Vit

Intelligent Research. Insightful Solutions.

January 25, 2010
PLASTICS
EARLIER RECO
Buy
Price Rs.304
Target Rs.395
Date Aug 03, 2009

SHARE HOLDING (%)

Promoters 48.89
FII 0.23
FI / MF 0.46
Body Corporates 13.21
Public & Others 37.21
STOCK DATA
Reuters Code SUPL.BO
Bloomberg Code SIRIN
BSE Code 509930
NSE Code SUPREMEIND
Market Rs. 10723.0 mn
Capitalization US$ 232.2 mn
Shares Outstanding 25.41 mn
52 Weeks (H/L) Rs.496 /92
Avg.Daily oo
Volume (6m) 51,479 Shares
Price Performance (%)
1M 3M 6M
28 27 39

200 Days EMA Rs. 293

Part of /P Classic

Q2FY10 Result Update

Supreme Industries Ltd.

BUY MEDIUM RISK

PRICE Rs. 422 TARGET Rs. 585

Supreme Industries Ltd. (SIL) is one of the leading players in the plastic processing
industry. In order to leverage the advantage of the strong growth in plastic pipes, cross-
laminated film and protective packaging product segments, SIL has expanded its
capacity from 1.8 lakh MT to 3.3 lakh MT. Its expansion has been carried out at Gadegaon
(near Jalgaon in Maharashtra) on a plot of 134 acres. We recently met the Management
of the Company to discuss its financial performance during Q2FY10 (quarter ending
December 31, 2009) and outlook for ensuing period. We present key takeaways of the
Management Visit hereunder:

SIL has delivered excellent set of numbers in Q2FY10. Its revenues during the quarter
grew by 32%YoY to Rs. 4,636.9 mn. Its EBITDA increased by 219.2% YoY to Rs. 552
mn with EBITDA margins increasing by 700 bps to 11.9%. Its APAT grew by a
whopping 1,902.5% YoY to Rs. 269.4 mn.

e SIL has reported good set of numbers for HIFY10 too. Its revenues grew by 24.8%
YoY to Rs. 8,062.7 mn, its EBIDTA increased by 134% YoY to Rs. 1,056.9 mn, while its
EBIDTA margins increased by 610 bps to 13.1%. Its APAT has increased by 1,655.7%
to Rs. 468 mn. It has reported an EPS of Rs. 18.4 & declared 50% interim dividend.

e SIL has achieved 27.1% YoY volume growth in H1FY10 & we expect its performance
to remain strong during H2FY10 considering the robust demand for its products. The
Company plans to spend Rs. 1.1bn in FY10 for capacity expansion (in almost all its
segments), which would further increase its volume growth in the coming years.

o Opverall, considering its industry leading positioning in all its segments within its
plastic processing businesses (which set to grow in excess of 15%) and its increasing
revenue share from high margin high value added products, we expect its volume to
grow by 22% & 18% in FY10 & FY11 respectively and EBIDTA Margins to grow to
13.5% in both FY10 & FY11.

o Construction of SIL’s ultra modern 10-storied commercial complex at its Andheri land
has been completed (ready for fit out possession). In Q2FY10, SIL has realized Rs.
204.5 mn from sale of 13,106 square feet out of total saleable area. Considering the
improved real estate scenario & its latest transaction price, we estimate the post-tax
proceeds on sale of its property to be around Rs. 2,734 mn i.e. Rs. 109 per share (as
against Rs. 75 earlier). We have adjusted our per share valuation for its property
primarily driven by our conservative approach towards valuing its non-core assets.

OUTLOOK & VALUATION

Supreme Industries has delivered strong business growth and is well-poised to grow at a
fast pace in coming years. We have revised our FY2010 and FY2011 estimates of the
Company based on our interaction with the Management and considering its spectacular
performance in H1IFY10. We now expect its FY2010 & FY2011 revenues to grow 23.2%
and 18.1% & its FY2010 & FY2011 APAT to grow at 33.8% & 23.9% respectively. At the
Current Market Price of Rs. 421, the stock is available at an attractive valuation of 8.8x &
7.1x its FY10E & FY11E earnings of Rs. 48 & Rs. 59.5 respectively. We retain ‘BUY’ rating
on the stock with an increased target price of Rs. 585 (8x its FY11E Earnings plus value of
Andheri property at Rs. 109 per share).

KEY FINANCIALS
Y/E Revenue APAT AEPS AEPS PER ROCE ROE P/BVPS
June. (Rsmn) (Rs mn) (Rs) (% Ch.) (x) (%) (%) (x)
FY09 16519.2 911.3  35.9 98.5 11.8 23.3 33.8 3.7
FY10E 20355.0 1219.7 48.0 33.8 8.8 26.4 34.9 2.6
FY11E 24036.7 15109  59.5 23.9 7.1 25.6 28.7 1.7
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Supreme Industries Ltd.

QUARTERLY RESULTS STATEMENT Rs.mn) | PROFIT & LOSS STATEMENT (Rs.mn)
Y/E June Q2FY09 Q2FY10 HI1FY09 HIFY10 | Y/EJune FY0O8 FY09 FYIOE FY11E
Revenues 35142 46369  6459.2 80627 | Revenue 131022 16519.2 20355.0 24036.7
% Ch. YoY - 31.9 - 248 | % Ch. YoY 12.8 26.1 23.2 18.1
RM Consumption 24637 30020 44048 50825 | RM Consumption 86749 10513.6 13230.7 15623.8
% Ch. Yoy - 21.8 - 154 9 Ch. YoY 1.3 212 258 18.1
% STO 701 64.7 68.2 630 1 9 sTO 662 636 650 65.0
Staff costs 139.0 177.4 280.2 335.7 | Staff costs 5442 6683 7886 9187
% Ch. YoY - 27.6 - 198 | % Ch. YoY 33.4 22.8 18.0 16.5
% STO 40 38 43 42 | %STO 4.2 4.0 3.9 3.8
Other Expenditure 738.6 905.6 1322.6 1587.6 | Other Expenditure 24453 29582 35942  4259.2
% Ch. YoY - 22,6 - 20.0 % Ch. YoY 15.5 21.0 21.5 18.5
% STO 21.0 19.5 20.5 19.7 % STO 18.7 17.9 17.7 17.7
Total Expenditure 33413 40849 60075 70058 OTotal Expenditure 116644 14140.0 176135 20801.7
% Ch. YoY _ 223 _ 16.6 A) Ch YOY 13.0 206 24.6 18.1
% STO 95.1 88.1 93.0 86.9 % STO 89.0 88.7 86.5 86.5
EBITDA 1729 552.0 4516  1056.9 | EBITDA 1437.8 2379.2 27414  3235.0
% Ch. YoY - 219.2 - 1340 | % Ch. YoY 10.9 65.5 15.2 18.0
% Margin 4.9 11.9 7.0 131 | % Margin 11.0 14.4 135 13.5
Interest 1411 98.5 262.0 191.8 [ Interest 3900 5456 4365 4147
0//0 thé;fg‘{ " (302-21> " (262-82 % Ch. YoY 18.2 399 (20.0) (5.0)
00 ' : ' ' % of STO 3.0 3.3 2.1 1.7
EBDT 31.8 453.5 189.6 865.1
% Ch. YoY i 13065 i . EBDT 1047.8 1833.6  2305.0  2820.3
% Margm 09 98 29 107 %J Ch YOY 84 750 257 224

% Margin 8.0 11.1 113 11.7

Depreciation 108.7 125.0 215.9 249.7 Depreciation 395.1 5253 570.0 EEE
% Ch. YoY - 15.0 - 15.7 % Ch. YoY 18 33.0 8.5 15.0
% of STO 31 27 33 31 | ~-To (1.8) : : :

% of STO 3.0 3.2 2.8 2.7
PBT excl. OI (77.0) 328.5 (26.3) 6154 [ PBT excl. OI 652.7 1308.3 17350  2164.9
% Ch. YoY - 5208 - 2426 9 Ch.YoY 158 1004 326 24.8
% Margin 22 71 ©04) 76 | 9% Margin 5.0 7.9 8.5 9.0

Other Income 48.0 73.5 61.4 85.1 Other Income 89.4 90.5 113.1 124.4
% Ch. YoY - 53.0 - 385 | % Ch. YoY 34.1 1.2 25.0 10.0
% of STO 14 16 10 11 1 % Margin 0.7 0.5 0.6 0.5
PBT incl OI (28.9) 401.9 35.2 700.5 PBT incl OI 7421 1398.7 18481  2289.3
% Ch. YoY - 1488.5 - 1892.5 % Ch. YoY 17.7 88.5 321 23.9
% Margin (0.8) 8.7 0.5 8.7 % Margin 5.7 8.5 9.1 9.5
Tax (14.0) 132.5 8.5 2325 | Tax 2429 4874 6283 7783
%o Ch. YoY - 1046.4 - 26853 | 9% Ch. YoY 171 100.7 28.9 23.9
% of PBT 484 330 242 332 9% of PBT 327 348 340 340
APAT (14.9) 269.4 26.7 468.0 | APAT 4992  911.3 12197 15109
% Ch. YoY - 19025 - 16557 | % Ch. YoY 18.0 82.5 33.8 23.9
% Margin 04) 58 04 58 | % Margin 3.8 5.5 6.0 6.3
Extraordinary Exp. 0.0 (89.8) (62.0) (89.8) Extraordinary Exp. 0.5 (62.3) (448.8) (1340.6)

RPAT 498.8  973.6 1668.5 28515

RPAT (14.9) 359.2 88.7 557.8 | % Ch. YoY (0.6) 95.2 71.4 70.9
% Margin (04) 7.7 1.4 6.9 | % Margin 3.8 5.9 8.2 11.9
Source: Company, Sushil Finance Research Estimates
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Supreme Industries Ltd.

BALANCE SHEET STATEMENT (Rs.mn) | FINANCIAL RATIO STATEMENT
As on 30t June FY08 FY09 FY10E FY11E | Y/E June FY08 FY09 FY10E FY11E
SOURCES OF FUNDS Growth (%)
Net Sales 12.8 26.1 23.2 18.1
Share Capital 2762 254.1 254.1 254.1 ] .
Reserves & Surplus 22299 26267 38493 61659 | A NetProfit 180 825
Net Worth 2506.1 2880.8 41034  6419.9 | EBITDA 109 65 152 180
EPS 18.0 98.5 33.8 23.9
Secured Loans 2722.6 21518 1613.8 1129.7 | CEPS (0.1) 85.6 48.0 54.5
Unsecured Loans 280.6 335.6 352.4 317.2 Gr. Fixed Assets 173 11.0 109 6.9
Total Loan funds 3003.2 24874 1966.2 1446.8
Cap. Employed 17.5 (2.6) 11.6 22.8
Capital Employed 5509.4 5368.2 6069.6 7866.8
Valuation
APPLICATION OF EPS (Rs.) 18.1 35.9 48.0 59.5
FUNDS
CEPS (Rs.) 34.3 63.7 943 1457
Gross Block 8029.0 90225 101225 108725 | BVPS (Rs) 90.7 113.4 161.5 252.7
Less: Depreciation 3388.1 3592.4 4162.4 4817.8 PER (x) 233 118 88 71
Net Block 4640.9 5430.0 5960.1 6054.6
Cap. WIP 6841 8952 3000 1500 | PEG () 13 01 puCCRC
P/CEPS 12.3 6.6 4.5 29
stet h‘lﬂd for 2486 119 0.0 00 | F/CEPS ()
15posa P/BVPS (x) 4.7 3.7 26 1.7
Fixed Assets 5573.6 6337.2 6260.1 6204.6
EV/EBITDA (x) 10.0 55 43 2.9
Investments 3395 3362 3362 3362 | CV/NetSales (x) L1 05 nulcEE
Sundry Debtors 1368.2 1156.4 1424.9 1682.6 | Profitability (%)
Cash & Bank Bal 2834 104.1 903.7 27325 | ROCE 151 233 26.4 256
Loans & Advances 8939 720.6 887.9 1048.5
Inventories 1566.9 1682.9 2073.7 2448.8 ROE 209 338 349 28.7
gtu:;iAssets, Loans 41124 3664.0 50001 7912.4 EBIDTA Margin 11.0 144 13.5 13.5
v EBDT Margin 8.0 11.1 11.3 11.7
Curr Liabilities 3786.6 37656 46400 54792 | NPMargin 38 55 £ 62
Provision 206.8 560.8 691.0 816.0 | Tax/PBT 32.7 34.8 34.0 34.0
Curr Liab & Prov 3993.4 43264 5331.0 6295.3
Turnover
Net Current Assets 119.0 (662.4) (40.9) 1617.1
Debtor Days 38 26 26 26
Deferred Tax Asset (522.8) (642.8) (485.7)  (291.1) | Creditor Days 105 83 83 83
N.Fixed Asset (x) 24 2.6 3.3 3.9
Miscellaneous Exp - - - -
Total Assets (x) 24 3.1 3.4 3.1
Total Assets 5509.4 5368.2  6069.6  7866.8 | Inventory Days 66 58 57 57
Source: Company, Sushil Finance Research Estimates
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CASH FLOW STATEMENT (Rs.mn)

Y/E June FY08 FY09 FY10E FY11E

Cash Flow from Operating Activity

Profit available to Shareholders 2851.5 1668.5 973.6 498.8
Depreciation & Amortization 655.5 570.0 204.3 116.4
Change in Deferred Tax Liability (194.6) (157.1) 120.0 49.5
Change in Working Capital 170.8 178.0 602.2 160.7
Cash Flow from Operating 3483.3 2259.4 1900.1 825.3

Cash Flow from Investing Activity

(Incr)/ Decr in Gross PP&E (750.0)  (1100.0) (993.5)  (1391.4)
(Incr)/Decr In Work in Progress 150.0 607.2 25.6 241.6
(Incr)/Decr In Investments 0.0 0.0 3.4 23
Cash Flow from Investing (600.0) (492.8) (964.5) (1147.6)

Cash Flow from Financing Activity

Change in Debt (519.4) (521.2) (515.8) 720.0
Change in Net Worth 0.0 (0.0) (242.3) 1.8
Dividend (535.0) (445.9) (356.7) (258.5)
Cash Flow from Financing (1054.4) (967.0) (1114.8) 463.3
Incr/(Decr) in Balance Sheet Cash 1828.8 799.5 (179.2) 141.1
Cash at the Start of the Year 903.7 104.1 283.4 142.3
Cash at the End of the Year 2732.5 903.7 104.2 283.3

Source: Company, Sushil Finance Research Estimates
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Supreme Industries Ltd.

Rating Scale

This is a guide to the rating system used by our Equity Research Team. Our rating
system comprises of six rating categories, with a corresponding risk rating.

Risk Rating
Risk Description Predictability of Earnings / Dividends; Price Volatility
Low Risk High predictability / Low volatility
Medium Risk Moderate predictability / volatility
High Risk Low predictability / High volatility

Total Expected Return Matrix

Viedum Rik | High Rik

Over 15 % Over 20% Over 25%
Accumulate 10 % to 15 % 15% to 20% 20% to 25%
Hold 0% to 10 % 0% to 15% 0% to 20%
Sell Negative Returns Negative Returns Negative Returns
Neutral Not Applicable Not Applicable Not Applicable
Not Rated Not Applicable Not Applicable Not Applicable

Please Note
® Recommendations with “Neutral” Rating imply reversal of our earlier opinion (i.e. Book Profits / Losses).

® ** Indicates that the stock is illiquid With a view to combat the higher acquisition cost for illiquid
stocks; we have enhanced our return criteria for such stocks by five percentage points.

“Desk Research Call” is based on the publicly available information on the companies we find interesting
and are quoting at attractive valuations. While we do not claim that we have compiled information based
on our meeting with the management, we have taken enough care to ensure that the content of the report is
reliable. Although we have christened the report as “Desk Research Calls” (DRC), we intend to release
regular updates on the company as is done in our other rated calls.

Additional information with respect to any securities referred to herein will be available upon request.
This report is prepared for the exclusive use of Sushil Group clients only and should not be reproduced, re-
circulated, published in any media, website or otherwise, in any form or manner, in part or as a whole,
without the express consent in writing of Sushil Financial Services Private Limited. Any unauthorized use,
disclosure or public dissemination of information contained herein is prohibited. This report is to be used
only by the original recipient to whom it is sent.

This is for private circulation only and the said document does not constitute an offer to buy or sell any
securities mentioned herein. While utmost care has been taken in preparing the above, we claim no
responsibility for its accuracy. We shall not be liable for any direct or indirect losses arising from the use
thereof and the investors are requested to use the information contained herein at their own risk.

This report has been prepared for information purposes only and is not a solicitation, or an offer, to buy or
sell any security. It does not purport to be a complete description of the securities, markets or developments
referred to in the material. The information, on which the report is based, has been obtained from sources,
which we believe to be reliable, but we have not independently verified such information and we do not
guarantee that it is accurate or complete. All expressions of opinion are subject to change without notice.

Sushil Financial Services Private Limited and its connected companies, and their respective directors, officers
and employees (to be collectively known as SFSPL), may, from time to time, have a long or short position in
the securities mentioned and may sell or buy such securities. SFSPL may act upon or make use of
information contained herein prior to the publication thereof.



