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Overview of Textile Sector: The Indian Textiles and Apparel industry (T&A) contributed
2.3% to India’s GDP, 13% to industrial production and 12% to export earnings. (as per
IBEF). Indian T&A production market stands at USD106bn as of FY21 with as high as
~70% of the demand being driven by the domestic market. The overall Indian textiles
market is expected to be worth USD209bn by 2029. The domestic market for apparel
and lifestyle products, currently estimated at USD85bn is expected to reach USD160bn
by 2025. On the other hand, the exports have been steady at ~USD36-38bn since FY15
and expected to be ~USD44bn by FY22. The combination of higher exports with stable
domestic market demand should help the sector grow at a CAGR of ~16% over the next
5 years.
Exhibit 01: Indian Apparel Market (USD bn)
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India’s textile industry is seeing increased exports of cotton and made-ups, which
together formed ~37% of the total textile exports in FY21. Exports of knitted and woven
readymade garments remain subdued. Cotton, the most used textile fiber in the world;
has the largest market share of all the major fibers considered. The Indian textile
industry is predominantly cotton based with almost 75% of the spun yarn in the country
being produced from cotton. In FY20, the cotton production in India stood at
36.5 million bales, which was expected to increase to 37.1 million bales in FY21 with
expected consumption to reach 114 million bales.

Government Initiatives: The added optimism arises from the focus of the GOI on the
T&A industry via incentives like rebate of state and central taxes and levies, mega
investment textiles parks and PLI for the manmade fiber segment. Further, the stance of
the GOI on Free Trade Agreements (FTA) is also a welcome policy change for the T&A
players. The GOI since 2014 has been hesitant of signing any new meaningful FTAs,
which reflected in Indian T&A sector losing its market share to Bangladesh and Vietnam.
However, we see the government being more open to FTAs with the Textile Minister of
GOI confirming that several of them could be signed in FY22 (India is currently
negotiating with different countries for the FTAs).

Exhibit 02: Indian Textile Export Destinations (Rs bn)
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Annual Performance
(Rs mn) FY19 FY20 Fy21 FY22E
Total Revenue 914 818 966 1,364
EBITDA 28 44 94 157
EBITDA (%) 3.1 5.4 9.7 11.5
Other Income 21 19 13 16
Interest 30 33 25 28
Depreciation 19 26 27 28
PBT 0 4 55 116
PAT (3) 3 36 76
Equity ( Rs mn) 38 38 38 39
EPS (INR) (1) 1 9 20
Quarterly Performance
Parameters (Rs mn) Mar-21 | Jun-21 | Sept-21 | Dec-21
Sales (Net) 311 309 335 357
EBITDA 29 46 45 28
EBITDA (%) 9.4 14.9 13.5 7.8
Other Income 4 6 4 3
Interest 8 6 7 8
Depreciation 7 7 7 8
PAT 10 29 27 11
Equity ( Rs mn) 38 38 38 38
Ratio Analysis

Parameters (Rs mn) FY19 FY20 FY21 FY22E
EV/EBITDA (x) 253 14.5 7.2 4.9
EV/Net Sales (x) 0.8 0.8 0.7 0.6
M Cap/Sales (x) 0.6 0.6 0.5 0.4
M Cap/EBITDA (x) 18.1 115 5.4 3.2
Debt/Equity (x) 1.7 0.9 1.1 1.0
ROCE (%) 12 17 31 40
Price/Book Value (x) 2.8 2.7 2.3 1.7
P/E (x) (TTM) 8.8 53 6.0

Shareholding Pattern as on 31st December, 2021
Parameters No of Shares %
Promoters 2,433,304 63.9
Institutions
Public 1,376,696 36.1
TOTAL 3,810,000 100.0

Source: Annual Report, Progressive Research

Note: Data is calculated as on 30th March, 2022
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Overview of Textile Sector (contd.):

The other steps by the government include number of export promotion policies for the textiles sector. 100% FDI is also allowed in the
Indian textile sector under the automatic route. The government allocated funds worth Rs17,822cr (USD2.38bn) between FY16 and
FY22 for the Amended Technology Up-gradation Fund Scheme (A-TUFS), to boost the Indian textile industry and enable ease of doing
business. Historically initiatives include the introduction of Technology Mission on Cotton (TMC), Technology Upgradation Fund Scheme
(TUFS), and Scheme for Integrated Textile Park (SITP), etc. Some of the recent measures include National Technical Textiles Mission
(NTTM) for a period of four years (2020-21 to 2023-24) with an outlay of Rs1,480cr.

PLI Scheme: The Rs10,683cr (USD1.44bn) PLI scheme over a period of 5 years is expected to be a major booster for the textile
manufacturers. The scheme proposes to incentivise Man-Made Fibre (MMF) Apparel, MMF fabrics and 10 segments of Technical
Textiles products.

Exhibit 03: Share of Cotton in India’s Textile Exports Exhibit 04: India 2nd Largest Producer Of Cotton After China
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Source: IBEF Report, Progressive Research Source: IBEF Report, Progressive Research

Sectors’ Challenges:

e Fund allocation is a major limitation for the textile industry, where the Finance Ministry approved only Rs3,631.64cr for the textile
ministry as against the proposed outlay of Rs16,883cr during FY22.

e Industry risk factors are related to the GST issue, gap in proposed outlay and amount approved, low performance/manufacturing
activity but high prices, and poor textile machinery performance.

e Other generic factors like weakened consumer demand or production networks; obsolete technology, inflexible labour laws,
infrastructure bottlenecks, and fragmented industry; the major role of the unorganised and small players hit by demonetization,
rolling out of GST and the Covid-19 pandemic.

The Sweeping Ban: US Senate passed the bill to ban Xinjiang imports

The US market is ~15% of the global T&A imports making it one of the key consumers’ in the global T&A trade. In December 2021, the
US President signed into law legislation that bans imports from China's Xinjiang region over concerns about forced labour. The workers’
rights consortium estimates that American brands and retailers import more than 1.5 billion garments that use Xinjiang materials every
year, representing more than USD20bn in retail sales. Xinjiang constitutes ~20% of the global cotton market. The ban definitely is the
key for garment manufacturers. This has led to increase in demand for Indian Cotton and Cotton yarn catering to the supply
re-adjustment. (CAGR growth of ~35%, FY19-21). More countries are dependent on India for the cotton requirements post the ban
leading to strong growth in Indian cotton exports. The fact that Indian yarn is still cheaper than the global prices indicates the
underlying global demand, and hence the cotton players in India are enjoying more exports. 85% of the cotton produced in China is
from the Xinjiang region, thereby translating to ~22% of the global demand.

About the Company: H.P. Cotton Textile Mills Limited (HP Cotton) is one of the largest exporters of cotton specialty yarns and cotton
sewing threads from India. Primarily it is engaged in the manufacturing of threads. Established in 1984, the company, which is a part of
the Dora Group, a leading textile group of India; specializes in the manufacturing of cotton yarns and threads. The company's
manufacturing plant at Hisar (Haryana), processes raw fiber into finished and packaged product, having a manufacturing capacity of
4.8 million kilograms per year. The plant is equipped with the latest machinery which consists of 25,000 ring spinning spindles including
combing integrated with autoconers, doubling, TFO-twisting, gas-singeing, hank-winding; modern process house for scouring,
bleaching, mercerizing, dyeing, polishing and glazing; complete finishing facility for balling, skeining, spooling, tubing and packaging.
Mr. Kailash Kumar Agarwal is the Chairman and Managing Director of the company.

www.progressiveshares.com @progressiveshar

Please Turn Over Page No 02



. . B B u
= " PREIGRESSIVE®

Your Progress Our Priority...
Equities | Derivatives | Commodities | Currency | Depository | Mutual Funds | NBFC | e-Broking

March 31, 2022 PICK OF THE MONTH 7 VOL-8, NO-05
Industry: Textiles H.P. Cotton Textile Mills Limited BUY
CMP: Rs.134 TARGET PRICE: Rs.200 TIME : 12 months

Investment Rationale:
(A) Presence in Textile Exports: The Key Edge Exhibit 05: Trends In Textile Trade (USD bn)
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Some of the key factors that would lead to further growth of exports: Exhibit 06: Domestic and Exports Breakup
e China Plus One has led to several western countries looking at alternate

markets

e Better availability of skilled man power in India

e Government initiatives such as PLI and others

e The trade tension between US-China leading to higher import duty on
Chinese apparels

e The ban of cotton from the Xingjiang region should benefit Indian cotton
yarn exporters

® Probable FTAs

e Given the sourcing advantage, vertically integrated players should gain
more tractions

e [ndia has the right to win in the made-ups being the 2nd largest

Source: IBEF/Ministry Of Commerce & Industry/Textiles, Progressive Research
HP Cotton has very well capitalized on tapping the export opportunities. It stands a strong market reputation for its high-quality
products; evident from the fact that it exports to over 63 countries worldwide. Exports contribute about 75% of the total revenues of
the company. Also, about 65-70% of the total exports is customised or tailor made exports for the company. The expertise and long
standing presence of the company provides it the edge of being a preferred vendor both in the domestic as well as the exports market.

(B) Consumerism and Higher Disposable Income: Rising income and resultant higher disposable income in the rural and urban
economy has been one of the key factors propelling the growth of textile sector. With disposable income comes a change in the
lifestyle of the consumers, attire being one of the influenced. Although pandemic was a laggard, with things getting back to normalcy so
should be the attire consciousness. Variety additions across the apparels industry is and will be a boost to the key suppliers like H.P.
Cotton. The start material for the value chain would be the first to be in demand. Further, growth in the e-commerce arena where
abundant supply, both in terms of latest trend and economical edge is the key; will be an add-on to the overall demand in the industry.
This upward push will augur well for the company with the range of offerings that it has and the extent of customization that is possible
to suit the requirements of different customers.

(C) The Natural Trigger-Environmental Concern: One of the environmental issues faced globally is global warming (increase in the
average temperature). Increased temperatures are to be dealt led by the environmental heat, where attire is one of the essentials.
There is a significant increase in the usage of cotton fiber over worsted-spun fiber, leading to uptrend in the usage of cotton fabrics.
Being strongly present in this domain of business; H.P. Cotton stands to make from the opportunity, further expanding and growing its
business with the focus being more towards the overseas demand; while it is already catering to the domestic requisites.

(D) Range of Products With Customization: H.P. Cotton is majorly known as the manufacturer of threads. Threads being the base for
any further value-add; there is a range of products that the company offers. The company produces two types of threads, including
Sewing Threads and Hosiery Yarn. It offers products ranging in composition, yarn thicknesses, strength, size, shapes, twists, make-up,
packaging and palette of colors to mention a few. The product range includes, Crocheta-Crochet Threads, Peecock Hand Knitting Yarn,
Embroidery Threads, Lace Threads, Patchwork and Quilting Threads, Kite Flying Thread and Cotton Sewing Threads. It offers its products
for a range of domestic and industrial applications. Overall, the company has been present in the offering space for decades and exactly
understands the industry dynamics as well as the product variations that it demands.
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Investment Rationale (contd.):

Make your own thread:

One of the initiatives taken by the company to be a customized supplier is the concept of Create your own thread. The company has
the mechanism to create the thread as per the customers’ requirement in terms of every aspect of the thread, be it the colour,
thickness, fiber composition, length, shape; all parameters can be mutated as per the requisite. This is one of the key offerings of the
company towards selective customization across its entire product range which would be a key distinguishing factor going forward.

Exhibit 07: Product Range
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Source: Company Website

(E) Capex Cycle Across The Sector:

There has been a sharp improvement seen in the capacity utilization across most of the textile players, especially the ones with
exposure to exports with the opening up of the global economy. There have been aggressive capex plans announced across the
different segments of T&A (spinning, processing, made-ups and garment manufacturing) to meet the pent up global demand which
would be beneficial to Indian spinners/home textile players/garment and apparels space with regard to exports. The Indian textile
space enjoys the benefits of presence across the value chain, availability of raw material, superior quality of products, and long standing
relationship with global customers. All of these give the edge the industry needs over other countries with regard to uptick in the
export revenues. This indicates the upcoming demand for yarns and threads as an integral part of manufacturing and that’s where H.P.
Cotton stands to benefit. Fructifying capex will upscale the demand locally as well as on exports front as a trigger, we bet on overall
growth of the company going forward.

(F) PLI Benefit-Establishing Wholly Owned Subsidiary:

The PLI scheme is intended to promote production of MMF Apparel & Fabrics and Technical Textiles products in the country to enable
the textile industry to achieve size and scale; become globally competitive and a creator of employment opportunities for people. The
scheme is to support creation of a viable enterprise and competitive textile industry. The overall financial outlay stands at Rs10,683cr.
HP Cotton has received approval to establish a wholly owned subsidiary for PLI scheme for textiles and to make investment by way of
capital/debentures/loans/and or corporate guarantees, subject to the approval of application filed under PLI scheme issued by Ministry
of Textiles, GOI. Subsequent to the approval of application under the PLI Scheme; the Board of Directors will approve and authorize any
director of the company to establish a wholly owned subsidiary company and complete the necessary formalities thereof.

Financials:

FY21 saw a decent growth in the revenues coupled with higher operating margins. The gradual turnaround in profits is also pretty
evident in FY21 numbers which continued in 9MFY22 as well. This is attributed to the enhanced capacities across the plants through
modernization and upgradation as well as through the new additions. With regard to the capex, the company has routed Rs110mn
towards the new plant (dyeing) for enhancing capacities. Through the capex undertaken, enhancement of the output ratio and better
quality end products are expected going forward.
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Exhibit 08: Sales Trend (Rs mn) Exhibit 09: Ebitda (Rs mn) v/s Ebitda Margins (%)
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Exhibit 10: PAT (Rs mn) v/s PAT Margins (%) Exhibit 11: Debt/Equity Ratio
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Risk and Concerns: The price of cotton, the main raw material, has been highly volatile in recent years. The sudden price increase has
resulted in an operating loss. Also, the fragmented industry provides limited flexibility for an immediate increase in prices of finished
products. Any significant increase in the price of cotton, and hence in the prices of final products, can impact profitability. As the
company has major exports, currency fluctuation is another risk.

Outlook and Recommendations: We have been witnessing the gradual shift from relying on a single country and diversifying the supply
chain as one of the most prominent resultants of the global pandemic. The textile & apparel industry being one of the largest in global
trade and exports is also witnessing the similar shift to its benefit through the underlying strength across the value chain, to capitalize
on the opportunity which is huge for the Indian textile industry. In line with the same, most of the large textile players have chalked out
ambitious expansion plans to spur next leg of growth opportunity. Benefits and growth across the sector would lead to growth of HP
Cotton as well. The Management has strongly indicated that the company is effectively dedicated to set and achieve the highest
parameters of success through improving operational efficiency, quality enhancement, focus on optimal product mix and effective cost
saving practices going forward. This gives a heads up to the conviction that one can build in the company going forward. The
Management is rightly chalking out growth plans, keeping in mind the increase in demand expected from the industry. Overall, we feel
that with the gradual turnaround in the textile space with modernization taking a stand, the company is well poised to grow and
working towards getting a leading position with its range of offerings. We recommend a BUY on the stock with a target price of Rs200
over a 12 months horizon.

Exhibit 12: Price v/s Sensex Exhibit 13: One Year Forward P/E
250 70000 250
[ 60000
200 200
50000
150 40000 150
100 30000 100
20000
50 50
10000
o o o
~ " § § § & &8 & & & & &§ H A ~ ~ ~ ] by ] ~ A ] N a4 A
= 5 > c = Bo o = > =3 I3 -1 = oy s - & = oy o rn = ) & oy =
£ 2 £ 3 % 2 &6 &2 &8 = & 2 2 2 £ 2 % 3 & 8 &2 & = & 2
HP Cotton Sensex CMP 3.6x 4.9% 6.2x 7.6x 8.9x
Source: Ace Equity, Progressive Research Source: Ace Equity, Progressive Research
www . progressiveshares.com @progressiveshar

Page No 05



. - B B u
= " PREIGRESSIVE®

Your Progress Our Priority...
Equities | Derivatives | Commodities | Currency | Depository | Mutual Funds | NBFC | e-Broking

DISCLAIMERS AND DISCLOSURES-

Progressive Share Brokers Pvt. Ltd. and its affiliates are a full-service, brokerage and financing group. Progressive Share Brokers Pvt. Ltd. (PSBPL) along with its affiliates are participants in
virtually all securities trading markets in India. PSBPL started its operation on the National Stock Exchange (NSE) in 1996. PSBPL is a corporate trading member of Bombay Stock Exchange
Limited (BSE), National Stock Exchange of India Limited (NSE) for its stock broking services and is Depository Participant with Central Depository Services Limited (CDSL) and is a member of
Association of Mutual Funds of India (AMFI) for distribution of financial products.

PSBPL is SEBI registered Research Analyst under SEBI (Research Analysts) Regulations, 2014 with SEBI Registration No. INHO00000859. PSBPL hereby declares that it has not defaulted with any
stock exchange nor its activities were suspended by any stock exchange with whom it is registered in last five years. PSBPL has not been debarred from doing business by any Stock Exchange /
SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.

PSBPL offers research services to clients as well as prospects. 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.

Other disclosures by Progressive Share Brokers Pvt. Ltd. (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company (s)
covered in this report-:

- PSBPL or its associates financial interest in the subject company: NO
- Research Analyst (s) or his/her relative's financial interest in the subject company: YES

- PSBPL or its associates and Research Analyst or his/her relative's does not have any material conflict of interest in the subject company. The research Analyst or research entity (PSBPL) has not
been engaged in market making activity for the subject company.

- PSBPL or its associates 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

- Research Analyst or his/her relatives 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: YES

- PSBPL or its associates may have received any compensation including for brokerage services from the subject company in the past 12 months. PSBPL or its associates may have received
compensation for products or services other than brokerage services from the subject company in the past 12 months. PSBPL or its associates have not received any compensation or other
benefits from the Subject Company or third party in connection with the research report. Subject Company may have been client of PSBPL or its associates during twelve months preceding the
date of distribution of the research report and PSBPL may have co-managed public offering of securities for the subject company in the past twelve months.

- The research analyst has served as officer, director or employee of the subject company: NO

PSBPL and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our sales people, traders, and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary
trading and investing businesses (if any) may make investment decisions that may be inconsistent with the recommendations expressed herein. In reviewing these materials, you should be
aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important
information regarding our relationships with the company or companies that are the subject of this material is provided herein. This report is not directed to, 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 or regulation or which would subject PSBPL or its group companies to any registration or licensing requirement within such jurisdiction. If this document is sent or has reached any
individual in such country, especially, USA, the same may be ignored. Unless otherwise stated, this message should not be construed as official confirmation of any transaction. None of the
material, nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of PSBPL. All
trademarks, service marks and logos used in this report are trademarks or registered trademarks of PSBPL or its Group Companies. The information contained herein is not intended for
publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or copying of this communication is prohibited unless otherwise
expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before
investing in Indian Securities Market. In so far as this report includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Terms & Conditions:

This report has been prepared by PSBPL and is meant for sole use by the recipient and not for circulation. The report and information contained herein is strictly confidential and may not be
altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of PSBPL. The report is
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reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or correctness. All such
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