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RESULT UPDATE

Sales uptick; margins better

Parag Milk Foods (Parag) posted a revenue uptick of 7% YoY in Q2FY22
off a low base (-22% YoY) as core categories reverted to pre-pandemic
levels, up 23% YoY in H1. EBITDA grew 28% YoY (18% above estimate)
on lower procurement prices while gross margins expanded 101bps.

With normalcy returning, Parag outlined its Vision 2.0 encompassing a
6C framework: Cows, Consumers, Cash, Cost, Corporate Governance
and Community. Management hence announced expansion across
milk and distribution along with focus on strengthening core, balance
sheet and ESG. Given better-than-expected margins, we are raising
FY22/23E EPS by 30/9% and upgrading Parag to ‘BUY’ with a TP of
INR158 (INR127 earlier), valuing the stock at 15x FY23E.
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Procurement prices dip improves profitability

Sales were up 7% YoY on a base quarter decline of 22% YoY. This was led by growth
of 9% YoY and 13% YoY in sales of value-added products and skimmed milk powder,
respectively, while liquid milk sales dipped 1% YoY. Core categories grew 23% in
H1FY22. Procurement prices remained soft during Q2FY22, while realisation largely
remained the same, leading to gross margin expansion of 101bps YoY. Consequently,
EBITDA shot up 28% YoY, and with Q2FY22 margin expanding to 10%. The company
expects EBIDTA margin to sustain at 9-10% as sales and procurement pick up.

New vision to aid growth pickup

During Q2FY22, management saw a pickup as HORECA displayed growth from pre-
pandemic levels. With reversion to normalcy, management announced the new
Vision 2.0 covering expansion across procurement: This involves setting up the
largest dairy farm in South East Asia increasing the number of cows to 6x, milk
production to 140,000 liters and focusing on core categories, along with
improvement in efficiencies and modernisation to lower costs. Improved
profitability should result in strengthening of balance sheet as cash flows expand.
Hence, management envisages a 15% revenue CAGR over coming years with growth
of 20% in core categories of ghee, cheese, paneer and proteins.

Outlook and valuation: Growth uptick; upgrade to ‘BUY’

With Parag announcing Vision 2.0 outlining long-term targets, and margin
improvement being stronger than expected, we are raising FY22/23E EPS by 30/9%
and upgrading the stock to ‘BUY’ with a revised TP of INR158, valuing it at 15x FY23E
(17% discount to Heritage Foods’ 18x). The stock is trading at 19x FY22E/13x FY23E.

Financials

Year to March Q2FY22 Q2FY21 % Change Q1FY22 % Change
Net Revenue 5,323 4,982 6.8 4,384 21.4
EBITDA 530 415 27.8 449 18.0
Adjusted Profit 228 159 433 175 30.1
Diluted EPS (INR) 0.0 1.9 (100.0) 2.1 (100.0)
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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 20,245 23,133 25,941 Share capital 838 950 1,050 1,150
Gross profit 4,799 5,542 6,317 7,006 Reserves 8,442 9,080 10,098 11,422
Employee costs 782 829 895 967 Shareholders funds 9,280 10,030 11,148 12,573
Other expenses 2,769 2,888 3,203 3,479 Minority interest 0 0 0 0
EBITDA 1,248 1,825 2,218 2,560 Borrowings 3,508 4,608 3,608 3,208
Depreciation 518 557 597 645 | | Trade payables 3,041 2,618 2,856 3,113
Less: Interest expense 458 490 321 218 Other liabs & prov 922 1,017 1,166 1,312
Add: Other income 135 161 131 143 | | Total liabilities 16,794 18,320 18,832 20,265
Profit before tax 407 938 1,431 1,839 Net block 4,713 4,756 4,858 4,814
Prov for tax 200 235 358 460 Intangible assets 19 19 19 19
Less: Other adjustment 0 0 0 0 Capital WIP 31 31 31 31
Reported profit 207 704 1,073 1,379 Total fixed assets 4,763 4,806 4,908 4,864
Less: Excp.item (net) 0 0 0 0 Non current inv 8 8 8 8
Adjusted profit 207 704 1,073 1,379 Cash/cash equivalent 187 2,014 2,353 2,401
Diluted shares o/s 84 95 105 115 Sundry debtors 1,589 3,217 3,486 3,909
Adjusted diluted EPS 2 7 10 12 Loans & advances 4 4 4 4
DPS (INR) 0.5 0.6 0.5 0.5 Other assets 10,243 8,270 8,072 9,079
Tax rate (%) 49.2 25.0 25.0 25.0 Total assets 16,794 18,320 18,832 20,265
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 9.5 9.4 9.4 Reported profit 207 704 1,073 1,379
VADP (% of revenue) 72.9 72.7 73.0 73.2 Add: Depreciation 518 557 597 645
Gross margin (%) 26.1 27.4 27.3 27.0 Interest (net of tax) 458 490 321 218
EBITDA margin (%) 6.8 9.0 9.6 9.9 Others (1,209) (1,768) (2,308) (1,214)
Net profit margin (%) 1.1 3.5 4.6 5.3 Less: Changes in WC (193) 16 317 (1,028)
Revenue growth (% YoY) (24.5) 9.9 14.3 12.1 Operating cash flow (220) 0
EBITDA growth (% YoY) (40.9) 46.3 215 15.4 Less: Capex 0 0
Adj. profit growth (%) (77.9) 239.9 52.5 28.5 Free cash flow (220) 0
Assumptions (%) Key Ratios

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
GDP (YoY %) (8.0) 9.0 7.0 7.0| | RoE (%) 2.3 7.3 10.1 11.6
Repo rate (%) 4.0 4.0 43 53| | RoCE (%) 6.8 10.4 11.9 13.5
USD/INR (average) 75.0 73.0 72.0 71.0 Inventory days 178 159 126 118
Procurement (INR/I) 27.9 27.9 28.0 28.3 Receivable days 46 43 53 52
Procurement (mn |/day) 1.0 1.2 14 1.6 Payable days 80 70 59 58
B2C Sales (%) 68.4 68.6 67.8 67.2 Working cap (% sales) 42.6 38.7 325 32.9
B2B Sales (%) 31.6 314 32.2 32.8 Gross debt/equity (x) 37.8 459 32.4 25.5
Freight (% of sales) 3.9 3.8 3.8 3.8 Net debt/equity (x) 35.8 25.9 11.3 6.4
Ad Spends (% of sales) 2.8 2.7 2.7 2.7 Interest coverage (x) 1.6 2.6 5.1 8.8
Valuation Metrics Valuation Drivers

Year to March FY21A FY22E FY23E FY24E Year to March FY21A FY22E FY23E FY24E
Diluted P/E (x) 54.4 18.2 13.2 11.2| | EPS growth (%) (77.9) 199.9 38.0 17.4
Price/BV (x) 1.2 13 13 1.2 RoE (%) 2.3 7.3 10.1 11.6
EV/EBITDA (x) 11.7 7.6 5.7 4.7 | |EBITDA growth (%) (40.9) 46.3 215 15.4
Dividend yield (%) 0.4 0.4 0.4 0.4 Payout ratio (%) ; 20.2 7.8 51 4.0

Source: Company and Edelweiss estimates

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

Edelweiss Securities Limited



PARAG MILK FOODS

Exhibit 1: Milk products sales rose on re-opening

Milk products

Total 5,323 4,982 4,384
Source: Company, Edelweiss Research

Exhibit 2: Quarterly financial snapshot (INR mn)

Revenues 5,323 4,982 6.8 4,384 21.4 9,708 20,245 23,133

Depreciation 129 134 (3.9) 132 (2.4) 261 557 597
S

Net profit 4.3 3.2 4.0 4.1 3.5 4.6
Source: Company, Edelweiss Research

Exhibit 3: We have raised our FY22/23E PAT by 30/9%

21,196 24,453 20,245 23,133

PAT 543 989 704 1,073 29.6 8.5
Source: 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 ltr 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%. pandemic levels. With reversion of
normalcy, management announced the new Vision 2.0 covering expansion across
procurement by setting up the largest dairy farm in South East Asia increasing cow
nos 6x, milk production to 1.4 lac liters, focusing on core categories and
improvement in efficiencies and modernisation to yield lower costs. Improved
profitability should result in strengthening of balance sheet as cash flows expand.
Thus, management envisages a 15% revenue CAGR over the upcoming years with
growth of 20% in core categories of ghee, cheese, paneer and proteins. We upgrade
to BUY as we build in revenue growth of 12% CAGR over FY21-24E.

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 Depos 4,70 American Centur 0.01
Somerset EM Sma 1.27 Manulife Financ 0.00
CFO Shashikant Dalmia
S & C m Quant Money Man 0.72 Norges Bank 0.00
ompliance ;
At Rachana Sanganeria Macquarie EM 0.45
Auditor Sharp & Tannan Dimensional Fun 0.35
*Latest public data
Recent Company Research Recent Sector Research
Date Title Price Reco Date Name of Co./Sector Title
04-Aug-21 Sustainable uptick awaited; Result 135 Reduce 22-0ct-21  Heritage Foods Procurement picks up ; Result
Update Update
15-Jun-21 Recovery lagging peers; Result 109 Reduce 30Jul21  Heritage Foods Strong strategic moves ; Result
Update Update
11-Feb-21 Recovery still distant; Result Update 109 Reduce 21-May-21 Heritage Foods Z’;’:jis dip sequentially; Result
Rating Interpretation Daily Volume
TP 10
275 214
230 8
=
Z 185 6
- =
=
140 -
4
95
2
50
Nov-18 May-19 Nov-19 May-20 Nov-20 May-21 0
PARAG IN Equity ~ © Buy @ Hold ¢ Reduce Nov-18 May-19 Nov-19 May-20 Nov-20 May-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* 179 57 18 255 Buy: >15%
>50bn >10bn and <50bn <10bn Total Hold: >15% and <-5%
Market Cap (INR) 230 40 3 273 Reduce: <-5%

*1 stocks under review
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DISCLAIMER

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, Investment
Adviser, Research Analyst and related activities.

This Report has been prepared by Edelweiss Securities Limited in the capacity of a Research Analyst having SEBI Registration No.INH200000121 and distributed as per SEBI (Research Analysts)
Regulations 2014. This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. Securities as
defined in clause (h) of section 2 of the Securities Contracts (Regulation) Act, 1956 includes Financial Instruments and Currency Derivatives. The information contained herein is from publicly
available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an independent
evaluation of an investment in Securities referred to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such
investment. The investment discussed or views expressed may not be suitable for all investors.

This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly
in any form to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which
would subject ESL and associates / group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be
restricted by law, and persons in whose possession this report comes, should observe, any such restrictions. The information given in this report is as of the date of this report and there can
be no assurance that future results or events will be consistent with this information. This information is subject to change without any prior notice. ESL reserves the right to make
modifications and alterations to this statement as may be required from time to time. ESL or any of its associates / 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. ESL is committed to providing independent and transparent recommendation
to its clients. Neither ESL nor any of its associates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Our proprietary trading and investment businesses may make
investment decisions that are inconsistent with the recommendations expressed herein. Past performance is not necessarily a guide to future performance .The disclosures of interest
statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information
provided in these reports remains, unless otherwise stated, the copyright of ESL. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and
copyright of ESL and may not be used in any form or for any purpose whatsoever by any party without the express written permission of the copyright holders.

ESL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break
down of the system or any other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the ESL to present the data. In no event shall
ESL be liable for any damages, including without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented
by the ESL through this report.

We offer our research services to clients as well as our prospects. Though this report is disseminated to all the customers simultaneously, not all customers may receive this report at the
same time. We will not treat recipients as customers by virtue of their receiving this report.

ESL and its associates, officer, directors, and employees, research analyst (including relatives) worldwide may: (a) from time to time, have long or short positions in, and buy or sell the
Securities, mentioned herein or (b) be engaged in any other transaction involving such Securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the subject company/company(ies) discussed herein or act as advisor or lender/borrower to such company(ies) or have other potential/material conflict of interest with
respect to any recommendation and related information and opinions at the time of publication of research report or at the time of public appearance. ESL may have proprietary long/short
position in the above mentioned scrip(s) and therefore should be considered as interested. The views provided herein are general in nature and do not consider risk appetite or investment
objective of any particular investor; readers are requested to take independent professional advice before investing. This should not be construed as invitation or solicitation to do business
with ESL.

ESL or its associates may have received compensation from the subject company in the past 12 months. ESL or its associates may have managed or co-managed public offering of securities
for the subject company in the past 12 months. ESL or its associates may have received compensation for investment banking or merchant banking or brokerage services from the subject
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from the subject company in the past 12 months. ESL or its associates have not received any compensation or other benefits from the Subject Company or third party in connection with the
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employees may have interests/ positions, financial or otherwise in the Securities/Currencies and other investment products mentioned in this report. ESL, its associates, research analyst
and his/her relative may have other potential/material conflict of interest with respect to any recommendation and related information and opinions at the time of publication of research
report or at the time of public appearance.

Participants in foreign exchange transactions may incur risks arising from several factors, including the following: ( i) exchange rates can be volatile and are subject to large fluctuations; ( ii)
the value of currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes
in interest rates; and (iii) currencies may be subject to devaluation or government imposed exchange controls which could affect the value of the currency. Investors in securities such as
ADRs and Currency Derivatives, whose values are affected by the currency of an underlying security, effectively assume currency risk.

Research analyst has served as an officer, director or employee of subject Company: No
ESL has financial interest in the subject companies: No

ESL’s Associates may have actual / beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication of research
report.

Research analyst or his/her relative has actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding the date of publication
of research report: No
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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; (i) 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
in Part | of Schedule 1 to SFO. Any investment or investment activity to which this document relates is only available to professional investor and will be engaged only with professional
investors.” Nothing here is an offer or solicitation of these securities, products and services in any jurisdiction where their offer or sale is not qualified or exempt from registration. The
report also does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of any individual recipients. The Indian
Analyst(s) who compile this report is/are not located in Hong Kong and is/are not licensed to carry on regulated activities in Hong Kong and does not / do not hold themselves out as being
able to do so.
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