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Company Summary

Queen South Textile Mills Ltd. (QSTML) is a 100% export oriented yarn
dyeing company located in Dhaka Export Processing Zone, Savar.
QSTML is engaged in dyeing different count of cotton, acrylic, nylon and
viscose yarn in Bangladesh. Dyed yarn contributes 100% of the total
revenue of the company. QSTML is the only dyeing factory in
Bangladesh to obtain “W.S.T.” environmental certificates. The company
was incorporated in 2003 and started operation in mid-2005.

The current installed capacity of the company for yarn dyeing is about
42.0 Metric ton per day whereas the actual quantity of production is 31.1
Metric ton per day. QSTML sells its products through L/Cs to the 100%
export oriented sweater manufacturers who consume the dyed yarn as
raw materials for the production of readymade sweaters. Therefore, the
final destination of the company’s products is the overseas.

IPO Details

QSTML will raise BDT 150.0 million as IPO proceeds through fixed price
method by offering 15.0 million ordinary shares of BDT 10.0 each.
Proceeds from initial public offering (IPO) will be used for procuring
automatic warehouse storage machine, modernization of factory unit,
partial loan repayment and for IPO expenses. The break down of IPO
proceeds is shown below:

Use of IPO Proceeds Mn BDT % of Proceed
Capital Machineries for Warehouse 74.6 49.8%
Modernization of Existing Factory 56.0 37.3%
Partial Loan Repayment 6.3 4.2%
IPO Expense 13.0 8.7%
Total 150.0 100.0%
Key Points

e Queen South Textile Mills Ltd. registered a 13.6% decline in
revenue in 2015. The NPAT of the company declined by 43.8% as a
result of the above-mentioned decline in revenue and shrink in
profitability margins. However, in 2016, the company achieved 1.6%
growth in top line and 8.3% growth in bottom line, primarily due to
profitability margins improvement.

e QSTML is raising IPO proceeds primarily for purchasing capital
equipment. 87.1% of the IPO proceeds will be utilized for
automation of warehouse, and modernization of the factory. These
ventures are expected to increase the efficiency of the company’s
manufacturing line which is expected to increase the revenue from
2019.

e  QSTML reported a top line CAGR of 2.0% over last five years with
an average gross profit margin of 9.4%. The bottom line CAGR was
21.2% with an average net profit margin of 4.1%. Margin
improvement significantly over the period drove the bottom-line
growth.

e In 2016, Queen South Textile Mills Ltd. increased its equity by
declaring 388.0% stock dividend and issuing BDT 150.0 million
worth of fresh share capital. The company is yet to declare any cash
dividend for its shareholders.

e  For better quality assurance and steady production, the company
depends on both foreign and local suppliers. As numbers of
suppliers of raw materials are plenty in the market, there is no
possibility of disruption. However, QSTML procures a good amount
of raw materials from foreign suppliers of Hong Kong, Vietnam,
Taiwan, India, China, and Singapore. Therefore, any fluctuation of
currency and raw material prices in international markets will impact
the company’s COGS and hence the margins.

Comparable & Trading Multiples

Trailing P/E multiples of other listed comparable stocks in the Textile
sector are given below:

DSE Ticker Market Cap * TTM Earnings* P/E
SHEPHERD 4,167.1 134.9 30.9x
ANLIMAYARN 569.9 19.6 29.1x
NURANI 1,798.6 115.4 15.6x

*in BDT Million
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Income Statement

Mn BDT 2012 2013 2014 2015 2016
Revenue 3,021 3,377 3,721 3,216 3,268
COGSs (2,743) (3,061) (3,370) (2,921) (2,945)
Gross Profit 279 315 351 295 323
Fc Gain/(Loss) (111) (28) 2 4) 2)
Operating Expenses: (62) (74) (83) (88) (104)
Administrative Expenses (62) (74) (68) (73)  (90)
Distribution Cost - - (14) (15 (14)
Operating Income 105 213 270 203 217
Other Income 0 0 0 0 0
Financial Expenses (46) (44) (59) (74) (65)
EBT 59 170 211 130 153
Income Tax Expense - - - (1) (24)
NPAT 59 170 211 118 128
Basic EPS (BDT) 085 242 3.01 169 1.86
Balance Sheet

Mn BDT 2012 2013 2014 2015 2016
Fixed Assets 740 708 686 705 1,261
Property, Plant and Equipment 721 683 686 705 1,186
Constructional Work in Progress 18 25 - - 75
Current Assets: 1,189 1,529 2,021 2,119 4,006
Inventory 685 1,135 1,422 1,362 2,544
Trade & Other Receivables 438 326 473 553 1,027

Advance, Deposits & Prepayments
Investment FDR

36 40 45 64 153
21 22 22 22 41

Cash and Cash Equivalents 8 6 59 117 241
Total Asset 1,929 2,237 2,707 2,824 5,267
Share Holders' Equity: 624 793 1,004 1,087 2,351
Share Capital 144 144 144 144 919
Retained Earnings 480 650 861 943 1,432
Non-Current Liabilities: 225 508 546 495 904
Long Term Borrowing 225 508 546 455 829
Deferred Tax Liability - - - 40 75
Current Liability 1,080 936 1,156 1,242 2,013
Trade & Other Payables 808 704 861 722 1,091
Current Portion of Long Term Loan - - - 22 60
Short Term Borrowing 225 188 256 443 698
Liabilities for Expenses 47 43 40 55 164
Total Equity and Liabilities 1,929 2,237 2,707 2,824 5,267
Cash Flow Statement

Mn BDT 2012 2013 2014 2015 2016
Operating Activities 0 (150) 67 116 152
Investing Activities (115)  (56)  (59) (100)  (40)
Financing Activities 88 203 46 44 (26)

Net Cash Flow

(6) (2 53 61 86

Ratios

Gross Profit Margin
Operating Profit margin
Net Profit Margin
Revenue Growth
Gross Profit Growth
Operating Profit Growth
NPAT Growth

Debt to Asset

Net Debt to Equity
Return on Asset
Return on Equity
Effective Tax Rate

2012 2013 2014 2015 2016
9% 9% 9% 9% 10%
4% 6% 7% 6% 7%
2% 5% 6% 4% 4%

NA  12% 10% -14% 2%
NA  13% 1% -16% 10%
N/A 103% 27% -25% 7%
N/A  185%  24% -44% 8%

23% 31% 31% 33% 30%
1% 87% 78% T74% 57%
3% 7% 8% 3% 2%
8% 19% 20% 7% 5%
0% 0% 0% 9% 16%
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IMPORTANT DISCLOSURES

Analyst Certification: Each research analyst and research associate who authored this document and
whose name appears herein certifies that the recommendations and opinions expressed in the research report
accurately reflect their personal views about any and all of the securities or issuers discussed therein that are
within the coverage universe.

Disclaimer: Estimates and projections herein are our own and are based on assumptions that we believe
to be reasonable. Information presented herein, while obtained from sources we believe to be reliable, is not
guaranteed either as to accuracy or completeness. Neither the information nor any opinion expressed herein
constitutes a solicitation of the purchase or sale of any security. As it acts for public companies from time to time,
BRAC-EPL may have a relationship with the above mentioned company(s). This report is intended for distribution
in only those jurisdictions in which BRAC-EPL is registered and any distribution outside those jurisdictions is
strictly prohibited.

Compensation of Analysts: The compensation of research analysts is intended to reflect the value of the
services they provide to the clients of BRAC-EPL. As with most other employees, the compensation of research
analysts is impacted by the overall profitability of the firm, which may include revenues from corporate finance
activities of the firm's Corporate Finance department. However, Research analysts' compensation is not directly
related to specific corporate finance transaction.

General Risk Factors: BRAC-EPL will conduct a comprehensive risk assessment for each company under
coverage at the time of initiating research coverage and also revisit this assessment when subsequent update
reports are published or material company events occur. Following are some general risks that can impact future
operational and financial performance: (1) Industry fundamentals with respect to customer demand or product /
service pricing could change expected revenues and earnings; (2) Issues relating to major competitors or market
shares or new product expectations could change investor attitudes; (3) Unforeseen developments with respect
to the management, financial condition or accounting policies alter the prospective valuation; or (4) Interest rates,
currency or major segments of the economy could alter investor confidence and investment prospects.
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