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Sheela Foam BUY
Maintain

Robust recovery; long-term growth tailwind

intact Rs2,037

SFL’s 3Q revenue grew 26%, a significant beat. We like (1) continued growth in
branded mattress (+18%) and recovery in foam cores (+23%) and technical foam
(+33%) in India, and (2) acceleration in growth in Australia and Spain subsidiaries
(+35% and +100% respectively) — the best since IPO. Long-term growth
opportunities are DCF-accretive and importantly embellish the narrative as well -
(a) benefit from China+ strategy of buyers in US, Europe (grow exports from Spain
and India — expect exports to cross Rs1bn in FY22), (b) opportunity in furniture
cushioning and manufacturing (under SleepX brand), (c) sustained acceleration in
India business growth (competitive edge through EBO network) and consumers
realizing importance of good quality mattress. Price hikes in branded mattress
and effective cost controls are likely to mitigate pressure from rising input costs.
Maintain BUY.

» Strong broad based performance: Consolidated revenue / EBITDA / PAT grew
26% /| 53% [/ 55%. This performance was broad based — branded mattresses
(revenue +18%, volume +16%), foam core (+23%) and technical foam (+33%).
However, furniture foam grew just 2% and home comfort recovered sequentially
(+54%) but declined 26% YoY. Australia business revenue grew 35% YoY. Revenue
from recently acquired Spain business doubled. Performance in B2C business was
driven by some pent-up demand, change in consumer behavior towards better
mattresses and industry formalization. The B2B business growth was driven by good
traction in the auto sector.

» Margin expansion despite steep input cost inflation: Comparable gross margin
declined 550bps to 43.5% due to input cost headwinds (TDI at Rs211/kg was up
64% YoY; Polyol at Rs216/kg was up 116% YoY). However, EBITDA margin
expanded 310bps YoY to 17.4% driven by lower ad-spends, operating leverage and
cost savings — lower employee costs (-110bps) and other expenses (-750bps).
Australia and Spain business have EBITDA margins of 17.4% (+400bps YoY) and
18% (-200bps) respectively. We note that input costs have eased in Jan’21 — TDI at
~Rs170/kg and Polyol at ~Rs200/kg.

» Valuation and risks: We increase our FY22E earnings estimates by 8%; modelling
revenue / EBITDA / PAT CAGR of 17% / 21% / 26% over FY20-23E. Maintain BUY
with a DCF-based revised target price of Rs2,500 (was 2,300). At our target price,
the stock will trade at 30x P/E multiple Mar-23E. Key downside risks are (1) adverse
movement in prices of key inputs — TDI and polyol and (2) increase in competitive
intensity from global players or Indian e-commerce.

Market Cap Rs99bn/US$1.4bn  Year to March FY20 FY21E FY22E FY23E
Reuters/Bloomberg SHVF.BO/SFLIN  Net Revenue (Rs mn) 21,736 23,755 31,100 34,980
Shares Outstanding (mn) 48.8  Net Profit (Rs mn) 2,063 2,485 3,243 4,114
52-week Range (Rs) 2344/1101  Dil. EPS (Rs) 423 50.9 66.5 84.3
Free Float (%) 27.0 % Chg YoY 54.2 20.5 30.5 26.8
Fll (%) 1.7  PIE(x) 48.2 40.0 30.6 24.2
Daily Volume (US$'000) 868 CEPS (Rs) 54.4 66.3 83.7 103.6
Absolute Return 3m (%) 61.3 EV/EBITDA (x) 32.0 25.3 21.2 17.9
Absolute Return 12m (%) 31.9  Dividend Yield (%) 0.0 0.0 0.1 0.1
Sensex Return 3m (%) 24.7  RoCE (%) 241 22.7 23.2 23.0
Sensex Return 12m (%) 256 RoE (%) 24.9 23.6 243 243

Please refer to important disclosures at the end of this report
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Table 1: Q3FY21 results review

(Rs mn)
Q3FY21 Q3FY20 YoY (%) Q2FY21 QoQ (%) 9IMFY21 9MFY20 YoY (%)
Net Revenue 8,259 6,580 26 6,078 36 17,027 16,695 2
COGS (4,664) (3,356) 39 (3,108) 50 (9,206) (8,505) 8
Gross profit 3,595 3,224 12 2,971 21 7,821 8,191 (5)
Staff cost (645) (586) 10 (583) 11 (1,681) (1,693) (1)
Other opex (1,511) (1,699) (11) (1,323) 14 (3,358) (4,232) (21)
Total opex (2,156) (2,285) (6) (1,907) 13 (5,039) (5,925) (15)
EBITDA 1,439 939 53 1,064 35 2,782 2,266 23
Other income 157 72 120 93 69 358 278 29
Finance Cost (47) (30) 58 (43) 10 (131) (77) 70
D&A (199) (122) 63 (174) 14 (544) (321) 70
PBT 1,351 859 57 941 44 2,465 2,147 15
Tax (349) (212) 65 (242) 44 (647) (525) 23
Recurring PAT 1,001 647 55 698 43 1,818 1,622 12
EPS 20.5 13.3 55 14.3 43 37.3 33.2 12
Costs as a % of sales
COGS 56.5 51.0 546 bps 51.1 534 bps 54.1 50.9 312 bps
Gross margin (%) 43.5 49.0 -547 bps 48.9 -535 bps 45.9 491 -313 bps
Staff cost 7.8 8.9 -111 bps 9.6 -179 bps 9.9 10.1 -28 bps
Other opex 18.3 25.8 -752 bps 21.8 -348 bps 19.7 25.3 -563 bps
EBITDA margin (%) 17.4 14.3 315 bps 17.5 -9 bps 16.3 13.6 276 bps
Income tax rate (%) 25.9 24.7 117 bps 25.7 10 bps 26.3 245 180 bps
Source: Company data, I-Sec research
Table 2: Q3FY21 segment results review
(Rs mn)
Q3FY21 Q3FY20 YoY (%) Q2FY21 QoQ (%) 9IMFY21 9MFY20 YoY (%)
Segment Revenue
Mattresses 2,846 2,410 18 1,840 55 5,356 6,086 (12)
Furniture Foam 802 790 2 680 18 1,652 2,094 (21)
Foam Core 1,058 860 23 780 36 2,068 2,314 (11)
Technical Foam 1,129 850 33 810 39 2,099 2,518 17)
Home Comforts Products 200 270 (26) 130 54 370 631 (41)
Australia 1,210 897 35 1,040 16 3,069 2,550 20
Spain 1,000 500 100 820 22 2,420 500
Segment Volume (Mattress in '000 Nos., others in Tons.)
Mattresses 778 668 16 512 52 1,475 1,682 (12)
Furniture Foam 1,778 2,292 (22) 1,909 (7) 4,164 6,115 (32)
Foam Core 5,845 5,542 5 5,042 16 12,412 14,694 (16)
Technical Foam 3,412 3,034 12 2,918 17 6,913 8,985 (23)
Segment Realisation (Mattress in Rs/No., others in Rs/Kg)
Mattresses 3,658 3,608 1 3,593 2 3,631 3,618 0
Furniture Foam 451 345 31 353 28 397 342 16
Foam Core 181 155 17 154 18 167 157 6
Technical Foam 331 280 18 278 19 304 280 8

Source: Company data, I-Sec research
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Sheela Foam Q3FY21 call takeaways

o Consumer focus is on health and channel preference is changing towards e-
commerce.

e Indirect benefits to SFL from the budget: Affordable housing focus and
increased allocation to railways means more business opportunity for Sheela
Foam.

o Raw material: Fluctuating in the previous six months. Prices rose extremely high,
but are reducing now. TDI is at Rs170/kg and Polyol at Rs200/kg. Management
expects TDI to stabilize at Rs150-170 /kg levels by Feb-end. Contribution to input -
20% is Polyol and 30% is TDI; rest is spring and textile etc.

o Ecommerce: Reasonably present in e-commerce and are increasing presence.
Segment is witnessing strong growth.

e Exports: Management estimates USD600mn opportunity for exports overall. This
is primarily supplied by China as a bed in a box and buyers have been looking
beyond China now. Competing with China and the Chinese manufacturers is
tough but SFL has had many enquiries. In-fact, the company has been supplying
to them (some from Spain, some from India). There are some challenges like
shipping disruption and container availability which will go away soon. Next
financial year, management expects exports will cross Rs1bn.

o EBITDA margin: Expect 17% to become the norm and hope to grow on this level.

o Mattresses: All three geographies have been a positive surprise. Australia — no
travelling hence the consumer has greater disposable income, which led to higher
purchases in household products and also China imports got restricted
(sentimentally and even from government side). Spain — 1) Very small part of
entire EU market, 2) mattresses market growth; India — benefitting from consumer
shift from cotton to foam and from unorganized to organized market.

e Decision on entry into Australia and Spain: Each of the market entries had a
different reason. Australia — developed market, learnings, raw material suppliers
could be leveraged, Spain happened in 2019 — EU is the biggest market of PU
foam in the world, SFL needed a foothold there, Spain subsidiary has only 1%
share in EU, tech was similar between the two companies. Company is in a low
cost area of Europe and now even exports business has opened up.

e Demand improvement: B2C — Driven by - 1) pent-up demand, 2) change in
consumer behavior with consumers preferring good mattresses (when a category
becomes importance, the largest player benefits the most), 3) industry
formalization. B2B — experiencing good traction in auto where SFL has high
market share.

o ASP growth: ASP grew as SFL did not pass the entire cost to the customers and
it is also a function of product mix.

e Pricing: B2B - selling inputs to the other manufacturers in most cases, pricing is
related to the input cost but in B2C, effort is to add value and charge for this value.

e Channel: EBO is more than 5000 outlets with a combination of display format and
exclusive outlets. Sleepwell brand is only sold at exclusive outlets.
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Chart 2: Gross margin (consolidated)

Chart 1: Revenue growth (consolidated)
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Chart 4: Staff cost as a % of sales

Chart 3: EBITDA margin (consolidated)
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Chart 6: TDI price change

Chart 5: Other expenses as a % of sales
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Financial summary

Table 3: Profit & Loss statement

(Rs mn, year ending March 31)

Table 6: Cashflow statement

(Rs mn, year ending March 31)

FY20 FY21E  FY22E FY23E FY20 FY21E FY22E FY23E
Net Revenues 21,736 23,755 31,00 34,980 Operating Cash flow 2,730 2,894 3,192 3,842
Operating Expenses 18,732 19,954 26,556 29,616 Working Capital
EBITDA 3,004 3,802 4,544 5,364 Changes (1,094) 88 680 49
% margins 13.8 16.0 14.6 15.3 Capital Commitments (1,834)  (800)  (880)  (968)
Depreciation & Amortisation 590 749 839 938 Free Cash Flow (199) 2,182 2,992 2,923
Gross Interest 130 178 141 106 Cash flow from
Other Income 400 446 770 1177 Investing Activities (2,946)  (532)  (251) 103
Recurring PBT 2,684 3,321 4,334 5,497 |ssue of Share Cap|ta| 70 - - -
Less: Taxes 621 836 1,091 1,384 Inc (Dec) in Borrowings 1,686  (300)  (300)  (300)
Ir_\lestsi: Iv“nont{RIntenratStd) 1,043 2485 3243 4114 oividend pafd ) - B9 a1
etincome (Reporte ; i , s Change in Deferred
Extraordinaries (Net) (120) - - - Tax L?abimy 273 2,450 3,262 3,577
Recurring Net Income 2,063 2,485 3,243 4,114 Chag. in Cash & Bank
Source: Company data, I-Sec research bagnce 446 2,596 5,858 9,435
Source: Company data, I-Sec research
Table 4: Balance sheet
(Rs mn, year ending March 31) Table 7: Key ratios
FY20 FY21E FY22E FY23E (Year ending March 31)
Assets FY20 FY21E FY22E FY23E
Total Current Assets 7,569 10,350 14,053 18,374 Per Share Data (Rs)
of which cash & cash eqv. 446 2,596 5,858 9,435 EPS 42.3 50.9 66.5 84.3
;?:)?/:sﬁ:;:;ent Liabilities & 41151 4,870 5‘991 6,784 ngh EPS 54.4 66.3 83.7 103.6
Dividend per share (DPS) - 1.0 2.0 3.0
Net Current Assets 3,418 5480 8,062 11,589 Book Value per share (BV) ~ 190.2 2411 306.4 388.3
Investments 774 845 1,107 1,245
Net Fixed Assets 7,991 8,042 8083 8,114
Capital Work-in-Progress 180 180 180 180 Growth (%)
Goodwill 2371 2371 2371 2371 Net Sales 1.5 93 309 125
Total Assets 12,362 14,547 17,432 21,128 EBITDA 424 265 195 180
PAT 542 205 305 268
DPS - - - -
Liabilities
Borrowings 2,915 2,615 2,315 2,015 i i
Deferred Tax Liability 172 172 172 172 Valuation Ratios (x)
Minority Interest - - - - P/E 48.2 40.0 30.6 24.2
Equity Share Capital 244 244 244 244 PICEPS 374 307 243 197
Face Value per share (Rs) 5 5 5 5 P/BV 10.7 8.4 6.6 5.2
Reserves & Surplus* 9,032 11,517 14,701 18,698 EV/EBITDA 320 253 212 179
Net Worth 9,276 11,761 14,945 18,942 EV/Sales 4.4 4.0 3.1 2.7
Total Liabilities 12,362 14,547 17,432 21,128
Source: Company data, |-Sec research Operating Ratios
Raw Material / Sales (%) 508 538 527 521
Table 5: Quarterly trends Employee cost / Sales (%) 10.1 9.5 8.3 8.2
SG&A / Sales (%) 252 208 244 243
(Rs mn, year ending March 31) Other Income / PBT (%) 14.9 13.4 17.8 21.4
Mar20 Jun20 Sep20 Dec 20 Effective Tax Rate (%) 23.1 252 252 252
Net Revenues 5,041 2,690 6,078 8,259 Working Capital (days) 14.1 1.7 1.2 0.7
% growth (YoY) (5.7) (47.7) 222 255 Inventory Turnover (days) 38.1 40.0 32.0 32.0
EBITDA 739 278 1,064 1,439 Receivables (days) 362 370 300 300
Margin (%) 147 10.4 175 17.4 Payables (days) 258 300 250 250
Other income 122 108 93 157 Net D/E Ratio (x) (01)  (0.3) (04) (0.6)
Extraordinaries (Net) (120) - - -
Adjust(.ed Net profit 442 118 698 1,001 Profitability Ratio (%)
Source: Company data, I-Sec research Net Income Margins 95 105 104 118
RoACE 241 227 232 230
RoAE 249 236 243 243
Dividend Payout - 24 3.6 43
Dividend Yield - 0.0 0.1 0.1
EBITDA Margins 138 160 146 15.3

Source: Company data, I-Sec research
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as follows: Address: 10 Collyer Quay, #40-92 Ocean Financial Tower, Singapore - 049315, Tel: +65 6232 2451 and email: navneet_babbar@icicisecuritiesinc.com,
Rishi_agrawal@icicisecuritiesinc.com.

"In case of eligible investors based in Japan, charges for brokerage services on execution of transactions do not in substance constitute charge for research reports
and no charges are levied for providing research reports to such investors."

New |-Sec investment ratings (all ratings based on absolute return; All ratings and target price refers to 12-month performance horizon, unless mentioned otherwise)
BUY: >15% return; ADD: 5% to 15% return; HOLD: Negative 5% to Positive 5% return; REDUCE: Negative 5% to Negative 15% return; SELL: < negative 15% return

ANALYST CERTIFICATION

I/We, Manoj Menon, MBA, CMA; Vismaya Agarwal, CFA, BTech, PGDM; Karan Bhuwania, MBA 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. Analysts are not registered as research analysts by FINRA
and are not associated persons of the ICICI Securities Inc. 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 generally 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 businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Institutional
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
Retail 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
beneficial ownership in 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.

This report has not been prepared by ICICI Securities, Inc. However, ICICI Securities, Inc. has reviewed the report and, in so far as it includes current or historical
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.




