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Supreme Industries Ltd
Steep PVC volatility dent Q2; dip offers buying opportunity

Building Materials Sharekhan code: SUPREMEIND
Reco/View: Buy o CMP: Rs. 4479 Price Target: Rs. 5700
/]\ Upgrade €  Maintain J Downgrade
Summary

+ We retain a Buy on Supreme Industries Limited (SIL) with a revised PT of Rs. 5,700, lowering our valuation
multiple. Stock price correction of over 15% in past few days provide buying opportunity.

+ Q2FY2025 earnings performance lagged estimates led by sharp volatility in PVC prices, weak infrastructure
demand and extended monsoons. However, adjusted OPMs beat estimates.

+ The management lowered overall volume growth guidance to 14-15% y-o-y and plastic piping volume growth
to 16-18% y-o-y for FY2025. Consolidated OPM guidance marginally lowered to 14.5-15.25%.

+ Stabilisation of PVC prices at lower levels, expected pick-up in infrastructure, housing and agriculture demand is
expected to result in strong H2 performance.

Supreme Industries Limited (SIL) reported lower-than-expected consolidated revenue of Rs. 2,273 crore
(down 1.5% y-0-y) on account of flattish volume growth y-o-y (plastic piping volumes decline 1% y-o-y) while
realisations fell by 1% y-o-y (up 9% g-o0-q). Plastic piping volumes were affected by steep 17.5% decline in
PVC prices between July 1, 2024 and August 16, 2024 (leading to deep de-stocking in entire trade channel),
low spending on infrastructure and extended monsoons. Consolidated OPM at 14% (down 139 bps y-o0-y)
lagged our estimate of 14.7% due to inventory loss of Rs. 35-40 crore (adjusting for the same OPMs were
higher than estimate at 15.8%). Overall consolidated operating profit and net profit declined by 10.4%
y-o0-y and 15% y-o-y to Rs. 319 crore and Rs. 207 crore, respectively (11% and 13% lower than our estimates
respectively). The company lowered its overall volume growth guidance to 14-15% (earlier 20% y-o-y) and
plastic piping volume growth to 16-18% (earlier 25% y-o-y) for FY2025. Consolidated OPM guidance was
marginally lowered to 14.5-15.25% (from 15-15.5% earlier) for FY2025. Stabilisation of PVC prices at lower
levels and expected pick-up in demand from infrastructure, housing and agriculture sectors, is expected to
result in strong volume growth in H2FY2025. SIL’s capacity expansion plans remain on track with an overall
capex commitment of Rs. 1,500 crore.

Key positives

+ Packaging products reported strong volume and value growth of 11% y-o-y and 14% y-o-y, respectively.

¢ Blended realisations were up 9% g-o-q. Adjusting for inventory losses, consolidated OPM came in higher than
estimate at 15.8%.

Key negatives

¢ Plastic piping volumes stayed flat y-o-y affected by sharp volatility in PVC prices, weak infrastructure demand and
extended monsoons.

¢ Cash surplus reduced g-o-q to Rs. 674 crore as against Rs. 1245 crore in Q1FY2025.

¢ Value-added product revenues declined by 3.7% y-o-y to Rs. 907 crore.

Management Commentary

¢ The company lowered plastic piping volume growth guidance to 16-18% y-o-y from 25% y-o-y for FY2025 and

overall volume growth to 14-15% y-o-y from 20% y-o-y. OPM guidance was marginally lowered to 14.5-15.25%
from 15-15.5%.

¢ It is testing the gas piping market with an initial capacity of 3000 tonne per month and would be selling from
current quarter. The annual market size for gas pipes is estimates at 1 lakh tonne.

¢ The company retained its capex commitment of Rs. 1500 crore and cash outflow of Rs. 1000 crore during FY2025.
Revision in estimates — We have fine-tuned our earnings estimates for FY2025-FY2027.
Our Call

Valuation - Retain BUY with a revised PT of Rs. 5,700: SIL is expected to benefit from healthy agriculture, housing
and infrastructure demand, with stabilization of PVC prices at lower levels. It is well poised to achieve a healthy
volume growth trajectory over the next 3-4 years owing to sustained demand. Aggressive expansions, funded
entirely through internal accruals, are expected to keep its balance sheet strong. A healthy demand outlook and
incremental capacity additions are likely to drive an 18% net earnings CAGR over FY2024-FY2027. The stock has
corrected over 15% in trailing few days and is currently trading at a P/E of 39x/33x its FY2026E/FY2027E earnings.
We believe that the recent correction offer buying opportunity and retain our BUY rating on the stock with a revised
price target (PT) of Rs. 5,700, lowering our valuation multiple and considering sustainable long-term demand growth
tailwinds.

Key Risks
Demand slowdown could affect revenue growth, while commodity price fluctuations might hit margins.

Valuation (Consolidated) Rs cr
Poricars | Praa v s pvare]
Revenue 10,134 11,944 13,756 15,856
OPM (%) 153 15.1 15.8 16.5
Adjusted PAT 1,070 1,231 1,466 1,747
YoY growth (%) 236 15.1 19.0 19.2
Adjusted EPS (Rs.) 84.2 97.0 115.4 137.6
P/E (x) 53.2 46.2 38.8 326
P/B (x) 111 9.6 83 7.1
EV/EBITDA (x) 35.6 30.8 253 20.8
RoNW (%) 20.9 20.8 214 21.8
RoCE (%) 236 238 250 26.2

Source: Company; Sharekhan estimates
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Key Conference Call Takeaways

¢ Guidance: The company lowered plastic piping volume growth guidance to 16-18% y-o-y from 25% y-o-y for FY2025
and overall volume growth to 14-15% y-o-y from 20% y-o-y. OPM guidance was marginally lowered to 14.5-15.25% from
15-15.5%. It would assess the volume growth guidance for FY2026 later (12-14% y-o-y stated during Q1FY2025 earnings
call).

+ Q2FY2025 performance: Company achieved a flat volume y-o0-y and 2% y-o-y decline in value terms during Q2FY2025.
CPVC pipe volume growth was 33% y-o-y during H1FY2025. Consolidated operating profit declined by 10% y-o-y to Rs.
319 crore and net profit declined by 15% y-o-y to Rs. 207 crore. Inventory loss in Q2 is estimated at Rs. 35-40 crore. Value-
added products’ revenue declined by 3.7% y-o0-y to Rs. 907 crore. Cash surplus stood at Rs. 674 crore as against Rs. 1245
crore in Q1FY2025.

+ Segment-wise performance: Segment-wise volume and value growth were as follows — Plastic piping system business
de-grew 1% in volume and 5% in value terms. The packaging product segment business grew by 11% in volume and
14% in value terms. The industrial product segment business de-grew 2% in volume and grew by 1% in value terms.
Consumer product segment business de-grew by 8% in volume and 1% in value terms.

¢ Capex: Company plans to commit capex of about Rs. 1,500 crores, including carry-forward commitments, which will be
entirely funded through internal accruals. The cash outflow for the capex is estimated at Rs. 1,000 crore. Post incurring,
Rs. 1,500 crore capex, its overall capacity would increase to 1.25 million tonne with plastic piping capacity at 1 million
tonne.

¢ Industry growth: The plastic piping industry is estimated to have grown by 9-10% y-o0-y in volume terms in H1FY2025.

¢ PVCprices: PVCresin prices steeply declined by 17.5% between July 1,2024 and August 16, 2024 led by reversal of freight
rate increase witnessed between mid-April and June 30, 2024 (PVC prices inched up 19%). Hence, the sharp volatility
led to deep de-stocking in the entire trade channel. Further, low infra spending and extended monsoons impacted
demand. For the company, PVC volumes de-grew by 20% y-o-y in July, marginal 3% y-o-y growth in August and healthy
15% growth in September 2024. PVC prices are now stable at lower levels, which along with expected improvement in
infra and agri demand is expected to lead to strong volume growth in H2FY2025.

+ PE pipes: It is testing the gas piping market with an initial capacity of 3000 tonne per month and would be selling from
current quarter. It would also be supplying fittings. The annual market size of gas pipes is estimates at 1 lakh tonne.

Results (Consolidated) Rs cr
Particulars Q2FY25 | Q2FY24 | YoV (%) | QI1FY25 | QoQ (%)
Revenue 2,273.0 2,308.7 -1.5 2,636.4 -13.8
Total expenditure 1,953.7 1,952.5 0.1 2,249.0 -13.1
EBITDA 319.2 356.2 -10.4 387.3 -17.6
Depreciation 89.9 71.9 25.1 86.0 4.5
EBIT 229.3 284.3 -19.4 301.3 -23.9
Other income 15.1 12.7 18.6 214 -29.8
Interest expenses 2.6 1.6 69.0 33 -21.3
PBT 241.7 295.5 -18.2 319.4 -24.3
Tax expenses 62.9 76.3 -17.5 83.6 -24.7
Share of profit from associate 27.8 24.0 15.7 375 -25.9
Adjusted net profit 206.6 243.2 -15.0 273.4 -24.4
Extraordinary items 0.0 0.0 - 0.0 -
Reported net profit 206.6 243.2 -15.0 2734 -24.4
Adjusted EPS (Rs.) 16.3 19.1 -15.0 215 -24.4

BPS BPS
EBITDA Margin (%) 14.0 15.4 -140 14.7 -70
PAT Margin (%) 9.1 10.5 -140 10.4 -130
Effective tax rate (%) 26.0 25.8 20 26.2 -20

Source: Company, Sharekhan Research
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Outlook and Valuation

M Sector view - Expect faster recovery in operations

The building materials industry was severely affected by COVID-19-led lockdown during Q1FY2021, which affected
its peak sales period. Additionally, a high fixed-cost structure had affected OPM, dragging down its net earnings.
However, from June 2022, the sector has been one of the fastest to recover as the lockdown eased. The sector
witnessed a resumption of dealer and distribution networks and a sharp improvement in capacity utilisation. Most
players have begun to see demand and revenue run-rate reaching 80-90% as compared to pre-COVID levels. Scaling
up of revenue is also expected to lead to better absorption of fixed costs going ahead, aiding net earnings recovery.

B Company outlook - Eyeing healthy demand growth

SIL is witnessing a pick-up in demand from metros in the housing sector. Demand for all its products remains strong
along with a healthy revival in the agriculture sector. The company has gained a market share during FY2023 and
FY2024 in both PVC and CPVC segments and is expected to outperform in FY2025. The management remains
optimistic about reporting 16-18% y-o-y volume growth in plastic piping for FY2025. Management remains confident
of maintaining stable OPM. It is expecting healthy demand from the infrastructure and housing sectors and demand
arising from the ‘Nal Se Jal’ scheme going ahead. The company has a capital expenditure plan of Rs. 1,500 crore, which
would be entirely funded through internal accruals.

B Valuation - Retain Buy with a revised PT of Rs. 5,700

SIL is expected to benefit from healthy agriculture, housing and infrastructure demand, with stabilization of PVC
prices at lower levels. It is well poised to achieve a healthy volume growth trajectory over the next 3-4 years owing
to sustained demand. Aggressive expansions, funded entirely through internal accruals, are expected to keep its
balance sheet strong. A healthy demand outlook and incremental capacity additions are likely to drive an 18% net
earnings CAGR over FY2024-FY2027. The stock has corrected over 15% in trailing few days and is currently trading at
a P/E of 39x/33x its FY2026E/FY2027E earnings. We believe that the recent correction offer buying opportunity and
retain our BUY rating on the stock with a revised price target (PT) of Rs. 5,700, lowering our valuation multiple and
considering sustainable long-term demand growth tailwinds.
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Peer Comparison
_ P/E (x) | EV/EBITDA(X) | P/BV (x) | RoE (%)
Companies
FY25E|  FY26E|  FY25E|  FY26E|  FY25E|  FY26E|  FY25E|  FY26E
Supreme Industries 46.2 38.8 30.8 253 9.6 8.3 20.8 214
Astral 72.7 55.0 433 337 12.6 10.3 18.9 20.6

Source: Company; Sharekhan Research
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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 suitable proxy plays on growing plastic consumption
in India because of a diversified product portfolio, an extensive distribution network, an improved capital structure,
and the government’s thrust on building better infrastructure.

Investment theme

SIL is on a firm footing, with a strong product portfolio and new product launches, 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 companies such as SIL. We remain positive about introducing 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

A slowdown in demand offtake from the user industry can impact revenue growth rates. Adverse commodity price
fluctuation might impact the company’s 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) and Company Secretary and
Compliance Officer

Source: Company

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 Jovial Investment & Trading 16.12
2 Boon Investment & Trading 16.11
3 Venktesh Investment & Trading 14.20
4 Kotak Mahindra Asset Management 4.85
5 Nalanda India Fund Ltd. 4.81
6 DSP Investment Managers 4.08
7 HDFC Asset Management 222
8 Axis Asset Management 2.07
9 Vanguard Group Inc. 1.93
10  GOVERNMENT PENSION FUND - GLOBAL 1.79

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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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality
Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

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 significant increase 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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This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
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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
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compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd 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.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of
future performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update
forward-looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities
laws. The reader/investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before
taking any investment decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
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