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Supreme Industries Limited

Firm PVC price to sustain elevated OPM; Long-term growth levers intact

Building Materials  Sharekhan code: SUPREMEIND Company Update

Summary

+ We retain Buy on Supreme Industries Limited (SIL) with a revised PT of Rs. 2,330, led
by positive medium-term outlook along with strong net earnings growth over FY2021E-
FY2023E.

+ PVC prices continued their upward trajectory for Q4FY2021 till date, which may lead to
elevated OPM for Q4FY2021.

¢ The company’s long-term growth levers in terms of demand generation from rural, tier Ill,
tier IV economies along with demand generation from the affordable housing segment
remain intact.

¢ The company will focus on appointing distributors, addition of products, and deeper
penetration. Capex of Rs. 400 crore has been earmarked for this year.

Supreme Industries Limited (SIL) has seen a strong run up of over 2x over YTD, led by steep
rise in PVC prices. Since May 2020, PVC prices have continued their upward journey with
prices as on date being up 88.8% (up Rs. 58/kg) to Rs. 123.6/kg. In the latest hike, PVC prices
have increased by Rs. 2/kg (+1.6%) with effect from February 18, 2021, to Rs. 123.6/kg. PVC
prices surged by 18.9% in Q2FY2021 (versus Q1FY2021 end), while they were up 28.6% in
Q3FY2021 (versus Q2FY2021 end) and are further rising by 5.5% for Q4FY2021 till date
(versus Q3FY2021 end). The tight supply-side issues globally have led to sharp run-up in
PVC prices. The same had led to inventory gain of Rs. 94 crore and Rs. 80 crore for SIL during
Q2FY2021 and Q3FY2021, respectively, leading to 501bps and 569bps y-o-y jump in OPM.
The unabated rise in PVC prices may lead to further inventory gain for SIL in Q4FY2021,
leading to higher OPM. The company is witnessing pickup in demand from metro cities in the
housing sector. Demand for all its products remains strong, except in the agriculture sector.
The company has gained market share during 9MFY2021 in both PVC and CPVC segments.
Management expects Q4FY2021 to be better than Q4FY2020. Management expects 10%-
12% sustainable volume growth in piping, although it is unable to ascertain value-led growth.
The company also improved cash surplus to Rs. 432 crore from Rs. 215 crore in Q2FY2021.
The company would be investing around Rs. 400 crore during this year, including carried
forward commitment of Rs. 182 crore. The company is undertaking Brownfield expansion at
seven sites and Greenfield expansion at three new sites. SIL aims to put these new plants in
production in FY2022. On the long-term demand side, the company remains quite optimistic
on rural, tier I, tier IV economies along with demand being generated for affordable housing
pan-India. The stock is currently trading at 32.9x/28.2x its P/E on FY2022E/FY2023E
earnings, which we believe leaves further room for upside, considering favourable outlook
over FY2021E-FY2023E. Hence, we retain our Buy rating on the stock with a revised PT of
Rs. 2,330.

Firm PVC prices to aid in healthy OPM: SIL reported 501 bps and 569 bps y-o-y jump in OPM
during Q2FY2021 and Q3FY2021, led by strong rise in PVC prices. PVC prices were expected
to decline during January 2021 with easing of demand supply issues globally. However, PVC
prices continued to remain firm during January and February 2021 with Rs. 6.4/kg hike in price
from Q3FY2021 exit prices. Hence, we expect SIL to further benefit from inventory gain during
Q4FY2021, leading to sustained higher OPM for the third consecutive quarter.

Our Call

Valuation — Maintain Buy with a revised PT of Rs. 2,330: SIL has been one of the fastest to
recover in the post unlock era in the building material sector, as it continued to benefit from
rising PVC prices. The company’s growth outlook remains healthy going ahead, with PVC prices
trending upwards during Q4FY2021 till date along with better volume offtake expected due to
higher channel filling. On the long-term demand side, the company remains quite optimistic
on rural, tier lll, tier IV economies along with demand being generated for affordable housing
pan-India. The stock is currently trading at 32.9x/28.2x P/E on FY2022E/FY2023E earnings,
which we believe leaves further room for upside, considering favourable outlook over FY2021E-
FY2023E. Hence, we retain our Buy rating on the stock with a revised PT of Rs. 2,330.

Key Risks

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

Valuation (Consolidated) Rs cr
Particulars | FY20| __FY21E| __ FY22E| __FY23E]
Revenue 5,512 6,027 6,985 7,984
OPM (%) 15.1 18.5 17.3 17.5
Adjusted PAT 467 713 760 887
% YoY growth 225 52.5 6.6 16.8
Adjusted EPS (Rs.) 36.8 56.1 59.8 69.9
P/E (x) 53.6 351 32.9 28.2
P/B (x) 10.2 8.6 7.3 6.3
EV/EBITDA (x) 29.9 22.5 207 17.9
RoNW (%) 19.0 24.4 22.3 22.2
RoCE (%) 23.4 28.6 26.3 26.5

Source: Company; Sharekhan estimates
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PVC prices continue to remain firm

PVC prices have since May 2020 continued their upward journey with prices as on date being up 88.8% (up
Rs. 58/kg) to Rs. 123.6/kg. In the latest hike, PVC prices have increased by Rs. 2/kg (+1.6%) with effect from
February 18, 2021, to Rs. 123.6/kg. PVC prices surged by 18.9% in Q2FY2021 (versus Q1FY2021 end), while
they were up 28.6% in Q3FY2021 (versus Q2FY2021 end) and are further rising by 5.5% for Q4FY2021 till
date (versus Q3FY2021 end). The tight supply-side issues globally have led to sharp run-up in PVC prices.
The same had led to inventory gain of Rs. 94 crore and Rs. 80 crore for SIL during Q2FY2021 and Q3FY2021,

respectively, leading to 501 bps and 569 bps y-o-y jump in OPM. The unabated rise in PVC prices may lead
to further inventory gain for SIL in Q4FY2021, leading to higher OPM.

PVC Price Trend
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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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.
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