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Haryana Textile Industry: Scope for investments across the value-chain, given the disparities in cotton production and processing capacities 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
   

 
 

Table 1: State-wise disparities in key cotton-producing states 

State 
Cotton Spinning Weaving % Share in total CAGR% in capacity addition (2013-2017)  State Textile Policy 

(Yes/ No) (lakh bales) Spindles (mn)* Looms(000’s) Cotton Spinning Weaving Spindles Looms 

Gujarat 95 2.9 17.3 27% 6% 33% 3% 1% Yes 

Maharashtra 89 4.7 9.0 25% 10% 17% 1% 1% Yes 

Telangana & AP 67 4.5 1.1 19% 10% 2% 2% 9% Yes 

Haryana 20 0.4 0.14 6% 1% 0% 5% -3% Proposed 

Punjab 9 3.6 1.1 3% 8% 2% 3% -3% No 

Rajasthan 18 2.1 1.6 5% 1% 0.5% 3% 5% Yes 

Tamil Nadu 6 19.4 4.8 2% 41% 9% 1% 2% Yes 

Others 65 11.6 19.9 19% 25% 37% 2% 1%  

Total 351 47.1 53.3 100% 100% 100% 2% 1%  
Sources: www.txcindia.gov.in, ICRA research 
* Spindles and Looms for Non-SSI units 
Note: Cotton production estimates are for CY2017; Installed capacity across segments as on February 2017 

Regional disparities in domestic textile sector: Largely cotton-based, the Indian textile industry is highly dispersed across the country in 
terms of availability of raw material and capacities for processing of the same viz. spinning, weaving and garmenting units. While major 
cotton-producing states include Maharashtra, Telangana and Gujarat, together accounting for ~75% of the production, spinning 
capacities are largely concentrated in Tamil Nadu, accounting for ~41% of the national capacity. Further, weaving capacities are mainly 
located in Maharashtra and Gujarat together, accounting for ~49% of the capacity, while major garmenting hubs are in Delhi-NCR 
(National Capital Region) and in Bangalore in the South, indicative of a regional-mismatch across the value chain. Besides factors such as 
availability of cheap and skilled labour, a major distinguishing factor that has supported the growth of the industry in some regions, is 
Government support in terms of favourable policies and initiatives. 
 
Potential for investments in the Haryana textile industry: Similar to the national scenario, there is a disparity observed in the state of 
Haryana as well. Thus while the state accounts for ~6% of the national cotton production, it accounts for only ~1% of the spindles and 
~less than 1% of the national weaving capacity, pointing towards a scope for investments across the value-chain in the state. Over the 
last four years from FY2013 to FY2017, the spindleage capacity in Haryana has grown at a CAGR of ~5%, on a low base of ~4 lac spindles, 
while weaving capacities have shown a de-growth (in terms of number of looms), pointing towards closure of some facilities in the light 
of viability issues. Though the growth in spindelage has outpaced the overall growth rate for the country at ~2%, there remains a 
significant potential for expansion and investments.   
 
Even considering Haryana along with the neighbouring cotton-producing states of Punjab and Rajasthan (henceforth referred to as 
Northern Cotton Belt or NCB), which together enjoy the benefit of low cost of transportation, making inter-state transfers for further 
value-addition viable, there appears to be ample scope for investments. This is corroborated by the fact that NCB together accounts for 
13% of the national cotton production, while it has 9% of the spindleage capacity and ~3% of the national weaving capacity. Thus, the 
northern belt has scope for addition of capacities, more particularly the upstream segments, whereby the cotton grown in the northern 
region itself can be self sufficient. 
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average in the past five years, 
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Need for government support:  Financial challenges faced by players in the sector warrant need for Government support 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   

 

Besides, the scope for capacity additions is also emphasised by the gap in production and consumption for the state. Thus while the state 
produces more than 20 lakh bales of cotton every year, cotton consumption by the textile mills in the state has remained moderate at 
~50-60%. In contrast, the neighbouring state, Punjab, consumes three times of the cotton it produces. Although cotton production in 
Haryana and Punjab had been adversely affected by the pest attacks in 2015-16, there is a significant investment potential in the states as 
reflected in the higher cotton production in the earlier years.  
 

Table 2: Production Vs Consumption of cotton in Haryana, Punjab and Rajasthan 

 
Cotton Production (lakh bales) Cotton Consumption (lakh bales)* 

Name of the State CY2014 CY2015 CY2016 CY2017E FY2014 FY2015 FY2016 

Maharashtra 84 80 75 89 24 23 23 

Tamil Nadu 5 6 5 6 108 112 115 

Gujarat 124 112 94 95 15 15 14 

Haryana 24 23 15 20 12 14 15 

Punjab 21 13 8 9 44 47 44 

Rajasthan 14 17 15 18 11 11 12 

Others 126 135 127 114 74 78 79 

India (Total) 398 386 338 351 286 299 302 
Source: CCI, www.txcindia.gov.in; *State-wise consumption data for FY2017 is not available 
 

Financial challenges in the sector: In addition to cost competiveness of the sector being adversely impacted by the regional disparities (in 
terms of availability of raw material and processing of the same through the entire value chain), the sector faces financial challenges due to 
capital-intensive nature of operations, particularly in the upstream segments such as spinning and processing. Further, given the nature of 
the industry, the profitability of textile units remains vulnerable to volatility in cotton prices (as it is largely cotton-based in India), given the 
need of stocking of cotton during the harvest season, owing to seasonal availability of cotton. Due to these and other factors, many 
textile mills face financial difficulties. This can be corroborated from the sizeable proportion of textile entities among those under the 
Corporate Debt Restructuring (CDR).  As on December 31, 2016, out of total 168 live cases under CDR, more than 10% entities are in the 
textile sector accounting for almost 5% of the Total Debt under restructuring. 
 

Existing fiscal incentives for the textile players: Despite the challenges, the textile sector continues to be one of the largest sectors in terms 
of employment; consequently, it has been at the forefront in terms of Government focus by way of incentives and schemes. The 
Technology Up-gradation Fund Scheme (TUFS), the flagship policy of the Central Government for promotion of textiles was introduced in 
1999 to incentivise investment/ modernisation of textile industry. The scheme has undergone various revisions since then. Within the 
value chain, spinning benefited the most as it is relatively more capital-intensive segment and was the focus of these schemes since 
launch. As the scheme was not propelling growth of the downstream sectors to a similar extent, it was restructured in 2011 to R-TUFS; 
and since then the scheme has undergone further revisions and benefits under spinning have been reduced significantly, to promote the 
growth in weaving, garmenting and other textile segments. From FY2000 to FY2016, the total term loans sanctioned under the TUFS have 
grown at a CAGR of ~17%.  
 

Besides, some states such as Andhra Pradesh, Gujarat and Madhya Pradesh also have state textile policies in place for facilitating 
investments in the sector, extending additional incentives to the players. These states have benefited over the years from these policies, 
as is evident from the capacity additions in these states. For instance, between FY2013 and FY2017,Andhra Pradesh & Telangana 
(combined) added 0.32 mn spindles, Madhya Pradesh added 0.41 mn spindles, Gujarat 0.36 mn; vis-à-vis 80,000 spindles added in 
Haryana during the same period.  
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Haryana Textile Policy: Fiscal incentives to support credit profile of new textile entities   
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   

Launch of Textile Policy in Haryana: Given the mismatch across the value chain, the Haryana state government has now announced the sector-
specific policy for integrated development of the textile industry within the State. While the draft policy was released in February 2017, the policy 
announcement was made in April 2017. The same will be notified after being approved by the Cabinet in the State Legislative Assembly. The 
policy is structured to provide relatively higher incentives in Category C & D blocks (defined under the Enterprises Promotion Policy, 2015, as 
industrially backward areas), as compared to Category A and B Blocks (defined as industrially developed and intermediate developed areas). 
Besides fiscal incentives, the policy also focuses to supplement the central policies, for development of textile parks. Key provisions of the draft 
policy are discussed below. 
 

Capital Subsidy: The scheme proposes Capital subsidy @10% for investment in Plant & Machinery (P&M) eligible under ATUFS (Amended TUFS), 
to be released in full in one go upon successful commissioning. Releasing the subsidy in one full go reduces the project cost, upon commissioning, 
and in turn the repayment burden for the project owners (as the subsidy amount typically gets adjusted towards prepayment of loan amount). 
This in turn is expected to support the credit profile of entities due to improvement in debt service cover (refer Illustration in Table 3). 
 

Interest Subsidy: Interest subsidy in the range of ~4-6% is provided for in the scheme for all types of new textile units, depending on the area/ 
category of district. Considering a project of ~Rs 100 crore financed in a Debt: equity of 3:1, an interest subsidy of ~5% will bring down the interest 
burden by ~Rs 12-14 crore over a period of seven years (door to door tenure assumed for the loan, while the subsidy benefit would be available 
for five years). A scenario with stable operating profits is shown in Table 3 below. 
 

Support for establishing textile parks: The Central Government launched a scheme for Integrated Textile Parks (SITP) in September 2005 to support 
the overall industrial growth in this sector. However, its penetration in states which have state textile policies in place has been higher, as these 
policies supplement the Central Government scheme by way of support in the development of infrastructure as well as extension of fiscal incentives. 
This is also reflected in the fact that as on December 2016, out of total 66 Approved Textile parks, 6 were in Andhra Pradesh, 14 in Gujarat and 
Maharashtra each, as compared to one in Haryana. The proposed Haryana State Textile Policy encompasses additional fiscal incentives as well as 
support in infrastructure augmentation, which are expected to support investments going forward.  
 

Table 3: Illustration on impact of fiscal incentives on key debt servicing indicators, for a small-sized spinning entity 

 
Without Subsidy  With Subsidy 

Year 1 2 3 4 5 6 7  1 2 3 4 5 6 7 

Operating Profit 24 24 24 24 24 24 24  24 24 24 24 24 24 24 

Net Cash Accruals 10.1 10.6 11.6 12.7 13.7 14.8 15.9  10.7 13.6 14.2 14.8 15.3 15.9 16.2 

 
 

      
        

Opening Term Loan (TL) 75.0 75.0 62.5 50.0 37.5 25.0 12.5  75 68 55.5 43 30.5 18 5.5 

Repayment - 12.5 12.5 12.5 12.5 12.5 12.5  0 12.5 12.5 12.5 12.5 12.5 5.5 

Closing Term Loan 75.0 62.5 50.0 37.5 25.0 12.5 -  68 55.5 43 30.5 18 5.5 0 

a) Gross Interest on TL (@11%) 8.3 7.6 6.2 4.8 3.4 2.1 0.7  7.9 6.8 5.4 4.0 2.7 1.3 0.3 

b) Interest on working capital 4.4 4.4 4.4 4.4 4.4 4.4 4.4  4.4 4.4 4.4 4.4 4.4 4.4 4.4 

c) Subsidy @5% on TL - - - - - - -  2.7 2.3 1.8 1.4 0.9 0.0 0.0 

Net Interest (a+b-c) 12.7 12.0 10.6 9.2 7.8 6.5 5.1  9.6 8.9 8.0 7.1 6.2 5.7 4.7 

 
 

      
        

Interest cover 1.9 2.0 2.3 2.6 3.1 3.7 4.7  2.5 2.7 3.0 3.4 3.9 4.2 5.1 

Debt-service coverage ratio 1.8 0.9 1.0 1.0 1.1 1.1 1.2  2.3 1.0 1.1 1.1 1.1 1.2 2.0 

Source: ICRA research 
Assumptions: (a) Project cost of Rs 100 crore, with ~70% of project cost eligible for capital subsidy. Project funded in Debt: equity of 3:1.  
The illustration doesn’t assume any other incentives, which the project may be eligible under other schemes (b) On a Gross Block of Rs 100 crore for a small size 
spinning entity, Operating income is assumed at Rs 160 crore (based on typical asset-turnover ratio) and an operating margin of ~15%, based on industry trends (c) 
Gross interest cost is assumed @11%, and 75% of debt is eligible for Interest subsidy @ 5%.  
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Existing State Textile Policies: Fiscal incentives across states – A comparison 
 

 
 
 
 
 
 
 
 
 
 
 
 
   

ICRA’s view on the policy: Considering the overall fiscal benefits across states, the benefits proposed in the Haryana Textile Policy are expected to make Haryana more competitive 
for investments for the textile sector going forward. ICRA notes that fiscal incentives offered to the industry by states, may also spur investments that collectively engender sub-
optimal capital allocation. A similar stance taken by various other states, as taken by Haryana, has also been attracting private capital in those states leading to incentives-driven new 
capacity additions. However, given their shorter operational track record, it is difficult to conclusively infer the overall systemic impact of such state-provided fiscal incentives on the 
industry’s business fundamentals. The state policy is expected to supplement the benefits available under the Centre-driven policies.  
 

Parameter Haryana Gujarat Madhya Pradesh Karnataka Rajasthan Andhra Pradesh Remarks 

Policy  
Period 

2017 (Proposed) 2012 to 2017 2013 to 2018 2013 2013 to 2020 2015 to 2020 
 

Capital  
Subsidy 

Capital subsidy @10% 
on the Eligible capital 
investment (eligible 
projects under ATUFS) 

Financial assistance 
upto ~50% of the 
investment in 
technology from 
abroad, subject to a 
maximum of Rs 25 
lac/process/product 

An investment 
subsidy of 10% 
subject to a 
maximum limit of 
Rs 1 crore 

Credit Linked Capital 
Subsidy capped at 
lower of Rs 5 crore or 
15% of Gross Fixed 
Assets, for project 
size upto Rs 99 crore 
(additional subsidy 
for technical textiles 
and eco-friendly 
units) 

NA 
Up to Rs 10 crore standalone 
garmenting and apparel units 

Capital Subsidy 
more liberal in 
Haryana as some 
of the states 
provide benefit 
only for import 
technology from 
abroad 

Interest  
Subvention 

@ 5% pa for 5 years for 
units in  garments/ 
made-ups/ knitting/ 
technical textiles  
@ 4% pa for units in 
ginning/cotton 
spinning / weaving  
/processing  
(additional 1% in case 
of Category C&D areas) 

@7% on new P&M 
for cotton spinning, 
garment and made-
ups, @6% for 
technical textiles and  
@ 5% for 5 years for 
ginning, processing, 
weaving, knitting, 
machine carpeting 
and other textile 
related activities; 

Maximum @7% for 
a period of 5 years 
on long term loan 
linked to TUFS for 
max inv of more 
than Rs25 crore; 

@50% of Applicable 
for Investments upto 
Rs 99 crore (Included 
within the Credit 
Linked Capital 
Subsidy Scheme 
benefit) 

Maximum @6% 
for enterprise 
making 
investments 
more than Rs 25 
crore , and 
additional 1% in 
case of technical 
textiles 

Capped at 12.5% after taking 
into account assistance from 
all sources (centrally 
sponsored TUFS scheme, 
State Industrial policy etc) 

Interest 
Subvention 
remains 
comparable with 
other States, and  
is available 
across all types 
of textile units 

Tax  
Benefits 

NA 

Refund of VAT on 
purchase of cotton 
yarn, and remission 
of tax collected on 
readymade garments 

Entry tax 
exemption for units 
with an investment 
upto Rs 100 cr in 
P&M for 5 years 

Full entry tax 
reimbursement on 
P&M and capital 
goods 

Reimbursement 
of 60% of VAT 
on purchase of 
yarn 

Refund of VAT/CST/CGST paid 
by the unit on purchase of 
intermediate product/ raw 
material; upto 100% of fixed 
capital investment in eligible 
P&M 

Though Haryana 
Policy remains 
silent on tax 
incentives, the 
same are likely to 
remain 
comparable 
under GST 

Source: www.simamills.org, ICRA research  
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