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RESULT UPDATE

Sustainable uptick awaited

Parag Milk Foods’ (Parag) Q1FY22 revenue grew in line--1% YoY on a
low base of 31% decline--as milk sales picked up, while out-of-home
(OOH) and HORECA remained slow. EBITDA grew 51% YoY (25% above
estimate) with a dip in procurement prices as gross margin expanded.

While opening of lockdowns should prompt an increase in OOH
consumption and HORECA, procurement prices are also likely to rise.
Hence, we maintain earnings despite beat and await uptick in value-
added sales. Debt reduction of INR1.5bn is on the anvil from the capital
raise of INR3.8bn; however, the equity dilution of 25-37% remains a
near-term concern. The stock seems fairly valued, maintain ‘REDUCE’
with revised TP of INR127, valuing it at 15x Q3FY23E.

Dip in procurement prices spurs profitability

Sales were largely flat (1% YoY) on a base quarter decline of 31%. This was led by
growth of 4% YoY and 56% YoY in sales of milk and skimmed milk powder,
respectively, while value-added products dipped 9% YoY on a base quarter decline
of 24%. While milk prices softened during Q1FY22, realisation largely remained the
same, leading to gross margin expansion of 563bps YoY and 727bps QoQ. Owing to
the same, EBITDA grew 51% YoY and 144% QoQ and margin for Q1FY22 expanded
to 10.2%. Parag estimates 8% EBITDA margin in FY22 as procurement prices pick up.

FY22 to see an uptick on a low base

While Q1FY22 remained challenging owing to the severity of the second wave, sales
have picked up in July with rise in OOH consumption and HORECA opening up post
localised lockdowns. However, as procurement prices bottomed out at INR27, we
expect some pressure on gross margin as it is expected at INR30 for FY22. Parag had
raised INR3.8bn during April 2021 via a variety of instruments, which will be utilised
for working capital debt and to limit reduction. With debt reduction underway,
interest costs dip is awaited. Management estimates revenue growth of 15-18% in
FY22. Post 41% decline in EBITDA in FY21, we estimate 25% EBITDA growth in FY22,
29% CAGR over FY21-23E.

Outlook and valuations: Uptick awaited; maintain ‘REDUCE’

Despite a challenging Q1FY22, Parag has seen benefits of dip in procurement prices
flow through to profitability. We await sustainable uptick in sales and maintain
‘REDUCE’ with revised TP of INR127 (INR114 earlier) valuing the stock at 15x as we
roll over to Q3FY23E. The stock trades at 24x/14x FY22/23E and seem:s fairly valued.

Financials

Year to March Q1FY22 Qi1FY21 % Change Q4FY21 % Change
Net Revenue 4,384 4,356 0.7 4,344 0.9
EBITDA 449 297 51.2 184 143.5
Adjusted Profit 175 32 440.9 (96) (281.8)
Diluted EPS (INR) 2.1 0.4 440.9 (1.1) (281.8)
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Financial Statements

Income Statement (INR mn)

Balance Sheet (INR mn)

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
Total operating income 18,418 21,196 24,453 27,457 Share capital 838 950 1,050 1,150
Gross profit 4,799 5,390 6,295 6,988 Reserves 8,442 8,919 9,853 11,056
Employee costs 782 837 904 976 Shareholders funds 9,280 9,869 10,903 12,207
Other expenses 2,769 2,993 3,326 3,620 Minority interest 0 0 0 0
EBITDA 1,248 1,561 2,065 2,393 Borrowings 3,508 4,608 3,608 3,208
Depreciation 518 554 586 627 | | Trade payables 3,041 2,815 3,084 3,365
Less: Interest expense 458 385 252 194 Other liabs & prov 922 1,066 1,235 1,390
Add: Other income 135 102 92 106 | | Total liabilities 16,794 18,407 18,886 20,233
Profit before tax 407 724 1,319 1,678 Net block 4,713 4,659 4,673 4,547
Prov for tax 200 181 330 419 Intangible assets 19 19 19 19
Less: Other adjustment 0 0 0 0 Capital WIP 31 31 31 31
Reported profit 207 543 989 1,258 Total fixed assets 4,763 4,709 4,723 4,597
Less: Excp.item (net) 0 0 0 0 Non current inv 8 8 8 8
Adjusted profit 207 543 989 1,258 Cash/cash equivalent 187 1,278 1,803 1,730
Diluted shares o/s 84 95 105 115 Sundry debtors 1,589 3,368 3,685 4,137
Adjusted diluted EPS 2 6 9 11 Loans & advances 4 4 4 4
DPS (INR) 0.5 0.6 0.5 0.5 Other assets 10,243 9,039 8,664 9,756
Tax rate (%) 49.2 25.0 25.0 25.0 Total assets 16,794 18,407 18,886 20,233
Important Ratios (%) Free Cash Flow (INR mn)

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
Milk (% of revenue) 10.0 10.7 11.2 11.1 Reported profit 207 543 989 1,258
VADP (% of revenue) 72.9 71.8 72.0 72.2 Add: Depreciation 518 554 586 627
Gross margin (%) 26.1 25.4 25.7 25.5 Interest (net of tax) 458 385 252 194
EBITDA margin (%) 6.8 7.4 8.4 8.7 Others (1,209) (824) (2,325) (970)
Net profit margin (%) 1.1 2.6 4.0 4.6 Less: Changes in WC (193) (658) 497 (1,109)
Revenue growth (% YoY) (24.5) 15.1 15.4 12.3 Operating cash flow (220) 0 0
EBITDA growth (% YoY) (40.9) 25.1 32.3 15.9 Less: Capex 0 0 0
Adj. profit growth (%) (77.9) 162.2 82.2 27.2 Free cash flow (220) 0 0
Assumptions (%) Key Ratios

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
GDP (YoY %) (8.0) 0 7.0 7.0| | RoE (%) 2.3 5.7 9.5 10.9
Repo rate (%) 4.0 4.0 4.3 53 RoCE (%) 6.8 8.1 10.8 12.5
USD/INR (average) 75.0 73.0 72.0 71.0 Inventory days 178 155 128 118
Procurement (INR/I) 27.9 28.9 28.9 29.2 Receivable days 46 43 53 52
Procurement (mn |/day) 1.0 1.2 1.5 1.7 Payable days 80 68 59 57
B2C Sales (%) 68.4 68.9 68.8 68.3 Working cap (% sales) 42.6 40.1 32.7 33.2
B2B Sales (%) 31.6 31.1 31.2 31.7 Gross debt/equity (x) 37.8 46.7 33.1 26.3
Freight (% of sales) 3.9 3.9 3.8 3.8 Net debt/equity (x) 35.8 33.7 16.6 12.1
Ad Spends (% of sales) 2.8 2.7 2.7 2.7 Interest coverage (x) 1.6 2.6 5.9 9.1
Valuation Metrics Valuation Drivers

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
Diluted P/E (x) 54.5 19.0 11.5 9.9| | EPS growth (%) (77.9) 131.3 64.8 16.2
Price/BV (x) 1.2 1.0 1.0 1.0 RoE (%) 2.3 5.7 9.5 10.9
EV/EBITDA (x) 11.7 8.0 5.3 4.4| |EBITDA growth (%) (40.9) 25.1 323 15.9
Dividend yield (%) 0.4 0.4 0.4 0.4 Payout ratio (%) ; 20.2 101 56 4.4

Source: Company and Edelweiss estimates
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Exhibit 1: Liquid milk and SMP sales picked up in Q1FY22

Milk products 3,223

Total 4,384 4,356 4,344

Source: Company, Edelweiss Research

Exhibit 2: Quarterly financial snapshot

Revenues 4,384 4,356 0.7 4,344 0.9 18,418 21,196 24,453

2.3 7 5

ROAE(%) . 5. 9.

As % of net revenues

Staff expenses 4.6 4.5 4.4 4.2 3.9 3.7
EBITDA 10.2 6.8 3.42 4.2 6.00 6.8 7.4 8.4

Source: Company, Edelweiss Research




Company Description

Parag, incorporated in 1992 with operations in just collection and distribution of
milk, has now developed into a FMCG dairy company. It has diversified its product
portfolio with 170 plus SKUs to cater to a wide range of customers via 6 brands—
Gowardhan, Go, Pride Of Cows, ToppUp, Milkrich and Avvatar. The company has
recently ventured into the whey consumer protein powder segment with Avvatar
brand and fruit beverages category with Slurp brand.

The company’s aggregate milk processing capacity stands at 2mn Itr per day. Its
cheese plant boasts of one of the largest production capacities in India with raw
cheese capacity of 60MT per day.

Investment Theme

Parag Milk Foods (Parag) has made a commendable leap in a short span by capturing
leading market share in high-margin value-added products (VADP)—No. 2 in cheese
(32% market share) and largest cow ghee brand in India. Parag boasts of strongest
value-added portfolio contributing 64% to sales, way ahead industry’s 34%.

FY21 was a challenging year where in sales declined 25% led by hit in modern trade
and HORECA segments. EBIDTA declined 41%. While HORECA sales are gradually
improving, company expects sales recovery from Q2FY22 and reach FY20 level in
sales leading to 15% growth. Gross margins may take a hit, owing to procurement
prices inching up. Led by reduced working capital over two years with the funds
raised we expect ~80% PBT growth in FY22. But we maintain a Reduce as we build
in recovery and value at 15x Q2FY23.

Key Risks

Volatility in raw milk prices

Any material and sudden rise in milk prices may impact Parag’s margin. Milk
procurement prices jumped 27% in FY17, which Parag was able to absorb due to
premiumisation as demonstrated by 39bps rise in gross margin.

Competitive pressure

The domestic dairy products industry is highly competitive with presence of large
multinational companies as well as regional and local players. The company also
competes with large dairy cooperatives; incentives offered by central or state
governments to these could benefit such entities. Any steep increase in competitive
pressure—Amul getting aggressive in the HORECA segment—may impact Parag’s
revenue growth prospects.

Failure of launches

Parag is steadily launching new products. If these products are not successful it may
lead to increased expenses with no proportionate sales.

Edelweiss Research is also available on www.edelweissresearch.com, Bloomberg - EDEL, Thomson Reuters, and Factset Edelweiss Securities Limited
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Additional Data

Management Holdings — Top 10*
Chairman Devendra Shah % Holding % Holding
MD Pritam Shah Stitching Depositary 4.70 American Century 0.01
Somerset EM Small 2.16 Manulife Financial 0.00
CFO Shashikant Dalmia
Quant Money Man 0.72 Norges Bank 0.00
CS & Compliance Officer Rachana Sanganeria Macgquarie EM Fund 0.45 Legato Capital 0.00
Auditor Sharp & Tannan Dimensional Fund 0.37
*Latest public data
Recent Company Research Recent Sector Research
Date Title Price Reco Date Name of Co./Sector Title
15-Jun-21 Recovery lagging peers; Result 109 Reduce 30-1ul-21 Heritage Foods Strong strategic moves ; Result

Update Update

11-Feb-21 Recovery still distant; Result Update 109 Reduce 21-May-21 Heritage Foods Siprzeis Gl sequEniEly s

Update
10-Nov-20 Modern trade, HORECA sour 08 Hold 01-Feb-21  Heritage Foods Strong spreads sustain;  Result
recovery; Result Update Update
Rating Interpretation Daily Volume
10
350
290 8
~
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- =
=
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4
110
2
50
Aug-18 Feb-19 Aug-19 Feb-20 Aug-20 Feb-21 0
——PARAGINEquity =~ ® Buy @ Hold e Reduce Aug-18 Feb-19 Aug-19 Feb-20 Aug-20 Feb-21
Source: Bloomberg, Edelweiss research Source: Bloomberg
Rating Distribution: Edelweiss Research Coverage Rating Rationale
Buy Hold Reduce Total Rating Expected absolute returns over 12 months
Rating Distribution* 173 54 19 247 Buy: >15%
>50bn >10bn and <50bn <10bn Total Hold: >15% and <-5%
Market Cap (INR) 215 40 4 259 Reduce: <-5%

*1 stocks under review
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Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing
the research report is/are resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding,
among other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934
(the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional
Investor as specified above, then it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any
U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional
Investors, Edelweiss Securities Limited has entered into an agreement with a U.S. registered broker-dealer, Edelweiss Financial Services Inc. ("EFSI"). Transactions in securities discussed in
this research report should be effected through Edelweiss Financial Services Inc.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within
Article 19(5) of the FSMA (Financial Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated
associations); and (c) any other persons to whom it may otherwise lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only
to relevant persons and will be engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This
research report must not be distributed, published, reproduced or disclosed (in whole or in part) by recipients to any other person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have prepared the research report. The research analysts
preparing the research report are resident outside the Canada and are not associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject
to supervision by a Canadian registered adviser and/or dealer, and are not required to satisfy the regulatory licensing requirements of the Ontario Securities Commission, other Canadian
provincial securities regulators, the Investment Industry Regulatory Organization of Canada and are not required to otherwise comply with Canadian rules or regulations regarding, among
other things, the research analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103")) who are resident in the Province of Ontario, Canada (an
"Ontario Permitted Client"). If the recipient of this report is not an Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the
report to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain international advisers and/or dealers. Please be advised that
(i) ESL is not registered in the Province of Ontario to trade in securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or
principal place of business is located in India; (iii) all or substantially all of ESL's assets may be situated outside of Canada; (iv) there may be difficulty enforcing legal rights against ESL because
of the above; and (v) the name and address of the ESL's agent for service of process in the Province of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3
Canada.

Disclaimer for Singapore Persons

In Singapore, this report is being distributed by Edelweiss Investment Advisors Private Limited ("EIAPL") (Co. Reg. No. 201016306H) which is a holder of a capital markets services license and
an exempt financial adviser in Singapore and (ii) solely to persons who qualify as "institutional investors" or "accredited investors" as defined in section 4A(1) of the Securities and Futures
Act, Chapter 289 of Singapore ("the SFA"). Pursuant to regulations 33, 34, 35 and 36 of the Financial Advisers Regulations ("FAR"), sections 25, 27 and 36 of the Financial Advisers Act, Chapter
110 of Singapore shall not apply to EIAPL when providing any financial advisory services to an accredited investor (as defined in regulation 36 of the FAR. Persons in Singapore should contact
EIAPL in respect of any matter arising from, or in connection with this publication/communication. This report is not suitable for private investors.

Disclaimer for Hong Kong persons

This report is distributed in Hong Kong by Edelweiss Securities (Hong Kong) Private Limited (ESHK), a licensed corporation (BOM -874) licensed and regulated by the Hong Kong Securities
and Futures Commission (SFC) pursuant to Section 116(1) of the Securities and Futures Ordinance “SFO”. This report is intended for distribution only to “Professional Investors” as defined
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