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Supreme Industries

Results better than expectation

Supreme Industries Limited (SIL) delivered better than expected performance during
the quarter, despite the adverse impact of the, COVID-19 led lockdown. Revenue
witnessed a decline of 26.7% y-o-y to Rs 1054 crore, led by a volume decline of
19.4% y-o-y (91,451 MT of plastic goods) and blended realisation being lower by
9.0% yoy (Rs 115/kg). The contribution from value added product to overall revenues
increased to 36% as compared to 32% in Q1FY2020. Input cost pressures led to gross
margin contraction of 180 bps yoy to 28.4% while operating leverage restricted the
contraction in EBITDA margin at 50 bps yoy to 11.1%.PAT witnessed a significant
decline of 53.5% y-o-y to Rs 41 crores owing to lower operating profit coupled
with under absorption of depreciation and increased interest expense, despite tax
incidence being lower at 24.9% as compared to 34.9% during Q1FY2020.The pace
of volume decline in key revenue generating segment i.e. plastic piping segment
was lower at 12.0% as compared to other segments. Similarly, realisation decline
was also lower at 3.3% y-o-y. The management stated that in the current COVID-19
led crisis it is difficult to provide annual guidance. However considering healthy
demand prospects during FY2021-22E, the company intends to incur a capex of Rs
350 crores to expand capacities mainly in the piping segment and packaging film
segment. From a medium to long term perspective the demand outlook remains
encouraging given a recovery in rural economy, affordable housing sector and the
Government’s ‘Nal se Jal’ scheme for piped water connection.

Key positives

¢ Companyturned cash surplus ason30th June 2020 and continues with expansion
plans to grab opportunities.

+ EBITDA margin improved in plastic piping segment by 38 bps yoy to 11.7% and in
packaging segment by 280 bps yoy to 15.2%.

Key negatives

¢ Volumes sold declined across segment leading to overall volume decline of
19.4% yoy.

+ Realisation remained soft across segment resulting in blended realisation being
lower by 9.0% youy.

Our Call

Valuation: Maintain Buy with a revised PT of Rs. 1,350: Considering Q1FY2021
performance, we have revised our estimates for FY2021E and FY2022E and expect
the company to deliver revenue and earnings CAGR of 6.9% and 10.7% respectively
during FY2020-22E.We remain Positive on SIL from medium to long term perspective,
given recovery in rural economy, affordable housing sector and the new scheme for
piped water connection — ‘Nal se Jal. Given the positive demand outlook coupled
with healthy cashflow generation and a strong balance sheet, we retain our Buy
rating on the stock with a revised SoTP price target (PT) of Rs. 1,350 assigning a higher
multiple to factor in early cycle recovery.

Key Risks

Slowdown in demand offtake could impact revenue growth rates. Adverse commodity
price fluctuation might impact the margin profile.

Valuation Rs cr
Particulars FY18 FY19 FY20 FY21E FY22E
Revenue 4,970 5,612 5,512 5,036 6,297
OPM (%) 15.8 14.0 151 14.3 15.3
Adjusted PAT 432 381 405 342 497
% YoY growth 14.6 (11.7) 6.2 (15.5) 45.2
Adjusted EPS (Rs.) 34.0 30.0 31.9 26.9 391
P/E (x) 34.4 39.0 36.7 43.4 299
P/B (x) 7.8 6.9 6.1 5.6 6.0
EV/EBITDA (x) 18.6 18.8 17.7 20.9 15.4
RoONW (%) 22.8 177 16.8 13.0 201
RoCE (%) 275 245 237 17.6 26.8

Source: Company; Sharekhan estimates
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Decent performance in challenging environment: Revenue witnessed a decline of 26.7% y-o-y to Rs 1054
crore, led by volume decline of 19.4% yoy (91,451MT of plastic goods) and blended realisation being lower
by 9.0% yoy (Rs 115/kg).During the quarter though the revenue from value added products was also lower
by 17.3% y-o-y to Rs 378 crores. However, the contribution from value added productsto overall revenues
increased to 36% as compared to 32% in Q1FY2020. Input cost pressures led to gross margin contraction of
180 bps yoy to 28.4%, resulting in gross profit being down by 31.0% yoy to Rs 300 crore.Despite employee
expense being higher at 6.0% of sales as compared to 4.3% during Q1FY2020, lower other expenses at 11.3%
of sales as compared to 14.0% in Q1FY2020 restricted the contraction in EBITDA margin at 50 bps yoy to 11.1%,
resulting in EBITDA being down by 30% yoy to Rs 117 crore.Despite lower tax incidence of 24.9% as compared
to 34.9% during Q1FY2020, PAT witnessed a significant decline of 53.5% y-o-y to Rs 41 crores owing to lower
operating profit coupled with under absorption of depreciation (though remained flat on a y-o-y basis) and
increased interest expense (up by 2.4x to Rs 7.8 crore).

COVID-19 led crisis impacts volumes sold and realisation across all segments: Volumes declined across
segments, but the pace of volume decline in its key revenue generating segment i.e. plastic piping segment
was lower at 12.0% y-o-y as compared to 20.1% lower y-o-y in the packaging segment, 54.0% lower in Industrial
products segment and 70.5% lower in consumer products segment. Similarly realisation was lower across all
the segments, 3.3% y-o-y in plastic piping segment, 4.2% in packaging segment, 18.5% in Industrial products
segment and 2.3% in consumer products segment.In terms of profitability, margin in plastic piping segment
improved by 38 bps to 11.7% and in packaging segment improved by 280 bps to 15.2% while in Industrial
product segment it contracted by 944 bps to 1.4% and in consumer product segment, the company reported
loss at operating level.

Utilisation levels to scale upfurther: The capacity utilisation levels at facilities for Piping products, Packaging
Film and Cross Laminated Film products and material handling products have seen gradual recovery and
has reached near normalcy of operations while facilities for Furniture and Industrial Components and certain
segments of Packaging products are operating between 50 to 70% capacity utilization currently wherein
utilisation is expected to scale up further.

Expansion to continue led by healthy cash flow position: The company turned cash surplus as on 30th June
2020 with cash & cash equivalents of Rs 31 crores as compared to debt of Rs 217 crore as on 31st March 2020.
Also the average borrowing cost of the company improved to 7.53% as against 8.35% as on 31st March 2020.
Considering the good demand prospects during FY2021-22, the company intends to invest YRs 350 crores
in its various existing facilities for expansion and to setup new facility to make piping system at Orissa and a
Cross Plastic Film plant at a site adjacent to its’ Composite Cylinder plant in Gujarat.
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Results

Particulars

Net Sales

Total expenditure
EBITDA
Depreciation

EBIT

Other income
Interest expenses
PBT

Tax expenses
Share of profit from associate
Adjusted net profit
Reported net profit
Adjusted EPS (Rs)

EBITDA Margin (%)
PAT Margin (%)
Source: Company; Sharekhan Research
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Rs cr

QoQ (%)

-27.3
-19.0
-59.9
-4.0
-72.3
366.7
85.0
-75.0
-86.2
-152.4
-7041
-7041
-65.4
BPS
-900
-570
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Outlook

Short term environment challenging, however to continue with capex as medium to long term demand
environment remains intact: Management stated the COVID-19 led crisis makes it difficult to provide annual
guidance. However, considering healthy demand prospects during FY2021-22E, the company intends to incur
a capex of Rs 350 crores to expand capacities mainly in the piping segment and packaging film segment.
From a medium to long term perspective the demand outlook remains encouraging given recovery in rural
economy, affordable housing sector and the Government’s ‘Nal se Jal’ scheme for piped water connection.
The company also intends to increase its revenue contribution from value added products on a continuous
basis.

Valuation

Maintain Buy with a revised PT of Rs. 1,350: Considering Q1FY2021 performance we have revised our
estimates for FY2021E and FY2022E and expect the company to deliver revenue and earnings CAGR of 6.9%
and 10.7% respectively during FY2020-22E . We remain Positive on SIL from medium to long term perspective,
given recovery in rural economy, affordable housing sector and the new scheme for piped water connection
— ‘Nal se Jal. Given the positive demand outlook coupled with healthy cashflow generation and a strong
balance sheet, we retain our Buy rating on the stock with a revised SoTP price target (PT) of Rs. 1,350 assigning
a higher multiple to factor in early cycle recovery.

One-year forward P/E (x) band

60 -

50 A

. 40 -

=

<

a

30 A

20

10 +

0 r r T+ T+ T+ +r T+ T+ T+ T+ T T T T T T T 7T T T 1T 17T T 71T T T T T T T 1T 1T T T T T 1
A Hd o NN NN MMM s S S NN O OO ONNNRNNDBNO®O®O®NONOO DO OO O O
DA T A r S T TR Py L Ty T T s T P N I N U L PP N
P N i — T Y o Y o S — S Y ol S S e T S N S Y o I — S« S~ S < ]
Q S5 o a S5 o Q S o Q S5 o o S5 O o S5 o o S5 o o S O o 5 O o S
<" 08 «q«~"08qg~"08qg"08<gc"O08<qg~"08qg"08g"08 g0 8 <"

——P/E (X) Avg. P/E (x) Peak P/E (x) Trough P/E (x)

Source: Sharekhan Research

July 27,2020 22

Stock Update



Sharekhan

About company

SIL is a leading manufacturer of plastic products with a significant presence across piping, packaging,
industrial and consumer segments. The company has emerged as one of the best proxy plays on the growing
plastic consumption in India because of a diversified product portfolio, an extensive distribution network,
improved capital structure and government thrust on building a better infrastructure.

Investment theme

SIL is on a firm footing, with a strong product portfolio and new product launches, which are expected to drive
growth in the coming years. The government’s thrust on affordable housing and enhanced allocation towards
irrigation projects will aid future growth for the companies such as SIL.We remain positive on the introduction
of value-added products and capacity expansion plans, which are largely funded by robust internal accruals.
SIL enjoys superior return ratios with low gearing levels, and we expect the company to maintain high return
ratios going forward.

Key Risks
Slowdown in demand offtake from the user industry can impact revenue growth rates. Adverse commodity
price fluctuation might impact margin profile.

Additional Data

Key management personnel

Bajranglal Surajmal Taparia Non Executive Chairman

Mahavirprasad Surajmal Taparia  Executive Director

Shivratan Jeetmal Taparia Executive Director

Vijaykumar Bajranglal Taparia Executive Director

P C Somani Chief Finance Officer

Rajendra J Saboo AVP (Corporate Affairs) & Company Secretary & Compliance Officer

Source: Company Website

Top shareholders

Sr.No. Holder Name Holding (%)
1 Nalanda India Fund Ltd 4.81
2 Axis Mutual Fund Trustee Limited 3.21
3 Kotak Emerging Equity Scheme 2.34
4 HDFC Trustee Company Limited 2.30
5 GOVERNMENT PENSION FUND - GLOBAL 1.63
6 DSP Midcap Fund 147
7 Kotak India Midcap Fund 133
8 JP Morgan Emerging Markets Investment Trust Plc 1.09
9 J P Morgan Funds 1.03

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.




