& Edelweiss

Edelweiss Investment Research

Insightful. Independent. Decisive.

Trident Ltd

Moving up the value chain

Kshitij Kaji Praveen Sahay
Research Analyst Research Analyst
kshitij.kaji@edelweissfin.com Praveen.sahay@edelweissfin.com

Date: 10 May 2017



Edelweiss Investment Research

Coverage Stock: Trident Ltd.

& Edelweiss

CMP INR 85 Target INR 118

Moving up the value chain

Trident is one of the largest integrated home textile manufacturers in the world. Commencing operations as a yarn player, the company has shifted
to the higher margin home textile segment. We estimate the company’s operating margin to improve to over 22.0% in FY19 from 19.5% in FY14 due
to shift up the value chain with home textile accounting for 71% of revenue in FY19E versus 46% in FY16. Also, with utilisation of terry towel and bed
linen improving from the current 49% and 32%, respectively, operating leverage should boost margin further. Additionally, we expect Trident to
utilise the free cash flow of INR600cr generated every year over FY17-19E, as its expansion plans have been completed, to pay off debt, resulting in
a debt to equity of mere 0.8x in FY19E. We initiate coverage with ‘BUY’ and TP of INR118.

Indian home textile exports: To catapult to USD8.2bn by 2021 spearheaded by inherent advantages

India enjoys significant advantages in manufacture of cotton home textile such as surplus cotton, low labour costs, policy push to boost production
and long-term relationships with clients due to strict compliance & quality adherence. India’s market share in US cotton terry towels and bed linen
has jumped from 28% and 22% in 2008 to 40% and 49%, respectively, in 2016 as it wrested market share from China due to labour cost advantage.
However, it has failed to make a mark in other countries due to duty and tariff disadvantages. But, the government is discussing revised frade
agreements and any positive outcome could be a huge kicker.

Multiple levers for margin expansion

We envisage Trident's EBITDA margin fo jump to 22% in FY19E from 19% in FY17 riding multiple levers. First, the company has prudently
metamorphosed from a low-margin yarn manufacturer to a higher-margin home textile major (home textile revenue will jump from 46% in FY16 to
70% in FY19E). Second, higher backward integration via rising captive consumption of yarn is bound to boost margin. Third, the paper division
continues to report improved margin due to higher share of branded copier paper. Fourth, and most importantly, utilisation of terry towels and bed
linen is expected fo improve significantly from 49% and 32% currently to 66% and 54% in FY19E, respectively resulting in operating leverage.

Higher free cash flow generation to help prune debt, spur return ratios, PAT

We anticipate Trident to generate INR60Ocr free cash flow every year over FY17-19 as its capex has been completed and riding estimated
improvement in utilisation. A part of this free cash flow is bound to be used to repay debt. Hence, we estimate the company’s debt to equity to
improve substantially from 2.0x in FY16 to 0.8x in FY19. Debt repayment coupled with margin expansion is expected fo boost PAT, which is
estimated to clock 28% CAGR over FY17-19E. Higher utilisation will spur asset turnover and margin, which will result in RoE and RoCE expanding from
8% and 14% in FY16 to 16% and 22% in FY19E, respectively.

Outlook and valuations: Spinning a growth story; initiate with ‘BUY’
While top line growth will be muted due to higher captive yarn consumption, the bottom line can catapult 30% over FY17-19E as operating and
financial leverage play out. At an inexpensive valuation of 8x FY19E P/E, increasing RoCE (from 8% in FY16 to 15% plus in FY19E) and the ability to
generate free cash flows in excess of INR600cr every year provides a high margin of safety. We initiate coverage on Trident with a price target of
INR118 (40% upside from current level), valuing it at 11x FY19E P/E.

Year to March (Standalone) FY15 FY16 FY17E FY18E FY19E
Revenues (INR cr) 3755 3684 4693 4861 5283
Rev growth (%) -2.9 -1.9 27 .4 3.6 8.7
EBITDA (INR cr) 661 719 888 1008 1164
PAT (INR cr) 17 227 342 430 550
EPS (INR) 2.3 4.5 6.5 8.4 10.8
EPS growth (%) (40.2) 93.4 47.9 29.6 27.9
P/E (x) 36.7 18.9 13.0 10.1 7.9
EV/EBITDA (x) 10.4 10.6 7.8 6.3 5.0
ROACE (%) 9.6 8.1 9.3 12.1 15.1
ROAE (%) 10.1 14.7 18.6 20.7 22.4

Rating: BUY Upside: 40%
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Trident Ltd.

Pick up in capacity utilisation and Trident’s ability to source higher realisation orders for the increased utilisation are key monitorables. While top
line growth will be muted due to higher captive yarn consumption, the bottom line can catapult 30% over FY17-19E as operating and financial
leverage play out. At an inexp ensive valuation of 8x FY19E P/E, increasing RoCE (from 8% in FY16 to 15% plus in FY19E) and the ability to generate

free cash flows in excess of INR600cr every year provides a high margin of safety.

Indian home textile
exports: To catapultto
USD8.2bn by 2021
spearheaded by inherent

advantages
FY16 FY17E  FY18E  FY19E
Revenue 3684 4693 4861 5283
EBITDA 719 888 1008 1164
EBITDA Margin 19.5 189 20.7 220
PAT 227 342 430 550
Entry = INR 85

Multiple levers for margin
expansion

FY16 FY17E FY18E FY19E
RoOACE (%) 8.1 9.3 121 15.1
Debt to
Equity (x) 20 1.5 1.1 0.8
Total
Return of
40%

Higher free cash flow
generation to help prune
debt, spurreturn ratios, PAT

Multiple Price Target

11xP/E 118
Trident

13x P/E 140

PAT CAGR of 28%
over FY17E-FY19E to
lead to exit multiple

of 11x FY19E P/E
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Trident Ltd.

Price Target

Bull
13x Bull Case 2019E EPS

Base
11x Base Case 2019E EPS

Bear
10x Bear Case 2019E EPS

INR 118

INR 146

INR 118

INR 80

Our TP is arrived at by assigning a 11x P/E multiple fo Trident on an EPS of INR 10.8 in FY19E. The current
capacity utilization (FY17E) is 49% in terry towel and 32% in bed linen. We have assumed a utilization of
65% in terry towel and 54% in bed linen in FY19E.

Assuming a higher ufilization of ~70% in terry fowel and ~60% in bed linen (along with spurt in bed linen
realization) in FY19E, Trident can generate an EPS of 12 in FY19E. Historically, home texfile companies
have traded between 10x — 15x. Assigning a mulfiple of 13x P/E in FY19E (higher end of the range) gives
us a TP of INR 146

Assuming our base case scenario of ~65% in terry towel and ~54% in bed linen, Trident can generate an
EPS of 10.8 in FY19E. Historically, home textile companies have fraded between 10x — 15x. Assigning 11x
P/E (lower end of the range) on account of inferior return ratios gives us a TP of INR 118

In the bear case scenario, we have assumed a marginal increase in ufilization of 55% in terry towel and
45% in bed linen from the current 49% and 32% respectively, Assigning a lower multiple of 10x FY19E on
an EPS of INR 8 gives us a TP of INR 80 which is a 5% downside from the current levels

GWM/Edelweiss Investment Research



Trident Ltd.

Average Daily Turnover (INR cr) Stock Price (CAGR) Relative to Sensex, CAGR (%)

1.8 4.2 2.5 73% 71% 55% 17% 18% 1% 13% 9%

In home textiles - India has been gaining market share from China in the USA cofton home textile market, due to cheaper labour. We

ez Gl expect this structural advantage to last for at least a few more years.

While USA has largely been penetrated, focus is now shifting to Europe, Japan, Middle East and also domestic home textiles market. All

el Sk these combined, present a huge opportunity size.

Capex has been completed. Company has increased dividend outgo on the back of higher free cash flow generation and has no

el AlEse further expansion plans

Predictability Coftton and currency volafility willimpact predictability

Sustainability Very difficult fo dislodge India’s dominance in the USA home textile segment; Scope to expand globally will ensure sustainability

The shift from a yarn manufacturer to a home textile major will ensure that the future performance in terms of return ratios will be better

Disproportionate Future than the past as asset turnover and margins will improve
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Business Strategy &

Planned Initiatives Current focus is ramp up in utilization along with higher realization orders

Near Term Visibility Strong Visibility for 28% CAGR bottom line growth along with 250 bps improvement in operating margins from FY17-FY19E

Long Term Visibility To remain one of the biggest home textile exporters from India and to increase domestic presence
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Trident Ltd.

China and India are leaders in home textiles

Due to capex completion, Trident will generate

1,000

500

0

-500

-1,000

-1,500

B Operating cash flows (INR Cr)

Share in Home Textile

H|ndia
China
= Others

high free cash flows

778708 7674, 3838
- o I I I
754
-1219
FY15 FYI6E  FYI7E  FYIBE  FYI9E

Free Cash Flow (INR Cr)

Focus Charts - Story in a nutshell

Trident is shifting from a yarn manufacturer

FY19E
FY18E

to a home textile major
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Trident Ltd.

I. Industry Overview

Global apparel and textile* trade in expansion mode; trend to sustain

Textile is an extremely labour-intensive industry. Higher consuming regions like
Europe and US have extremely high labour costs and hence the trend of
outsourced manufacturing to lower-wage countries is gaining ground,

boosting apparel and textile tfrade.

Global apparel and textile trade is witnessing growth

530
B 420
[a]
a 345
2 288
205 s 70
362 428
223
2003 2008 2013 2018E 2023E

B Global apparel

Global textiles

Apparel frade growth to outpace textile trade growth

4%

6%

Apparel

Textile

Source: Technopak, Edelweiss Investment Research

Asia: Major apparel and textile export hub

Asia is the largest exporter of textile and apparel with nearly 60% production
share across the entire value chain as shown in the map below. Major
consumption hubs are North America, Europe, China and Japan, which

account for 60% of global consumption

Share of major exporters across the value chain

éhhtz::‘ across Apparel Fabric Yarn Fibre Made-ups
China 37% 42% 22% 8% 33%
India 4% 3% 12% 10% 10%
Bangladesh 6% 0% 1% 0% 1%
Vietnam 5% 1% 5% 1% 1%
Pakistan 1% 2% 4% 1% 4%
Indonesia 2% 1% 5% 2% 1%
Turkey 4% 4% 4% 1% 5%

Global production and consumption hubs

Global Production and Consumption Hubs

I ‘ |
|

Consumption Hubs
>60% of global consumption
Production Hubs A: US | Canada
>60% of global production B: Europe
C: Chira | Japan

Source: Technopak, Edelweiss Investment Research
*Textile includes fibres, yarns, fabrics and made-ups
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Trident Ltd.

India Textile and apparel (T&A) exports: A force to reckon with in textile exports; lagging in apparel
The table below enumerates share of biggest exporting nations. While India is a clear No.2 in textile exports in terms of size, apparel exports are fragmented as most countries are on
an equal footing.

India China Turkey Bangladesh Vietham Pakistan

Textile Export CAGR (2008-14) 1% 10% 4% 8% 21% 4%
Textile Export 2014 (USD Bn) 25 109 13 2 4 10
Apparel Export CAGR (2008-14) 8% 8% 1% 14% 17% 3%
Apparel Export 2014 (USD Bn) 15 165 15 26 19 4

T&A Export CAGR (2008-14) 9% 9% 2% 13% 17% 4%
T&A Export 2014 (USD Bn) 40 274 28 28 23 14
% of Textile in T&A 63% 40% 46% 7% 17% 71%

India’s T&A exports clocked 9% CAGR over 2008-14 US, Europe primary apparel export partners; Asia dominates textile exports

Currently, India’s textile exports constitute 60% of total T&A exports, which ~ While India’s fop apparel export partners are US and Europe, its top textile exports partners
are estimated to jump to USD40bn in 2018. However, the share of textile are Asian countries, primarily due to high percentage of yarn exports as India is a cofton
exports, is expected to dip as apparel exports are estimated to grow at a surplus counfry.

faster clip than certain segments in textile exports. USA and Europe are India’s fop frade pariners for apparel

India’s T&A exports have been growing steadily India 'sTop Apparel Export Partners
95 LI

— 60 UAE
s 402 4%
a 22.7 K
4 . 12%
= - Germa

" T T T " 5% g, 1% ny

2008 2013 2018E 2023E

Currently the share of apparel exports is less than textile exports Asian countries are India’s fop frade partners for textiles

India's Top Textile Export Partners
B China

USA

Apparel,
40% Textile, Bangladesh

49%
60% 15% UAE

Turkey

3% Others
Source: Technopak, IBEF, Edelweiss Investment Research
Source: Technopak, IBEF, Edelweiss Investment Research
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Trident Ltd.

Global home textile market: Dominated by bed and bath linen

The global home textile market is pegged at ~USD85-90bn currently at the
retail level. However, 65% of this is dominated by bed and bath linen, 15%
by flooring solutions and the balance 20% is equally split between curtains
and dining textiles. The global home textile industry is clocking 3-4% CAGR
every year and is expected to touch USD102bn at the retail level by FY18
end.

Global home textiles product wise breakdown

10% EBed Linen
10% Bath Linen
Carpets and rugs
15%
Curtains
5% Dining Textiles

Europe, US and Japan are the largest consumers of home textiles and the
consumption is split almost evenly among US, Europe and Rest of the
World.

Global home textile consumers

mUSA
Europe
Rest of World

28%

34%

Source: CRISIL, Edelweiss Investment Research

The global home textile market at the wholesale level is pegged at
USD45bn and, like the retail market, is dominated by bed (35% share) and
bath (25% share) linen

Indian home textile: Leading the cotton pack

Although India has been lagging in terms of export of fabrics and general apparel,
it has significant advantages in manufacture of cotton home textile.

Favourable
government policies

Ability to execute Cle| el eI

PRl (crcc order oaurng | Gotemmentocuson | Lowercbour coss

a verﬂcollyyin’regrofed 2'8:1 dl%gr:gg g; d chain in textiles developing countries
model in home texfile ﬁmel?rzess has helped alongwith ’rhle like China (labour
UM nobiciong e (Govemments o per
home textiles segment clizii veleiforios regonaitiate frade USD160 per month)

with global retailers pacts with various

countries will boost
home tfextiles.

Source: Company, Edelweiss Investment Research

India accounted for 11% of global home textile market in 2014 and 9% of the
global home textile trade (at wholesale level) and with the above mentioned
benefits, we believe it has many structural advantages for incremental market
gains, which should help India enhance its share in the global home textile trade.
India’s home textile industry is expected to catapult to USD8.2bn in 2021 from
USD4.7bn in 2014, CAGR of 8.3%. Indian exporters have been gaining significant
market share in US over the past few years.

China and India are leaders in home Indian home textile industry to grow at
textile 8.3% CAGR from 2014-21E
Share in Home Textile 8
5.5
4.7
u|ndia
55% 34% China
Others
2014 2016E 2021E

Source: Technopak, IBEF, Edel Invest Research
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Trident Ltd.

India: Leader in US market; long way to go in other markets

India’'s market share in US cotton terry towels and bed linen has jumped to 40%
and 49% in 2016 from 28% and 22% in 2008, respectively. It has been
continuously gaining market share from China due to labour cost
advantage—China'’s labour cost at ~USD240 per month compared to India’s
~USD160. Also, while Chinese cotton acreage has been reducing, India’s is
increasing.

Exports of Cotton Terry Towels to USA - Share of various countries

However, international policy disadvantages hindering progress in other markets
Inspite of being able to successfully penetrate the US cotfon home textile market, India
has not been able to make a mark in other countries. Despite efforts to enhance
presence in Europe, India has largely been unsuccessful due to 9% duty disadvantage
compared to Asian peers like Pakistan and Bangladesh. Also, markets like Japan and
Australia are too small for batch sizes produced by Indian manufacturers. However,
revised trade agreement discussions with most countries are underway and any positive
outcome on this front could be a big kicker for India’s penetration in other markets.

Indian Exports to EU - India’s share has been stagnant over the years

Share 2008 2009 2010 2011 2012 2013 2014 2015 2016 Share 2008 2009 2010 2011 2012 2013 2014 2015 2016
Terry

India 28% 30% 31% 35% 36% 36% 37% 38% 40% Towel 15% 16% 15% 18% 18% 17% 18% 16% 16%
Bed

China 22% 23% 27% 25% 26% 26% 26% 25% 23% Linen 7% 8% 8% 8% 8% 9% 8% 7% 7%

Source: CRISIL, Edel Invest Research
Pakistan  21% 22% 23% 24% 22% 23% 23% 22% 22%
Others 29% 25% 19% 16% 16% 15% 14% 15% 15%
Exports of Cotton Bed Linen to USA - Share of various countries

Share 2008 2009 2010 2011 2012 2013 2014 2015 2016

India 22% 26% 32% 38% 45% 46% 47% 48% 49%

China 35% 29% 30% 23% 22% 24% 23% 23% 22%

Pakistan  24% 26% 22% 23% 19% 18% 17% 17% 16%

Others 22% 26% 32% 38% 45% 46% 47% 48% 49%

Source: Otexa, Edel Invest Research
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Trident Ltd.

II. Trident: Multiple margin expansion levers

A) The metamorphosis: From a yarn manufacturer to major home textile
manufacturer

Trident commenced its textile business in the yarn segment, but gradually
diversified into bath textile initially and has recently ventured into the bed
textile segment. In FY19, we estimate bed and bath to contribute 70% to total
sales versus 30% in FY14. As home textile entails higher margin than basic yarn
sales, we believe this gradual shift to home textiles will significantly boost the
company’s margin.

FY19E 14% 16%

FY18E 18% 19%

FY17E 31% 21%
FY16 32% 22%
FY15 36% 22%
FY14 50% 22%
FY13 50% 22%

HBed & Bath Yarn Paper

Source: Company, Edel Invest Research

B) Captive yarn consumption on the rise
As Trident sources yarn for the bed and bath segment in-house, yarn’s captive
consumption is envisaged to jump every year. This backward integration is
bound to boost margin.

56%

FY13 FY14 FY15 FY16 FY17E FY18E FY19E

=== Captive consumption of yarn

Source: Company, Edelweiss Investment Research

10

However, Trident’s revenue is estimated to post mere 7% CAGR over the next 2 years
inspite of ramp up in capacity utilisation due to jump in share of captive yamn
consumption. Excluding paper and yarn, the company'’s revenue from core home textile
business is estimated to post 25% CAGR over FY17-19.

6,000 - 5,283 r 30%
4,861

5.000 - 44693 L 25%
4000 { 37 3,684 - 20%
F15%

3,000 A
- 10%
2,000 - | %
1,000 A ‘ F 0%
0 r r r r -5%

FY15 FY16E FY17E FY18E FY19E

mmmm Revenues (INR Cr) (LHS) Revenue Growth (%) (RHS)

Source: Company, Edelweiss Investment Research

C) Paper division has been reporting strong operating margin due to shift to
branded copier paper

Trident is the world's largest wheat straw-based paper producer with a paper
capacity of 175ktpa. The company’s paper revenue has been stagnant due
to no additional capacity as it has been focusing on improving its product mix
in favour of higher margin branded copier products. Operating margin in the
paper segment has improved to 38% in FY17 from 26% in FY13. This robust spurt
has aided improvement in Trident’s overall margin. Although, the company
has environmental clearance for a brownfield expansion at its paper plant, it
has no plans to expand currently due scarcity of wheat straw in Punjab.

1200 - _— 40%
1000 - - 38%
- 36%
800 - ' - 34%
600 - 32% - 32%
- 30%

400 -
200 e [ 2%

1 27 (] -
0 . ; ; ; 24%
FY13 FY14 FY15 FY16 FY17E

mmmmm Paper Revenues (INR Cr) (LHS) Paper EBITDA Margins (%) (RHS)

Source: Company, Edelweiss Investment Research
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Trident Ltd.

Paper revenues and margins expected to remain robust due to shift to

branded copier

New niche product
launches such as

Launched copier

Increased domestic
retail presence in 133

Established a
footprint in
international markets

‘Trident Digiprint’ —a paper brand in MBOs such as
paper variety suited South and West India Walmart, Metro, S\%ZT; Lég':‘fg;&%ec
for digital printing which should boost Reliance, Big ae Afrlico
applications to boost volumes Bazaar,Max, D'mart Increosed.
margins etc

international dealers

Source: Company, Edelweiss Investment Research

Indian Paper Industry

The domestic paper industry accounts for 3% of global production and is
pegged at USD8bn. Currently, digitisation has led to excess capacity in pulp
and paper globally. However, demand remains robust in developing countries
due to lower digitisation and this has created regional imbalances in
production and consumption. At 158kg in EU, 218kg in Japan and 224kg in
North America, annual per capita paper consumption has topped out in these
countries. However, the global average is 56kg and Indian per capita paper
consumption at 13kg is way behind even the global average. This indicates
adequate headroom for growth with demand set to rise from the current 13mt
to 20mt by 2020E.

11

D) Terry towels capacity utilisation to improve
Leading terry towel manufactuer in India; competition low in this segment

Post the capex in FY15, Trident's terry towel capacity has doubled to 90,000MT
p.a. in FY16 from 45,000MT p.a. in FY14, rendering it the biggest terry towel
manufacturer in India. Currently, Welspun is the only other player in the terry
towel space as Himatsingka's capcity is set to be operationlin FY19.

20,000
45,000

Pre expansion (FY14) Post expansion (FY16)

Terry Towel Capacity (MT PA)

Capacities Trident Welspun Indo Count Himatsingka GHCL
Existing 90,000 72,000 - - -
Terry
Towel Planned - 8,000 - 25,000 -
(M)
Total 90,000 80,000 25,000

Source: Company, Edelweiss Investment Research

At 66% Utilisation, terry towels will account for ~55% of revenue of Trident in
FY19E

Due to the capacity expansion in FY15, Trident's utilisation has reduced during
that year. However, utilisation of the 90,000MT p.a. capacity increased from
40% in FY15 to 49% in FY17. We estimate utilisation to further improve to 66% in
FY19E due to low domestic competition. Trident’s bath lien revenue is,
therefore, estimated to clock a 23% CAGR over FY16-19E.

70% 67% 66%
58%

3200

2678

49%
2155 0% 4%

1588 1717
940 1088

X 0 © w
> — — (e}

o (5 o ;
HTerry Towel Utilization %

Source: Company, Edelweiss Investment Research
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Trident Ltd.

Volumes to pick up, but realisation growth to be muted

We believe, growth in terry fowel realisation will be muted as Trident is already
operating with seftled customers and bulk of the spurt has already played out.
However, we expect volumes to increase due to mufed competition in this
segment.

59400 513 939
52200 an 465 4
4 386
36900
3066028]4036000 307
A R A I S R
T o T £ £ T T o oz ¥ = =
L e L

m Realization per MT (INR)

B Volume (MT PA)

Source: Company, Edelweiss Investment Research

E) Bed linen capacity utilisation to improve
Trident is one of the 5 bed linen manufactuers in India; competition high in this
segment

Post capex in FY15, Trident’s bed linen capacity, which was non-existent in
FY14, stood at 43.2mn mirs p.a. in FY16. The company is currently the third
biggest bed linen manufacturer in India.

43
- . o . .
Capacities Trident Welspun Count Himatsingka GHCL

0

Pre Post Bed Existing 43 72 68 23 36
expansion expansion Sheet .

(FY14) (FY16) (min Planned 18 22 23 4
mis)  total 43 90 90 46 40

Pre expansion (FY14)

B Post expansion (FY16)

Source: Company, Edelweiss Investment Research
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Bed Linen minuscule segment as even at 54% utilisation, it will account for only
10% of revenue

FY17 was first full year of operations in the bed linen segment. However, Trident
commendably clocked 32% utilisation from mere 8% in FY16 inspite of
heightened competition in this segment. We believe, cross-selling to existing
terry towel customers will help the company scale up to 54% in FY19E.

513 54%
44%
361 30%
230
8%
0 .
FY16 FY17E FY18E FY19E FY16 FY17E FY18E FY19E

mBed Linen Revenues (INR Cr) EmBed Linen Utilization %

Realisations and volumes to jump

We estimate bed linen realisations to jump substantially as Trident’'s FY17E
utilisation of 32% was primarily driven by low-realisation domestic orders or by
selling unprocessed greige fabric. However, post customer frials and with cross-
seling to existing ferry towel clients, we envisage the company to receive
higher-margin orders, which will help scale realisations and volumes.

233 20
19.0 190
166
138 140

FY16 FY17E FY18E FY19E FY16 FY17E FY18E FY19E

B Bed Linen Volume (min mirs PA) HBed Linen Realization per min mirs (INR)

Source: Company, Edelweiss Investment Research
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Steps to boost home textile volumes - International
To boost volumes in the home textile segments, in the international markets, Trident has undertaken the following measures:

Expanded the value-added Established a footprint in
Strengthened the marketing range such as Air Rich, low Middle & Far East, APAC.
and design team in USA and fint, fade-resistant Bed and Regularly showcased home
increased the product range Bath Linen products in the textiles in international
premium segment. exhibitions
Integrated automated facility saves labour and transportation costs Trident’s domestic business will also aid in revenue growth

Trident is now present across 260 MBOs pan-India and are trying to grow
through general frade, institutional segment, retail and e-commerce .Trident
has appointed Kriti Sanon as the brand ambassador to endorse the new Bed
& Bath Linen collection. Trident has also entered into a partnership with French
firm - Lagardere Active Group, fo launch a premium range of home tfextiles
under the lifestyle brand - Elle Décor in India. Finally, it has increased revenues
from value-added Yarn such as Platinum, Roving Grindle and Blends — Tencle,
Modal, Micromodal etc.

All the above factors to catapult operating margin

Trident’s operatfing margins are estimated fo improve to over 22.0% in FY19
from 19.5% in FY16 due to a shift up the value chain with bed and bath home
texfile accounting for 71% of the company’s revenue in FY19E versus 46% in
FY16. Simultaneously, the share of yarn revenue will fall to 14% in FY19E from
32% in FY16. Also, with utilisation of terry fowel and bed linen improving from
the current 49% and 32%, respectively, operating leverage should boost
margin further.

1,500
1,000

500

FY15 FY16E FY17E FY18E FY19E
mmm EB(TDA (INR Cr] === EBITDA Margin (%)

Source: Company, Edelweiss Investment Research
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Trident Ltd.

Time Line
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Trident Ltd.

Valuations & Peers

Maijor player in the home textile industry
Trident has the largest terry towel capacity in India and currently is the third largest player in the sheeting space as well. Among home textfile players, Trident is the
only company to have completed all capex plans.

Capacities Trident Welspun Indo Count Himatsingka GHCL
Existing 90,000 72,000 - - -
Te”(ydﬁwe' Planned - 8,000 - 25,000 -
Total 90,000 80,000 - 25,000 -
Existing 43 72 68 23 36
Bed Sheet Planned - 18 22 23 4
(mIn mtrs.)
Total 43 90 90 46 40
Other Product Lines Paper Flooring solutions NA Upholstery and Drapery Chemicals

Source: Company, Edelweiss Investment Research

Cheapest in terms of valuation inspite of highest net profit growth expectation
Among all the comparable peers such as Indo Count, Welspun and Himatsingka, Trident is the cheapest in terms of valuation inspite of the potential to generate
the highest net profit CAGR over the next 2 years.

Market Cap PAT CAGR

Company Price (INR C) Revenues (FY19E)  EBITDA (FY19E) PAT (FY19E) (FY17-19E) ROCE FY19E (%) P/E (FY19E)
Trident 85 4,300 5,283 1,164 550 28% 15% 8x
Indo Count 201 4,000 2,943 689 395 20% 38% 10x
Welspun 95 9,300 7,500 1,781 850 13% 22% 11x
Himatsingka 350 3,400 2,765 637 304 26% 22% 12x

Source: Bloomberg Estimates, Edelweiss Investment Research
High margin of safety due to inexpensive valuations and huge free cash flow generation capability
Pick up in capacity ufilisation and Trident’s ability to source higher realisation orders for the increased utilisation are key monitorables. While top line growth will be
muted due to higher captive consumption of yarn, the bottom line can catapult 28% over the next 2 years as operating and financial leverage play out. At an
inexpensive valuation of 8x FY19E P/E, rising RoCE (from 8% in FY16 to 15% plus in FY19E) and the ability to generate free cash flows in excess of INR600cr every
year provide a high margin of safety. We initiate coverage on Trident with a target price of INR118 (40% upside from current level), valuing it at 11x FY19E P/E
(currently trading at 8x FY19E P/E).

EPS (FY19E) Target P/E Target Price Current Price Potential Upside

10.8 n 118 85 40%
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Trident Ltd.

Key Management

Name

Designation

Profile

Mr. Rajinder Gupta

Mr. Abhishek Gupta

MD &
Chairman

CEO

Mr. Rajinder Gupta has over 3 decades of industry experience
and is the current Chairman of the Trident Group. In 2007, he
received the Padma Shri Award in recognition of distinguished
service in the field of Trade and Industry. He is a Harvard
graduate and has also studied from ISB Hyderabad & Templeton
College University of Oxford. He holds strategic positions such as
Vice Chairman in the Punjab Stafe Planning Board (PSPB),
Advisor to the Deputy Chief Minister of Punjab on various
matters, on the Board of Governors of Punjab Bureau of
Investment Promotion and is the Chairman of Advisory Council of
(FICCI) for Punjab, Haryana, Chandigarh & Himachal Pradesh.

Mr. Abhishek Gupta, is a Graduate from the University of Warwick
and is the current CEO of Trident. He earlier led the company’s
commercial, supply chain, project & operations feam and
corporate marketing and innovation team. He honed his skills in
marketing from Harvard Business School.

16

Source: Company, Edel Invest Research

Key Risks

Client acquisition for capacity ramp up.

Changes in domestic and international regulations and
other events such as Brexit.

Rising competition from domestic

neighbouring countries.

players and

Voldatility in cotfon and currency prices.
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Trident Ltd.

Business Overview
Company Brief
Trident is one of the largest integrated home textile manufacturers in the world. The company operates primarily in 2 business segments: textiles (~80% of revenue) and paper (~20%
of revenue), with manufacturing facilities in Punjab and Madhya Pradesh. Incorporated in 1990, the company continues to grow under the leadership of Mr. Rajinder Gupta,
Chairman and a first generation entrepreneur. Commencing operations with a modest 17,280 yarn spindles, the group currently exports to over 100 countries. Trident has recently
completed its capex in terry fowels and bed sheet divisions and can now produce 90MT terry towels, 43mn mirs of bed linen and ~175ktpa of paper.

The company has 4 segments.

1) Yarn
Business Model 2) Terry Towel
3) Bed Linen
4) Paper
Strategic Positioning The company is the leader in the terry towel segment in India and is also a major player in bed linen exports and the domestic paper segment

o Complete backward integration
o Capex completion to yield free cash flows
e Integrated facility saves labor and transportation costs
Competitive Edge o Shift fo copier paper has resulted in margin improvement in the paper segment
o Debtis expected to reduce
e Diversified client base

o Automated facility

The company is repaying its debt from the free cash flow generated. As per the management and our analysis from our plant visit, Trident

Financial Structure doesn't require much capex as they have invested in high quality modern machinery.

Key Competitors Welspun, Indo Count

Industry Revenue Drivers Opportunities across other geographies

Shareholder Value The company can do an EPS of INR 10 in FY19E. A 12x valuation can give price target of INR 120 for the company which gives an upside of 33%
Proposition over the next 12 months.
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Trident Ltd.

lll. Financial Analysis

Revenue growth to be subdued due to higher captive yarn consumption
Trident's revenue is expected to clock CAGR of 7% over the next 2 years inspite
of ramp up in capacity ufilisation as the share of captive consumption of yarn
will increase from 34% in FY16 to 56% in FY19E. Excluding paper and yarn,
Trident's revenue from core home textile business of terry towel and bed linen is
estimated to report 25% CAGR over FY17-19E.

6,000 - 5,283 r 30.00%

4,861

5,000 - 2755 4,693 - 25.00%
el m [ 007
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2,000 + - 5.00%
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Higher capacity utilisation and a shift up the value chain will boost operating
margin

Trident’s operating margin is estimated to improve from 19.5% in FY16 to over
22.0% in FY19 due to a shift up the value chain with bed and bath home textile
accounting for 71% of the company’s revenue in FY19E from 46% in FY1é.
Simultaneously, the share of yarn revenue will fall from 32% in FY16 to 14% in
FY19E. Also, as utilisation of terry towels and bed linen will improve from the
current 49% and 32%, respectively, operating leverage should boost margin
further.
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Source: Company, Edelweiss Investment Research
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PAT and PAT margin to improve substantially
As majority of the capex is complete, depreciation costs are expected to
remain range-bound, while debt repayment from free cash flows will lower
finance costs. These are envisaged to result in a PAT CAGR of 28% over FY17-

19E. PAT margin is estimated fo improve from 6.2% in FY16 to 10.4% in FY19E.
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Trident Ltd.

Debt to dip significantly

Trident’s debt to equity stood at ~2x till FY1é as the company was expanding
aggressively at its Budhni plant. However, the expansion has been completed
in FY16, post which there are no new capex plans on the anvil. Ergo, we
envisage significant free cash flow generation, which will be used to pay off
debt and result in a debt to equity of mere 0.8x in FY19E.

4,000 - 2.5
3,000 18 —— - S 20
2,000 A :Z
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= Debt (INR Cr) (LHS) Debt to Equity (x) (RHS)

Source: Company, Edelweiss Investment Research

Return ratios to improve as utlilisation picks up

As the capacity utilisation of terry towels and bed linen lines picks up, asset
furnover and margins are estimated to improve going forward, which will help
the RoE and RoCE tfo improve from 8% and 14% in FY16 to 15% and 22%,
respectively, in FY19E.
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Source: Company, Edelweiss Investment Research
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Free cash flow generation of INR600cr p.a.

Due to the aggressive expansion in FY15 and FY16, free cash flows were
negative for these 2 years. However, Trident’'s expansion is complete for the
fime being and hence we expect it to generate free cash flow of INR600cr
every year from FY17-19E. Operating cash flows will steadily increase as
utlilisation picks up.

1,000 ~ 77 838
8 708 767 667 738
o - - I I I
-500 4
-1,000 -754
1,500 - -1219
FY15 FY16E FY17E FY18E FY19E

B Operating cash flows (INR Cr) Free Cash Flow (INR Cr)

Source: Company, Edelweiss Investment Research
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Trident Ltd.

Financials

Income statement (Standalone) (INRcr) Balance sheet(Standalone) (INRcr) Ratfios
Year to March FY15 FY16 FY17 FY18E FY19E Ason31stMarch FY15 FY16 FY17E FY18E FY19E Yearto March FY15 FY16 FY17E FY18E FY19E
Income from operations 3,755 3,684 4,693 4,861 5,283  Equity share capital 509 449 449 449 449  ROAE (%) 10.1 14.7 18.6 20.7 22.4
Direct costs 2,253 2,058 2,689 2,747 2,969  Preference Share Capital 0 60 60 60 60 ROACE (%) 9.6 8.1 93 12.1 15.1
Employee costs 387 434 552 572 622 Reserves & surplus 947 1,210 1,465 1,796 2,220 Debtors (days) 20 18 25 22 22
Other expenses 841 907 1,115 1,107 1,150 Shareholders funds 1,455 1,719 1914 2,245 2,669  Current ratio 40 4.4 6.1 57 6.7
Total operating expenses 3.095 2,965 3,805 3.853 4,119 Secured loans 2,580 3,368 0 0 0 Debt/Equity 1.8 20 1.5 1.1 0.8
EBITDA 661 719 888 1,008 1,164  Unsecured loans 0 0 0 0 0 Inventory (days) 73 90 60 70 70
Depreciation and amortisation 321 338 412 407 401  Borrowings 2,580 3,368 2,868 2,468 2,268 Payable (days) 29 31 20 25 25
EBIT 339 381 477 601 763  Minority interest 0 0 0 0 0 Cash conversion cycle (days) 63 77 65 67 67
Interest expenses 206 136 143 122 109  Sources of funds 4,035 5,147 4,842 4,773 4,997 Debt/EBITDA 3.9 4.7 3.2 2.4 19
Otherincome 34 32 110 80 60 Gross block 4,869 6,163 6,213 6,313 6,413 Adjusted debt/Equity 18 1.9 13 0.9 0.5
Profit before tax 168 277 444 558 714 Depreciation 2,005 2,333 2,745 3,152 3,553
Provision for tax 50 49 102 128 164 Net block 2,864 3,830 3,469 3,162 2,861 Valuation parameters
Core profit 118 228 342 430 550 Capital work in progress 222 62 0 0 0 Yearto March FY15 FY16 FY17E FY18E FY19E
Extraordinary items -0 -0 0 0 0 Total fixed assets 3,086 3,892 3,469 3,162 2,861 Diluted EPS (INR) 23 4.5 6.5 8.4 10.8
Profit after tax 17 227 342 430 550 Unrealised profit 0 0 0 0 0 Y-o-Y growth (%) (62.8) 94.2 44.8 29.6 27.9
Minority Interest 0 1 -10 0 0 Investments 31 94 100 100 100 CEPS (INR) 8.6 1.1 14.6 164 18.7
Share from associates 0 0 0 0 0 Inventories 751 909 771 932 1,013  Diluted P/E (x) 36.7 18.9 13.0 10.1 79
Adjusted net profit 117 229 332 430 550  Sundry debtors 203 177 321 293 318 Price/BV(x) 3.0 2.5 22 1.9 1.6
Equity shares outstanding (mn) 51 51 51 51 51 Cash and equivalents 17 82 228 397 809 EV/Sales (x) 18 2.1 1.5 1.3 1.1
EPS (INR) basic 2.3 4.5 6.5 8.4 10.8  Loans and advances 246 320 407 422 458  EV/EBITDA (x) 10.4 10.6 7.8 6.3 50
Diluted shares (Cr) 50.9 50.9 50.9 50.9 50.9 Other current assets 0 0 0 0 0 Dilutedshares O/S 50.9 50.9 50.9 50.9 50.9
EPS (INR) fully diluted 23 4.5 6.5 8.4 108  Total current assets 1,218 1,487 1,728 2,044 2,598  Basic EPS 23 4.5 6.5 8.4 10.8
Dividend per share 0.6 0.9 1.5 1.9 2.5  Sundry creditors and others 302 312 257 333 362 Basic PE (x) 36.7 18.9 13.0 10.1 79
Dividend payout (%) 244 19.8 230 23.0 23.0  Provisions 4 24 25 26 28 Dividendyield (%) 0.7 1.0 1.5 2.0 2.5

Total CL & provisions 307 336 282 359 389
Common size metrics- as % of netrevenues Net current assets 911 1,152 1,446 1,684 2,209
Year to March FY15 FY16 FY17 FY18E FY19E Net Deferred tax -124 -173 -173 -173 -173
Operating expenses 824 80.5 81.1 793 78.0  Misc expenditure 132 182 0 0 0
Depreciation 8.6 92 8.8 8.4 7.6 Uses of funds 4,035 5,147 4,842 4,773 4,997
Interest expenditure 5.5 3.7 3.0 2.5 2.1 Book value per share (INR) 29 34 39 45 54
EBITDA margins 17.6 19.5 18.9 20.7 220
Net profit margins 3.1 6.2 7.1 8.8 10.4  Cash flow statement (INR cr)

Year to March FY15 FY16 FY17E FY18E FY19E
Growth mefrics (%) Net profit 118 228 342 430 550
Year to March FY15 FY16 FY17 FY18E FY19E  Add: Depreciation 321 338 412 407 401
Revenues (2.9) (1.9) 27.4 3.6 8.7  Add: Misc expenses written off 15 -50 182 0 0
EBITDA (9.2) 8.8 23.6 13.4 15.5  Add:Deferred tax 16 48 0 0 0
PBT (36.7) 64.7 60.5 258 279  Add:Others 0 1 -10 0 0
Net profit (40.2) 93.4 499 258 279  Gross cash flow 470 566 926 837 951
EPS (62.8) 94.2 448 29.6 279  Less:ChangesinW.C. 114 176 148 70 113

Operating cash flow 356 389 778 767 838

Less: Capex 1,575 1,144 50 100 100

Free cash flow -1,219 -754 728 667 738
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Trident Ltd.

Edelweiss Broking Limited, 1st Floor, Tower 3, Wing B, Kohinoor City Mall, Kohinoor City, Kirol Road, Kurla(W)
Board: (91-22) 4272 2200

Vinay Khattar
Head Research

vinay.khattar@edelweissfin.com

Rating Expected to

Buy appreciate more than 15% over a 12-month period
Hold appreciate between 5-15% over a 12-month period
Reduce Return below 5% over a 12-month period

Trident Ltd 5 years price chart
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Disclaimer

Edelweiss Broking Limited (“EBL" or “Research Enftity") is regulated by the Securities and Exchange Board of India (“SEBI") and is licensed to carry on the business of broking, depository services and related activities. The business of EBL and its
Associates (list available on www.edelweissfin.com) are organized around five broad business groups — Credit including Housing and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance.

Broking services offered by Edelweiss Broking Limited under SEBI Registration No.: INZ000005231; Name of the Compliance Officer: Mr. Dhirendra Rautela, Email ID: complianceofficer.ebl@edelweissfin.com Corporate Office: Edelweiss House,
Off CST Road, Kalina, Mumbai - 400098; Tel. (022) 4009 4400/ 4088 5757/4088 6278

This Report has been prepared by Edelweiss Broking Limited in the capacity of a Research Analyst having SEBI Registration No.INHO00000172 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. 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 infended 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 the securities of companies 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 EBL 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 fo change without any prior notice. EBL reserves the right to make modifications and alterations to this statement as may be required from time to time. EBL 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. EBL is committed fo providing independent and
fransparent recommendation fo its clients. Neither EBL 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 fo 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 EBL. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of
EBL 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.

EBL shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Intemet) 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 EBL to present the data. In no event shall EBL 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 EBL 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.

EBL 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 thereof, of company(ies), mentioned herein or (b)
be engaged in any other fransaction 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. EBL 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 EBL.

EBL or its associates may have received compensation from the subject company in the past 12 months. EBL or its associates may have managed or co-managed public offering of securities for the subject company in the past 12 months. EBL
or its associates may have received compensation for investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EBL or its associates may have received any compensation for products
or services other than investment banking or merchant banking or brokerage services from the subject company in the past 12 months. EBL or its associates have not received any compensation or other benefits from the Subject Company or
third party in connection with the research report. Research analyst or his/her relative or EBL's associates may have financial interest in the subject company. EBL, 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 volatie and are subject to large fluctuations; ( i) 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
EBL has financial interest in the subject companies: No

EBL'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

EBL 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
Subject company may have been client during twelve months preceding the date of distribution of the research report.

There were no instances of non-compliance by EBL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years.
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A graph of daily closing prices of the securities is also available at www.nseindia.com

Analyst Certification:
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Additional Disclaimer for U.S. Persons
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Additional Disclaimer for Canadian Persons
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