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  INITIATION   

 Attractive global textile company 

■ We initiate coverage on Welspun with OUTPERFORM and TP of Rs.115. 

■ Leading player in the large home textile market. The global home textile 

market size is US$45 bn, with expected 8.3% CAGR over 2015-20. Of this, 

the US cotton textile market is US$7.5 bn and India has a strategic 

advantage in this market due to the supply of cotton and free market access. 

In cotton bed sheets and towels, India has 50% and 40% market share, 

respectively, in the US. Welspun is a leading player in cotton towels and 

cotton bed sheets, with a continuously growing market share. 

■ Three legs for the next phase of growth. Welspun's business posted 17% 

organic CAGR over FY12-16, and in FY16, it drew out a “Welspun 2.0” 

strategy, targeting US$2 bn revenue by 2020 (US$1 bn in FY17). New 

products/channels (tile carpets, basic/fashion bedding, hospitality, 

healthcare), new geographies (Europe, Japan, India, Australia) and 

innovative/branded products (40% of revenue now, target of 50%) are the 

key components of this strategy. 

■ Well set for a recovery in FY19. The provenance issues of Egyptian cotton 

sheets in August 2016 led to the loss of a major client and a 13% fall in the 

revenue base. However, management handled the situation well, in our view. 

While revenue growth may drop to 5-8% in FY17-18 due to this, we expect a 

recovery in FY19, with 15% revenue growth. The new flooring capacity will 

also be operational in FY20, and can add 8-9% to FY20 revenue growth. 

While the margins may settle at 22-23% over the next 2-3 years (from 26% in 

FY16), we expect over 20% earnings growth in FY19. 

■ Initiate with OUTPERFORM. Our DCF-derived target price of Rs.115 offers 

37% potential upside from the current price (implied 8x FY19E EV/EBITDA). 

We estimate a 6% FY19 FCF yield. Any trade barriers, high customer 

concentration, and volatility in cotton prices/currency are key risks. 
 
 

Share price performance 

 
The price relative chart measures performance against the 

S&P BSE SENSEX IDX which closed at 29,706.61 on 

07/04/17. On 07/04/17 the spot exchange rate was 

Rs64.39/US$1 
 

 

Performance 1M 3M 12M 
Absolute (%) -0.4 20.5 -6.3 
Relative (%) -3.2 9.4 -26.6 
 
 

 Financial and valuation metrics 
 

Year 3/16A 3/17E 3/18E 3/19E 
Revenue (Rs mn) 59,813.7 64,583.8 67,500.0 77,587.5 
EBITDA (Rs mn) 15,575.0 15,823.0 15,457.5 17,690.0 
EBIT (Rs mn) 11,824.8 10,816.3 10,328.6 12,056.0 
Net profit (Rs mn) 7,028.8 8,218.5 6,146.0 7,418.0 
EPS (CS adj.) (Rs) 7.00 8.18 6.12 7.39 
Change from previous EPS (%) n.a. - - - 
Consensus EPS (Rs) n.a. 6.95 6.67 7.55 
EPS growth (%) 30.1 16.9 (25.2) 20.7 
P/E (x) 12.0 10.3 13.8 11.4 
Dividend yield (%) 1.5 0.7 1.5 1.8 
EV/EBITDA (x) 7.3 7.2 7.5 6.4 
P/B (x) 4.25 3.72 3.09 2.56 
ROE (%) 41.1 38.6 24.5 24.6 
Net debt/equity (%) 141.5 127.8 109.7 86.3 
  

Source: Company data, Thomson Reuters, Credit Suisse estimates 
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Focus charts 

Figure 1: Global home textile market is large and is 

expected to post an 8% CAGR  

Figure 2: India has structural advantage in terms of 

cotton supply 

 

 

 

Source: Technavio, Company data. Note: Market sizing at retail level, FY14 market was 
US$45 bn at the wholesale level 

 Source: CottonInc.com, Credit Suisse estimates 

 

Figure 3: Welspun is a leading home textile player in 

India…  

Figure 4: …with an increasing share in the US home 

textile imports 

 

 

 

Source: Company data, Credit Suisse estimates. ^9MFY17 annualised (for Welspun, 
assumed Rs15 bn as the quarterly base). # excluding Yarn revenue 

 Source: OTEXA, Credit Suisse 

 

Figure 5: India’s share in cotton home textiles is low 

in several European countries as well as Japan++  

Figure 6: The domestic market is also a large 

opportunity, with a large unorganised market 

 

 

 

Source: Ministry of Commerce, Global Textile Alliance, Credit Suisse estimates  Source: Trident Limited, IBEF 

 

Figure 7: Egyptian cotton issue can keep the FY17-

18 growth muted; expect a strong recovery in FY19  

Figure 8: We expect 20%+ EPS growth in FY19, 

supported by a robust FCF generation 

 

 

 

Source: Company data, Credit Suisse estimates  Source: Company data, Credit Suisse estimates 
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Welspun India  (WLSP.BO / WLSI IN) 

Price (07 Apr 2017): Rs84.20; Rating: OUTPERFORM; Target Price: Rs115.00; Analyst: Anantha Narayan 

Income Statement (Rs mn) 03/16A 03/17E 03/18E 03/19E 

Sales revenue 59,814 64,584 67,500 77,588 
Cost of goods sold 33,564 36,716 39,677 45,877 
EBITDA 15,575 15,823 15,458 17,690 
EBIT 11,825 10,816 10,329 12,056 
Net interest expense/(inc.) 1,692 1,449 1,656 1,597 
Recurring PBT 10,378 10,004 8,874 10,701 
Profit after tax 7,154 8,278 6,212 7,491 
Reported net profit 7,029 3,562 6,146 7,418 
Net profit (Credit Suisse) 7,029 8,218 6,146 7,418 

Balance Sheet (Rs mn) 03/16A 03/17E 03/18E 03/19E 

Cash & cash equivalents 1,243 5,690 3,750 1,386 
Current receivables 6,114 6,724 7,027 8,078 
Inventories 11,046 12,032 12,575 14,455 
Other current assets 6,680 7,255 7,582 8,715 
Current assets 25,083 31,700 30,935 32,634 
Property, plant & equip. 31,603 33,596 38,467 39,833 
Investments 563 563 563 563 
Intangibles 1,775 1,775 1,775 1,775 
Other non-current assets 3,247 3,247 3,247 3,247 
Total assets 62,272 70,883 74,988 78,053 
Current liabilities 12,786 13,129 13,528 14,910 
Total liabilities 41,893 47,604 47,003 44,385 
Shareholders' equity 19,877 22,716 27,356 32,966 
Minority interests 503 563 629 702 
Total liabilities & equity 62,272 70,883 74,988 78,053 

Cash Flow (Rs mn) 03/16A 03/17E 03/18E 03/19E 

EBIT 11,825 10,816 10,329 12,056 
Net interest 0 0 0 0 
Tax paid (2,393) (1,726) (2,662) (3,210) 
Working capital 2,754 (1,827) (775) (2,681) 
Other cash & non-cash items 4,352 351 5,129 5,634 
Operating cash flow 16,538 7,614 12,020 11,799 
Capex (10,597) (7,000) (10,000) (7,000) 
Free cash flow to the firm 5,940 614 2,020 4,799 
Investing cash flow (18,731) (13,123) (19,176) (13,273) 
Equity raised 1 0 0 0 
Dividends paid (2,028) (723) (1,506) (1,807) 
Financing cash flow (9,039) 2,956 (4,785) (7,890) 
Total cash flow (11,232) (2,553) (11,940) (9,364) 
Adjustments 0 0 0 0 
Net change in cash (11,232) (2,553) (11,940) (9,364) 

Per share 03/16A 03/17E 03/18E 03/19E 

Shares (wtd avg.) (mn) 1,004 1,004 1,004 1,004 
EPS (Credit Suisse) (Rs) 7.00 8.18 6.12 7.39 
DPS (Rs) 1.30 0.60 1.25 1.50 
Operating CFPS (Rs) 16.47 7.58 11.97 11.75 

Earnings 03/16A 03/17E 03/18E 03/19E 

Growth (%)     
Sales revenue 11.8 8.0 4.5 14.9 
EBIT 25.6 (8.5) (4.5) 16.7 
EPS 30.1 16.9 (25.2) 20.7 
Margins (%)     
EBITDA 26.0 24.5 22.9 22.8 
EBIT 19.8 16.7 15.3 15.5 

Valuation (x) 03/16A 03/17E 03/18E 03/19E 

P/E 12.0 10.3 13.8 11.4 
P/B 4.25 3.72 3.09 2.56 
Dividend yield (%) 1.5 0.7 1.5 1.8 
EV/sales 1.9 1.8 1.7 1.5 
EV/EBITDA 7.3 7.2 7.5 6.4 
EV/EBIT 9.6 10.6 11.2 9.4 

ROE analysis (%) 03/16A 03/17E 03/18E 03/19E 

ROE 41.1 38.6 24.5 24.6 
ROIC 17.3 17.5 12.9 13.9 

Credit ratios 03/16A 03/17E 03/18E 03/19E 

Net debt/equity (%) 141.5 127.8 109.7 86.3 
Net debt/EBITDA (x) 1.85 1.88 1.99 1.64 

 

 Company Background 

Welspun is a leading company in the home textile market, and 
derives over 90% of its revenue from exports to largely US and 
Europe. It also has certain brands such as Christy. 

 

Blue/Grey Sky Scenario 

 

 

Our Blue Sky Scenario (Rs) 140.00 

The business grows faster than expected and margins do not 
normalise to the levels indicated by the management, in the 
absence of removal of government incentives in a significant way. 

 
Our Grey Sky Scenario (Rs) 70.00 

The growth in the business is not meaningful to compensate for the 
impact of "Egyptian cotton" issue in FY18. Higher that expected 
impact of the removal of government incentives, leading to sharper 
decline in margins. 

 
Share price performance 

 

The price relative chart measures performance against the S&P BSE SENSEX 

IDX which closed at 29,706.61 on 07-Apr-2017 

On 07-Apr-2017 the spot exchange rate was Rs64.39/US$1 

 

Source: Company data, Thomson Reuters, Credit Suisse estimates 
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Attractive global textile company 

Leading player in the large home textile market 
The global home textile market size is US$45 bn, with expected CAGR of 8.3% over 2015-

20. India has a strategic advantage in cotton textiles, given ample cotton availability and 

cost competitiveness. India has a strong positioning in the US cotton home textile sub-

segment (US$7.5 bn market), with 31% market share. In categories such as cotton bed 

sheets and cotton towels, India’s share in the US is close to 50% and 40%, respectively, 

but can increase further. Europe is an equally large market, but Indian players have low 

penetration due to duty disadvantage versus competing countries. Welspun is a leading 

player in cotton towels (bath linen) and bed sheets, and its home textile revenue run-rate 

is nearly 3x that of the next largest player. It has 20% and 11% share in US cotton terry 

towels and bed sheets, respectively, and it has been continuously expanding the share. 

Three legs for the next phase of growth 
Welspun has grown its business at a 17% organic CAGR over FY12-16 through higher 

penetration in the US, new products (sheets, then rugs) and brands/innovation initiatives. 

In FY16, the company laid out a “Welspun 2.0” strategy, with a financial target of US$2 bn 

revenue by 2020 (from US$1 bn in FY17), with several underlying measures to achieve 

this target. New product categories/new channels: Flooring, particularly tile carpet 

(planned Rs6 bn capex), basic and fashion bedding offerings (currently small, with 

~US$10-15 mn revenue), and technical textile are the new product initiatives, and 

hospitality and healthcare are the new channels. Market expansion: The company is 

increasing penetration in markets such as Europe, India, Japan, the Middle East, 

Australia, Russia and South Africa. Innovative and branded products: These include 

Welspun's patented Hygro cotton products and Christy brand. The current share of such 

products is 40%, and management targets to take this up to 50% by 2020. 

Well set for a strong recovery in FY19 
Provenance issues in Welspun's Egyptian cotton products (as it reported in Aug-2016) led to 

a major client's loss (Target) and 13% of the existing revenue base. However, management 

handled this situation well, in our view—it strengthened the supply chain and retained all the 

other customers (revenue grew at ~14% YoY on a like-for-like basis in 3Q FY17). We 

estimate growth to drop to 5-8% in FY17-18 due to this issue, but we expect strong recovery 

in FY19, with 15% revenue growth. Furthermore, the new flooring capacity will be operational 

in FY20, and it can add 8-9% to FY20 revenue growth. Welspun's EBITDA margins have shot 

up from the 9-10% range before FY13 to 26% in FY16 and may settle at 22-23% in the next 

two to three years. Cotton prices may create some volatility for a quarter or two, but will 

eventually be passed on. In a "normalised" FY19, we expect over 20% earnings growth, with 

15% revenue growth and reduced borrowing costs (on stronger FCF generation).  

Initiate with OUTPERFORM 
We initiate coverage on Welspun India with an OUTPERFORM rating and target price of 

Rs.115, offering 37% potential upside from the current price. The fundamentals of the 

business are attractive, Welspun is a leading and well-managed player, the balance sheet 

is in a comfortable position (FY17 net D/E likely to be ~1x) and cash flows are attractive. 

While the Egyptian cotton provenance issue was an unfortunate one and likely reflects 

poor processes, we believe management handled the situation well and has come out of it 

with strong processes. We value the stock at Rs.115 using a DCF model, with a cost of 

equity of 12.8%, target D/E of 0.25x, and terminal growth of 5% (implied FY19 EV/EBITDA 

of 8x). On FY19 estimates, Welspun's P/E and EV/EBITDA multiples are also in line or 

lower than its peer group. We estimate a 6% FCF yield in FY19. 

Any trade barriers (such as Border Tax in the US), high customer concentration and 

volatility in cotton prices/currency are key risks.  

Large global market + 
cotton supply = 

Advantage India  
 

Welspun's revenue is 
3x that of the next 

largest Indian player 

Management targets 
US$2 bn revenue in 

2020 versus US$1 bn 
currently 

We believe Welspun 
handled the Egyptian 

cotton issue well  
 

This will be in the base 
in FY18—we expect 
15% sales and 20% 

EPS growth in FY19 

TP of Rs.115, 37% 
upside 
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A leading player in a large and growing 
home textile market 

Large home textile market globally 

The home textiles and furnishing segment (terry towels, bed sheets, top of the beds, 

curtains, pillows cases, rugs, carpets) forms a significant part of the overall textile industry. 

As per Technovio estimates, the global home textile market is estimated to be close to 

US$45 bn at the wholesale level (bath and bed linen constitute about 60% of it, with 

respective shares of 25% and 35%). At the retail level, the market is estimated to be 

US$136 bn in 2015, and is likely to reach US$203 bn by 2020, posting an 8.3% CAGR. 

Figure 9: US$140 bn global home textile market in 2015, 8% expected CAGR 

 

Source: Technavio, Company data 

Typically, larger textile markets such as the US, Europe and Japan address the later 

stages of the textile and apparel value chain, namely designing, marketing and 

distribution. On the other hand, manufacturing is concentrated in China, India and other 

countries such as Bangladesh, Vietnam, Pakistan and Indonesia. 

The US and Europe are the major end markets comprising a third each of the home textile 

market, as per industry estimates. These are also the major markets for Indian textile 

companies, with the US constituting a majority share. There have been two reasons 

traditionally for this. First, the US is a large and homogenous market making it a more 

attractive market to target first. Second, Europe has free trade agreements with some 

countries but not with India, while Indian companies face a level playing field in the US. 

Figure 10: The US and Europe are equally large markets 

 

Source: Technavio, Company data, Credit Suisse estimates 
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India has a strategic advantage, particularly in cotton 

textiles 

India is now the world’s largest cotton producer and is also a net exporter of cotton and 

cotton yarn. On the other hand, China is a net importer of cotton and cotton yarn, and 

Pakistan is a net cotton importer. Also, over the past five years, India has become 

relatively more cost-competitive in key inputs such as labour and power.  

As India is a democracy, it is perceived to have lower geo-political risks, and environment 

and labour law compliance is relatively better in India than in some of the key competing 

countries. In home textiles, Indian players have now built the scale and technology to 

compete with large manufacturers in China and other countries. 

Figure 11: India is now the largest producer of cotton 

 

Source: CottonInc.com, Credit Suisse estimates 

 

India’s strong positioning in the US bed sheet and 

towel market 

India has a large market share in the US cotton home textile market, with a leading (and 

continuously increasing) share in bed sheets and cotton towels. India has ~11% market share 

of the global home textile trade, and its positioning is even stronger in the US cotton home 

textile sub-segment (US$7.5 bn market)—India has 31% market share, very close to China’s 

39%. In categories such as cotton bed sheets and cotton towels, India’s share in the US 

imports is close to 50% and 40%, respectively (much ahead of China’s 22-23% share). 
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Figure 12: India has a large market share in the US cotton home textile market… 

 

Source: WTO, OTEXA, Texprocil, Company data 

 

Figure 13: …with a leading and increasing share in bed sheets and cotton towels 

 

 

 

Source: OTEXA 

Can high market share be a constraint for future growth? We do not 
think so 

With a 40-50% share in US cotton towels and sheets, India's ability to grow this business 

significantly in the future can be questioned. It must be pointed out that China’s share in 

several non-cotton apparel categories has grown over the years and is as high as 80% in 

some of them. Also, as discussed in the next section, Welspun is adopting a multi-pronged 

strategy for growth. 
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Figure 14: China’s market share in US textile imports is as high as 75-80% in some categories 

 

Source: OTEXA 

European exports growing faster on a low base 

Pakistan and Bangladesh have a free trade agreements (FTA) with the European Union 

(EU) and enjoy duty-free exports to the EU countries. India too has been trying to enter 

into a similar agreement with the EU but there has been no progress on it. Indian 

exporters pay 4-8% duty for yarn and fabric exports, and 9.6% for home textiles. This 

disadvantages Indian exporters relative to their competitors from Pakistan/Bangladesh. 

Given this pricing disadvantage, Indian exports have so far focused more on the US 

market. However, in recent years, the European business of many of the Indian 

companies has been growing faster than the US business (also a function of the lower 

base of Europe). The companies expect growth in Europe to continue to remain higher, 

even under the current duty regime in the EU. If India manages to enter into an FTA with 

the EU, growth could be substantial.  

Welspun is a leading Indian player in the home textile 

segment 

Welspun is India’s largest home textile company with presence in cotton bed sheets (30-

35% of revenue), towels (50-55% of revenue), and rugs and carpets. After the capacity 

expansion (that will be complete by FY17), Welspun has among the largest installed 

capacity in towels of 72,000 MT (Trident, after the recent expansion has installed capacity 

of 90,000 MT, but with low utilisation). In bed sheets, Welspun has an installed capacity of 

90 mn meters, only behind Alok Industries that has 105 mn meters capacity (Indo Count 

also has bed linen capacity of 90 mn meters). In terms of revenue, Welspun India is close 

to 3x in size vs other large home textile players—Trident, Himatsingka and Indo Count—

with best-in-class margins. 

It has two manufacturing facilities, both located in Gujarat (Vapi and Anjar). The operations 

are vertically integrated with about 70% of the yarn and fabric being produced in-house. It 

also has a coal-based captive power plant. The company also has warehouses in Ohio 

(the US) and Manchester (the UK). 

About 13% of the company’s revenue comes from B2C channels (brands such as Spaces, 

Christy), while the remaining business comes from B2B channels (Welspun deals with 

several large retailers across the US, the UK, Europe and other countries).  
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Figure 15: Welspun is the largest in towels and is among the leading players in bed linen 

Segments Segments of Home 

Textile 

Segments and capacity * Backward 

integrated  

Overall revenue 

(Rs mn) ^ 

Home textile 

revenue share # 

Home textile (Rs 

mn) # ^ 

EBITDA margin 

Welspun Bed linen, bath linen, 

rugs 

Towels (bath linen): 

72,000 MT 

Sheets (bed linen): 90 mn 

meters 

Rugs and carpets: 10 mn 

sq meters 

Largely 

integrated 

60,000 100% 60,000 27% 

Trident Bed linen and bath linen Bed linen: 43.2 mn meters 

Bath linen: 90,000 MT 

Largely 

integrated 

46,493 48% 22,317 19% 

Himatsingka Seide ^^ Bed linen, drapery, 

upholstery 

Sheeting: 46 mn meters 

Drapery & upholstery: 2 

mn meters 

Outsourced. In 

process of 

building 

capacity 

20,722 100% 20,722 19% 

Indo Count Bed linen Bed linen: 90 mn meters Outsourced 20,467 100% 20,467 21% 

Alok Industries Bed linen and bath linen Sheeting: 105 mn meters  

Terry towels: 14,400 tons 

Integrated 117,524 6% 7,428 NA 

* Expected by March 2017 ^ 9M FY17 annualised. For Welspun, assumed Rs15 bn as the new quarterly base (post the Egyptian cotton Issue) # Not included yarn revenue ^^ Planned 25,000 
Tons terry towel capacity addition. The construction is yet to commence. 
Source: Company data, Credit Suisse estimates 

 

Figure 16: Welspun has vertically integrated operations 

 

Source: Company data, Credit Suisse  

11% and 20% share in US imports of cotton bed sheets and terry towels 

Welspun India is among the largest home textile companies in Asia, with over 10% and 

20% share in the imports of cotton bed sheets and terry towels in the US, respectively. 

Despite relatively high penetration in the US market, Welspun India has managed to 

increase its share in US imports consistently. Welspun India’s share among India-based 

exporters (in cotton bed sheets and terry towels) to the US market has also been 

consistently increasing—in cotton bed sheets, it increased from 16% in 2013 to 24% in 

2015, and in Terry Towels, it increased from 40% to 53% over 2013-15. 
 

Cotton
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Logistics

India supply 
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Vertically integrated facilities across the manufacturing chain. Current integration of about 70% in Spinning and Weaving and Yarn 
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Figure 17: Welspun has expanded share in US 

imports of cotton bed sheets and terry towels…  

Figure 18: …and has also gained share among 

Indian exporters  

 

 

 

Source: Company data, OTEXA, Credit Suisse estimates  Source: Company data, OTEXA, Credit Suisse estimates 

Figure 19: Client base includes many of the large retailers across the US, the UK and Europe 

 

 

Source: Company data, Note: Names are alphabetically arranged 
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Three legs for the next phase of growth 
Over the years, Welspun has grown its business organically through higher penetration in 

the US market, new products (sheets, and then rugs) and more recently, through initiatives 

on innovative products. Welspun’s revenue posted 17% CAGR over FY12-16 and 25% 

CAGR over FY06-16 (including the merger of Welspun Global Brands Ltd). Margins too 

expanded during this period from 15% in FY06 to 26% in FY16, given the company’s 

initiatives in backward integration, debottlenecking and operational efficiencies. This took 

the ROE/ROCE up from 9%/7% to 40%/20% in FY16. 

While there is scope for penetrating further in the core US market for towels, bed sheets, 

and rugs (US forms about two-thirds of the company’s revenue), that may not be sufficient 

to achieve a double-digit revenue growth in the coming years. In FY16, management laid 

out a “Welspun 2.0” strategy, with a financial target of US$2 bn revenue by 2020 

(expected FY17 revenue of US$1 bn), with several underlying measures to achieve this 

target. We group them in three buckets: 

■ New product categories/new channels 

■ Deeper penetration in subscale markets/new markets 

■ Innovative and branded products 

Figure 20: Three legs for the next phase of Welspun’s growth  

 

Source: Company data, Credit Suisse research 

New product categories / new channels 

Scaling up the flooring segment with carpet capacity expansion 

Welspun ventured into the carpet category in FY14-15 (the facility was completed in FY14 

and started contributing to revenue in FY15), with offerings in decorative carpets and area 

rugs, and has witnessed decent momentum in its offerings since then. This, together with the 

existing bath rugs business, is still small, contributing to less than 10% to the overall revenue.  
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The company has identified flooring as an important growth driver for the domestic and 

international markets. Besides the existing offerings on bath rugs, floor rugs and 

decorative carpets, the company is also venturing into the tile carpets segment. The 

domestic market size is about US$100 mn and as per management, this has a potential to 

increase to US$500 mn. 

The company has planned capex of Rs6 bn to build a capacity of about 7 mn sq meters, 

with most of the expansion for tile carpets. The capacity is likely to be installed and 

functional by the end of FY19. The plant is being built next to Welspun’s existing plant in 

Kutch. The company targets a 1.5x asset turnover once this project is fully operational (it is 

likely to start contributing to revenue towards the end of FY19). At full capacity, this project 

can contribute incremental Rs10 bn of revenue.  

Domestically, a large proportion of tile carpets is imported, which attracts 25-30% import 

duty. Welspun claims to be the first company in India to have such carpet manufacturing 

capabilities, and this business can have attractive profitability due to import duties.  

The sales channel will be different though for tile carpets as this is more of a commercial 

product (used in offices). The company will have over one and a half years’ time to build 

channel relationships. 

New categories in bedding 

While Welspun has some presence in basic and fashion bedding, a large proportion of its 

revenue comes from the sheets business. Management believes that there is a large 

untapped opportunity in product categories such as basic bedding, comforters and quilts. 

China dominates this market currently and India is gradually making some inroads. For 

example, quilts is only a US$10-15 mn business for the company at the moment. The 

company expects this business to grow at a fast pace. However, it is unlikely to be a 

category as large as towels or sheets. 

Technical textiles is another category that management expects to grow ahead of the 

company average. Welspun currently gets Rs1.2 bn revenue from products such as baby 

wipes. However, going forward, it plans to build capabilities in advanced materials for 

applications in areas such as automotives and aerospace.  

Entering the hospitality and healthcare sectors 

Being a home textile company, Welspun has traditionally dealt primarily with leading 

retailers as its client base. However, in the past few years, the company has focused on 

expanding its addressable market by adding new channels. The company has identified 

hospitality and healthcare as two new channels. 

As per management, the hospitality and healthcare market in the US itself is about US$1.5 

bn (only for the product categories where Welspun has a leading position, such as towels 

and sheets). These segments are still very small for Welspun—its hospitality and 

healthcare segments’ revenue may be below US$50 mn in aggregate.  

The company has witnessed some early success in the hospitality business, with focus on 

both domestic and international markets. It has already tied up with leading hotel chains 

such as Starwood, Hilton and the Taj.  

On the healthcare side, the company is still at a research stage and there may not be 

much revenue contribution in the near term. However, management is optimistic about the 

opportunities in this segment. 

Welspun has also undertaken some initiatives in e-commerce. It has its own e-commerce 

portal (shopwelspun.in for India and shopwelspun.com for the US) and also sells on major 

e-commerce portals. Welspun could also explore white-labelled products for large e-

commerce platforms. The overall e-commerce revenue share is currently small, however. 

At full capacity, 
flooring can add Rs10 

bn incremental revenue 

Technical textiles can 
grow faster than 

company average 

White-labelled products 
to e-commerce 

platforms and own e-
commerce initiatives 

can add to growth 
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Deeper penetration in current subscale markets 

As is the case with the Indian home textile industry in general, Welspun has a leading 

presence in the US market with about two-thirds of its revenue coming from the US. Its 

presence in Europe is much smaller despite Europe being a similar-sized market than the 

US. There have been a couple of reasons for this: (1) countries such as Bangladesh and 

Pakistan have FTAs with the EU (that exempts them from import duties, as we discussed 

earlier), and (2) the company's focus has largely been on the US market so far. Welspun 

also has presence in other markets such as India (about 5-7%), Japan, the Middle East, 

Australia, Russia and South Africa, but it is sub-scale in most cases. 

The revenue share of the US market has come down from 70% in FY13 to about 66-67%, 

while that of Europe has increased from ~15% in FY13 to 17-18%. The US market has 

grown during this period, though at a slower pace than the European market. While the 

company may continue to gain market share in the US home textile market and 

consequently grow its US business in the medium-long term, the non-US business is likely 

to account for a larger share of the incremental revenue going forward.  

Figure 21: India’s share in cotton home textiles is 

low in several European countries and in Japan  

Figure 22: The domestic market is also a large 

opportunity, with a large unorganised market  

 

 

 

Source: Ministry of Commerce, Global Textile Alliance, Credit Suisse estimates  Source: Trident Limited, IBEF 

Innovative and branded products 

Welspun's innovative products and brands portfolio includes Hygro cotton products and 

brands such as Christy. Innovative products accounted for 36% of the company’s revenue 

in 3Q FY17 (up from 30% in FY15) and branded products’ share in the revenue increased 

from 11% in FY15 to about 16% in 3Q FY17. The innovative and branded product portfolio 

is not mutually exclusive, and in aggregate, they account for about 40% of the company’s 

revenue. Under the 2020 vision, the company has set a target of achieving 50% of its 

revenue from innovative and branded products. 
 

Figure 23: Welspun India—brands and innovation portfolio 

 Brands/associations 

Ingredient/Technology Hygro cotton, Drylon, Nanocare 

Own brands Christy, Spaces, Welhome, Spun, Kingsley 

Licensed Wimbledon, Amy Coe 

Source: Company data, 
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Hygro cotton accounts for over 20% of company’s overall sales 

Hygro cotton is Welspun’s proprietary spinning technology that naturally maintains an 

even temperature, soaks up moisture, facilitates airflow, and is softer. The products based 

on this technology have witnessed great traction in the international market. Typically, 

products sold by Welspun’s clients (such as Walmart, Macy’s, Costco) do not have any 

prominent logo of Welspun. However, for the products based on Hygro Cotton technology, 

the Hygro Cotton brand is prominently visible. Hygro Cotton-based products achieved 

sales of US$100 mn in FY16, and as per the company, it has already achieved US$200 

mn annualised turnover in 3Q FY17 (this is over 20% of its overall annualised revenue). 

Nanocore and Drylon are recent additions to the innovative portfolio. Nanocore has 

received asthma- and allergy-free certification for bedding products in the US. 

Taking Christy brand from the UK to other parts of the world 

Welspun acquired UK’s largest terry towel brand Christy in July 2006. It was largely a UK- 

based brand (with relationships with key UK retailers) and had some presence in the US 

and Ireland markets. While it remains a leading brand in the UK (22% market share of the 

branded market), the company has slowly taken the brand to international markets. It has 

already launched the brand in markets such as China, Singapore and Hong Kong, besides 

the US market where it already had a presence.  

In recent quarters, Welspun has been revamping the Christy brand to make it appealing to 

a younger customer base; is increasing its global footprint with new stores in the US, 

China, the Middle East and in the UK; and working on increasing its associations similar to 

Wimbledon and Rugby World Cup. The company has hired a new CEO for the Christy 

business and has plans to take the brand to other European markets as well. All these 

initiatives seem to be playing out well—the Christy business grew at 35% YoY in 3Q FY17. 

Currently, Christy accounts for about 8% of Welspun's revenue. 

Other branding initiatives 

Besides Christy, Welspun also has brands such as Spaces and Welhome for the India 

market (the company had earlier invested in several independent Welhome stores, but 

later closed many of them and now runs it using a shop-in-shop format). 

The company launched a major campaign for Spaces in India and launched the brand, 

SPUN, globally in 2015. This focus is likely to continue in the coming years, per the company. 
 

Figure 24: Innovative products such as Hygro 

cotton account for 36% of revenue, and have been 

growing faster than the company average  

Figure 25: Similarly, brands such as Christy 

account for about 16% of revenue, and are growing 

at a fast pace  

 

 

 

Source: Company data. *3QFY17  Source: Company data, Credit Suisse estimates. *3QFY17 
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Well set for a strong recovery in FY19 

The Egyptian cotton issue seems to be behind 

Welspun 

Reduction of Welspun revenue by 13% 

In August 2016, the company reported that Target had cut off its entire business with 

Welspun due to issues around the genuineness of Egyptian cotton used in bed sheets and 

pillow cases. We understand that during a Target audit, the traceability could not be proved. 

At that point of time, the affected products contributed about 1% of the total revenue (US$8.5 

mn) and 10% of Target's business with Welspun; however, Target chose to cut off its entire 

relationship (US$90 mn of revenue in FY16, 10% of Welspun's total revenue). In addition, 

the revenue from these products from other customers amounted to about 5-6% of revenue 

and half of this got cut off as well, resulting in a total 13% impact to revenue. 

The issue appears to have been due to two reasons. (1) The textile industry is extremely 

fragmented and the supply chain is complex. Companies such as Welspun outsource 

some of their requirement for yarn and fabric to deal with volume requirements (Welspun 

was procuring the Egyptian cotton from 40 vendors). (2) The production of Egyptian cotton 

(the one that is actually grown in Egypt) has reduced significantly over the years (from 1.4 

mn bales in FY05 to 0.18 mn bales in FY17), and there are many sources of ‘similar long 

staple cotton’ outside Egypt.  

Retention of all customers, barring Target 

Management, to its credit, handled this situation well, in our view. It took various steps to 

strengthen its supply chain and appointed an external auditor (E&Y) to audit the 

processes. These steps included: 

■ Structural ones such as an improvement in the cotton procurement process, vertical 

integration of manufacturing units to minimise the entry points of cotton in the 

manufacturing process, and better tracking of the cotton from the procurement stage to 

the finished product stage 

■ Technology changes such as SAP-based tracing of material and the usage of RFID to 

track the cotton through the manufacturing process 

■ Process improvements such as a Gold Seal certification from the Cotton Egypt 

Association (CEA), better testing including third-party DNA testing, increased audits 

and adequate stock to manage rush orders better. The company entered into an 

agreement with the CEA in February, which gave it the right to use the Egyptian Cotton 

logo until 2022. It will also invest US$3 mn over a period of time to enhance the 

Egyptian Cotton supply chain, along with the CEA. 

■ Steps on the people front, such as segregating the duties of personnel to prevent 

potential conflicts. 

Management also handled the customers well, in our view, managing to retain all its 

business relationships barring the one with Target. 

10% of revenue was 
lost from Target and 

3% from others 

Various processes 
were put in place, E&Y 

was hired to audit 
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Figure 26: Steps taken by the company to strengthen the supply chain 

 Measures 

Structural initiatives 

Improve procurement process to ensure cotton from certified sources 

Deploy resource at Egypt to better oversee the buying activity 

Ensure vertically integrated manufacturing including ancillary units 

Establish improved tracking of cotton from Farm to Finish 

Improve governance and approval mechanism 

Technology 
Improve SAP-based material tracking and do more automation 

Greater control through technology-led solution (such as RFID) implementation 

Process 

Ensure Egyptian cotton planning and verification is always done separately 

Better manage rush orders with adequate buffer stock planning 

Increase audits, including surprise visits to vendor facilities 

Gold Seal Certification from Cotton Egypt Association (CEA) 

Improve quality testing process using High Volume Instrument (HVI) test at source and at its facility 

Third party DNA testing 

People Improve duty segregation 

Source: Company data 

Rs5 bn of provisions taken in FY17 

The company provided Rs5 bn in 2Q FY17 to cover all likely costs. We believe that a large 

proportion of this provision is towards Target's return policy for its customers that had 

bought the impacted items. Additionally, there have been some class action lawsuits. 

While the provisions made so far cover the anticipated legal costs (and there could be 

some value of the returned goods), they do not cover any legal awards. 90% of the 

provisions are likely to be paid out by end-FY17. 

15% revenue growth is likely from FY19 

Welspun has an attractive revenue growth track record—revenue has posted a CAGR of 

25% for the 10 years ending in FY16 with growth in each of the ten years and double-digit 

growth in all years, except FY09. We estimate growth to drop to 5-8% in FY17 and FY18, 

on account of the Egyptian cotton issue described earlier in this section—the impact will 

be felt for about six months of FY17 and for the whole of FY18.  

Some of the key drivers of the growth going forward are: 

■ The new enhanced flooring capacity (rugs and carpets) 

■ Some organic growth in the current business, especially from non-US markets such as 

Europe and Japan. The penetration of the Indian industry is significantly lower in 

Europe as compared to the US at less than 20%. Also, the lack of an FTA with the EU 

inhibits Indian companies relative to their competition from some other parts of the 

world—if an FTA is signed, growth in Europe could potentially accelerate. 

■ Segments such as healthcare and hospitality could be an additional market for Welspun. 

■ Management is focused on the domestic market, of which flooring will be an important 

part. The company plans to increase brand awareness next year. 

■ The Christy brand grew about 30% growth in 3Q FY17—this can be extended to other 

markets and management sees potential in countries such as Japan, China and the US. 

■ New channels, such as e-commerce, could be another driver. The Welspun or Christy 

brand could be pushed through such a channel or even a private brand for any leading 

e-commerce platform. 

■ Management is also hopeful of technical textiles to be a growth driver but that is a 

small proportion of revenue currently (less than 2%). 

This includes 
provisions for returns 

and legal costs but not 
lawsuit awards, if any 

Flooring, new geos and 
channels are likely 

revenue drivers 
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We anticipate 15% revenue growth in FY19, including 2.5% from a quarter's operation of 

the new flooring facility. Assuming nine additional months of operations in FY20 and asset-

turns of 1.5x, the new flooring facility can add 8-9% of revenue growth in FY20. 

Figure 27: Revenue growth should recover strongly 

in FY19…  

Figure 28: …after bottoming-out in 2Q FY18 ++c ++ 

++  

 

 

 

Source: Company data, Credit Suisse estimates  Note: We have included 3 months revenue from the new carpet facility in 4QFY19 (this is the 
reason for sharp increase in YoY growth rate). 
Source: Company data, Credit Suisse estimates 

Management expects some margin contraction over 

the next 2-3 years 

Significant expansion of EBITDA margins over the past few years 

Welspun's EBITDA margins rose from the 9-10% range before FY13 to 26% in FY16. 

Some of the key drivers for margins include benefits of scale, vertical integration (including 

a captive power plant), operational efficiencies, debottlenecking and focus on innovative 

and branded products. Also, in FY12, the company started the process of shutting down 

non-performing international manufacturing and marketing set-ups. In retail, the company 

moved the Welhome stores to a shop-in-shop model. 

Cotton can have near-term impact but gets passed through ultimately 

Raw materials amounted to about 45% of revenue in FY16. A significant portion of that 

comprises cotton (including raw cotton, cotton yarn, fabric and also coal for the captive 

thermal power plant). Cotton prices (mainly the S-6 variety in the case of Welspun) have 

been volatile over the past few years. Cotton prices dropped in FY13, climbed up in FY14 

and then dropped over the next two years. Margins, however, went up during this period. 

The company buys and stocks cotton during the season in Oct-Mar for 7 months. Welspun 

knows the average cotton price well in advance and can negotiate with clients. However, 

the product price movements may not be concurrent with cotton price movements and 

there can be a two- to three-quarter lag between the two. More recently, cotton prices had 

fallen in October but jumped due to the demonetisation measure taken by the government 

in November. There was a potential 300-400 bp margin impact due to cotton in 3Q FY17, 

but currency hedging gains offset that. The company enters into 52-week currency hedges 

and 60% is usually hedged.  
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Figure 29: Cotton (most of the raw material) is the 

biggest cost item  

Figure 30: Cotton prices have been volatile + + + + + 

+  

 

 

 

Source: Company data, Credit Suisse estimates  Source: Cotton Corporation of India, Credit Suisse estimates 

Management expects margins to settle at 22-23% in 2-3 years' time 

Besides cotton, other key components of costs include power, other manufacturing costs, 

employee costs, and selling and administrative costs. Power costs have reduced 

significantly as a percentage of revenue on account of the usage of captive power and is 

now just 2-3% of revenue (cost of coal is grouped under raw material costs). Employee 

costs have ranged at 8-9% of revenue for the past few years. Other manufacturing costs, 

9% of revenue, may benefit slightly from the larger scale. Selling and administration costs 

have also ranged from 7% to 8% of revenue in the past few years. So, with the exception 

of cotton prices, and to an extent coal prices, creating near-term volatility in margins, most 

of the cost items appear to be broadly stable. There may be changes in indirect taxes and 

government incentives but management expects a net neutral impact of all the changes, 

as discussed in a subsequent section of this report. 

Management, however, expects EBITDA margins to settle at 22-23% in 2-3 years' time 

from the 26% levels in FY16 and our estimated 25% in FY17. Possible adverse changes in 

incentives, and new revenue segments and channels are the likely reasons. We have 

assumed about 22.8% margins in FY18 and FY19. 

Figure 31: We expect margins to come off slightly going forward 

 

Source: Company data, Credit Suisse estimates 
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We estimate 20%+ earnings growth in FY19 

While FY17 and FY18 reported earnings will likely get impacted due to the Egyptian cotton 

issues (there is loss in revenue in both years and there is a one-time provision made in 

FY17), FY19 appears to be a more "normalised" year and we expect 20%+ earnings 

growth. We expect 15% revenue growth, stable margins and some benefit due to reduced 

interest costs (driven by stronger free cash flows) to drive this. Given that net interest 

costs will still be about 15% of pre-tax profits in FY19, continuing strong cash flows can 

enable earnings growth to lead EBITDA growth somewhat. 

Figure 32: We expect 20%+ earnings growth in FY19, a "normalised" year 

 

Source: Company data, Credit Suisse estimates 

Attractive cash flows; we estimate 6% FCF yield in 

FY19 

Welspun's net working capital has fluctuated somewhat in the past few years and has 

ranged between 56 days and 81 days in the past six years. It was 60 days in FY16 and we 

assume it to be 66 days going forward. Management expects 60 days to sustain given that 

the cash conversion dynamics of the new geographical or customer segments are similar 

to those of the existing business lines. 

Management expects capex to be in line with depreciation, post the new flooring capacity. 

While the towels capacity is being utilised fully, bed sheets will likely be underutilised for 6-

9 months on account of the cancellations of the Egyptian cotton line. The company does 

not expect incremental investments in spinning and weaving, and intends to follow an 

ancillarisation model (similar to the auto industry). At the same time, it expects only 

marginal improvement in fixed asset turns, possibly to the extent of 25% over the next five 

years. We have not assumed much change, however—we have assumed a fixed asset 

turn of about 1x in FY19 versus 1.2x in FY16 (the flooring capacity addition will start 

generating revenue only towards the end of FY19). 

Management does not seem overly focused on acquisitions. It plans to look at a niche 

brand, provided it is cheap, and at areas such as advanced textiles. It had bought the 

Christy brand for about £15 mn. 
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Figure 33: We estimate robust growth in FCF in FY19 

 

Note: Assumed payment of 90% of the provisioned amount of Rs4.7 bn in FY17. Source: Company data, Credit Suisse estimates 

Changes likely in indirect taxes and incentives but 

could be net neutral 

Welspun India (along with the other players in the Indian textile industry) currently obtains 

various incentives from the government—the government incentivises the textile industry 

due to job creation (textile is the second largest job creator in India after agriculture). 

Some of these incentives are likely to get diluted in the next few years, but may get 

replaced by others. At the same time, the advent of GST will likely signify some changes 

for Welspun. Some of the key incentives currently in place are as follows: 

■ Merchandise export scheme: In this, 2% of FOB value of exports is paid quarterly. 

This scheme has been in existence for a long time but the benefit has been coming 

down gradually (from 5% to 2% in the past five years). It is highly probable that this 

scheme could end as it may not conform to WTO rules. It could come back in some 

other form, however, such as in the form of reimbursement of some expenses. 

■ Duty drawback: This involves refund of duties such as excise. The government has 

been issuing a flat 7.5%, and it is likely that it over-compensates input duties to some 

extent, around 150 bp or so. The advent of GST will halt the duty drawback, and the 

over-compensation. There could thus be a 150 bp impact. 

■ Rebate of State Levies ROSL: Recently (on 15 March 2017), the government 

extended the return of state levies (ROSL) scheme to Textile Made-up sector that 

includes categories such as sheets and towels. The rate for the cotton sheets and 

towels is 3.9%, subject to a cap of Rs39 per piece. 

■ Interest subsidies: Additionally, Welspun also enjoys interest subsidies. Older loans 

have 5% subsidy offered by the central government and an additional 5% by the 

Gujarat state government. The central subsidy was discontinued last year and has 

been replaced by a capital subsidy, which is applicable to smaller-sized companies. 

The ancillarisation model that Welspun targets will involve smaller-sized companies 

though, and these may get the capital subsidy. The subsidy provided by the Gujarat 

government will likely be reviewed later this year.  

There are also some smaller incentives such as those for power, capex and VAT 

subsidies. Welspun uses captive power. 
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The Welspun management expects the first three changes above to be net neutral for the 

company. It also does not expect much impact of the changes on the interest subsidies as 

existing loans will retain benefits until the end of the loan duration (the loan for the new 

carpeting unit does not have the central subsidy in any case) and no new loans are likely 

to be taken after the carpeting capex is complete. Management expects interest costs to 

reduce after FY18. 

Management's 22-23% EBITDA margin target assumes all these above changes. 

US$2 bn revenue target by 2020 

The company has laid out a Vision 2020 plan and aims to have revenue of US$2 bn and 

zero debt by 2020. FY17 revenue is likely to be over US$950 mn, and we estimate the 

company to end FY17 with net debt of Rs29 bn or a net debt-equity ratio of below 1x. This 

revenue target implies about 20% CAGR between FY17 and FY21. By contrast, we 

estimate about 15% revenue growth in FY19. 

Vision 2020 also aims to have innovative products contribute 40% of the total (versus 34% 

in FY16), branded products 25% (versus 13%) and the domestic business to be 20% of 

the total revenue (versus about 5%). 

This implies FY17-21 
CAGR of 20% 
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Initiate with OUTPERFORM 

TP of Rs.115, 37% potential upside 

We initiate coverage on Welspun India with an OUTPERFORM rating and a target price of 

Rs115, which presents 37% upside from the current stock price. 

We find the fundamentals of the business attractive. While the market share of Welspun 

and the Indian industry in the US is reasonably high now, increasing penetration in 

Europe, new segments in the US such as hospitality and healthcare, growth in the Indian 

market, and a greater focus on brands and higher value-added products can drive 

attractive EBITDA growth, in our view. 

We see the balance sheet as being in a comfortable position. Net D/E at the end of FY17 

is likely to be around 1x, net working capital around 60-70 days, and even with 

conservative assumptions such as a slightly higher working capital requirement and lower 

asset turns as compared to FY16 levels, we estimate the company would generate 

attractive free cash post capex. 

We like management quality as well. While the Egyptian cotton issue was an unfortunate 

one and reflects poor processes, management handled the situation well, putting strong 

processes in place almost immediately and curtailing the loss of business from existing 

clients. Financial accounts are audited by a Big-4 firm (Price Waterhouse). 

Attractive absolute and relative valuations 

Our target price is based on a DCF model 

Finally, we find valuations attractive. While the stock has done exceedingly well over the 

past five years, it has done so from a low revenue base and very low valuations. The stock 

has been flat for the past 18 months, however, despite the sharp bounce-back from the 

lows after the Egyptian cotton issue. 

We base our target price on a DCF model. Some of the key assumptions are as follows: 

■ Post FY20, when the new flooring capacity will be fully on-stream, we have assumed 

growth rates to decelerate from 12% to 7% over the next five years with terminal 

growth of 5%. 

■ We have assumed stable margins and working capital days. 

■ Our fixed asset turns at the end of the period are the same as in FY16. 

■ We have assumed a 12.8% cost of equity and an 8% post-tax cost of debt with a target 

D/E of 0.25x. 

We believe most of the above assumptions are conservative and any reduction of margins 

or increase in working capital present risks. 

Valuations are attractive on a EV/EBITDA basis as well 

On a P/E basis, our target price translates to a FY19E EV/EBITDA of 8x and P/E of 15x, 

which we believe is attractive given the growth prospects. Welspun is also one of the 

largest businesses among its Indian peer group with one of the highest ROE. On FY19 

estimates, and after a relatively poor trailing 12-month stock price performance, Welspun's 

P/E and EV/EBITDA multiples are also in-line or lower than its peer group. The business is 

also largely immune to the commodity price volatility, as any significant moves in the 

cotton prices are eventually passed-on to the customers (this could create some volatility 

in a quarter or two). 

We like the 
fundamentals, balance 

sheet metrics and 
management quality 

We believe most of our 
assumptions are 

conservative 

We find absolute and 
relative P/E multiples 

attractive 
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Welspun's 12-month forward P/E multiple contracted from about 15-16x before the 

Egyptian cotton issue emerged in August 2016 to single digit levels. While the multiples 

have recovered in the recent months to about 13x, it is still below the year-ago levels. 

Given the Egyptian cotton issue is already behind, and the company is back to its mid-

teens growth in 3Q, a consistent growth can lead to multiple re-rating. 

Figure 34: Valuation comparison 

Company Mkt Cap ADTO Price Perf  Revenue EBITDA RoE %* Net  PE (x) EV/EBITDA (x) 

(US$ mn) (US$ mn) 12m (US$ mn)* margin %*  debt/Equity* FY18 FY19 FY18 FY19 

India Home textile            

Welspun 1,314 3.9 -6% 1,023 23 25 1.3 13.8 11.4 7.3 6.4 

Indocount 599 2.3 -1% 368 21 30 0.5 13.7 10.2 7.7 7.1 

Trident 645 2.6 65% 790 20 20 0.4 9.9 7.9 6.5 5.7 

Himatsingka 521 1.3 80% 402 22 19 0.4 11.6 10.6 8.2 6.0 

India Textile            

Arvind 1,588 13.6 52% 1,608 7 14 1.0 19.2 14.5 10.1 8.4 

KPR Mills 783 0.6 74% 469 12 24 1.0 14.6 12.3 8.7 7.5 

Vardhaman 1,319 1.0 70% 1,060 13 17 1.3 10.4 9.5 6.9 6.6 

China Home Textile            

Sunvim 937 8.1 11% 648 13 12 -0.1 16.6 14.3 6.1 5.6 

Fuanna 1,250 8.7 9% 341 15 17 -0.3 18.6 17.5 14.1 11.9 

Luolai Lifestyle 1,341 4.3 -5% 466 9 13 -0.2 26.2 21.2 18.5 16.6 

Hunan Mendale 812 11.9 8% 231 10 11 -0.1 32.4 25.1 23.0 21.0 

Source: Company data, Credit Suisse estimates for Welspun, Thomson Reuters. * FY18 # last reported (2015 for the Chinese companies) ^ FY17-19/CY16-18 

 
 

Figure 35: Multiples have come down post the Egyptian cotton issue and have been gradually recovering; 

recovery in revenue growth starting 2H FY18 should lead to multiple re-rating  

 

Source: Company data, Credit Suisse estimates 

CS HOLT® framework also implies over 30% upside 

To overlay an objective and independent valuation framework, we present below the 

snapshots from the proprietary Credit Suisse HOLT framework. 

HOLT is a value-based, return on capital framework proprietary to Credit Suisse. HOLT 

provides an objective view of over 20,000 companies in 65 countries using a methodology 

that examines accounting information, converts it to cash, and then values that cash, 

allowing investors to identify key drivers of value. 
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Over the last five years, CFROI® levels for Welspun India more than doubled, reaching 

just over 12% in FY3/2016. This helped drive the sharp turnaround in economic profits 

(i.e., economic earnings of the firm in excess of the opportunity cost of using the assets or 

capital) over the same period. The marked improvements were largely underpinned by 

strong margins expansion as the firm moved to increase its share of branded products in 

its offerings. 

Figure 36: Marked improvement in CFROI levels over the past five years 

 

Source: CS HOLT® 

What’s priced in?  

Current market expectations do not appear overly demanding. On HOLT, applying CS 

revenue growth and EBITDA margins estimates for FY3/2017 and FY3/2018, current 

share price implies a 440 bp decline in margins thereafter, reaching its four-year low. 

Implied revenue growth is also expected to remain at 6% over the forecast period (Link to 

HOLT Scenario).  

Even on the same margins assumptions, if Welspun can deliver revenue growth in line 

with what it achieved in its last fiscal year (12%), a 32% upside (HOLT Warranted Price 

Rs113) is possible (Link to HOLT Scenario). 

Figure 37: Welspun India—priced for 440 bp fall in margins with 6% revenue growth into FY3/2021 

 

Source: CS HOLT® 

https://holtlens.credit-suisse.com/dal/TU8ZHW19SbZDsvM
https://holtlens.credit-suisse.com/dal/TyaW7mc6hrq6zwS
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Investment risks 

■ Trade barriers: Welspun obtains most of its revenue from other geographies, notably 

from the US. Any imposition of trade barriers, such as an outsourcing tax, can be 

potentially negative for the company. However, given the labour-intensive nature of the 

business and the lack of any significant capacities in the US, customers such as the 

large retailers will not have much of a choice. On the flip side, if the EU were to enter 

into an FTA with India, companies such as Welspun will benefit. 

■ Customer concentration: Welspun has fairly high customer concentration. For example, 

top-5 clients account for about 45% of the company’s revenue. And if any of the key 

customer relationships were to be terminated (such as the one with Target recently on 

account of the Egyptian cotton issue), financials can be significantly impacted. 

■ Cotton prices: While management buys cotton in advance and cotton prices usually 

get passed through to the customer, any sharp and sudden increase in cotton prices 

can impact margins for two to three quarters, which in turn could have a significant 

impact on the stock. However, unless Welspun is unable to eventually pass on the 

increases to the customer, such an impact will be short-term. 

■ New segments: Welspun intends to increase revenue from geographies such as 

Europe and India, expand significantly in flooring, target new end-user segments such 

as hospitality and healthcare, and increase revenue from brands including extending 

the Christy brand outside the UK. These measures, while helping revenue growth, can 

impact margins in the medium term or may have a higher working capital profile. We 

have not assumed such an adverse impact. 

■ Currency moves: About 93-94% of Welspun's revenue comes from exports. Any 

sharp depreciation of the INR can hurt. The company, however, hedges for 12 months 

at a time and hedges up to 60%. 
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Appendix 

About the company 

Started in 1985, Welspun India is part of the US$3 bn Welspun Group, which also has 

interests in sectors such as pipes, steel and infrastructure (through listed entities Welspun 

Corp Limited and Welspun Enterprises Limited). The company was founded by BK 

Goenka and his cousin Rajesh Mandawewala. The company started its business as a 

synthetic yarn manufacturer. In 1993, it set-up its manufacturing facility at Vapi and soon 

started the cotton sheets and towels exports business. The second manufacturing unit at 

Anjar was set-up in 2006. It ventured into rugs in 2008. The current CEO, Dipali Goenka 

(wife of the founder, BK Goenka) joined the company in early 2000 in its retail business, 

and was appointed as the CEO and joint MD in 2010. 

Welspun aggressively expanded the business from the early 2000s to 2008. It acquired a 

couple of companies over 2006-08 (Christy in UK and Sorema in Portugal), both being 

retail brands with manufacturing facilities. It invested aggressively in the India retail 

business, opening several retail stores under Spaces and Welhome brands. The company 

also did an organisational restructuring by demerging its brands, marketing and 

investment unit (Welspun Global Brands) in 2008 (post demerger, Welspun India’s 

products were sold to this company, which in turn had all the customer relationships).  

However, not all these initiatives panned out as planned. In 2012, Welspun India merged 

the marketing/branding entity back, bringing all the textile manufacturing, marketing and 

brands operations under one roof. It also closed its loss-making operations like Sorema, 

Mexico, and a significant part of the Indian standalone store retail operations under the 

brand Welhome. The company now uses shop-in-shop model for the Spaces brand (a 

luxury brand). In FY13, the company initiated a large capex programme to improve its 

vertical integration (from 35% to over 70%)—it increased the spinning and weaving 

capacity and also commissioned a thermal-based captive power plant.  

These measures reflected in improved operational performance starting FY13—the 

EBITDA margins have improved from 11% in FY12 to over 25% in FY16. The restructured 

retail business is also performing well in India as well as globally. Innovative and branded 

products now account for 36% and 16% of company’s revenue (not mutually exclusive), 

respectively, and these remain key pillars of the company’s growth strategy. 

Figure 38: Welspun India—Segmental break-up  

 

 

 

Source: Company data, Credit Suisse estimates 
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Figure 39: Welspun has expanded the capacity in the last couple of years; utilisation will be low in bed linen 

in FY17 due to the recent Egyptian cotton issues 

 Capacity Capacity utilisation 

FY14 FY15 FY16 FY17E FY14 FY15 FY16 FY17E 

Towels (MT) 45,000 50,000 60,000 72,000 99% 102% 92% 90%+ 

Bed Linen ('000 meters) 55,000 60,000 72,000 90,000 87% 97% 92% 70%+ 

Rugs and Carpet ('000 sq meters) NA 8,000 8,000 10,000 NA 58% 76% 80-90% 

Source: Company data, Credit Suisse estimates 

 
 

Figure 40: Welspun India is the most significant part of Welspun Group’s business portfolio 

 Segments CMP Mkt cap 

(US$ mn) 

ADTO Revenue 

(Rs mn)* 

EBITDA (Rs 

mn)* 

Net Income 

(Rs mn)* 

Net 

Debt/Equity* 

ROE* Stock 

performance 

(12M) 

Welspun India Limited Textile 81 1,245 3.3 59,814 15,575 7,029 1.4 41% -25% 

Welspun Corp Limited Large diameter line pipes 84 339 0.7 83,204 10,349 2,275 0.9 8% -19% 

Welspun Enterprises Limited Construction 70 186 0.4 2,225 504 17 0.2 0% 42% 

Source: Company data, Thomson Reuters 

Shareholding 

Figure 41: Shareholding pattern 

 Dec-14 Jun-15 Dec-15 Jun-16 Dec-16 

Founders 73% 73% 73% 73% 73% 

FII 2% 6% 9% 14% 12% 

DII 6% 5% 5% 2% 2% 

Others 19% 16% 12% 11% 13% 

Source: BSE 
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Board and management profile 

Figure 42: Welspun India—Board composition  

Directors Designation Associated since Other directorships Description 

Executive/Founder      

Mr BK Goenka Non Executive 

Chairman 

Jan-85  He is the co-founder of the Welspun Group and is well regarded for his 

entrepreneurship. He was nominated for the Entrepreneur of the Year award for 

two consecutive years in 2007 and 2008. 

Mr Rajesh 

Mandawewala 

Managing Director Oct-89  A qualified Chartered Accountant (CA), he has over 25 years of experience in 

industries varying from Textiles to saw pipes. He is associated with leading 

business councils such as (CII) , FICCI, IMC, BCC, Texprocil and FIEO. 

Ms Dipali Goenka CEO and Joint 

Managing Director 

Apr-13  A Graduate in psychology, she has also completed an owners/President 

Management programme from Harvard. She started her career at Welspun by 

leading the company's retail initiatives (Spaces and Welhome) and is now the 

company's CEO and joint MD. 

Non-executive      

Mr Ram Gopal Sharma Independent Apr-14 Independent director in 

Welspun Group 

companies 

He has an MA (Econ), B.Com and Fellow of Insurance Institute of India. He has 

specialised knowledge in the field of life insurance, mutual funds, training, sales 

and marketing and investment. 

Mr Arun Todarwal Independent Apr-14 Independent director at 

Sterlite Technologies, 

Hindustan Zinc, Graviss 

Hotels and Resorts Limited 

and Anuh Pharma Limited. 

Mr Todarwal is a fellow member of the Institute of Chartered Accountants of 

India and has been practicing since 1981. He is also a member of the Institute of 

Internal Auditors, National Centre for Quality Management, International Fiscal 

Association, Bombay Management Association, Bombay Chartered Accountants 

Society and their study group on International Taxation and Finance. 

Mr Pradeep Podar Independent Sep-16 Independent director at 

Monsento India Limited 

He has been Advisor of Water and Functional Beverages at Tata Global Beverages 

Limited since August 2015 and prior to that served as the Managing Director and 

CEO of Mount Everest Mineral Water at Tata Global Beverages. He has also held 

leadership positions at Glaxo India and Heinz India. He is a graduate in Chemical 

Engineering and a management graduate from IIM Ahmedabad. 

Mr Arvind Kumar 

Singhal 

Independent Sep-14 Independent director at 

Greaves Cotton Limited 

He is the founder of Technopak. Technopak is one of India’s leading 

management and operations consulting firms, highly focused on a few sectors 

including Textiles & Clothing, Retail & Consumer Products, Healthcare, 

Education and Food Services & Agriculture. He has an extensive experience in 

working with Indian and international clients in textile and apparel sectors in 

overall strategic planning, development of business plans, developing alliances, 

advice and providing overall project implementation related advice. He has a BE 

degree from IIT Roorkee and MBA, specialising in Finance and Marketing, from 

UCLA (USA). 

Ms Padma Betai Nominee Director - 

IDBI Bank 

Aug-15  She has vast experience in the banking industry and mutual funds. She has 

been the Chief Financial Officer of IDBI Bank Limited since August 2016. Prior to 

this, she was the Deputy CEO at IDBI Asset Management and also has a 

decade of experience in the bank's Treasury department. 

Source: Company data, Credit Suisse 
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Figure 43: Key management personnel 

Directors Designation Association since Description 

Anil Channa Executive Director Operations 

Anjar 

Oct-14 He has held several leadership positions in the textile companies before joining 

Welspun. He served as the CEO of High Value Cotton Fabric Division at S. 

Kumars Nationwide Ltd, and has also been a non-executive Director at Reid & 

Taylor India. holds a B.Tech (Textile Technology) from IIT Delhi and an MBA 

from Delhi University. 

Ashok Kumar Joshi Director Operations 

Vapi 

Jul-13 He has about 40 years of experience in the textile industry. He has held 

several leadership positions including as CEO at Donear Industries Limited and 

Deputy Operations Head at Arvind Limited. 

Barry Leonard CEO & President 

Welspun USA Inc. 

2010 He has over 35 years of experience in the textile and retail business, more 

particularly in home textile. He has worked in leadership positions with companies 

such as Croscill Home LLC and Springs Industries. He is a Post Graduate in textile 

technology from the Institute of Textile Technology. He has also completed the 

Advanced Management Program at Harvard Business School. 

Altaf Jiwani Director and CFO, Welspun India Feb-15 He has about 25 years of experience in finance and has worked across 

companies such as Phillips Carbon, KEC International, RPG Enterprises, 

CEAT Ltd, Bombay Dyeing and Crompton Greaves. He is an engineering 

graduate and has an MBA from the University of Mumbai. 

Manish Bansal Director and CFO, Welspun UK 

Ltd 

Jul-10 He has over 20 years of experience in finance and has held several leadership 

positions in finance across textile and steel industries. He is a commerce 

graduate and has an MBA from Newport University. 

Mukesh Savlani "President 

Exports Towels & Rugs" 

2001 He is a graduate in textile engineering and has also completed the Program for 

Leadership Management at Harvard Business School. He started his career in 

sales and marketing at Welspun and has held leadership positions in 

Welspun's Brands business. 

Source: Company data, Credit Suisse estimates 
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Companies Mentioned (Price as of 07-Apr-2017) 
Alok Indus (ALOK.BO, Rs2.96) 
Arvind (ARVN.NS, Rs395.75) 
Bed Bath & Beyond (BBBY.OQ, $39.08) 
Carrefour (CARR.PA, €21.64) 
Costco Wholesale Corporation (COST.OQ, $170.02) 
Debenhams (DEB.L, 54.5p) 
Dohia Grp (002761.SZ, Rmb62.13) 
Fuanna (002327.SZ, Rmb9.92) 
Himatsingka (HMSD.NS, Rs340.45) 
Home Depot (HD.N, $147.24) 
House of Fraser (HOF.L^K06) 
Hunan Mendale (002397.SZ, Rmb8.33) 
Indo Count Inds (ICNT.NS, Rs195.5) 
J Sainsbury (SBRY.L, 254.4p) 
J.C. Penney Company, Inc (JCP.N, $5.95) 
John Lewis (JLH.L, 0.95p) 
KPR Mill (KPRM.BO, Rs682.55) 
Kohl's Corporation (KSS.N, $39.59) 
Luolai Lifestyle (002293.SZ, Rmb13.18) 
Macy's Inc. (M.N, $29.42) 
Shoppers Stop (SHOP.NS, Rs374.15) 
Target Corporation (TGT.N, $53.57) 
Tesco (TSCO.L, 185.2p) 
Trident (TRIE.NS, Rs81.5) 
Vardhaman Tex (VART.BO, Rs1334.25) 
Wal-Mart Mexico (WMMVF.PK, $2.29) 
Welspun Entp (WELS.NS, Rs82.85) 
Welspun Global (WELP.NS, Rs58.1) 
Welspun India (WLSP.BO, Rs84.2, OUTPERFORM[V], TP Rs115.0) 
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Restricted (R) : In certain circumstances, Credit Suisse policy and/or applicable law and regulations preclude certain types of communications, 
including an investment recommendation, during the course of Credit Suisse's engagement in an investment banking transaction and in certain other 
circumstances. 
Not Rated (NR) : Credit Suisse Equity Research does not have an investment rating or view on the stock or any other securities related to the 
company at this time. 
Not Covered (NC) : Credit Suisse Equity Research does not provide ongoing coverage of the company or offer an investment rating or investment 
view on the equity security of the company or related products. 

Volatility Indicator [V] : A stock is defined as volatile if the stock price has moved up or down by 20% or more in a month in at least 8 of the past 24 
months or the analyst expects significant volatility going forward. 

Analysts’ sector weightings are distinct from analysts’ stock ratings and are based on the analyst’s expectations for the fundamentals and/or 
valuation of the sector* relative to the group’s historic fundamentals and/or valuation: 
Overweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is favorable over the next 12 months. 
Market Weight : The analyst’s expectation for the sector’s fundamentals and/or valuation is neutral over the next 12 months. 
Underweight : The analyst’s expectation for the sector’s fundamentals and/or valuation is cautious over the next 12 months. 
 *An analyst’s coverage sector consists of all companies covered by the analyst within the relevant sector. An analyst may cover multiple sectors. 
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Credit Suisse's distribution of stock ratings (and banking clients) is: 

Global Ratings Distribution 

Rating Versus universe (%) Of which banking clients (%) 
Outperform/Buy* 45% (64% banking clients) 
Neutral/Hold* 39% (61% banking clients) 
Underperform/Sell* 14% (53% banking clients) 
Restricted 2%  
*For purposes of the NYSE and FINRA ratings distribution disclosure requirements, our stock ratings of Outperform, Neutral, a nd Underperform most closely 
correspond to Buy, Hold, and Sell, respectively; however, the meanings are not the same, as our stock ratings are determined on a relative basis. (Please refer to 
definitions above.) An investor's decision to buy or sell a security should be based on investment objectives, current holdin gs, and other individual factors. 

Important Global Disclosures  
Credit Suisse’s research reports are made available to clients through our proprietary research portal on CS PLUS. Credit Suisse research products 
may also be made available through third-party vendors or alternate electronic means as a convenience. Certain research products are only made 
available through CS PLUS. The services provided by Credit Suisse’s analysts to clients may depend on a specific client’s preferences regarding the 
frequency and manner of receiving communications, the client’s risk profile and investment, the size and scope of the overall client relationship with 
the Firm, as well as legal and regulatory constraints. To access all of Credit Suisse’s research that you are entitled to receive in the most timely 
manner, please contact your sales representative or go to https://plus.credit-suisse.com .  
Credit Suisse’s policy is to update research reports as it deems appropriate, based on developments with the subject company, the sector or the 
market that may have a material impact on the research views or opinions stated herein. 
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading. For more detail please refer 
to Credit Suisse's Policies for Managing Conflicts of Interest in connection with Investment Research: https://www.credit-
suisse.com/sites/disclaimers-ib/en/managing-conflicts.html .  
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot 
be used, by any taxpayer for the purposes of avoiding any penalties. 

Target Price and Rating 
Valuation Methodology and Risks: (12 months) for Welspun India (WLSP.BO) 

Method:  Our target price of Rs115 for Welspun is based on DCF (discounted cash flow) model, with 12.8% cost of equity and a 8% post-tax cost of 
debt with a target D/E of 0.25x. Our OUTPERFORM rating is based on the following arguments:  We find the fundamentals of the 
business attractive. While the market share of the Welspun and the Indian industry in the US is reasonably high now, increasing 
penetration in Europe, new segments in the US such as hospitality and healthcare, growth in the Indian market and a greater focus on 
brands and higher value-add products can drive attractive EBITDA growth. We see the balance sheet as being in a comfortable position. 
Net D/E at the end of FY17 is likely to be around 1x, net working capital around 60-70 days and even with conservative assumptions such 
as a slightly higher working capital requirement and lower asset turns as compared to FY16 levels, we estimate the company to generate 
attractive free cash post capex. 

Risk:  The key risks to our target price of Rs115 and OUTPERFORM rating for Welspun India include: (1) any trade barriers (such as border tax 
in the US), (2) high customer concentration, (3) volatility in cotton prices/currency and (4) execution of new segment expansion strategy. 

Please refer to the firm's disclosure website at https://rave.credit-suisse.com/disclosures/view/selectArchive for the definitions of abbreviations 
typically used in the target price method and risk sections.  

See the Companies Mentioned section for full company names  
The subject company (TGT.N, BBBY.OQ, HD.N, KSS.N, M.N, TSCO.L, SBRY.L, CARR.PA) currently is, or was during the 12-month period 
preceding the date of distribution of this report, a client of Credit Suisse. 
Credit Suisse provided investment banking services to the subject company (HD.N, M.N, CARR.PA) within the past 12 months. 
Credit Suisse provided non-investment banking services to the subject company (HD.N, TSCO.L, SBRY.L, CARR.PA) within the past 12 months 
Credit Suisse has managed or co-managed a public offering of securities for the subject company (HD.N) within the past 12 months. 
Credit Suisse has received investment banking related compensation from the subject company (HD.N, M.N, CARR.PA) within the past 12 months 
Credit Suisse expects to receive or intends to seek investment banking related compensation from the subject company (WLSP.BO, TGT.N, 
BBBY.OQ, COST.OQ, HD.N, JCP.N, KSS.N, M.N, TSCO.L, SBRY.L, CARR.PA) within the next 3 months. 
Credit Suisse has received compensation for products and services other than investment banking services from the subject company (HD.N, 
TSCO.L, SBRY.L, CARR.PA) within the past 12 months 
A member of the Credit Suisse Group is party to an agreement with, or may have provided services set out in sections A and B of Annex I of 
Directive 2014/65/EU of the European Parliament and Council ("MiFID Services") to, the subject issuer (BBBY.OQ, HD.N, JCP.N, KSS.N, DEB.L, 
TSCO.L, CARR.PA) within the past 12 months. 
Please visit https://credit-suisse.com/in/researchdisclosure for additional disclosures mandated vide Securities And Exchange Board of India 
(Research Analysts) Regulations, 2014 
Credit Suisse may have interest in (HMSD.NS, VART.BO, TRIE.NS, KPRM.BO, ICNT.NS, ARVN.NS, ALOK.BO, WELP.NS, WELS.NS, SHOP.NS, 
WLSP.BO) 

https://plus.credit-suisse.com/
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://www.credit-suisse.com/sites/disclaimers-ib/en/managing-conflicts.html
https://rave.credit-suisse.com/disclosures/view/selectArchive
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For other important disclosures concerning companies featured in this report, including price charts, please visit the website at https://rave.credit-
suisse.com/disclosures or call +1 (877) 291-2683.  
For date and time of production, dissemination and history of recommendation for the subject company(ies) featured in this report, disseminated 
within the past 12 months, please refer to the link: https://rave.credit-suisse.com/disclosures/view/report?i=293416&v=-
1s47bo2n06yjoc9cf59xqqz0q .  

Important Regional Disclosures  
Singapore recipients should contact Credit Suisse AG, Singapore Branch for any matters arising from this research report. 
The analyst(s) involved in the preparation of this report may participate in events hosted by the subject company, including site visits. Credit Suisse 
does not accept or permit analysts to accept payment or reimbursement for travel expenses associated with these events. 
Restrictions on certain Canadian securities are indicated by the following abbreviations: NVS--Non-Voting shares; RVS--Restricted Voting Shares; 
SVS--Subordinate Voting Shares. 
Individuals receiving this report from a Canadian investment dealer that is not affiliated with Credit Suisse should be advised that this report may not 
contain regulatory disclosures the non-affiliated Canadian investment dealer would be required to make if this were its own report. 
For Credit Suisse Securities (Canada), Inc.'s policies and procedures regarding the dissemination of equity research, please visit https://www.credit-
suisse.com/sites/disclaimers-ib/en/canada-research-policy.html. 
The following disclosed European company/ies have estimates that comply with IFRS: (DEB.L, TSCO.L, SBRY.L, CARR.PA). 
As of the end of the preceding month, the subject company (CARR.PA) beneficially owned 5% or more of the total issued share capital of Credit 
Suisse Group. 
Credit Suisse has acted as lead manager or syndicate member in a public offering of securities for the subject company (HD.N, KSS.N, M.N) within 
the past 3 years. 
Principal is not guaranteed in the case of equities because equity prices are variable. 
Commission is the commission rate or the amount agreed with a customer when setting up an account or at any time after that. 
This research report is authored by: 
Credit Suisse Securities (India) Private Limited ......................................................................................................... Anantha Narayan ; Nitin Jain 
To the extent this is a report authored in whole or in part by a non-U.S. analyst and is made available in the U.S., the following are important 
disclosures regarding any non-U.S. analyst contributors: The non-U.S. research analysts listed below (if any) are not registered/qualified as research 
analysts with FINRA. The non-U.S. research analysts listed below may not be associated persons of CSSU and therefore may not be subject to the 
FINRA 2241 and NYSE Rule 472 restrictions on communications with a subject company, public appearances and trading securities held by a 
research analyst account. 
Credit Suisse Securities (India) Private Limited ......................................................................................................... Anantha Narayan ; Nitin Jain 

Important disclosures regarding companies or other issuers that are the subject of this report are available on Credit Suisse ’s disclosure website at 
https://rave.credit-suisse.com/disclosures or by calling +1 (877) 291-2683.  
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