunidhi Securities & Finance Limited (hereinafter referred to as “Sunidhi”), SEBI Research Analyst
Registration Number: INHO00001329, for private circulation. Sunidhi is a registered Stock Broker with National Stock
Exchange of India Limited, BSE Limited and Metropolitan Stock Exchange of India Limited in cash, derivatives and currency
derivatives segments. It is also having registration as a Depository Participant with CDSL. Sunidhi has applied for registration
as Research Analyst under SEBI (Research Analyst) Regulations, 2014.

Sunidhi has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

Sunidhi or its associates has not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing
in securities Market. Sunidhi or analyst or his relatives do not hold any financial interest in the subject company. Associates
may have such interest in its ordinary course of business as a distinct and independent body. Sunidhi or its associates or
Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
company covered by Analyst.

Sunidhi or its associates / analyst has not received any compensation / managed or co-managed public offering of securities
of the company covered by Analyst during the past twelve months. Sunidhi or its associates has not received any
compensation or other benefits from the company covered by Analyst or third party in connection with the research report.
Analyst has not served as an officer, director or employee of Subject Company and Sunidhi / analyst has not been engaged in
market making activity of the subject company.

Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report. Sunidhi or its associates may have investment
positions in the stocks recommended in this report, which 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 this research report. However, Sunidhi is
maintaining Chinese wall between other business divisions or activities. Analyst has exercised due diligence in checking
correctness of details and opinion expressed herein is unbiased.

This report is meant for personal informational purposes and is not be construed as a solicitation or financial advice or an
offer to buy or sell any securities or related financial instruments. While utmost care has been taken in preparing this report,
we claim no responsibility for its accuracy. Recipients should not regard the report as a substitute for the exercise of their
own judgment. Any opinions expressed in this report are subject to change without any notice and this report is not under
any obligation to update or keep current the information contained herein. Past performance is not necessarily indicative of
future results. This report accepts no liability whatsoever for any loss or damage of any kind arising out of the use of all or
any part of this report.

Each recipient of this document should make such investigations as they deem necessary to arrive at an independent
evaluation of an investment in the securities of the companies referred to in this document (including the merits and risks
involved), and should consult their own advisors to determine the merits and risks of such an investment.

The information in this document has been printed on the basis of publicly available information, internal data and other
reliable sources believed to be true, but we do not represent that it is accurate or complete and it should not be relied on as
such, as this document is for general guidance only. Sunidhi or any of its affiliates/ group companies shall not be in any way
responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in
this report. Sunidhi has not independently verified all the information contained within this document. Accordingly, we
cannot testify, nor make any representation or warranty, express or implied, to the accuracy, contents or data contained
within this document. While Sunidhi endeavours to update on a reasonable basis the information discussed in this material,
there may be regulatory, compliance, or other reasons that prevent us from doing so. Neither Sunidhi nor its directors,
employees or affiliates shall be liable for any loss or damage that may arise from or in connection with the use of this
information.
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Sunidhi’s Rating Rationale

The price target for a large capstock represents the value the analyst expects the stock to reach over next 12 months. For a stock to be
classified as Outperform, the expected return must exceed the local risk free return by at least 5% over the next 12 months. For a stock to be
classified as Underperform, the stock return must be below the local risk free return by at least 5% over the next 12 months. Stocks between
these bands are classified as Neutral.

(For Mid & Small cap stocks from 12 months perspective)

BUY Absolute Return >20%
HOLD Absolute Return Between 0-20%
SELL Absolute Return Negative

Apart from Absolute returns our rating for a stock would also include subjective factors like macro environment, outlook of the industry
in which the company is operating, growth expectations from the company vis a vis its peers, scope for P/E re-rating/de-rating for the
broader market and the company in specific.

SUNIDHI SECURITIES & FINANCE LTD

Member: National Stock Exchange (Capital, F&O & Debt Market) & The Stock Exchange, Mumbai

SEBI Registration Numbers: INZ000169235

Kalpataru Inspire, Unit 1, 8th Floor, Opp. Grand Hyatt Hotel, Santacruz (East), Mumbai 400 055
Tel: (+91-22) 6677 1777 Web-site: http://www.sunidhi.com
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