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Stock Details HIMATSINGKA SEIDE LTD (HSL)
Market cap (Rs mn) 22744
S2wk HilLo (Rs) 4007181 PRICE Rs.231 TARGET Rs.290 BUY
Face Value (Rs) 5
3M Avg. daily vol (nos) 173484 Himatsingka Seide Ltd (HSL) is a vertically integrated home textile player
Shares o/s (mn) %  with manufacturing facilities in India and has retail and distribution
Source: Bloomberg businesses in North America, Europe and Asia. The company has adopted
Financial Summary - Consolidated integrated business model with presence from farm to store. This results
Y/E Mar (Rs mm) 19t Fy20r Fyzie  INto cost efflcu_enc_:y and delivering quality pr_oducts to its customers. HSL is
P o036 28515 31103 focused on b_U|Id_|ng a strong bfand portfolio through owned and licensed
Growth (%) 58 o5 o3 Drands contrlt_)utl_ng 75-80% of its revenue. It has license to man_ufacture,
EBITDA s664 6552 7336 Source and distribute home textiles brands such as Calvin Klein Home,
EBITDA margin (%) 218 230 235 Tommy Hilfiger Home, Barbara Barry, etc in major geographies such as
PAT 1047 2387 2964  North America, Europe, etc. Going forward, the company intends to add
EPS 198 242 301 more brands as part of its long term growth strategy and enhancing its
EPS Growth (%) 34 226 242 market share in branded home textiles segment. HSL is at the final stage of
Book value (Rs/share) 141.6 162.4 1882  its capex with deleveraging going to be the core focus of the company. We
Dividend pershare (Rs) 2.8 35 43  expect company'’s sales, EBITDA and PAT to grow at a CAGR of 11.5%, 17.8%
ROE (%) 149 159 172 and 13.7% respectively with 360bps improvement in EBITDA margins in
ROCE (%) 122 124 139 FY18-21E. We initiate coverage on the stock with BUY rating and target price
P/E () n7 95 77 of Rs 290, valued at 12x FY20E EPS.
P/BV (x) 1.6 1.4 1.2
EV/EBITDA (x) 8.4 7.2 6.0 Investment Rationale
Source: Company, Kotak Securities - PCG
) . O Integrated business model results in cost efficiency and delivering quality

Shareholding Pattern (%) products. HSL is vertically integrated home textiles player which designs,
%) Mar-19 Dec-18 Jun-18 develops, manufactures, distributes and retails products for its global
;’I"m"ters 4:? 4;'2 :":'i clientele. This helps the company to be cost efficient player and enables it
ol 136 136 121 to meet constantly changing consumer preferences without affecting
Others 318 297 289 quality. It has fully integrated facility with sheeting and processing capacity
Source: Bloomberg, BSE of 61 mn meters per annum (MMPA), ultra-fine cotton yarn manufacturing

) facility with capacity of 211,584 spindles, and also setting up terry towel
Price Performance (%) facility with capacity of 25,000 tonnes per annum. Due to these benefits, the
%) ™ 3M oM company has been able to scale up own sourcing from ~50% in FY16 to
Himat Singka 6.4 9.1 (5.9) ~75% in EY19E.
Nifty 3.2 8.2 11.4

Source: Bloomberg
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QO Focus on building strong portfolio of brands to increase market share. HSL
is focused on building a strong brand portfolio through owned and licensed
brands contributing 75-80% of its revenue. With over 12 brands, the company
has amongst the largest portfolio of home textiles brands with an annual
revenue of over Rs 20 bn. These brands are sold through retail and
distribution networks across North America, Europe and Asia. In beginning
of FY19, it acquired exclusive license rights to Tommy Hilfiger Home brand
(for North America), The Copper Fit Brand and other brands with
consolidated annual revenue of approx USD 60-65 mn. Recently, it acquired
exclusive licensing rights to home textiles brand ‘Royal Velvet' for North
America which has strong growth potential. Going forward, the company
intends to add more brands as part of its long term growth strategy and
enhancing its market share in branded home textiles segment.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client Group.
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O DNA tagged cotton track and trace technology gives competitive edge. HSL
has emerged as a global leader in track and trace capabilities with regard to
the cotton value chain. Tracking system monitors raw material from the farm
to the store. Based on this, the company built exclusive cotton brands,
namely, Pimacott, HomeGrown Cotton and Organicott. This will help it in
catering to the client with products equipped with DNA-based tagging
technology and gives HSL edge over most of its peers.

QO Focus on deleveraging with reduced working capital. HSL is at the final stage
of its Rs 13 bn capex planned since FY16. As the capex cycle is near its end,
deleveraging would be the core focus of the company. Further, the
company's strategy to consolidate home textiles portfolio and sweating new
capacities of Terry towel would help it in achieving operating leverage and
improving operating cash flows. We expect the company’s net debt to equity
to improve from 1.7x in FY19E to 1.1x in FY21E.

Financial Outlook

Going forward, top priority of the company is to consolidate its home textiles
portfolio as well as sweating its new capacities in terry towel and bed linen. In
addition, based on improved cash flows, the company will target to reduce its
debt by reducing working capital. It will also look out for new strategic
opportunities in terms of additions of brands.

We expect company's sales, EBITDA and PAT to grow at a CAGR of 11.5%,17.8%
and 13.7%, respectively with 360bps improvement in EBITDA margins in FY18-
21E. This is based on 1) increased contribution from integration of new brands
and licenses added by the company, 2) contribution from increased sheeting
capacity, 3) revenue from towel facility, 4) contribution from all geographies and
5) benefits from recent incentives by the government for made-ups exports.

Valuation

Based on FY19E/FY20E/21E EPS of Rs 19.8/Rs 24.2/Rs 30.1, the stock is
trading at PE of 11.7x/9.5x/7.7, respectively. We initiate coverage on the stock
with BUY rating and target price of Rs 290. We have valued the stock at 12x
FY20E EPS of Rs 24.2, which is close to its last five years average forward PE of
11.6x.

Risks and concerns

O Raw material price volatility

O Aggressive expansion

Q Forex volatility risk
a

Change in government policies towards exports benefits

Kotak Securities — Private Client Research

Please see the Disclosure/Disclaimer on the last page For Private Circulation 2
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COMPANY BACKGROUND

Himatsingka Seide, founded in 1985, is a vertically integrated home textile
player. It manufactures, retails and distributes bedding, bath, drapery, upholstery
and lifestyle accessory products. In terms of operations, the company's
business is divided into manufacturing and retail & distribution. The company
has manufacturing facilities in India and has retail and distribution businesses
in North America, Europe and Asia.

The company was earlier present only in manufacturing of silk and silk blended
fabrics for drapery and upholstery segment. In 2003, it launched luxury home
furnishing brand 'Atmosphere’ in India. Further in 2005, it commenced
construction of the vertically integrated greenfield bed linen manufacturing
facility at Hassan, Karnataka. In 2007, HSL moved one step further, by acquiring
Giuseppe Bellora S.p.A (ltaly). It is amongst the most prestigious bed linen
brands in Europe and retails through 17 exclusive Bellora stores, multi-brand
outlets and luxury departmental stores in Italy and other parts of Western
Europe. HSL also acquired two companies in North America, Divatex Home
Fashions, Inc and DWI Holdings, Inc which got merged with Himatsingka
America. Based on acquisitions made by the company over the years, it
presently holds licenses for leading brands such as Calvin Klein Home, Tommy
Hilfiger Home, Barbara Barry, Royal Velvet, etc.

Manufacturing Business

HSL's manufacturing facility is located in Bangalore and Hasan, Karnataka. It
has sheeting and processing capacity of 61 mn meters per annum (MMPA) in
bedding, which is fully integrated with recently completed ultra-fine cotton yarn
manufacturing facility having capacity of 211,584 spindles. In Drapery and
Upholstery business, it has vertically integrated facility with yarn preparation,
yarn dyeing, weaving and finishing capabilities. The facility has an annual
capacity of 2 MMPA with 110 weaving machines. The company is setting up
terry towel facility in Hasan with annual capacity of 25,000 tonnes per annum
(TPA) which will be operational by H1FY20.

Retail & Distribution

HSL has retail and distribution networks across North America, Europe and Asia.
The company through its subsidiary, Himatsingka Holdings NA and Himatsingka
USA operates in North America and owns distribution license of brands such as
Calvin Klein Home, Tommy Hilfiger Home, Barbara Barry, etc. In Europe, HSL has
extensive retail and distribution networks and operates through its division
Guiseppe Bellora S.p.A. Bellora. It is amongst the most recognized Italian luxury-
bedding brand in Italy and has presence in other parts of Europe. With over 12
brands, the company has amongst the largest portfolio of home textiles brands
with an annual revenue of over Rs 20 bn.

HSL Group Structure

Himatsingka Seide,

Indiz
100% 29% 100% 100%
HimatsingkaWowens,  Twill&Oxford, UAE  HimatsingkaHoldings, i 'mati't'fﬁf”mpe
India NA d
100% 100%
Himatsingka America,  GjuseppeBellora, Iwly

USA

Source: Company PPT, Giuseppe Bellora now got merged with Himatsingka America

Kotak Securities — Private Client Research
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Spinning unit

Weaving unit

Source: Company

Processing unit

Source: Company

Warehousing unit

Source: Company

Management Profile

Source: Company

Name

Designation

Background

D K Himatsingka

Shrikant Himatsingka

Vasudevan V

Rajiv Khaitan

KR S Murthy

Pradeep Bhargava

Sangeeta Kulkarni

K.P.Rangaraj

Ashok Sharma

Promoter & Executive Chairman

Managing Director & CEO

Executive Director

Independent Director

Independent Director

Independent Director

Independent Director

Chief Financial Officer

Company Secretary

He is the founder of the company and the company has grown under his able
leadership. He pioneered luxury Home Textile manufacturing in India.

He is Alumni of Leonard Stern School of Business, USA. He has been instrumental in
taking forward the various growth initiatives of the group

He graduated from The Institute of Chemical Technology from Bombay. He heads
Manufacturing Operations of the Company

He is a partner of the law firm, Messers Khaitan & Co. LLP, Advocates, Notaries,
Patent & Trade Mark Attorneys

Doctorate in Business Administration from the Harvard Business School and his
Masters in Management from Sloan School, MIT. Former Director, Indian Institute of
Management, Bangalore and former Chairman, Board of Information Technology
Education Standards, BITES

He is BE in Electronics and Communications from IS and MBA from [IM Ahmedabad.
He has long experience in both state and private enterprises in fields ranging from
consumer, industrial and energy sectors

She is the Co-founder & CEO of Brickwork India, a global leader in Remote Executive
Assistance services. She holds a Master’s degree in HR and is an alumnus of Boston
University and Northwestern University, USA.

He is a CA and holds Bachelor's degree in Science (Maths) from Madras University.
He has 25 years' experience across sectors like FMCG, Manufacturing, Telecom,
Infra, etc.

He is Senior VP Finance, CFO (Strategic Finance) and is also company secretary of
the company

Source: Company

Kotak Securities — Private Client Research
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INVESTMENT RATIONALE

Integrated business model results in cost efficiency and delivering quality
products

HSL is vertically integrated home textiles player which designs, develops,
manufactures, distributes and retails products for its global clientele. This helps
company to be cost efficient player and enables it to meet constantly changing
consumer preferences without affecting quality. It has fully integrated facility at
Hasan, Karnataka with sheeting and processing capacity of 61 mn meters per
annum (MMPA). The company went backward by setting up ultra-fine cotton
yarn manufacturing facility with capacity of 211,584 spindles (got operational
last year). As per company, it is world’s largest spinning plant under one roof.
The company is meeting half of its yarn requirement internally which helped it
in delivering high quality products, quality raw material and improving margins
despite challenges related to reduction in incentives/duty benefits post GST.
The company is further adding terry towel facility with capacity of 25,000 tonnes
per annum which will expand its product basket. Due to these benefits, the
company has been able to scale up own sourcing from ~50% in FY16 to ~75%
in FY19E.

Integrated Manufacturing Solutions

Drapery & Spinning Division
Upholstery 211,584 Spindles
Division 2 MMPA

Solutions

Q Integrated
Manufacturing

Bedding Division Terry Division
61 MMPA 25,000 TPA
Source: Company
Own sourcing
80% 75%

60%

50%

40%

20%

0%
FY16 FY19E

Source: Company, Kotak Securities - Private Client Research
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Focus on building strong portfolio of brands

HSL is focused on building a strong brand portfolio through owned and licensed
brands. It began its journey in brand business in 2003 through its own brand
‘Atmosphere’ in India. Later, it ventured in global brand business with the
acquisition of licenses and distribution rights for global brands like, Calvin Cline
Home. Currently, it has over 12 licensed or own brands, and hence operates
amongst the largest brand portfolios in home textile space. In Q1FY19, the
company’s step down subsidiary Himatsingka America Inc acquired home
portfolio of Global Brands Group Holding, which has exclusive licence rights for
brands like Tommy Hilfiger Home, Copper Fit, etc. Further, the company has now
taken up global license rights to the Calvin Klein Home Brand and hence will be
targeting at worldwide markets to take this brand. Based on all these efforts, its
brand portfolio saw robust growth during FY16-18. It saw robust growth from
brands and total revenues from its brand portfolio, was Rs. 16.1 bn, contributing
75-80% of its revenue and is expected to contribute higher in the coming years.

Strong Brand Portfolio

HOMEGR
BARRY LALA LA

Source: Company

Acquisition of new licenses to enhance market share of branded segment

HSL is focused on enhancing its market share in branded home textiles
segment. In order to meet this objective, HSL's subsidiary Himatsingka America
Inc. has acquired the home portfolio of Global Brands Group Holding Limited.
The acquired home portfolio includes the exclusive license rights to Tommy
Hilfiger Home brand, The Copper Fit Brand and other brands for North America.
This brand portfolio is estimated to contribute annual revenues of approximately
between USD 60-65 mn on a consolidated basis. The company is in process of
integrating operations and is expected to be concluded by end of FY19E. As per
management, the revenue distribution between quarters is non-linear with more
revenue will be back ended to the second half of the fiscal. The company expects
EBITDA margins from this portfolio to be in-line with the current consolidated
EBITDA margin profiles, once the integration process is completed. As per
management, the payback period for the brand will be less than three years.
Recently, it acquired exclusive licensing rights to home textiles brand ‘Royal
Velvet’ for North America which has strong growth potential. Going forward, the
company intends to add more brands as part of its long term growth strategy.

Kotak Securities — Private Client Research

Please see the Disclosure/Disclaimer on the last page For Private Circulation 6
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DNA Tagging

DNA tagged cotton track and trace technology gives competitive edge

HSL has emerged as a global leader in track and trace capabilities with regard
to the cotton value chain. In order to ensure quality and authenticity of its
products, the company adopted DNA tagged cotton track and trace technology
for supima cotton based products. This tracking system monitors raw material
from farm to store. HSL is using technologies exclusively licensed from Applied
DNA Sciences. The company is working with ginners in Texas, Arkansas and
California on tagging cotton. The company branded these tagged cotton under
‘Pimacott’. The company added more brands using DNA tagging for other
variants of cotton. Based on this, the company built exclusive cotton brands,
namely, Pimacott, HomeGrown Cotton and Organicott. This helps it in catering
to the client with products equipped with DNA-based tagging technology and
gives HSL edge over most of its peers.

DNA Tagged Fiber to Fimished Goods

}

DMA marker spraved onto raw
l cotton fiber

DMNA-marked Bale DMA-marked Greige DMA-marked Sheat

Yam J

|

Source: Company

Focus on deleveraging with reduced working capital

HSL is at the final stage of its Rs 13 bn capex planned since FY16. The company
has already doubled its sheeting capacity and backward integrated by setting
cotton spinning facility. It is currently setting up towel facility which is expected
to be commissioned in H1FY20. Higher capex, acquisition of new licenses and
higher working capital resulted in increased debt. The D/E ratio of the company
increased from Rs 0.8 to 1.6x in the last three years (FY16-18). The company
presently has Rs 16.8 bn of term loan and Rs 10 bn of working capital. The
working capital increased on account of increased inventory for new capex,
inventory built-up for cotton due to seasonal procurement, etc. Since the capex
cycle is near its end, deleveraging would be core focus for future. Further, the
company'’s strategy to consolidate home textiles portfolio and sweating new
capacities of Terry towel would help in achieving operating leverage and
improve operating cash flows. We expect company’s net debt to equity to
improve from 1.7x in FY19E to 1.1x in FY21E.

Kotak Securities — Private Client Research

Please see the Disclosure/Disclaimer on the last page For Private Circulation 7
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Industry

Indian textiles exports are expected to grow at double digit

The global Textile and Apparel trade was at USD 751 bn (in 2017) and grew at
CAGR of 4.1% (in 2006-2017). It is estimated to grow in the band of 4.5% — 5%
going forward and likely to touch approximately USD 1 trn by 2020. (Source:
World Trade Statistical Review 2016, WTO). As per the current rankings, India is
the 20th largest exporter with 1.7% share and 11th largest importer with 2.5%
share of merchandise trade in the world.

Global textile market
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Source: Industry, International Trade Statistics 2017, WTO

The size of Indian textiles and garment market was at USD 150 bn (in 2017) and
is expected to grow at double digit (CAGR of 10.4% in 2016-21) to touch USD 223
bn by 2021. Of the total market size, 37% is exports and 63% is domestic. The
industry contributes 4% of the Indian GDP and 14% of India’s industrial
production. The size of Indian textiles and apparel exports was at USD 37.7 bn
in FY18 and had grown at a CAGR of 6.9% in FY06-18. Indian textiles and
apparels exports is expected to grow to USD 82 bn by FY21E, (27.9% CAGR in
FY18-21E) (source: IBEF). This growth will be driven by India’s strengths and
advantages particularly in cotton based textile products among other textile
categories.

Kotak Securities — Private Client Research

Please see the Disclosure/Disclaimer on the last page For Private Circulation 8
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Indian textiles sector: Domestic Vs exports Indian Textiles and garments market to grow 10.4% CAGR
250 293
Exports
33% 200
150
150
100
50
Domestic
%
67 0
CY17 CY21
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Indian textiles exports Domestic home textile market: Categorywise market breakup
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India gaining market share in cotton based home textiles in US

Global home textiles market is estimated in the range of USD 117 bn (in 2017)
and is expected to reach USD 130 bn by 2023 with US and Europe as major
markets in terms of importing made-ups. US home textiles (cotton) is estimated
in the range of USD 33 bn with organized market contributing 99% of total. The
market is dominated by large specialty store chains, department store chains
and big box discount chains. The sourcing of cotton based bedding products for
the US market is predominantly from India, China and Pakistan with India
gaining market share from China and Pakistan in the past 6 years. India’s share
of imports of the above products has grown from 28% in 2011 to 38% in 2018 in
cotton based bedding segment. This is on account of rise in labour cost in China,
China's internal consumption witnessing sharp surge led by urbanization,
increased government support to textiles sector in India, availability of raw
materials and labour in India, quality products offerings by Indian players, etc.

Kotak Securities — Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation 9
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US Imports (USD Million): Cotton based bedding products, India’s share is increasing
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Source: OTEXA, Department of Commerce, United States of America

Government cleared scheme to rebate central, state embedded taxes is positive

Recently, the central government has approved a scheme for rebate of all state
and central embedded levies for apparel and made-up textile segments. This is
important as incentives (of 4%) for apparel and made-ups under the
Merchandise Exports from India Scheme (MEIS) were not WTO compatible
anymore. Rates under the Remission of State Levies (RoSL) have been revised
upwards for apparel and made-ups sector. Earlier maximum RoSL available for
made-up sector was 2.2% which has now been revised upwards to 5%. In
addition, rebate will also be available for central levies upto 3.2%. This will take
the overall rebate to 8.2% from earlier 2.2% and thus would compensate for
discontinuation of incentive under MEIS. Hence, the net positive impact of this
revised incentive scheme will be to the tune of 2% and will positively impact
margins of home textiles exporters in FY20E. This will help exporters in
overcoming any challenges related to forex variation or raw material in FY20E.

Kotak Securities — Private Client Research
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RISKS & CONCERNS

m Raw material price volatility: HSL operates in fixed price make-to-order

contract and major volatility in the raw material prices may impact its
margins. Cotton prices had increased post hike in MSPs by the government.
However, it witnessed some softness in recent times on account of new
arrival in the market.

Aggressive expansion: HSL is present in capital intensive business of home
textiles. In the past three year the company doubled sheeting capacity, went
backward with yarn manufacturing and is now expanding into terry towel
business with total capex of Rs 13 bn. This has resulted in increased debt.
Any delay in scale up of operation from new capex would negatively impact
its returns ratios.

Forex volatility risk: Over 95% of the business of HSL is contributed by
exports. Any major volatility in the currency would negatively impact the
profitability in exports business. The company fully hedges its exports sales
but any steep volatility in the currency impacts near term margins and
earnings.

Change in government policies towards exports benefits: Central and state
government give exports benefits to home textiles exporters which support
their competitiveness in the global market. Any major change in structure of
exports benefits may impact competitiveness and margin of the company.

Kotak Securities — Private Client Research
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Forward PE band (x)

OUTLOOK & VALUATION

Going forward, top priority of the company is to consolidate its home textiles
portfolio as well as sweating its new capacities in terry towel and bed linen. In
addition, based on improved cash flows, the company will target to reduce its
debt by reducing working capital. It will also look out for new strategic
opportunities in terms of additions of brands.

We expect company's sales, EBITDA and PAT to grow at a CAGR of 11.5%,17.8%
and 13.7%, respectively with 360bps improvement in EBITDA margins in FY18-
21E. This is based on 1) increased contribution from integration of new brands
and licenses added by the company, 2) contribution from increased sheeting
capacity, 3) revenue from towel facility, 4) contribution from all geographies and
5) benefits from recent incentives by the government for made-ups exports. We
believe that the cash flows of the company would improve from FY20E onwards
on no major capex, benefits from operating leverage and company’s focus on
working capital reduction. This would also result in reduction in debt and higher
earning’'s growth from FY20E onwards. Based on FY19E/FY20E/21E EPS of Rs
19.8/Rs 24.2/ Rs 30.1, the stock is trading at PE of 11.7x/9.5x/7.7, respectively.
We initiate coverage on the stock with BUY rating and target price of Rs 290. We
have valued the stock at 12x FY20E EPS of Rs 24.2, which is close to its last five
years average forward PE of 11.6x.

Average forward PE at 11.6x
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Peer Comparison (Forward basis)

Private Client Research Source: Company, Capitaline, Kotak Securities - Private Client Research

Comparative CMP  FY13-18 FY13-18 FY20E FY20E FY18 FY18 FY18 Net
(Rs) Sales PAT P/E EV/EBITDA EBITDA RoE RoCE D/E
CAGR CAGR (%) (%) Margin (%) (%) (%)
(%) (%) (%)
Himatsingka Siede 231 6 29 9.5 7.2 19.9 17.6 12.8 1.7
Indocount 50 9 26 10.3 6.7 8.7 13.9 9.5 0.9
Welspun India* 60 11 11 10.6 6.1 18.6 15.9 10.2 1.2
Trident* 67 4 6 7.8 4.8 17.9 9.3 7.2 0.4
Source: Kotak Securities - Private Client Research, *Bloomberg
Peer Comparison
Capacity HSL* Trident Indo Count Welspun India
Yarn Spinning (Lakh Spindles) 212 5.55 0.8 1.7
Sheeting 61 43.2 90 90
Terry Towels (tonnes p.a.)* 25000%* 90000 NA 72000
Source: Company, Industry, * terry towel under expansion
Kotak Securities — Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation 12
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Net sales and growth trend

FINANCIAL PROJECTION

Strong financial performance in FY13-18

In the past 5 years (FY13-18), HSL's sales and PAT grew by 6% and 29%,
respectively with EBITDA margins improving from 9.1% to 19.9%, RoCE
improving from 9.2% to 12.8%. The net debt to equity has also increased from
1xto 1.6x in FY13-18 as the company has undergone through major capex of Rs
13 bn which resulted in sheeting capacity increasing from 23 MMPA to 61
MMPA with backward integration in terms of yarn production. The revenue
growth was slower despite increased capacity due to company’s focus on
increasing inhouse supply for retail and distribution business. The increased
inhouse consumption and backward integration benefits has resulted in
improved margins which more than doubled in the last five years despite
reduced duty incentives post GST.

Expect 11.5% Sales CAGR in FY18-21E

We expect revenue of HSL to grow at a CAGR of 11.5% in FY18-21E led 1)
increased contribution from integration of new brands and licenses added by
the company, 2) contribution from increased sheeting capacity, 3) revenue from
towel facility, 4) contribution from all geographies. The increase in processing
capacity from 46 MMPA to 61 MMPA in Q3FY19 would support the company in
growing its business from existing as well as new segments and geographies.
Besides this, towel facility which is expected to be completed in H1FY20 will
also contribute to its revenue growth.

EBITDA and Growth

mmmm Net Sales (Rs mn, LHS)

35,000
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Source: Company, Kotak Securities - Private Client Research Source: Company, Kotak Securities - Private Client Research

Expect 13.8% PAT CAGR in FY18-21E

We expect PAT to grow at a CAGR of 13.8% in FY18-21E driven by 1) 360 bps
improvement in EBITDA margins in FY18-21E on increased benefits from
integration, 2) reduction in debt resulting in lower interest expenses in FY21E.
We expect over 20% PAT growth in FY20E and FY21E. We expect company to
reduce its debt in FY20E and FY21E by Rs 0.5 bn and 3.5 bn respectively led by
reduction in working capital. We expect returns ratios to improve from FY20E
onwards led by better margins and increased asset turnover.

Kotak Securities — Private Client Research

Please see the Disclosure/Disclaimer on the last page For Private Circulation 13
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Quarterly results

Source: Company, Kotak Securities - Private Client Research

Q3FY19 results highlights

In Q3FY19, HSL's sales grew at 13.9% to Rs 6.8 bn while PAT grew by 2.1% yoy
due to higher depreciation, interest and taxes. EBITDA margin (including other
income) grew by 420 bps yoy to 22.8% on account of backward integration
benefits as spinning plant operated at full capacity. Depreciation increased on
account of capitalization of new capex, which also resulted in increased debt
and interest expenses. In addition, higher working capital also resulted in
increased debt and interest expenses. In 9MFY19, the company reported 14.3%
yoy growth in revenue, 31.2% yoy growth in EBITDA on improved margins at Rs
22.4% while PAT declined by 1.9% on higher depreciation, interest and taxes.

Year to March (INR Mn.) Q3FY19 Q3FY18 % Chg Q2FY19 % Chg 9IMFY19 9IMFY18 % Chg
Net Revenues 6,782 5,956 13.9 6,660 1.8 19,268 16,856 14.3
Raw Materials Cost 3,077 3,059 0.6 3,454 (10.9) 9,366 8,893 53
Gross Profit 3,706 2,897 27.9 3,205 15.6 9,902 7,963 243
Employee Expenses 632 545 16.0 709 (10.9) 1,892 1,617 17.0
Other Expenses 1,394 1,185 17.6 1,284 8.5 3,962 3,100 27.8
Operating Expenses 5,102 4,789 6.5 5,448 (6.3) 15,220 13,610 11.8
EBITDA 1,681 1,167 44.0 1,212 38.7 4,048 3,247 24.7
EBITDA margin 24.8% 19.6% 18.2% 21.0% 19.3%

EBITDA (including OI) 1,511 1,097 37.7 1,541 (2.0) 4,395 3,351 31.2
EBITDA margin (Incl Ol) 22.8% 18.6% 22.1% 22.4% 19.8%
Depreciation 274 168 62.9 263 4.3 799.5 514.7 55.3
Other income (170) (70) 143.8 329 (151.6) 347.3 104.3 233.0
Net finance expense 410 218 88.0 407 0.9 1,182.3 719.5 64.3
Profit before tax 827 711 16.3 872 (5.2) 2,413 2,117 14.0
Provision for taxes 315 210 50.2 315 - 928.5 603.6 53.8
Reported net profit 512 501 2.1 557 (8.2) 1,485 1,513 (1.9)
As % of net revenues

COGS 454 51.4 51.9 48.6 52.8

Employee cost 9.3 9.1 10.6 9.8 9.6

Other Expenses 20.5 19.9 19.3 20.6 18.4

Operating expenses 75.2 80.4 81.8 79.0 80.7

Reported net profit 7.5 8.4 8.4 7.7 9.0

Tax rate (% of PBT) 38.1 29.5 36.1 38.5 28.5

Source: Company

Kotak Securities — Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation 14
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Financials: Consolidated
Profit and Loss Statement (Rs mn) Balance sheet (Rs mn)
(Year-end March) FY18 FY19E FY20E FY21E (Year-end March) FY18 FY19E FY20E FY21E
Revenues 22,491 26,036 28,515 31,163 Paid - Up Equity Capital 492 492 492 492
% change yoy 5.2 15.8 9.5 9.3 Reserves 11,783 13,452 15,498 18,038
EBITDA 4,486 5,664 6,552 7,336 Net worth 12,275 13944 15990 18,531
% change yoy 18.8 26.3 15.7 12.0 Borrowings 22,552 27,052 26,552 23,052
Depreciation 719 1076 1383 1504 Other net liabilities 910 910 910 910
EBIT 3,766 4588 5169 5,832 Total Liabilities 35,738 41,906 43,452 42,493
Net block 16,210 16,133 18,072 18,068
Other Income 176 176 176 176 Capital work in progress 322 2,322 1,000 500
Interest 1,038 1,649 1,782 1,649 Total fixed assets 16532 18455 19,072 18,568
Goodwill 6,144 6,144 6,144 6,144
Profit Before Tax 2,905 3,115 3,563 4,359 Investments 1,256 2,256 2,256 2,256
% change yoy 21.4 7.2 144 22.3 Inventories 9903 11,770 12500 12807
Tax 888 1,168 1,176 1,395 Sundry debtors 991 1,783 1,797 1,793
as % of EBT 30.6 37.5 33.0 32.0 Cash and Bank balance 1,347 2,014 2,251 1,534
PAT 2,016 1,947 2,387 2,964 Loans and advances & Others 4,194 4613 5,074 5,582
% change yoy 10.7 (3.4) 22.6 24.2 Total current assets 16,435 20,180 21,622 21,715
Shares outstanding (mn) 98.5 98.5 98.5 98.5 Sundry creditors and others 4,527 4,993 5,469 5,976
Provisions 338 371 409 449
EPS (Rs) 20.5 19.8 24.2 30.1 Total CL & provisions 4,865 5,365 5,877 6,426
DPS (Rs) 2.5 2.8 3.5 4.3 Net current assets 11,670 14,815 15744 15,289
CEPS (Rs) 27.8 30.7 38.3 45.4 Net Deferred tax 235 235 235 235
BVPS (Rs) 124.7 141.6 162.4 188.2 Total Assets 35,738 41,906 43,452 42,493
Source: Company, Kotak Securities — Private Client Research Source: Company, Kotak Securities — Private Client Research
Cash Flow Statement (Rs mn) Ratio Analysis
(Year-end March) FY18 FY19E FY20E FY21E (Year-end March) FY18 FY19E FY20E FY21E
Pre-Tax Profit 2,905 3,115 3,563 4,359 Profitability Ratios
Depreciation 719 1,076 1,383 1,504 EBITDA margin (%) 19.9 21.8 23.0 23.5
Change in WC (3289) (2579) (692)  (262) EBIT margin (%) 16.7 17.6 18.1 18.7
Other operating activities 1917 (1,168) (1,176) (1,395) Net profit margin (%) 9.0 7.5 8.4 9.5
Operating Cash Flow 2,252 445 3,078 4,206 Adjusted EPS growth (%) 10.7 (3.4) 22.6 24.2
Capex (9,552) (3,000) (2,000) (1,000) Balance Sheet Ratios
Free Cash Flow (7,300) (2,555) 1,078 3,206 Receivables (days) 16 25 23 21
Change in Investments (1,255) (1,000) - - Inventory (days) 161 165 160 150
Loans & Advances 68 65 65 65
Investment cash flow (10,806) (4,000) (2,000) (1,000) Payable (days) 73 70 70 70
Equity Raised - - - - Cash Conversion Cycle 171 185 178 166
Debt Raised 8,479 4,500 (500) (3,500) Asset Turnover 0.7 0.6 0.7 0.8
Dividend & others (414)  (278)  (341)  (423) Net Debt/ Equity 1.6 1.7 14 1.1
Return Ratios
CF from Financing 8,065 4,222 (841) (3,923) ROCE (%) 12.8 12.2 12.4 139
Change in Cash (489) 667 237 (717) ROE (%) 17.6 149 15.9 17.2
Opening Cash 1,836 1,347 2,014 2,251 Valuation Ratios
P/E (X) 1.3 11.7 9.5 7.7
Closing Cash 1,347 2,014 2,251 1,534 P/BV (x) 1.9 1.6 1.4 1.2
Source: Company, Kotak Securities — Private Client Research EV/EBITDA (x) 9.8 8.4 7.2 6.0
EV/Sales (x) 2.0 1.8 1.6 1.4
Source: Company, Kotak Securities — Private Client Research
Kotak Securities — Private Client Research Please see the Disclosure/Disclaimer on the last page For Private Circulation 15
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Not Rated. Kotak Securities is not assigning any rating or price target to the stock.
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Rating Suspended. Kotak Securities has suspended the investment rating and price target
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Disclosure/Disclaimer
Kotak Securities Limited established in 1994, is a subsidiary of Kotak Mahindra Bank Limited. Kotak Securities is one of India's largest brokerage and distribution house.

Kotak Securities Limited is a corporate trading and clearing member of BSE Limited (BSE), National Stock Exchange of India Limited (NSE), Metropolitan Stock Exchange
of India Limited (MSE), National Commodity and Derivatives Exchange (NCDEX) and Multi Commodity Exchange (MCX). Our businesses include stock broking, services
rendered in connection with distribution of primary market issues and financial products like mutual funds and fixed deposits, depository services and Portfolio
Management.

Kotak Securities Limited is also a depository participant with National Securities Depository Limited (NSDL) and Central Depository Services (India) Limited (CDSL). Kotak
Securities Limited is also registered with Insurance Regulatory and Development Authority as Corporate Agent for Kotak Mahindra Old Mutual Life Insurance Limited and
is also a Mutual Fund Advisor registered with Association of Mutual Funds in India (AMFI). We are registered as a Research Analyst under SEBI (Research Analyst)
Regulations, 2014.

We hereby declare that our activities were neither suspended nor we have defaulted with any stock exchange authority with whom we are registered in last five years.
However SEBI, Exchanges and Depositories have conducted the routine inspection and based on their observations have issued advise/warning/deficiency letters/ or levied
minor penalty on KSL for certain operational deviations. We have not been debarred from doing business by any Stock Exchange / SEBI or any other authorities; nor has
our certificate of registration been cancelled by SEBI at any point of time.

We offer our research services to clients as well as our prospects.

This document is not for public distribution and has been furnished to you solely for your information and must not be reproduced or redistributed to any other person.
Persons into whose possession this document may come are required to observe these restrictions.

This material is for the personal information of the authorized recipient, and we are not soliciting any action based upon it. This report is not to be construed as an offer
to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be illegal. It is for the general information of clients of
Kotak Securities Ltd. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual
clients.

We have reviewed the report, and in so far as it includes current or historical information, it is believed to be reliable though its accuracy or completeness cannot be
guaranteed. Neither Kotak Securities Limited, nor any person connected with it, accepts any liability arising from the use of this document. The recipients of this material
should rely on their own investigations and take their own professional advice. Price and value of the investments referred to in this material may go up or down. Past
performance is not a guide for future performance. Certain transactions -including those involving futures, options and other derivatives as well as non-investment grade
securities - involve substantial risk and are not suitable for all investors. Reports based on technical analysis centers on studying charts of a stock's price movement and
trading volume, as opposed to focusing on a company's fundamentals and as such, may not match with a report on a company's fundamentals.

Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor 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. Prospective investors and others are cautioned that any forward-
looking statements are not predictions and may be subject to change without notice. Our proprietary trading and investment businesses may make investment decisions
that are inconsistent with the recommendations expressed herein.

Kotak Securities Limited has two independent equity research groups: Institutional Equities and Private Client Group. This report has been prepared by the Private Client
Group.

We and our affiliates/associates, officers, 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 thereof, of company (ies) 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. Kotak Securities Limited (KSL) may have proprietary long/short position in the above mentioned scrip(s)
and therefore may be considered as interested. The views provided herein are general in nature and does not consider risk appetite or investment objective of 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 KSL.
Kotak Securities Limited is also a Portfolio Manager. Portfolio Management Team (PMS) takes its investment decisions independent of the PCG research and accordingly
PMS may have positions contrary to the PCG research recommendation. Kotak Securities Limited does not provide any promise or assurance of favourable view for a
particular industry or sector or business group in any manner. The investor is requested to take into consideration all the risk factors including their financial condition,
suitability to risk return profile and take professional advice before investing.

The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and
its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

No part of this material may be duplicated in any form and/or redistributed without Kotak Securities' prior written consent.
Details of Associates are available on www.kotak.com

1. “Note that the research analysts contributing to the research report may not be registered/qualified as research analysts with FINRA; and
2. Such research analysts may not be associated persons of Kotak Mahindra Inc and therefore, may not be subject to NASD Rule 2711 restrictions on communications
with a subject company, public appearances and trading securities held by a research analyst account

Any U.S. recipients of the research who wish to effect transactions in any security covered by the report should do so with or through Kotak Mahindra Inc. (Member
FINRA/SIPC) and (ii) any transactions in the securities covered by the research by U.S. recipients must be effected only through Kotak Mahindra Inc. (Member FINRA/SIPC)at
369 Lexington Avenue 28th Floor NY NY 10017 USA (Tel:+1 212-600-8850).

Kotak Securities Limited and its non US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to
non US issuers, prior to or immediately following its publication. This material should not be construed as an offer to sell or the solicitation of an offer to buy any security
in any jurisdiction where such an offer or solicitation would be illegal. This research report and its respective contents do not constitute an offer or invitation to purchase
or subscribe for any securities or solicitation of any investments or investment services. Accordingly, any brokerage and investment services including the products and
services described are not available to or intended for Canadian persons or US persons.”

Research Analyst has served as an officer, director or employee of subject company(ies): No
We or our associates may have received compensation from the subject company(ies) in the past 12 months.
We or our associates have managed or co-managed public offering of securities for the subject company(ies) in the past 12 months: No

We or our associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company(ies) in the past 12
months. We or our associates may have received any compensation for products or services other than investment banking or merchant banking or brokerage services
from the subject company(ies) in the past 12 months. We or our associates may have received compensation or other benefits from the subject company(ies) or third
party in connection with the research report. Our associates may have financial interest in the subject company(ies).

Research Analyst or his/her relative's financial interest in the subject company(ies): No
Kotak Securities Limited has financial interest in the subject company(ies) at the end of the month immediately preceding the date of publication of Research Report: No
Nature of financial interest is holding of equity shares or derivatives of the subject company.

Our associates may have actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of
publication of Research Report.

Research Analyst or his/her relatives has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding
the date of publication of Research Report: No.

Kotak Securities Limited has actual/beneficial ownership of 1% or more securities of the subject company(ies) at the end of the month immediately preceding the date of
publication of Research Report: No

By referring to any particular sector, Kotak Securities Limited does not provide any promise or assurance of favourable view for a particular industry or sector or business
group in any manner. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and take
professional advice before investing. Such representations are not indicative of future results.

Subject company(ies) may have been client during twelve months preceding the date of distribution of the research report.
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"A graph of daily closing prices of securities is available at https://www.nseindia.com/ChartApp/install/charts/mainpage.jsp
and http://economictimes.indiatimes.com/markets/stocks/stock-quotes. (Choose a company from the list on the browser and select the "three years" icon in the price
chart)."

Kotak Securities Limited. Registered Office: 27 BKC, C 27, G Block, Bandra Kurla Complex, Bandra (E), Mumbai 400051. CIN: U99999MH1994PLC134051, Telephone No.:
+22 43360000, Fax No.: +22 67132430. Website: www.kotak.com/www.kotaksecurities.com. Correspondence Address: Infinity IT Park, Bldg. No 21, Opp. Film City Road, A
K Vaidya Marg, Malad (East), Mumbai 400097. Telephone No: 42856825. SEBI Registration No: INZ000200137 (Member of NSE, BSE, MSE, MCX & NCDEX), AMFI ARN 0164,
PMS INP000000258 and Research Analyst INHO00000586. NSDL/CDSL: IN-DP-NSDL-23-97. Our research should not be considered as an advertisement or advice,
professional or otherwise. The investor is requested to take into consideration all the risk factors including their financial condition, suitability to risk return profile and the
like and take professional advice before investing. Investments in securities market are subject to market risks, read all the related documents carefully before investing.
Derivatives are a sophisticated investment device. The investor is requested to take into consideration all the risk factors before actually trading in derivative contracts.
Compliance Officer Details: Mr. Manoj Agarwal. Call: 022 - 4285 8484, or Email: ks.compliance@kotak.com.

In case you require any clarification or have any concern, kindly write to us at below email ids:

® Level 1: For Trading related queries, contact our customer service at 'service.securities@kotak.com' and for demat account related queries contact us at
ks.demat@kotak.com or call us on: Toll free numbers 18002099191 / 1860 266 9191

® Level 2: If you do not receive a satisfactory response at Level 1 within 3 working days, you may write to us at ks.escalation@kotak.com or call us on 022-42858445 and
if you feel you are still unheard, write to our customer service HOD at ks.servicehead@kotak.com or call us on 022-42858208.

® Level 3: If you still have not received a satisfactory response at Level 2 within 3 working days, you may contact our Compliance Officer (Mr. Manoj Agarwal) at
ks.compliance@kotak.com or call on 91- (022) 4285 8484.

® Level 4: If you have not received a satisfactory response at Level 3 within 7 working days, you may also approach CEO (Mr. Kamlesh Rao) at ceo.ks@kotak.com or call
on 91- (022) 4285 8301.
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