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Supreme Industries

Mixed results, weak margins, volume surprise; maintaining a Buy

Supreme Industries reported mixed Q4 FY22 results: strong revenue growth
and weak margins. Revenue and earnings were respectively 17% and 13%
ahead of our expectations. This was due to higher volume off-take despite
margins being lower than anticipated. Revenue grew 23% y/y, owing to
volume being 16% higher y/y to 128,607 tonnes, and blended realisations
improved 6% y/y to Rs.207,412 a tonne.

Mixed petformance. Revenue grew 22.8% y/y to Rs25,571m, supported by
robust, 33.6% y/y, plastic piping revenue growth. Continuing higher input costs
and changes in the product mix led to the gross margin contracting 1,072 bps y/y
to 27.9%. The EBITDA matgin too contracted, 916 bps y/y to 15.3%. Lowet
operating profit and a higher tax rate led to a 28.2% y/y drop in PAT to Rs3,239m.

Robust plastic piping volumes steal the show. Plastic piping volumes
increased 27 y/y to 96,507 tonnes, while realisations improved 5.2% y/y to
Rs186,487 a tonne. However, the segment disappointed in profitability as the
EBIT matgin contracted a sharp 1212bps y/y to 14.4%.

Outlook & Valuation. Management expects more than 15% volume growth
as demand looks encouraging and has hence built up stocks accordingly (up
66% y/y to Rs12,602m). The company has a capex commitment of Rs7,000m
(incl. Rs2,800m carried forward) for various projects in different segments.

We have fine-tuned our FY23 and FY24 figures to factor in the strong volume
growth in plastic piping along with the continued margin pressure. Hence, we
expect revenue and earnings CAGRs of 8.8% and 10.2% respectively over
FY22-24. We maintain our Buy rating on the stock, with a lower price target of
Rs2,546 based on 27.5x FY24e earnings.

Key financials (YE Mar) FY20 FY21 FY22 FY23e FY24e
Sales (Rs m) 55,115 63,571 77,728 79,831 92,071
Net profit (Rs m) 4,674 9,782 9,684 9,954 11,763
EPS (Rs) 36.8 77.0 76.2 783 926
PIE (x) 54.2 25.9 26.1 254 215
EV/EBITDA (x) 307 19.2 20.0 18.8 15.6
P/BV(x) 1.2 8.0 6.6 56 4.7
RoE (%) 212 36.0 276 238 239
RoCE (%) after tax 16.6 26.5 20.5 18.5 1941
Dividend yield (%) 07 1.1 1.2 13 14
Net debt / equity (x) 0.1 (0.2) 0.1) (0.2) 0.2)

Source: Company, Anand Rathi Research
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4 May 2022 Supreme Industries — Mixed results, weak margins, volume surprise; maintaining a Buy

Quick Glance - Financials and Valuations (consol.)

Fig 1 — Income statement (Rs m) Fig 2 - Balance sheet (Rs m)
Year-end: Mar FY20  FY2  FY22  FY23e FY24e  Year-end: Mar FY20  FY21  FY22  FY23e  FY24e
Net revenues 55115 63571 77,728 79,831 92,071  Share capital 254 254 254 254 254
Growth (%) 1.8 153 223 27 153  Networth 22358 31438 38,190 44841 53047
Direct costs 35783 40385 53532 54385 62,148  Debt 5168 1285 491 434 319
SG&A 10,987 10,344 11,775 12474 14530  Minority interest - - - - -
EBITDA 8,346 12,843 12,421 12973 15393  DTL/(Assets) 1,326 919 904 904 904
EBITDA margins (%) 151 202 160 163 167  Capital employed 29105 33,897 39,839 46433 54,525
- Depreciation 2057 2128 2295 2354 2610  Nettangible assets 15331 16,362 16821 20,717 23,107
Other income 109 169 200 200 230 Netintangible assets 746 781 852 852 852
Interest expenses 297 221 52 46 38 Goodwill - - - - -
PBT 6,101 10663 10274 10,772 12,976  CWIP (tang. & intang.) 929 510 1,558 1558 1,558
Effective tax rate (%) 285 220 25.6 25.0 25.0 Investments (strategic) 2,020 3312 4,702 4,702 4,702
+ Associates / (Minorities) 312 1,460 2,044 1,875 2,031 Investments (financial) - - - - -
Net income 4674 9782 9684 9954 11763  Currentassets (excl. cash) 2811 2,668 3492 3938 4723
Adjusted income 4674 9782 9684 9954 11763  Cash 2314 7,684 5264 9326 12,853
WANS 1274 1274 1274 1274 1271 Currentliabiliies 1605 2465 2179 2,862 2,730
FDEPS (Rs / sh) 368 770 762 783 926  Working capital 6559 5045 9,330 8202 9459
FDEPS growth (%) 225  109.3 -1.0 28 182  Capital deployed 29105 33,897 39,839 46433 54,525
Gross margins (%) 35.1 36.5 31.1 31.9 32.5 Contingent liabilities 849 788 - - -
Fig 3 - Cash-flow statement (Rs m) Fig 4 - Ratio analysis
Year-end: Mar Frao FY21 FY22 Fv2e FY2de  yeqr.eng: Mar FY20 FY21  FY22  FY23%e FY2de
EBIT (excl. other income) 6101 10663 10274 10772 12976 Py 542 259 261 254 215
+ Non-cash items 2,057 2,128 2,295 2,354 2,61 0 EV /EBITDA (X) 307 19.2 20.0 188 156
Oper. prof. before WC 8158 12791 12569 13126 15586 £y sgles (x) 46 39 32 31 26
- Incr. / (decr.) in WC (1144) 2572 (5344) 1595 (1,79)  pg (x) 12 80 66 56 47
Others incl. taxes (1,321) (2,461) (2,662) (2,647) (3,206) ROE (%) 212 360 276 238 239
Operating cash-flow 5693 12901 4,563 12,074 10,583 ROCE (%) - after tax 166 265 205 185  19.1
- Capex (tang. + intang.) (2,953) (2,774) (3,873) (6,250) (5,000)  RolC 190 349 285 255 276
Free cash-flow 2,740 10,127 690 5,824 5,583 DPS (RS / Sh) 14.0 220 240 26.0 280
Acquisitions Dividend yield (%) 07 11 12 13 14
-Div.(incl. buyback & taxes)  (2,143) (2795) (3.049) (3303) (3557)  pyigend payout (%)-inc.DDT 459 286 315 332 302
+ Equity raised - - - - " Netdebt/equity (x) 01 (02 (©1) (02 (0.2)
+ Debt raised 2713 (3883)  (794)  (58)  (115)  Receivables (days) 207 224 219 250 250
- Fin investments 203 (1,292) (1,390) ¥ " Inventory (days) 500 437 592 500 500
- Misc. (CFI + CFF) (572) 3212 2123 1598 1616 payapies (days) %3 371 373 315 375
Net cash-flow 1941 5370 (2420) 4062 3,527 CFO: PAT % 1218 1319 471 1213 900

Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research

Fig 5 - Price movement Fig 6 — Q4 FY22 revenue break-up (consolidated)
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I Financial highlights

Fig 7 - Financials (consolidated)

(Rs m) Q4 FY21 Q1 FY22 Q2FY22 Q3FY22 Q4FY22 % YIY % Q/Q FY21 FY22 % YIY
Revenue 20,827 13,421 19,285 19,451 25,571 22.8 31.5 63552 77,728 22.3
Raw material costs 12,786 8,662 13,207 13,224 18,439 44.2 394 40427 53,532 32.4
Employee costs 931 803 866 880 904 -2.9 2.7 3,104 3,453 11.3
Other expenses 2,013 1,736 2,105 2,168 2,314 14.9 6.7 7,180 8,323 15.9
EBITDA 5,097 2,220 3,108 3,179 3,914 -23.2 23.1 12,842 12,421 (3.3)
Depreciation 548 561 571 575 588 7.3 2.3 2,128 2,295 7.9
Finance costs 50 21 7 5 19 -62.1 308.7 221 52 (76.6)
Other income 82 43 41 29 86 4.5 192.5 169 200 18.1
Share of Profit from Associate 703 450 391 507 696 -1.0 374 1,460 2,044 40.0
PBT 5,285 2131 2,962 3,135 4,089 -22.6 304 12,122 12,318 1.6
Tax 781 430 675 678 851 8.9 254 2,341 2,633 12.5
PAT 4,504 1,702 2,287 2,457 3,239 -28.1 31.8 9,781 9,684 (1.0)
EPS (Rs) 354 134 18.0 19.3 255 (28.1) 31.8 77.0 76.2 (1.0)
As % of revenue bpsyly bpsqlq bps yly
Material cost 61.4 64.5 68.5 68.0 72.1 1072 412 63.6 68.9 526
Gross margins 38.6 355 31.5 32.0 279 -1072 -412 36.4 3141 -526
Employee costs 45 6.0 45 45 35 -93 -99 49 44 -44
Other expenses 9.7 12.9 10.9 11.1 9.0 -62 -210 11.3 10.7 -59
EBITDA margins 245 16.5 16.1 16.3 15.3 -916 -103 20.2 16.0 -423
Depreciation 2.6 42 3.0 3.0 2.3 -33 -65 3.3 3.0 -40
Finance costs 0.2 0.2 0.0 0.0 041 -16 5 0.3 0.1 -28
Other income 04 0.3 0.2 0.2 0.3 -6 19 0.3 0.3 -1
PBT 254 15.9 15.4 16.1 16.0 -938 -13 19.1 15.8 -323
Effective tax rates 17.0 25.6 26.2 258 25.1 803 -72 220 25.6 368
PAT 21.6 12.7 11.9 12.6 12.7 -896 3 15.4 12.5 -293
Segment revenues (Rs m) % YIY % QIQ % YIY
Plastic piping 13,468 8,311 12673 11479 17,997 33.6 56.8 40,988 50,460 23.1
Industrial products 2,931 1,989 2,530 2,715 3,003 25 10.6 7,611 10,237 34.5
Packaging products 3,097 2,441 2,773 3,697 3,190 3.0 -13.7 10,351 12,101 16.9
Consumer products 1,240 485 1,112 1,275 1,180 4.8 -7.4 3,542 4,051 14.4
Others 92 195 199 285 201 119.5 -29.4 1,060 880 (17.0)
Total 20,827 13,421 19,285 19,451 25,571 22.8 31.5 63552 77,728 22.3
EBIT (%) bpsyly bpsaqlq bps yly
Plastic piping 26.5 17.0 15.3 16.5 144 -1212 211 20.0 15.5 (450)
Industrial products 13.3 6.1 76 8.3 10.5 -284 222 8.3 8.3 (1)
Packaging products 13.2 7.0 9.2 6.7 10.6 -261 391 12.0 8.3 (370)
Consumer products 23.1 1.3 15.7 16.8 12.3 -1081 -454 16.8 13.3 (350)
Others 43 (2.9) 10.8 20.5 51 86 -1,536 229 96 (1,325
Blended EBIT margins (%) 224 12.7 13.4 13.6 13.3 -909 -28 17.2 13.3 (392)
Source: Company, Anand Rathi Research * Note: Segment EBIT margins are as per reported figures, unadjusted for unallocable expenses / income
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] Quantitative highlights

Fig 7 - Financials (consolidated)

(Rs m) Q4 FY21
Value-added turnover (Rs m) 8,110
As % of sales 40
Volumes (MT)

Plastic piping 75,997
Industrial products 13,744
Packaging products 15,627
Consumer products 5,870
Total 1,11,238
Realisations (Rs / tonne)

Plastic piping 1,77,211
Industrial products 2,13,249
Packaging products 1,98,202
Consumer products 2,11,244
Blended realisation 1,86,408
EBIT / tonne

Plastic piping 46,977
Industrial products 28,391
Packaging products 26,109
Consumer products 48,790
Blended EBIT / tonne 41,845

Source: Company, Anand Rathi Research
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J @4 FY22 Results Highlights

Supreme’s Q4 FY22 performance was mixed; healthy volumes drove
strong revenue growth, while higher costs ate into margins.

Revenue grew 22.8% y/y to Rs25,571m, driven by strong plastic piping
sales volumes (up 27% y/y).

Higher input costs and the product-mix change compressed the gross
profit 11.3% y/y to Rs7,132m, resulting in the gross margin contracting
1,072bps y/y to 27.9%.

Employee, power & fuel and other manufacturing costs were 93bps,
23bps and 39bps lower y/y respectively to 3.5%, 2.4% and 6.6% (as
percent of sales). Still, that restricted the fall in EBITDA, down 23.2%
y/y to Rs3,914m, resulting in the EBITDA margin contracting 916 bps
y/y to 15.3%.

PAT, at Rs3,239m, was 28.2% lower y/y, largely owing to lower
operating profits and a higher tax rate, 25.2% of PBT (excl. profit from
the Associate) against 17% a year ago.

Quantitative details: More plastic piping volumes steal
show

Overall. Q4 revenue grew 23% y/y to Rs25,190m on 16% y/y volume
growth to 128,607 tonnes and 6% blended realisation growth to
Rs207,412 a tonne.

FY22 revenue grew 23% y/y to Rs76,250m owing to 28% y/y higher
blended realisation at Rs193,573 a tonne despite off-take being 4% y/y
lower to 393,908 tonnes.

Volumes. Plastic piping volumes grew a good 27% y/y, 68.7% q/q, to
96,507 tonnes, while industrial product volumes grew a small 0.1% y/y,
11.3% q/q to 13,763 tonnes.

Packaging product and consumer product volumes were down 16% and
11.3% y/y tespectively to 13,131 and 5,206 tonnes (down 20.9%, and
almost flat q/q).

Realisations. Packaging product realisation per tonne rose 22.6% y/y,
9% q/q, to Rs242,914. Realisations per tonne in plastic piping products,
industrial products and consumer products rose 5.2%, 2.3% and 7.3%
y/y trespectively to Rs186,487, Rs218,179 and Rs226,662, 7.1%, 0.6%
and 7.4% lower q/q.

Profitability. All the divisions reported lower profitability y/y. The
EBIT margins for plastic piping, consumer products, industrial products
and packaging contracted 1212bps, 1,081bps, 284bps and 261bps y/y
respectively to 14.4%, 12.3%, 10.5% and 10.6%.

Q/q, however, the EBIT margins in industrial products and packaging
products rose 222bps and 391bps respectively, while those of plastic
piping and consumer products contracted 211bps and 454bps.

Anand Rathi Research
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Other key details

Revenue from value-added products in Q4 FY22 rose 20% y/y to
Rs9,729m; its contribution to sales was 38.6% (96bps lower y/y, though

q/q up 353bps).
For FY22 it increased 17% y/y to Rs29,110m and its contribution to
sales was 38.2% (down 197bps y/y).

Surplus cash was down 31.8% y/y to Rs5,180m (higher working capital
required, mainly stocks (up 66% y/y to Rs12,602m) due to robust
demand.

Dividend in FY22 increased by Rs2 a share to Rs24 (interim dividend of
Rs6 ie, @ 300%, with a proposed final dividend of Rs18, ie, @ 900%).

Hence, FY22 dividend outgo is expected to be Rs3,050m, against
Rs2,790m in FY21.

Capex details

The FY22 capex of Rs5,390m (Rs2590m~+Rs2800m) has been funded
through internal accruals, likely also for future expansion.

FY22 capex. The company incurred Rs2,590m capex in FY22 toward
i) ramping up plastic piping capacities, ii) introducing products in
various business segments (capitalisation of moulds, etc.), iii)
automation and iv) replacing and recalibrating old production
equipment with the latest technology machines.

Also, capex was incurred for i) increasing solar energy capacity for
captive consumption and ii) rebalancing equipment at various locations.

Ongoing and future capex. The company has envisaged Rs7,000m
capex (incl. the carried forward commitment of Rs2,800m. Hence, the
new capex announced is Rs4,200m).

The carried forward capex commitment entrails completion of i) the
ongoing project in Assam to manufacture PVC pipes and roto & blow-
moulded products, and ii) the plastic product complexes near Cuttack,
Odisha, and near Erode, Tamil Nadu (first phases likely to be
completed by Aug-Sep’22).

While the new projects will involve i) doubling of composite LPG
cylinder capacities to 1m at the present location, Halol, Gujarat, ii)
setting up of a PEX piping system and increasing capacity for olefin
fittings at Jadcherla, iii) expanding capacity and widening its range of
bath fittings at Puducherry, iv) increasing varieties of injection-moulded
products in plastic piping, v) adding varieties of injection-moulded
furniture and crates and pallets in material handling, vi) increasing
capacity in industrial component-moulding business at various locations,
and vii) installing required equipment in protective and performance
packagings.

The company intends to further install rooftop solar energy-generating
plants at various locations and install balancing equipment at various
locations to de-bottleneck and increase capacities.

Anand Rathi Research
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I Concall KTAs

Business context: Challenging past, bright future

The second wave of Covid-19 at the start of FY22 struck most of the
company’s divisions in the normally strong seasonal quarter for off-take
(demand). Polymer prices, thereafter, moved up significantly till mid-Nov,
severely cutting into margins.

Post-Nov, PVC resin prices have come off significantly. In expectation of a
further fall, demand for plastic piping has temporarily reduced.

However, management is optimistic and is working toward achieving future
growth plans (refer to capex section above).

The company has maintained huge stocks for the peak demand season.
Channel stocks are at a minimal level (de-stocking in case PVC prices drop
as in the past); hence, ahead, good growth is expected.

Management anticipates more than 15% volume growth in plastic piping and
guided to yearly gross margins 30-32%.

Margins in plastic piping could be 17.5%+, while value addition could be 25-
30%.

B Plastic pipes. The continued focus and priority approach by the Centre
and state governments towards i) the Jal Jeevan Mission, ii) Swatch
Bharat Abhiyan, iii) sanitation iv) affordable housing and other
initiatives are expected to boost demand for plastic piping. To tap this
opportunity the company is i) expanding capacities (brownfield and
green-field), ii) launching new applications & systems, and 1iii)
expanding its range of products.

Agti pipe sales, one-third of plastic piping, was impacted in Q1 and Q3
last year, the two key seasons. However, matters look better for FY23.
The company’s CPVC has grown and so has the industry. The PVC and
CPVC price difference is ~35-40% (CPVC higher than PVC). On
average, PVC prices would be ~Rs150 a kg. Reduction of Rs6 per kg in
PVC has already been passed on.

B Cross-laminated film products. Tarpaulin sales were impacted in Q1
FY22 due to the Covid-19 second wave. Also, heightened competition
and input costs (higher polymer prices) cut margins in FY22.

The company will focus on increasing sales from i) non-tarpaulin
products, i) new applications, 1iif) new customers, iv) new regions
domestically, v) exports and vi) made-ups.

B Plastic furniture. The company continues to lead the market in
premium plastic furniture. The products are sold through various e-
commerce portals and retailers (serviced through 1,306 channel
partners).

The company launched its on-line portal to showcase its wide range of
y p g
premium products and will continue to introduce products.

B Industrial components. Supply-chain issues hurt the FY22
performance as customers faced material shortages owing to i) shipping
& logistics issues, ii) non-availability of containers, iii) semi-conductor
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shortages, etc. Also, rising commodity and fuel prices curtailed the
performance.

For FY23, however, things looks positive as most of the issues in FY22
have been fading and demand for various appliances (washing machines,
air conditioners, coolers and refrigerators) looks encouraging.

Material handling. This division has done fairly well. Growth in
essential commodities, retail, industrial sector, fruit and vegetables, e-
commetce, FMCG, jumbo crates for fisheries, dairy, and injection &
roto-moulded pallets and dustbins has been encouraging,.

The company expects the division to do well owing to i) new products
ii) new customers and iii) forays into newer regions.

Composite LPG cylinders. This product being accepted in the market
repeat orders and those from new customers are coming in. The
company had received an order of ~Rs1,700m from The Indian Oil
Corporation to supply 735,186, ten-kg composite LPG cylinders.

Since the order exceeded installed capacity, the company is doubling
capacity to 1m p.a., likely to be completed by Nov’22.

Protective packaging. This division saw good growth as demand
traction was visible in all segments where it is used, like packaging,
insulation and civil. Also, demand for consumer products such as sports
goods, yoga mats and kids’ puzzles & toys was favourable.

Good growth is expected in exports as buyers have curbed dependence
on China.

Performance packaging films. This division also fared well owing to
healthy demand from the dairy and oil industries in the essential
products category. The company is making efforts to introduce value-
added products to increase revenue and profitability.

Export demand has also been encouraging, with Mid-East, Africa and
Europe showing good traction. The company is trying to explore other
parts of Europe and the USA.
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Story in Charts

Fig 8 - Revenue and growth
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Fig 9 - Revenue split between expenses and margin
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Fig 10 — Gross profit, EBITDA and PAT
(Rsbn)
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Fig 11 — Margin profile
(%)
45

o o

Q1FY21
Q2FY21
Q3FY21
Q4FY21
Q1FY22
Q2FY22
Q3FY22
Q4FY22

—Gross Margin EBITDA Margin ~ —PAT Margin

Source: Company, Anand Rathi Research

Fig 12 - Plastic piping products: Revenue and EBIT margin
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Fig 13 - Industrial products: Revenue and EBIT margin
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Story in Charts cont.
Fig 14 — Packaging products: Revenue and EBIT margin Fig 15 — Consumer products: Revenue and EBIT margin
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Fig 16 — Annual revenue and growth Fig 17 - Annual profitability and growth
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Fig 16 — Annual margin profile Fig 17 — Annual EPS and growth
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Supreme Industries — Mixed results, weak margins, volume surprise; maintaining a Buy

I Valuation

We like Supreme for its leading position in plastic products. It is the largest
plastic processor in India, selling ~0.4m tonnes of plastic products. It has 25
plants in India, with three more envisaged in the next six months.

Its key strengths are its strong brand equity and varied product range, leading
position in key categories, extensive & strong distribution, regular capacity
additions, focus on value-added products, efficient working-capital
management, strong FCEF generation, healthy return ratios and a strong
balance sheet.

We believe that demand in most of its key verticals is encouraging especially
in plastic piping. Expansion of capacities in various segment and
introduction of products are expected to help deliver healthy revenue
growth. However the key challenge is to minimise input cost pressures and
increase overall profitability.

Revenue and earnings growth would be largely driven by more volumes and
better realisations, while margins could also improve. However, the low-
yielding cash surplus may suppress return ratios while healthy FCFs would
continue.

Also, profit from the associate (Supreme Petrochem) has risen considerably
in the last few years and would continue. We have taken Rs1,875m and
Rs2,031m as FY23 and FY24 profit from the associate, less than shown in
the table below.

Fig 18 — Details of share of profit from Associate
(Rs m) FY18 FY19 FY20 FY21 FY22 FY23e FY24e

Supreme Pertrochem PAT 1,158 490 1,020 4,749 6,633 6,898* 9,603*
Contribution to Supreme Industries 347 147 306 1,462 2,042 2123 2,956
as % of Supreme Industries PAT 80 32 6.7 149 211 18.8 17.3
Source: Anand Rathi Research

Note: Supreme Industries (SIL) stake in Supreme Petrochem (SPL) is ~31%, * Bloomberg consensus estimates

We have fine-tuned our FY23 and FY24 figures to factor in the strong
volume growth in plastic piping and the continuing margin pressure in FY22.
Hence, we expect revenue and earnings CAGRs of 8.8% and 10.2% over
FY22-24. We maintain our Buy rating on the stock with a downward revision
in price target to Rs2,546 based on 27.5x FY24e earnings (a five-year average
multiple, earlier 30x).

Fig 19 — Change in estimates

FY24e FY23e FY24e
Income 78,295 91069 79,831 92,071 20 11
EBITDA 12,897 15,299 12,973 15,393 0.6 0.6
EBITDA margin % 16.5 16.8 16.3 16.7 (25) 8
PAT 9,431 11,420 9,954 11,763 55 3.0
EPS 742 89.9 78.3 926 5.6 3.0

Source: Anand Rathi Research
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Fig 20 — P/E band - One-year-forward and Standard deviation
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Risks

B [ess-than-expected growth in any of the business categories is a
downward risk to our estimates.

B Adverse raw-material prices and keener competition may slash margins.
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