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Supreme Industries Ltd.

Strong volume growth expected, margin pressure to stay

In Q2 FY23, Supreme Industries Ltd. (SIL) registered a volume growth of 9%
on a YoY basis, along with solid realizations of Rs. 187/kg. The Company
posted an 8% YoY revenue growth despite a sharp correction in PVC prices
owing to a better product mix. Profitability on all levels took a severe
beating due to an inventory loss to the tune of Rs. 2,000-2,500 Mn in H1
FY23. We believe the PVC prices are almost at trough levels, which will lead
to solid volume growth in H2 FY23. Also, the management has raised its
volume growth guidance for FY23E from 15% to more than 20% and is
targeting revenue of Rs. 90 Bn in FY23E at ~12.5% EBITDA margins, which is
lower than the previous guidance of ~15%. Given the strong volume growth
outlook with subdued margins, we maintain a NEUTRAL rating on SIL with a
target price of Rs. 2,358, valuing it at 32x FY24E earnings.

Volume growth guidance remains strong as PVC prices bottom out

Since the beginning of the year, prices across polymers have steeply declined.
Among all polymers, PVC has seen the severest fall of 38% or Rs. 55/kg. We
believe that PVC prices have almost bottomed out. This will result in increased
affordability of plastic products as nearly all the benefits are passed through to
consumers. Considering this reality, the Management of SIL has raised the
volume growth guidance from 15% previously to more than 20% from FY23E.

Value-added products make a comeback

The contribution of Value-Added Products (VAP) to the Company’s total sales
fell steeply to 34% in Q1 FY23 from the historical range of 38-40%. In Q2 FY23,
VAP contribution made a comeback by contributing 38% to the total sales of
SIL. The Company has also made considerable efforts to add new VAP
products to its portfolio and has launched multiple new products to augment
this higher-margin business.

Inventory losses will keep margins under pressure despite strong realizations
in the current fiscal

SIL is one of the largest consumers of PVC in India. Despite declining PVC
prices, the Company managed to keep realizations strong with the help of a
better product mix. On the other hand, margins couldn’t hold up because the
Company had to take an inventory loss amounting to Rs. 2,000-2,500 Mn in
H1FY23. This blow will continue to pull down the overall performance of
FY23E. In line with this, the Company expects to clock a ~12.5% EBITDA margin
in FY23E.

View & Valuation

We maintain our view on Supreme Industries with a NEUTRAL rating and a
target price of Rs. 2,358 (32x FY24E revised earnings). During the year, PVC
prices fell sharply, leading to a material inventory loss for the Company,
denting margins in Q2 & H1 FY23. This margin pressure is expected to remain
in FY23E; therefore, SIL is expected to clock a ~12.5% EBITDA margin in FY23E.
We expect margins to climb gradually from FY24E.
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NEUTRAL

CMP Rs. 2,262
TARGET Rs. 2,358 (+4%)

Company Data
MCAP (Rs. Mn) 2,87,405
0/S Shares (Mn) 127
52w High/Low 2,492 / 1,666
Face Value (in Rs.) 2
Liquidity (3M) (Rs. Mn) 151
Shareholding Pattern %
Sept Jun Mar
22 22 22
Promoters 48.85 48.85 48.85
Flls 16.32 15.79  16.16
Dlls 19.15 19.69  19.65
Non-
Institutional 15.68 15.67  15.34
Supreme vs Nifty
e Supreme NIFTY

Oct, 19 Oct, 20 Oct, 21 Oct, 22
Key Financial Data

(Rs Mn) FY22 FY23E FY24E
Revenue 77,728 87,920 92,742
EBITDA 12,421 10,990 13,911
Net Profit 9,685 7,372 9,353
Total 52,607 59,119 65,729
Assets
ROCE (%) 28% 20% 20%
ROE (%) 27% 20% 20%

Source: Company, Keynote Capitals Ltd.
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Q2 FY23 Conference Call Takeaways

General Highlights

- Planned CAPEX for FY23E stays at Rs. 7 Bn, including carry forward CAPEX
of Rs. 2.8 Bn. The entire CAPEX will be internally funded. The Installed
Capacity of SIL will go up by 80,000 MT in FY23E.

- Management is guiding to reach Rs. 90 Bn revenue with a 12.5% EBITDA
margin. Almost 100% of the drop in Gross profit margin can be attributed
to inventory loss.

- Inventory stocking by the channel should start soon as the prices for PVC
have bottomed out.

- After testing the market with the biofloc tank, the Company has decided to
discontinue the product due to its inability to add value to customers.

Plastic Piping Business

- All greenfield projects of SIL will be fully operational from December 2022,
and the Company is confident of achieving 25% volume growth in this
business in FY23E, along with market share gain.

- Olefin fittings and PEX pipes are well received by the market, and the plan
is to launch more products further to augment the product range.

- Housing and Agri segment is showing robust demand. Agri demand is
strong due to good monsoon, affordability of pipes, and a good crop.

- Business growth in CPVC was also strong at 20% in Q2 FY23, and the CPVC
market has been steady for the last six months.

Packaging Product Business

- Cross-laminated film business performance improved with increased
penetration in export markets. The Company expects 10% growth with
improved profitability in this business.

- The Company continues to introduce new products in the protective
packaging division. In performance packaging, due to strong export
demand, the Company will soon have to look for capacity expansion.

Industrial Product Business

- Business is gradually improving and is further expected to improve as
demand for home appliances and white goods improves, which forms a
large part of the segment’s business.

Consumer Business

- This segment did well in H1 FY23 with improved profitability. The steep
drop in Polypropylene (the principal raw material) will drive volume growth
in this segment going forward.

Other Businesses

- The Company is receiving orders for LPG cylinders from existing and new
customers but could not cater to their demand due to capacity constraints.
Doubling of LPG cylinder capacity is underway, and the new capacity will be
operational from December 2022.
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Q2FY23 Result Update

Result Highlights (Rs. Mn)

Change %

Change %

KEYNOTE

Particulars Q2 FY23 Q2 FY22 (Y-0-Y) Q1FY23 (Q-0-Q) H1FY23 H1 FY22 Change % FY22
Revenue from operations 20,866 19,285 8% 22,060 -5% 42,926 32,706 31% 77,728
COGS 16,022 13,207 21% 16,224 -1% 32,246 21,869 47% 53,532
Gross Profit 4,845 6,078 -20% 5,836 -17% 10,680 10,837 -1% 24,196
Gross Profit % 23% 32% -830 Bps 26% -324 Bps 25% 33% -826 Bps 31%
Employee Cost 882 866 2% 910 -3% 1,792 1,669 7% 3,453
Power & Fuel 659 566 16% 565 17% 1,223 1,010 21% 2,134
Other Operating Expense 1,832 1,539 19% 1,672 10% 3,505 2,831 24% 6,188
EBITDA 1,471 3,108 -53% 2,690 -45% 4,160 5,328 -22% 12,421
EBITDA % 7% 16% -906 Bps 12% -514 Bps 10% 16% -660 Bps 16%
Depreciation 649 571 14% 617 5% 1,265 1,132 12% 2,295
EBIT 823 2,537 -68% 2,073 -60% 2,895 4,196 -31% 10,126
EBIT % 4% 13% -921 Bps 9% -545 Bps 7% 13% -609 Bps 13%
Finance Cost 12 7 76% 16 -26% 28 28 1% 52
PBT 811 2,530 -68% 2,056 -61% 2,866 4,168 -31% 10,074
PBT % 4% 13% -923 Bps 9% -544 Bps 7% 13% -607 Bps 13%
Other Income 55 41 35% 46 -99% 101 84 20% 200
Share of Associates 186 391 -53% 580 -68% 766 841 -9% 2,044
Tax 231 675 -66% 543 -57% 774 1,104 -30% 2,633
PAT 820 2,287 -64% 2,139 -62% 2,958 3,989 -26% 9,684
EPS 6.46 18.00 -64% 16.84 -62% 23.29 31.40 -26% 76.24

Source: Company, Keynote Capitals Ltd.

Segment Highlights (Rs. Mn)

Change %

Change %

Particulars Q2FY23 Q2FY22 (Y-0-Y) Q1FY23 (Q-0-Q) H1FY23 H1FY22  Change % FY22
Volume (MT)

Plastic Piping 79,220 72,480 9% 79,424 0% 1,58,644 1,20,591 32% 2,74,295
Packaging Products 14,766 12,390 19% 12,866 15% 27,667 21,902 26% 48,030
Industrial Products 13,297 12,905 3% 12,901 3% 26,163 24,437 7% 54,163
Consumer Products 4,520 4,898 -8% 3,731 21% 8,251 7,007 18% 17,420
Revenue

Plastic Piping 12,947 12,673 2% 14,633 -12% 27,581 20,983 31% 50,460
Packaging Products 3,349 2,530 32% 3,023 11% 6,371 4,519 41% 10,237
Industrial Products 3,278 2,773 18% 3,263 0% 6,542 5,214 25% 12,101
Consumer Products 1,119 1,112 1% 958 17% 2,077 1,596 30% 4,051
Operating Profit Margin %

Plastic Piping 2% 15% -1340 Bps 11% -864 Bps 6% 16% -950 Bps 16%
Packaging Products 9% 8% 131 Bps 8% 46 Bps 9% 7% 174 Bps 8%
Industrial Products 7% 9% -269 Bps 7% -48 Bps 7% 8% -144 Bps 8%
Consumer Products 14% 16% -187 Bps 11% 237 Bps 13% 11% 142 Bps 13%
Realization/Kg (Rs.)

Plastic Piping 163 175 -7% 184 -11% 174 174 6% 184
Packaging Products 227 204 11% 235 -3% 230 206 14% 213
Industrial Products 247 215 15% 253 -3% 250 213 19% 223
Consumer Products 248 227 9% 257 -4% 252 228 13% 233
Operating Profit/Kg (Rs.)

Plastic Piping 3 27 -88% 19 -84% 11 28 -30% 29
Packaging Products 20 16 30% 20 2% 20 14 38% 18
Industrial Products 16 20 -19% 18 -9% 17 17 1% 19
Consumer Products 34 36 -4% 30 16% 32 26 14% 31

Source: Company, Keynote Capitals Ltd.
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Financial Statement Analysis

Income Statement

/E Mar, Rs. Mn Fy21 FY22 FY23E FY24E FY25E
Net Sales 63,552 77,728 87,920 92,742 99,965
Growth % 22% 13% 5% 8%
Raw Material Expenses 39,420 52,255 61,105 62,137 65,977
Employee Expenses 2,666 2,989 3,517 3,710 3,999
Other Expenses 8,624 10,064 12,309 12,984 14,995
EBITDA 12,842 12,421 10,990 13,911 14,995
Growth % -3% -12% 27% 8%
Margin% 20% 16% 13% 15% 15%
Depreciation 2,128 2,295 2,805 3,235 3,573
EBIT 10,714 10,126 8,185 10,676 11,422
Growth % -5% -19% 30% 7%
Margin% 17% 13% 9% 12% 11%
Interest Paid 221 52 54 54 54
Other Income & exceptional 169 200 200 200 200
PBT 10,662 10,274 8,330 10,822 11,568
Tax 2,341 2,633 2,083 2,705 2,892
PAT 8,322 7,641 6,248 8,116 8,676
Other§ (Minorities, 1,460 2,044 1,124 1,237 1,360
Associates)
Net Profit 9,781 9,685 7,372 9,353 10,036
Growth % -1% -24% 27% 7%
Margin% 15% 12% 8% 10% 10%
Shares (Mn) 127.0 127.0 127.0 127.0 127.0
EPS 77.00 76.24 58.05 73.64 79.02
Balance Sheet

/E Mar, Rs. Mn FY21 FY22 FY23E FY24E FY25E
Cash, Cash equivalents & Bank 7,684 5,264 5,484 10,175 15,726
Current Investments 0 0 0 0 0
Debtors 3,899 4,668 5,275 5,565 5,998
Inventory 7,608 12,602 13,443 13,670 13,855
Short Term Loans & 4244 4566 4,566 4,566 4,566
Advances
Other Current Assets 112 301 301 301 301
Total Current Assets 23,546 27,401 29,069 34,277 40,446
Net Block & CWIP 17,639 19,219 24,062 25,464 26,890
Long Term Investments 3,366 4,759 4,759 4,759 4,759
Other Non-current Assets 1,158 1,228 1,228 1,228 1,228
Total Assets 45,709 52,607 59,119 65,729 73,323
Creditors 6,462 7,940 9,292 9,355 9,924
Provision 3,025 2,724 2,724 2,724 2,724
Short Term Borrowings 0 0 0 0 0
Other Current Liabilities 3,081 1,988 1,988 1,988 1,988
Total Current Liabilities 12,567 12,652 14,003 14,066 14,636
Long Term Debt 6 0 0 0 0
Deffered Tax Liabilities 919 904 904 904 904
Other Long Term Liabilities 524 607 607 607 607
Total Non Current Liabilities 1,449 1,512 1,512 1,512 1,512
Paid-up Capital 254 254 254 254 254
Reserves & Surplus 31,438 38,190 43,350 49,897 56,922
Shareholders' Equity 31,692 38,444 43,604 50,151 57,176

Non Controlling Interest 0 0 0 0 0
Total Equity & Liabilities 45,709 52,607 59,119 65,729 73,323

Cash Flow

Y/E Mar, Rs. Mn FY21 FY22 FY23E FY24E FY25E}
Pre-tax profit 12,122 12,318 10,644 12,064 12,934
Adjustments 708 193 2,432 2,837 3,149
Change in Working Capital 1,955 -4,939 33 -518 -113
Total Tax Paid -2,322 -2,868 -2,380 -2,707 -2,893
f\ii.'i Ift'::‘:’ from operating 12,464 4,704 10,728 11675 13,076
Net Capital Expenditure -2,210 -4661 -7,567 -4,637 -4,998
Change in investments 80 139 0 0 0
Other investing activities 124 487 425 447 472
g::.:.:::‘su from investing 2,006 -4,035 7,142 -4190 -4,526
Equity raised / (repaid) 0 0 0 0 0
Debt raised / (repaid) -4,104 -11 0 0 0
Dividend (incl. tax) -635  -2,922 -2,479  -2,807 -3,012
Other financing activities -316 -171 -54 -54 -54
::::II::‘S” from financing 5,055 -3,103 -2,534 -2,862 -3,067
Net Change in cash 5,402 -2,434 1,053 4,624 5,483
Key Ratios

Particulars FY21 FY22 FY23E FY24E FY25E
Per Share Data

EPS 77 76 65 74 79
Growth % 109% -1% -15% 13% 7%
Book Value Per Share 249 303 348 400 455
Return Ratios

Return on Assets (%) 23% 20% 15% 15% 14%
Return on Equity (%) 36% 28% 20% 20% 18%
Return on Capital Employed (%) 34% 27% 20% 20% 19%
Turnover Ratios

Asset Turnover (x) 15 1.6 1.6 15 1.4
Sales / Gross Block (x) 2.0 2.2 2.2 2.0 2.0
Working Capital / Sales (%) 12% 17% 18% 20% 24%
Receivable Days 20 20 21 21 21
Inventory Days 76 71 79 78 76
Payable Days 57 46 52 53 53
Working Capital Days 39 45 48 46 44
Liquidity Ratios

Current Ratio (x) 19 2.2 2.2 2.5 2.8
Interest Coverage Ratio (x) 49.4 200.5 175.8 199.8 213.6
Total Debt to Equity 0.0 0.0 0.0 0.0 0.0
Net Debt to Equity -0.2 -0.1 -0.1 -0.2 -0.3
Valuation

PE (x) 26.5 26.9 334 29.5 27.5
Earnings Yield (%) 4% 4% 3% 3% 4%
Price to Sales (x) 4.1 3.3 3.2 3.0 2.8
Price to Book (x) 4.9 8.2 6.8 6.2 5.4
EV/EBITDA (x) 13.4 19.6 20.5 222 19.4
EV/Sales (x) 2.0 4.0 33 3.1 2.9

Source: Company, Keynote Capitals Ltd. estimates
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KEYNOTE Rating History

Target Price Upside/Downside
20t July 2022 NEUTRAL 1,893 +3.4%
28t July 2022 NEUTRAL 1,876 +3.5%
2" November 2022 NEUTRAL 2,358 +4.2%

Source: Company, Keynote Capitals Ltd. estimates

Rating Methodology

BUY Expected positive return of > 10% over 1-year horizon
NEUTRAL Expected positive return of > 0% to < 10% over 1-year horizon
REDUCE Expected return of < 0% to -10% over 1-year horizon

SELL Expected to fall by >10% over 1-year horizon

NOT RATED (NR)/UNDER REVIEW (UR)/COVERAGE SUSPENDED (CS) Not covered by Keynote Capitals Ltd/Rating & Fair value under

Review/Keynote Capitals Ltd has suspended coverage

Disclosures and Disclaimers

The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the
Regulations).

Keynote Capitals Ltd. (KCL) is a SEBI Registered Research Analyst having registration no. INHO00007997. KCL, the Research Entity (RE) as defined in
the Regulations, is engaged in the business of providing Stock broking services, Depository participant services & distribution of various financial
products. Details of associate entities of Keynote Capitals Limited are available on the website at https://www.keynotecapitals.com/associate-

entities/

KCL and its associate company(ies), their directors and Research Analyst and their relatives may; (a) from time to time, have a long or short position
in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction
involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies)
discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other potential conflict of interests with respect to
any recommendation and other related information and opinions.; however the same shall have no bearing whatsoever on the specific
recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the
associates of KCL even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report.

KCL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the
recipients of this report should be aware that KCL may have a potential conflict of interest that may affect the objectivity of this report.
Compensation of Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

Details of pending Enquiry Proceedings of KCL are available on the website at https://www.keynotecapitals.com/pending-enquiry-proceedings/

A graph of daily closing prices of securities is available at www.nseindia.com, www.bseindia.com. Research Analyst views on Subject Company may
vary based on Fundamental research and Technical Research. Proprietary trading desk of KCL or its associates maintains arm’s length distance with
Research Team as all the activities are segregated from KCL research activity and therefore it can have an independent view with regards to Subject
Company for which Research Team have expressed their views.

Regional Disclosures (outside India)

This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject KCL & its group companies to registration or
licensing requirements within such jurisdictions. 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.
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Specific Disclosure of Interest statement for subjected Scrip in this document:
Financial Interest of Research Entity [KCL] and its associates; Research Analyst and its Relatives NO

Any other material conflict of interest at the time of publishing the research report by Research Entity [KCL] and its associates; | NO
Research Analyst and its Relatives
Receipt of compensation by KCL or its Associate Companies from the subject company covered for in the last twelve months; | NO
Managing/co-managing public offering of securities in the last twelve months; Receipt of compensation towards Investment
banking/merchant banking/brokerage services in the last twelve months; Products or services other than those above in connection
with research report in the last twelve months; Compensation or other benefits from the subject company or third party in
connection with the research report in the last twelve months.

Whether covering analyst has served as an officer, director or employee of the subject company covered NO

Whether the KCL and its associates has been engaged in market making activity of the Subject Company NO

Whether the Research Entity [KCL] and its associates; Research Analyst and its Relatives, have actual/beneficial ownership of 1% or | NO
more securities of the subject company, at the end of the month immediately preceding the date of publication of the research
report or date of the public appearance.

The associates of KCL may have:

- financial interest in the subject company

-actual/beneficial ownership of 1% or more securities in the subject company

-received compensation/other benefits from the subject company in the past 12 months

-other potential conflict of interests with respect to any recommendation and other related information and opinions.; however, the same shall
have no bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are
completely independent of the views of the associates of KCL even though there might exist an inherent conflict of interest in some of the stocks
mentioned in the research report.

-acted as a manager or co-manager of public offering of securities of the subject company in past 12 months

-be engaged in any other transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial
instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies)

-received compensation from the subject company in the past 12 months for investment banking / merchant banking / brokerage services or from
other than said services.

The associates of KCL has not received any compensation or other benefits from third party in connection with the research report.

Above disclosures includes beneficial holdings lying in demat account of KCL which are opened for proprietary investments only. While calculating
beneficial holdings, it does not consider demat accounts which are opened in name of KCL for other purposes (i.e. holding client securities,
collaterals, error trades etc.). KCL also earns DP income from clients which are not considered in above disclosures.

Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part
of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed
by research analyst(s) in this report.
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Disclaimer:

The report and information contained herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way,
transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written
consent. This report and information herein is solely for informational purpose and may not be used or considered as an offer document or
solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Nothing in this report constitutes investment, legal,
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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 KCL to any registration or licensing
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