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Capacity addition, new launches to drive topline... >
z
We met the management of Sheela Foam (SFL) to get an insight into its :Q-
business and future plans. SFL is the market leader in the domestic mattresses Sheela Group -
industry with value market share of ~25%. The company’s brand “Sleepwell” is one 8
of the leading brands in the domestic mattresses industry. It has a pan India presence m =
through 5400+ exclusive retail dealers and 6100+ multi brand outlets. Apart from Particular Amount =
India (contributes ~70% in topline), the company also manufactures Polyutherene Market Capitalization (% Crore) 12,634.5 @
(PU) foams in Australia and Spain with revenue contributions of 16% and 14% Total Debt (FY22) (% Crore) 337.8 QE_)
respectively. SFL has envisaged a capex of ¥ 350 crore to increase its consolidated Cash and Inv (FY22) (% Crore) 129.0 8’
capacity by ~30% in the next two years. EV (Z Crore) 12,843.2 %
e Revenue, earnings grew at CAGR of 11%, 12%, respectively, in FY17-22 52 week HL ) 4055/2186 (=

Equity capital (X Crore) 24.4

e The company sees consolidated revenue CAGR of ~15% over the next two Face value () 5.0

years led by capacity additions, product launches and market share gains

Management meet highlights: Shareholding pattern

e The Indian mattresses industry is pegged at ~Z 15,000 crore and is growing (in%)  Mar-21 Jun-21 Sep-21 Dec-21 Mar-22
at a CAGR of 8-10%/annum. Unorganised/regional players dominate the Promoter 730 730 730 730 730
industry with ~60% share in the overall pie Fil 13 13 14 20 25

DIl 23.6 23.7 23.7 23.8 234

e Cotton mattress, which is used by ~70% domestic population has not been
accounted in the mattresses industry. The cotton mattresses are low price

end products with higher maintenance cost. The price difference of cotton m
mattresses and PU foam based mattresses is 2-3x

4500 20000

Others 2.1 2.1 1.9 1.2 1.2

e SFL aims to increase its domestic market share through adding capacities 4000 18000
and new launches in the economy products segments 0 o
e The company also sees increased export opportunities in the US markets 2500 }3333
post US-China trade war. SFL sees increased inquiries from some of the fﬂﬂﬂ sggg
leading players from US under their China +1 strategy. US imports 1000 4000
mattresses worth US$ 1.5 billion (bn) from China i o

e The company envisages a capex of ¥ 350 crore for new facilities in India & H
overseas. SFL plans to establish a new distribution channel for its economy
products in India. The company sees ~3-4x of asset turn on this incremental

capex. The capex will be funded through internal accruals
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e The company sees improvement in the EBITDA margin over FY23-24E e Key Risk: (i) Slow volume growth in
supported by cooling raw material prices and improved operating leverage domestic market (ii) delay in margin
e SFL’s lower debt level and improved profitability is expected to help drive recovery due to higher input costs
return ratios over FY23-24E
Research Analyst

SFL's revenue grew at 11% CAGR during FY17-22 led by 27% growth in the overseas sEpblieel
i K K X sanjay.manyal@icicisecurities.com
business. The EBITDA margin contracted ~100 bps during the same peroid due to
higher raw material cost and lower operating leverage in the domestic business. The Hitesh Taunk
PAT CAGR of 12% is attributable to higher other income and lower tax rate. Slower hitesh.taunk@icicisecurities.com

volume growth amid pandemic led challenges coupled with increasing debt level
resulted in lower return ratios during FY20-22.

Key Financial Summary

(Z crore) FY17 FY18 FY19 FY20 FY21 FY22 CAGR FY17-22
Net Sales 1732.9 1965.3 21415 2173.6 24354 2981.8 11%
EBITDA 196.1 216.3 211.0 300.4 362.3 314.9 10%
EBITDA Margin (%) 1.3 11.0 9.9 13.8 14.9 10.6

Net Profit 125.6 133.7 133.8 193.4 231.7 217.3 12%

EPS ) 25.7 274 27.4 39.7 48.7 445

P/E (x) 100.6 94.5 94.5 65.3 53.1 58.1

RoE (%) 271 224 18.3 22.0 20.1 15.6

RoCE (%) 34.1 29.3 23.9 24.7 243 18.0

Source: Annual report, investgor presentation, ICIC/ Direct Research
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Management meet highlights

Sheela Foam is the market leader and largest manufacturer of Polyurethane
Foam (PU) in India in the last 50 years. The company’s flagship brand
“Sleepwell” is a leading brand in the domestic market

Sheela Foam has 11 manufacturing plants in India with a total capacity of
1,23,000 MTPA. The company also has a presence in Australia and Spain
The company’s major business is divided into home comfort and technical
foam segment

The home comfort segment comprises mattresses, furniture cushions and
other such products. This segment contributes ~80% to the company’s
total revenue

The remaining 20% revenue share comes from the technical foam segment,
which is largely B2B in nature

Auto industry is the top contributor to the revenue of technical foam,
accounting for ~65% of total segment revenue

Under the mattresses segment, “Sleepwell” brand is of mid to premium
price range of products. In order to capture market share from unorganised
segment the company introduced its economy range of products under the
brand “Starlite” and “FeatherFoam” in 2017 and 2018, respectively

Apart from these, “SleepX” is the company’s online brand, which is
available on e-commerce platforms

The company has also got approvals to supply foam to Indian Railways for
Vande Bharat trains. This, coupled with a revival in the auto business, will
help drive the company’s technical foam business, going forward

In the last three years, volume growth was driven by the economy segment.
Economy segment contributes ~15% of total mattresses volume. The
management expects to clock ~15% growth in mattress volumes, going
forward, supported by new product launches, revival in real estate and
market share gains

The company also sees increased export opportunities in the US markets
post US-China trade war. SFL sees increased inquiries from some leading
players from the US under their China +1 strategy US imports mattresses
worth US$ 1.5 bn from China

The domestic mattresses is pegged at ~¥ 15,000 crore. The unorganised
segment accounts for ~60% of the overall mattress market. In the organised
segment, Sheela Foam is a major player with ~25% market share

The organised mattress market comprises coir, PU foam and spring
mattresses. The market for coir mattresses is diminishing due to rising
demand of PU mattresses. According to the management, the market for
spring mattresses is small owing to its higher price point. However, it is a
growing segment due to a shift in lifestyle of customers and growing
affluence

The company’s competitors are Kurlon, Duraflex, Century Ply and Peps
Apart from domestic operations, the company has two international
subsidiaries — Joyce Foam in Australia and Interplasp in Spain

The company has four manufacturing units in Australia and is coming up
with its fifth plant in Adelaide in FY23. The current capacity in Australia is
11,000 MTPA and the company commands 40% market share in this region
The company’s subsidiary in Spain, ‘Interplasp” mainly focuses on exports
and has a capacity of 17,000 MTPA. SFL has 1% market share in Europe
The management believes its overseas subsidiaries in Spain and Austailia
is likely to grow at a CAGR of ~5-10% supported by marke share gains and
customer additions

The company has planned a capex of ¥ 350 crore for its domestic and
overseas business. Out of this, ~% 15 crore has been used to set up a plant
in Nandigram, Gujarat. This plant will mainly manufacture mattresses for the
purpose of exports

ICICI Securities | Retail Research

ICICI Direct Research



ﬁ Management Meet Update| Sheela Foam ICICI Direct Research

e Apart from this, the company plans to utilise ~%¥ 180 crore towards setting
up a new plant in Jabalpur, Madhya Pradesh in order create curing capacity
for the company. This plant will use a patented technology named variable
pressure foaming (VPF) to manufacture various grades of foam at affordable
price points (to capture cotton based mattresses market share). The
technology helps in significant saving in the overall manufacturing cost of
PU foam products. SFL is already manufacturing PU foam products in
Austraila and Spain through this technology

e SFL is also starting a new plant in Australia, which will be used to increase
the capacity and gain market share, ~% 50 crore in capex will be incurred
for this purpose

e In Spain, the company is incurring capex of ~X 50 crore to increase capacity
by ~30% from 17,000 MTPA to ~22,500 MTPA

e Apart from capacity expansion, the company is also open to inorganic route
of growth to increase its market share. The company aims to acquire
business on the basis of brand as opposed to capacity to achieve synergy

e Volatility in primary raw materials, TDI and Polyol have affected the margins
of the company. The company generally does not take frequent price hikes.
Prior to the pandemic, the company used to take price hikes once in a year.
However, due to inflation in raw material prices, the company has taken
three price hikes in FY22

e The management believes stabilisation in raw material prices, going
forward, would have a positive impact on the company’s gross margin.
Gross margin is expected to be above 45% and the company expects to
maintain double digit EBITDA margin

ICICI Securities | Retail Research 3



” Management Meet Update| Sheela Foam

ICICI Direct Research

Exhibit 1: Segment wise revenue share in FY21 Exhibit 2: Segment wise revenue share in FY22
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Source: Company, ICICI Direct Research
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Source: Company, ICICI Direct Research

Exhibit 5: PAT & PAT margin movement
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Exhibit 4: EBITDA & EBIT
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Exhibit 6: Return ratios
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Exhibit 7: Marquee clients
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Exhibit 8: Brand portfolio
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Financial Summary (Consolidated)
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Exhibit 11: Profit and loss statement % crore [ Exhibit 12: Cash flow statement g crore

(Year-end March) FY19 FY20 FY21 FY22
Revenue 2,1415 2,173.6 2,435.4 2,981.8
Growth (%) 1.5 12.0 22.4
Raw material expense 1,205.3 1,104.6 1,379.3 1,842.3
Employee expenses 171.3 220.4 231.7 257.7
Advertisement expenses 88.5 69.4 52.2 70.4
Other expenses 459.3 478.8 409.8 496.5
Total Operating Exp 1,930.4 1,873.2 2,073.0 2,666.9
EBITDA 211.0 300.4 362.3 314.9
Growth (%) 42.4 20.6 -13.1
Depreciation 39.5 59.0 729 80.8
Interest 9.6 13.0 17.7 17.0
Other Income 21.6 40.0 52.1 79.2
PBT 189.4 268.4 323.8 296.4
Total Tax 55.7 62.1 83.7 71.6
PAT 133.8 193.4 231.7 211.3
Growth (%) 44.6 229 8.6
EPS (%) 21.4 39.7 48.7 44.5
Source: Company, ICICI Direct Research

Exhibit 13: Balance sheet < crore
(Year-end March) FY19 FY20 FY21 FY22
Liabilities

Equity Capital 24.4 24.4 24.4 244
Reserve and Surplus 705.7 895.4 1,159.9 1,368.2
Total Shareholders funds 730.1 919.7 1,184.3 1,392.6
Total Debt 28.2 193.1 205.6 331.8
Other non current liabilities 69.7 13.1 104.5 50.6
Total Liabilities 834.5 1,309.9 1,620.8 1,896.0
Assets

Gross Block 438.6 673.2 1114 915.2
Less: Acc Depreciation 99.0 206.7 259.5 340.3
Total Fixed Assets 340.4 484.5 462.5 694.8
Investments 268.4 219.6 107.0 89.4
Inventory 187.1 226.9 315.3 314.5
Debtors 152.2 215.8 302.2 285.0
Loans and Advances 3.0 8.2 8.3 5.6
Other Current Assets 51.5 444 49.7 85.8
Cash 20.3 44.6 58.1 4.0
Total Current Assets 420.2 539.8 7335 731.9
Creditors 143.2 153.4 229.6 301.3
Provisions 20.8 21.5 21.2 29.9
Other current liabilities 163.3 166.4 204.3 145.2
Total Current Liabilities 321.3 3413 455.1 476.4
Net Current Assets 92.9 198.5 278.4 255.5
Other Non Current 11.6 99.4 149.6 19.3
Total Assets 834.5 1,309.9 1,620.8 1,896.0

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

(Year-end March)

Profit after Tax

Add: Depreciation

Add:Interest Paid

(Inc)/dec in Current Assets
Inc/(dec) in CL and Provisions
Others

CF from operating activities
(Inc)/dec in Investments
(Inc)/dec in Fixed Assets
Others

CF from investing activities
Issue/(Buy back) of Equity
Inc/(dec) in loan funds

Dividend paid & dividend tax
Others

CF from financing activities
Net Cash flow

Opening Cash

Closing Cash

FY19 FY20 FYa21 FY22
133.8 1934 231.1 2113
39.5 59.0 72.9 80.8
9.6 13.0 17.7 17.0
-23.9 -95.4 -180.2 -15.5
-26.0 14.0 1137 21.3
0.0 0.0 0.0 0.0
133.0 184.1 261.8 320.9
-14.3 42.2 -289.2 -224.9
1.3 -203.2 -50.9 -313.0
-190.0 -141.0 70.2 93.8
-253.0 -308.0 -269.9 -444.1
0.0 0.0 0.0 0.0
-1.4 164.9 125 132.1
0.0 0.0 0.0 0.0
-10.5 -16.8 9.1 -26.0
-18.0 148.2 21.6 106.1
-131.9 243 135 171
158.2 20.3 44.6 58.1
20.3 44.6 58.1 41.0

Source: Company, ICICI Direct Research

Exhibit 14: Key ratios

(Year-end March) FY19 FY20 FY21 FY22
Per share data (%)
EPS 21.4 39.7 48.7 445
Cash EPS 35.5 51.8 63.7 61.1
BV 149.7 188.5 242.8 285.5
DPS 0.0 0.0 0.0 0.0
Operating Ratios (%)
EBITDA Margin 9.9 13.8 14.9 10.6
PAT Margin 6.2 9.3 9.8 1.3
Asset Turnover 2.6 1.9 1.7 1.7
Inventory Days 31.9 38.1 47.3 38.5
Debtor Days 25.9 36.2 45.3 34.9
Creditor Days 24.4 25.8 344 36.9
Return Ratios (%)
RoE 18.3 22.0 20.1 15.6
RoCE 23.9 24.7 24.3 18.0
RolC 30.0 324 26.2 16.4
Valuation Ratios (x)
P/E 94.5 65.3 53.1 58.1
EV/EBITDA 58.6 41.8 35.0 40.8
EV/Net Sales 5.8 5.8 5.2 4.3
Market Cap / Sales 5.9 5.8 5.2 4.2
Price to Book Value 17.3 13.7 10.7 9.1
Solvency Ratios
Debt / Equity 0.0 0.2 0.2 0.2
Current Ratio 1.5 1.7 1.8 1.7
Quick Ratio 0.7 0.9 0.9 0.9
Source: Company, ICICI Direct Research

6



ﬂ Management Meet Update| Sheela Foam ICICI Direct Research

RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined as
the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
a 1 |
| ICICI direct.com| | ‘- ] ‘
Ih,lilml/vll’o'::)ul Fingertips : B HOB( ER ‘ ;
ICICI Securities Ltd. 7S STARMINE § 1
i E:-;‘a‘\.sm-,-.‘a«a 2012 L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Sanjay Manyal, MBA (Finance) and Hitesh Taunk, MBA (Finance) Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the
specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are g lly prohibited from maintaining a financial

interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. 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 of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall 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. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities 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.
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