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May 19, 2023

Weak demand mars performance...

About the stock: Sheela Foam (SFL) is the market leader in the domestic
mattresses industry with a value market share of ~35% in the organised segment.
The company’s “Sleepwell” is one of the leading brands in the domestic mattress
industry. Apart from India (contributes ~71% to topline), SFL also manufactures

Sheela Group

Polyutherene/technical foams in Australia & Spain with revenue contribution of Py S
15%,14%, respectively. Market Capitalization (% Crore) 10,282.8
e Revenue, earnings grew at CAGR of 8%, 9%, respectively, in FY18-23 Total Debt (FY23) [ Crore) 461.6

Cash and Inv (FY23) (% Crore) 864.4

e  Cash surplus b/s with average three-years RoE, RoCE of 16%, 19%, respectively EV ( Crore) 9,886.1

52 week HAL (%) 1744/906

Q4FY23 Results: Subdued demand impacts revenue growth. Equity capital (% Crore) 48.8
Face value (%) 5.0

e Q4 revenues largely remained flat YoY at ~% 729 crore, dragged down by

~10% YoY drop in the home care segment amid weak demand conditions Shareholding pattern

e Gross margin was up 545 bps YoY led by easing raw material prices. (in%)  Mar-22 Jun-22 Sep-22 Dec-22 Mar-23
Improvement in gross margin aided improvement in EBITDA margin by 87 Promoter 730 730 730 730 730
bps YoY to 10.6%. However, increased fixed costs restricted the expansion il 25 31 32 39 33
e PAT declined 9% YoY to ~% 49 crore tracking lower topline and higher tax ol B4 08§ 121 14 23
expense (up ~37% YoY) Others 12 1 14 15
What should investors do? SFL's share price has grown ~1.6x in the last five years m
(¥ 650/share in May 2018 to ¥ 1054/share in February 2023). 2500 20000
e We maintain our BUY rating on the stock Tzzz 15000
10000
Target Price and Valuation: We value SFL at 38x P/E FY25E EPS with a revised 1000 -
target price of T 1280 5“0’ ] T i
Key triggers for future price performance: TE3ITIaTEIiiiig
Sheela Foam Nifty-50

e The modern mattresses industry is pegged at ~% 17,500 crore. It is likely to
grow at 12% CAGR in FY22-26E. Organised players are likely to gain market
share through new product launches and strong balance sheet condition

e Plans to expand its distribution channel by 20% YoY in FY24E

e The new plantin Jabalpur to start from Q2FY24E. The plant will manufacture
affordable mattresses and cater to export demand

e SFL has clocked revenue of ¥ 60 crore on account of order received from
Indian Railways for Vande Bharat trains and continues to supply to railways.
This will support the company's technical foam business, going forward,
along with a recovery in the auto industry

o Key Risk: (i) Demand slowdown
(i) Volatile raw material costs

Hitesh Taunk
hitesh.taunk@icicisecurities.com
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Alternate Stock Idea: We like Supreme Industries in our coverage. _ _
Ashwi Bhansali

e Supreme is market leader in the plastic piping segment with ~15% market ashwi.bhansali@icicisecurities.com
share. Robust b/s with average RoE, RoCE of 23%, 26%, respectively
e BUY with a target price of ¥ 3200

Key Financial Summary

5 Year CAGR 2 Year CAGR
(X crore) FY20 FY21 FY22 FY23 FY18-23 FY24E FY25E FY23-25F
Net Sales 2173.6 2435.4 2865.6 2873.3 8% 3230.1 3693.5 13%
EBITDA 300.4 362.3 314.9 297.3 7% 388.2 465.4 25%
EBITDA Margin (%) 13.8 14.9 11.0 10.3 12.0 12.6
Net Profit 193.4 231.7 2113 201.2 9% 266.1 328.2 28%
EPS (%) 19.8 24.4 223 20.6 21.3 33.6
P/E (x) 53.2 43.3 47.3 51.1 38.6 31.3
RoE (%) 22.0 20.1 15.6 12.6 14.1 19.1
RoCE (%) 24.7 24.3 17.9 14.1 16.1 21.4

Source: Company, ICICI Direct Research
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Key takeaways of recent quarter & conference call highlights

Q4FY23 Results: Weak topline growth across segments impacts Q4
performance

Consolidated revenue declined marginally by 1% YoY to ¥ 729 crore,
dragged by a slowdown in volume offtake (down ~11% YoY) affected by a
slowdown in demand. The company’s home care segment (largely
domestic) revenue declined ~10% YoY dragged by branded mattresses
and comfort foam segment amid lower discretionary spend. Technical foam
segment reported revenue growth of ~5% YoY led by steady demand from
automotive OEMs. On the international front, Joyce Foam’s (Australia)
revenue declined 3.5% YoY due to lower volume offtake amid high inflation.
On a favourable base, Interplasp (Spain) reported revenue growth of ~17%
YoY

Gross margin increased 545 bps YoY, supported by lower raw material
prices. Price of key raw material, TDI declined 5% QoQ. The EBITDA margin
improved by 87 bps YoY to 10.6% on account of an improvement in gross
margin. However, higher fixed costs on account of capacity expansion
restricted the overall EBITDA margin expansion

PAT declined ~9% YoY to X 49 crore, mainly due to lower sales and higher
tax expense (up ~37% YoY)

Q4FY23 Earnings Conference Call highlights

Market share

o

o

SFL’'s market share in the organised mattress market has improved from
~20-25% in FY22 to ~30-35% in FY23

The European market has declined by ~25%. However, Interplasp (Spain)
has only declined by ~8% indicating market share gains

Demand Outlook

o

According to the management, demand for mattresses has been lower as
consumers are postponing their purchases and the company’s outlets are
facing lower footfalls

In order to increase the volume offtake, SFL plans to undertake channel
expansion measures. Earlier, the company used to increase its distribution
network by 8-10% in a year. However, SFL has now planned to increase the
network by ~20%. The company plans to open 800-1000 outlets in the next
three months for Sleepwell in markets where the company is not present
currently

According to the management, demand from the automotive industry is
robust thereby boosting demand for technical foam

The management expects double digit growth in India, high single digit
growth for Joyce Foam (Australia) and low single digit growth for Interplasp,
Spain

Exports are currently clocking sales of ¥ 1.5 crore per month. According to
the management, export markets are soft currently but are growing steadily.
The company expects 12-13% growth in exports in FY24

On account of order received by Indian Railways, the company clocked
revenue of X 60 crore in FY23

The company is witnessing good traction from railways and is in the process
of developing a new product for it

Sales derived from online business will be ~8-9% of overall mattress
revenue in FY24

Margins:

o

Cooling off of TDI and Polyol prices has resulted in better gross margins.
The management expects gross margins to improve on account of steady
raw material prices

The management expects 100 bps YoY improvement in EBITDA margin in
FY24

ICICI Securities | Retail Research
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o The company’s ad spend is expected to be at ~5-6% of overall revenue

Expansion Plans:

o The company’s capacity expansions across India, Australia and Spain are
likely to be completed by Q2FY24. As a result, the management expects
better growth in H2FY24

o SFL's Jabalpur plant is in its final stages of completion and ready to be
launched. The management expects revenue contribution from the plant to
begin from Q3FY24

o The company is in talks for inorganic growth opportunities, which are likely
to be finalised

ICICI Securities | Retail Research 3
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Exhibit 1: Peer comparison

Mcap Revenue EBITDA margin PAT RoCE RoE PE
Company Tor|FY22  FY23  FY24E FY2SE|FY22 FY23 FY24E FY25E |FY22 Y23 FY24EFV25EFY22 FY23 FY24EFY250FY22 FY23 FY24EFY25RFY22 FY23 FY24E FY25E
Asian Pants 205,468 29101 34489 30344 44501 17 18 19 193085 4195 4975 5430 27 31 33 | 23 26 27 25 9% 0 59 54
Berger Paints 60324 8762 10568 11990 13515| 15 14 15 16| 633 60 1093 1289 23 2 2 29| 2 19 4 2w 12 W K5 4
Kansai Nero 2002 6369 7543 8308 9384 10 1 12 12| 343 468 575 6871 12 14 17 19 & 10 13 14 e 4 B %@
Pidite Ind 129,946 9921 11799 13319 15078 19 17 20  20{1207 1289 1755 20%0| 2 2 2 2| 18 18 2 218 W0 W 2
Sheela Foam 10283 2666 2873 3230 3693 11 10 12 13| 217 201 266 32| 18 14 16 2| 6 13 14 19 47 53 3

Source: Bloomberg, ICICI Direct Research

We believe Sheela Foam reported a weak performance in Q4FY23. The company
witnessed subdued demand amid lower discretionary spend by consumers. On the
international front, while the company has gained market share in Spain, volume
offtake from Interplasp remains muted due to geo-political tensions in Europe.
Further, the demand situation in Australia also remained weak due to higher inflation.
Going forward, the company plans to increase its advertising expenditure in order to
gain market share. We believe this would also support the volume offtake. In
addition, SFL’s Jabalpur plant where the company plans to manufacture affordable
mattresses and mattresses for exports, is in its final stage of completion and is likely
to start contributing to revenue from Q3FY24E. Going forward, the management
expects improvement in demand from H2FY24E supported by capacity additions and
distribution channel expansion (plans to expand network by 20% in FY24E). The
management has guided for double digit growth in its India business in FY24E. We
model revenue CAGR of 13% over FY23-25E supported by recovery in demand for
mattresses and channel expansion.

On the margin front, EBITDA margin recovery in Q4FY23 was aided by lower raw
material prices. Going forward, steady raw material prices coupled with better
operating leverage is likely to result in improvement in EBITDA margin. However,
higher ad spends would limit the margin expansion. Hence, we revise our EBITDA
margin estimates upwards by 42 bps and 10 bps YoY to 12% and 12.6% for FY24E
and FY25E, respectively. We like SFL for its leadership position, strong brand, its
pan-India reach (through 7850+ MBOs, 5400+ EBOs) and focus on launching new
products to capture market share from the unorganised industry (~60% of total
industry). We believe the company’s plan to expand its domestic and overseas
capacity and launch of low-priced products will help gain market share from the
unorganised market in coming vyears. Further, despite multiple operational
headwinds, the balance sheet of the company remained strong. We maintain our
positive stance on the stock with a revised target price ¥ 1280/share (valuing the
stock at 38x FY25E EPS).

ICICI Securities | Retail Research 4
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Exhibit 2: Variance Analysis

Q4FY23 Q4FY23E Q4FY22 YoY (%) Q3FY23 20Q (%) Comments

Revenue 729.0 848.9 736.8 1.0 760.9 42 Continued lower derTland for home care products has resulted in flat
revenue on YoY basis

Other Income 17.4 17.8 15.8 10.4 28.2 -38.2

. Change in product mix and easing raw material prices led to increase
Raw Material E 442.2 485.9  487.0 -9.2 4793 -1.8
aw Wiatenal £xp in gross margin up by 545 bps YoY (234 bps QoQ)

Employee Exp 73.0 70.5 62.3 17.2 69.6 4.9

Other expenditure 119.7 168.3 99.8 20.0 119.5 0.2

EBITDA 77.4 103.0 71.9 7.8 75.7 2.2

. Benefit of better gross margins in Q4 was partially offset by higher
EBITDA M % 10.6 12.1 9.8 87b 10.0 67b
argin (%) ps ps fixed costs, resulting in limited EBITDA margin expansion in Q4

Depreciation 26.1 23.2 23.7 9.9 22.4 16.4

Interest 6.0 6.0 2.1 179.3 4.9 22.4

Excp item

PBT 62.8 91.7 61.8 1.7 76.6 -18.0

Tax 17.0 211 12.5 36.5 15.5 9.9

PAT 44.8 70.0 49.2 -9.0 60.5 -26.0 Flattish sales and higher tax outgo resulted in lower PAT in Q4

Key Metrics
Comfort foam and furniture segment revenue declined ~19% and

Home care segment 382.4 494.1 424.6 -9.9 4215 -10.5  ~11% YoY, respectively. The mattresses revenues were flat YoY
amid lower discretionary spends

Technical Foam segmel 137.7 147.6 131.1 5.1 143.5 -4.0 Revenue growth led by recovery in automotive demand

Joyce (Australia) 106.6 116.0 110.5 -3.5 121.9 -12.6  Change in mix and lower discretionary spends impacted overall sales

Interplasp (Spain) 102.2 91.2 87.4 16.9 100.6 1.6  Topline growth came in at favourable base and market share gains

Source: Company, ICICI Direct Research

Exhibit 3: Change in estimates

(% Crore) FY24E FY25E Comments
old New % Chg old New % Chg

We cut our revenue estimates factoring in slow demand
recovery in domestic and overseas business. We model

Revenue 34920 32301 (7.3) 3,9%.8 3693.5 (7.8) revenue CAGR of 13% over FY23-25E supported by revival
in demand across home care product segments

EBITDA 405.3 388.2 (4.2) 498.5 465.4 (6.6)
We build in EBITDA margin improvement from FY24E

EBITDA Margin % 11.6 12.0 42bps 12.5 12.6 10bps onwards supported by easing raw material prices and
positive operating leverage

PAT 283.3 266.1 (6.1) 353.5 328.2 (7.1)

EPS () 29.0 27.3 (6.0) 36.2 33.6 (7.1)

Source: ICICI Direct Research

Exhibit 4: Assumptions

Current Earlier Comments
(%) FY20 FY21 FY22 FY23E EYM EY25 =Y24E -Y25E
We model home care segment revenue CAGR of 15% over FY23-25E

Home care segment -1.5 -44 188 -7.9 13.0 16.7 9.7
g supported by mattresses segment revenue CAGR of 16%

. 0/ .

Technical Foam 105 03 330 211 204 91 221 18.3 We model segment revenue.CAGR of .15A) over FY23-25E supported by
segment strong demand from automotive and railways

Joyce (Australia) -3.7  30.9 3.9 2.0 4.4 8.9 99 8.9 We model moderate revenue CAGR of 7% for Joyce Australia

Interplasp (Spain) NM NM 28.0 -81 148 183 13.8 20.8 We believe demand recovery and pick up in export will drive segment

Source: ICICI Direct Research

[$)]
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Financial story in charts
Exhibit 5: Revenue growth trend
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Financial Summary

ICICI Direct Research

(Year-end March) FY22  FY23  Fy24E  Fyzsg  (Year-end March) L R g E K2 OF
Profit after Tax 217.3 201.2 266.1 328.2
G“:)‘\’;’;“&) 2'86157'.3 2'8730'2 3'23102'.14 3'69134'2 Add: Depreciation 80.8 89.6 96.9  103.4
. Add:Interest Paid 17.0 211 18.2 17.2
Raw material expense 1,877.0 1,786.8 1,887.4 2,137.0 (Inc)/dec in Current Assets 19.4 247 86.1 999
Employes expenses 2555 219.2 302.8 3212 /(dec) in CL and Provisions 43 532 841 85.6
Advertisement expenses 70.4 70.4 134.6 94.6 Others 0.0 0.0 0.0 0.0
Other expen.ses 341.8 439.7 o171 6753 CF from operating activities 338.8 340.3 379.2 434.6
Total Operating Exp 25506 25780  2BMB 32281  inchidec ininvestments 2249 4752 1500 1200
::TVT:hA(%) 3114351 2975:; 38380'2 46]55;; (Inc)/dec in Fixed Assets -313.0 -219.9 -170.0 -150.0
— Others 76.0 -709.6 10.2 112.5
Depreciation 808 89.6 %.9 1034 GF from investing activities 4619 4543 3098 825
Interest 17.0 211 18.2 172 | sue/(Buy back) of Equity 0.0 24.4 0.0 0.0
Other Income 792 86.5 86.7 993 \ng/(dec) inloan funds 1321 1299 250 250
PBT 2964 2131 359.8 4441 Dividend paid 0.0 0.0 -253.7 -253.7
Total Tax 71.6 70.0 91.1 113.0 Others 26.0 388 256.5 2611
PAT 211.3 201.2 266.1 328.2 CF from financing activities 106.1 115.5 22.1 539.7
E:;‘”(’:; %) 2'28: 2:': 2372'33 3233': Net Cash flow 17.0 15 4712 226
Source: Company, 161Gl Direct Foseareh : : > Opening Cash 58.1 411 426 89.8
Closing Cash 411 42.6 89.8 67.2
Source: Company, ICICI Direct Research
Exhibit 10: Balance Sheet % crore
(Year-end March) FY22 FY23 FY24E FY25E (Year-end March) FY22 FY23 FY24E FY25E
Liabilities Per share data ()
Equity Capital 24.4 48.8 48.8 48.8 EPS 223 20.6 21.3 33.6
Reserve and Surplus 1,368.2 1,551.6 1,838.7 1,669.4 Cash EPS 30.6 29.8 37.2 44.2
Total Shareholders funds 1,392.6 1,600.4 1,887.5 1,718.2 BV 142.7 164.0 193.5 176.1
Total Debt 337.8 467.6 442.6 417.6 DPS 0.0 0.0 26.0 26.0
Other non current liabilities 50.6 26.1 29.4 33.5 Operating Ratios (%)
Total Liabilities 1,903.8 2,198.2 2,4771 2,303.9 EBITDA Margin 11.0 10.3 12.0 12.6
Assets PAT Margin 1.6 7.0 8.2 8.9
Gross Block 915.1 967.4 1,137.4 1,287.4 Asset Turnover 1.6 1.4 1.4 1.7
Less: Acc Depreciation 340.3 429.9 526.8 630.2 Inventory Days 40.1 42.1 42.1 421
Total Fixed Assets 694.7 825.0 898.1 944.7 Debtor Days 34.3 35.8 36.0 35.0
Investments 89.4 712.0 712.0 612.0 Creditor Days 36.4 33.0 35.0 35.0
Inventory 3145 331.3 3725 425.9 Return Ratios (%)
Debtors 269.4 282.0 318.6 354.2 RoE 15.6 12.6 14.1 19.1
Loans and Advances 5.7 2.6 2.9 3.4 RoCE 17.9 14.1 16.1 21.4
Other Current Assets 66.6 64.8 72.9 83.3 RolC 16.6 22.4 25.0 32.2
Cash 41.1 42.6 89.8 67.2 Valuation Ratios (x)
Total Current Assets 697.2 7233 856.6 933.9 P/E 47.3 51.1 38.6 31.3
Creditors 285.4 259.4 309.7 354.2 EV/EBITDA 33.3 33.6 25.6 21.5
Provisions 29.9 33.6 40.1 45.8 EV / Net Sales 3.7 3.5 3.1 2.7
Other current liabilities 144.1 219.6 246.9 282.3 Market Cap / Sales 3.6 3.6 3.2 2.8
Total Current Liabilities 459.4 512.6 596.7 682.3 Price to Book Value 1.4 6.4 5.4 6.0
Net Current Assets 2317.8 210.8 259.9 251.6 Solvency Ratios
Other Non Current 44.9 66.7 73.3 81.8 Debt / Equity 0.2 0.3 0.2 0.2
Total Assets 1,903.8 2,198.2 2,4771 2,303.9 Current Ratio 1.6 1.7 1.6 1.6
Source: Company, ICICI Direct Research Quick Ratio 0.8 0.9 0.8 0.8
Source: Company, ICICI Direct Research
ICICI Securities | Retail Research 7
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Exhibit 12: ICICI Direct Consumer Discretionary universe

Sector/Company  CMP (3) TPR) Rating M Cap EPS (%) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)

(¥ Cr) FY22 FY23E FY24EFY25E FY22 FY23EFY24EFY25E FY22 FY23EFY24EFY25E FY22 FY23E FY24E FY25E FY22 FY23E FY24E FY25E
Asian Paints (ASIPAI) 3081 3425 Hold 295468 322 437 519 566 958 704 594 544 609 467 386 340 271 308 327 308 230 265 273 248
Berger Paints (BERPAI) 621 670 Hod 60324 86 89 113 133 724 701 552 468 455 409 331 288 233 222 272 287 212 191 237 243
Kansai Nerolac (KANNER) 409 440 Hold 22,042 64 87 107 127 642 471 383 321 338 268 224 189 117 140 174 190 83 103 130 141
Pidilite Industries (PIDIND) 2559 2535 Hold 129946 238 254 346 412 1077 1008 740 622 701 651 493 418 217 215 253 269 184 179 209 221
Sheela Foam (SHEFOA) 1,054 1280 Buy 10,283 223 206 27.3 336 473 511 386 31.3 333 336 256 215 179 141 161 214 156 126 141 191
Bajai Electricals (BAJELE) 1176 1275  Hold 13,506 10.8 195 31.1 368 1086 604 378 320 536 369 266 226 135 202 246 243 78 135 182 181
Crompton Greaves(CROGR) 253 335 Hold 15858 92 73 90 113 274 348 282 224 207 219 182 151 162 143 176 214 240 185 205 226
Havells India (HAVIND) 1,261 1425  Buy 78976 191 172 249 294 661 735 507 429 437 48.1 346 292 237 206 269 298 200 163 219 242
Polycab India (POLI) 3422 3780 Hod 51139 614 858 935 1083 558 39.9 366 316 396 266 239 204 202 257 255 255 156 193 190 190
Symphony (SYMLIM) 878 1,085 Hod 6142 173 227 284 362 508 387 309 243 37.0 325 254 197 159 21.0 250 284 144 212 242 267
V-Guard Ind (VGUARD) 253 310 Buy 10836 53 46 67 89 474 551 376 286 319 348 218 180 212 160 220 235 162 140 170 187
Voltas Ltd (VOLTAS) 795 870 Hold 26,293 153 41 200 255 520 193.0 398 31.1 37.6 452 297 235 140 114 176 198 92 45 133 151

Amber Enterprises (AMBEN) 2112 2430 Hod 7,116 330 486 640 834 639 435 330 239 271 184 158 127 68 93 121 142 64 86 107 129
Dixon Technologies (DIXTEC) 3028 3055 Hod 17971 321 404 681 885 944 749 445 342 478 375 252 197 177 220 219 291 191 246 317 310

Supreme Indus (SUPIND) 2798 3200 By 35542 762 681 832 986 367 411 336 284 282 290 239 198 259 212 261 275 252 197 235 244
Astral Ltd (ASTPOL) 1,654 1,780  Hold 44493 182 17.1 263 321 907 96.8 655 51.5 582 542 414 330 267 213 262 287 211 170 219 238
EPL (ESSPRO) 189 182 Hod 5972 70 65 84 119 270 292 224 158 112 108 89 7.3 126 129 171 205 121 115 147 192
Time Techno (TIMTEC) 82 95 Hod 1,854 85 104 130 152 96 79 63 54 51 44 39 34 113 130 145154 93 109 124 130

Moldtek Packaging (MOLPLA) 947 1,110 Hold 3141 204 242 291 370 465 391 326 256 263 235 19.1 151 186 170 186 213 139 144 151 165
Source: Bloomberg, ICICI Direct Research

ICICI Securities | Retail Research 8



ﬂ Result 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%
ﬁlclcn irect.com| N 1
Investaven uo Your Fingertips BH{JE{EE—‘ ‘
ICICI Securities Ltd. 7S STARMINE j
eCUf . @:m stAwerd2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,
Third floor, Brillanto House,
Road No 13, MIDC,
Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION
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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)
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broker. Registered Office Address: ICICI Venture House, Appasaheb Marathe Marg, Prabhadevi, Mumbai - 400 025. CIN: L67120MH1995PLC086241, Tel: (91 22) 6807 7100. ICICI Securities is a subsidiary of ICICI Bank which is
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respect of which are available on www.icicibank.com.

Investments in securities market are subject to market risks. Read all the related documents carefully before investing.
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