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Moderators:
Mr. M. P. Taparia –Managing Director, Supreme Industries LTD.

Mr. P.C. Somani – Exec. Vice President – Supreme Industries LTD.
Mr. Kashyap Pujara –Enam Securities Private Limited.
Moderator:
Ladies and gentlemen, good day and welcome to Supreme Industries Post Results Conference Call hosted by Enam Securities Private Limited. As a reminder for the duration of this conference all participants’ lines will be in the listen-only mode and there will be an opportunity for you to ask questions at the end of today’s presentation. Should you need assistance during this conference call, please signal an operator by pressing ‘*’ and then ‘0’ on your touchtone telephone. Please note that this conference is being recorded. At this time I would like to hand the conference over to Mr. Kashyap Pujara. Thank you. And over to you, sir.

Kashyap Pujara:
Good evening, everyone. Thank you for standing by and it is a pleasure to have with us the management of the Supreme Industries Limited. From the management side, we are represented by Mr. Taparia, who is the Managing Director and Mr. P.C. Somani who is the Executive Vice President. We will begin the conference call with some remarks on the results, and this will be followed by a Q&A session. I would like to hand over first to Mr. Taparia ji. Over to you, sir.

M. P. Taparia:
Thank you. Very much Mr. Pujara. I am M. P. Taparia, Managing Director, of Supreme Industries Limited. I welcome all the participants who are participating in the discussion of the audited financial results of our company for the year ended 30th June 2011.

First, I will give you the highlights. The net revenue of the company for the year under review was Rs. 2,470 crores as against Rs. 2,015 crores of the previous year. The company has processed 224,673 tonnes of polymer as against 191,704 tonnes of polymer in the previous year, witnessing a growth of 17.2%  in polymer processing. Net profit before interest, depreciation and taxes during the year under review have gone up by 19.47% to Rs. 362 crores from Rs. 303 crores in the previous year. The consolidated net profit after tax has gone up to Rs. 196 crores as against Rs. 156 crores in the previous year. The consolidated earnings per share during the year under review has gone up to Rs. 15.42 as against Rs. 12.28 on equity face value of Rs. 2 per share.

The growth in the products segment of the company has been as under. Plastic Piping system business grew by 16%  in volume and 24% in value terms. Packaging product segment grew by 23% in volume and 27% in value terms. Industrial products segment grew by 17% in volume and 29% in value terms. Consumer products segment grew by 24% in value and 11% in volume terms. The return on capital employed during the year is 39.80% as against 38.10%. The return on net worth pre tax is 60.70% as against 66.40%.

The overall sales in the value-added products have gone up to 29.3% of the total sales as against 25.50% in the last year. The company has incurred capital expenditure of Rs. 258 crores during the year for augmenting the capacity, range of products in the various product segment apart from putting up a new manufacturing facility at Sriperumbudur  near Chennai for industrial components. 

The significant event in the last year is as under. One, agreement with our technical collaborator of cross laminated film has been extended up to the year 2025 with exclusive right to manufacture and sell cross laminated film product apart from SAARC countries to Southeast Asia and whole of Africa.

Next, opening of knowledge center in Gadegaon,  makes company  unique in terms of product display, product application laboratory and Plumber Training Center for our Plastic Piping division. The company has  bagged an order to manufacture and supply  parts for complete plastic body for washing machine Radiance from Whirlpool. Production  of Tata’s Swach, water purifier, now also extended  to Noida, that is in Northern India, Durgapur in Eastern India and Gadegaon Plant in Western India.

The company has signed technical  tie-up agreement with  Industrie Polieco of Italy for sewerage systems. The company has forayed into composites and is at an advanced stage to put a manufacturing facility for composite cylinders in Halol, Gujarat. Supreme Chambers present saleable area of about 275,000 Sq. Ft. is ready for possession and occupation certificate is received from Municipal Corporation of Greater Bombay. The company till now sold about 40,000  Sq. Ft. and has realized Rs. 60.20 crores there from.

The overall growth prospects of the business where we are in are as under. It is forecasted that the current consumption of plastics in India which was around 8 million tonnes in  financial year 2011 will reach to 20 million tonnes by the financial year 2020. The Indian Economy GDP may cross 5 trillion annually from the current level of US$1.5  trillion by 2020. Consequently, per capita GDP will also grow. The increased per capita income augments discretionary spending capacity of Indians. This will be translated into increased consumption of plastics in the country. There are foreign companies putting  up plant in India to manufacture goods not only for supply to Indian market but also   using the country as their export manufacturing hub. This will also facilitate larger consumption of plastics. Your company thus will be able to participate in newer growth  impulses, thus it will continue to enjoy around 20% turnover growth in plastics for several years with decent return on employed capital. The company has chalked out capital expenditure plan of Rs. 1,000 crores over a period of five years from 2010-11 to 2014-15,  across all the products to tap the growth opportunity and keep the pace and growth momentum,  so as to achieve the desired CAGR of around 20% on year-to-year basis. This is a brief and overall summary. Thank you for your patience. Now, I and my colleague, Mr. P.C. Somani are available to reply to your various queries going to be raised by all of you. Thank you very much for your understanding.

Moderator:
Thank you very much sir. We will now begin the question and answer session. The first question is from the line of Viraj Mehta from Equirus Securities. Please go ahead.

Viraj Mehta:
Sir, I just had a few questions regarding the entire FY11 numbers. In a sense, I was just trying to understand if you look at YoY growth it is around 23, 24% in terms of the values, out of which around 17% is from volume, volume growth of polymers. So is the value growth to polymers only 7% whereas if you look at the prices of SEP or LEP or other polymers, they have gone up considerably in FY11 if we compare to FY10. So that was just a number which were not particularly matching. So if you can throw some light on that, sir?

M. P. Taparia:
The value growth has come from both the segments due to increase in the cost of raw materials and also due to increase in our share of value-added product. To be precise, we may inform you that our share of value-added product has gone up from 25.56% in the year 2009-10 to 29.34% in 2010-11. We consider value-added product, the product  where we enjoy an operating margin of 17% plus. And as you are seeing our overall operating margin has been around 14% which is comparable with the operating margin of the year 2009-10. So by maintaining the margin and we could pass on the increased cost of raw materials and both the combined  factors has increased our turnover more than the volume what we handle.

Viraj Mehta:
Sure sir. My question was if the value growth has only been 6% whereas if you look at the prices of raw materials that has gone up by more than 20% on an average.

M. P. Taparia:
It has not gone up by average 20%. I can share with you that it has gone up and then came down. So over a period of 12 months, it has not gone up to that extent.

Viraj Mehta:
Okay. I will take that numbers from you later on. Thanks, sir.

M. P. Taparia:
You can check it from us. We have got regular data whether the price move weekly or fortnightly with the company. We have given you overall turnover which includes turnover of trading activity and also for construction business. But only our plastic products such as vanilla our turnover has gone up from Rs.1,856 crores to Rs. 2,333 crores giving a value growth of 26%. Again, 17% turnover volume growth, our value growth has gone up by 26% for plastic products only. I hope this replied your question.

Viraj Mehta:
Sure sir. I understood, 9% would be roughly the value growth. So sir, going forward, which are the major areas where you are seeing a lot of traction, as you have mentioned, you now have  exclusive rights for  use of technology for Cross Laminated Film products till 2025 for not only SAARC but also Southeast Asia and also for Africa, that would be I think one of the reasons where you see a lot of traction, but what is the other areas where you see a lot of traction, where you will see higher than your normal 20% growth?

M. P. Taparia:
In Plastics Piping, we believe that we will have a growth for this year around 18% by volume and by and large we are seeing all the seven segments we are operating is seeing the growth equally rightly, only growth cross laminated film where demand is growing faster but our capacity is going to be fully sold out this year and  cannot give us more than 18% value growth, we are putting a new plant which will be operational in the year 2012-13 only.

Viraj Mehta:
And that is included in the CapEx program that you have given?

M. P. Taparia:
That is included in the CapEx program current year with Rs. 200  crores.

Viraj Mehta:
Sure. I will just get back in the queue. 

Moderator:
Thank you. The next question is from the line of Parthiv Patel from Premji Invest. Please go ahead.

Parthiv Patel:
Sir, can you repeat the volume and value growth of each segment?

M. P. Taparia:
Value growth in Plastics Piping system, that has gone up by 24% in value, Industrial has gone up by 32%, Plastics Piping grew by 16% volume and 24% in value terms, Packaging product segment grew by 23% in volume and 27% in value terms, Industrial product segment grew by 17% in volume and 29% in value terms, Consumer products segment grew by 24% in volume and 11% in value terms.

Parthiv Patel:
Okay. I have a question on the packaging products. Which are the industries you supply to?

M. P. Taparia:
Packaging segment, we supply to mostly the edible oil and also for agricultural segment, where we supply to various solution to buy  our product or cross laminated film product. I will let my colleague to reply. Mr. Somani?

P.C. Somani:
The packaging product consists of protective packaging products, cross laminated films, packing Films. The cross laminated films we supply for agribased solutions, for green house film. Protective packaging products are supplied for  insulation, civil and construction, packaging of various industrial components. The performance packaging films is mostly for sea food packaging, oil and edible oil.

Parthiv Patel:
Is there any margin structure for let us say for different segment?

M. P. Taparia:
Margin  structure is highest in Cross-Laminated Films.

Parthiv Patel:
Okay. Even on the broader level, let us say if we talk about Plastic Piping, what would be the margin structure there?

P.C. Somani:
On margin structure, overall, if you look at in totality, the Plastics Piping system  would be around 12-13%.

Parthiv Patel:
You are talking about EBITDA level?

P.C. Somani:
Yeah.

Parthiv Patel:
Okay.

P.C. Somani:
Whereas Industrial component, industrial product would be around 14%. In Packaging product, including Cross-Laminated Films would be around 19%, 20%.

Parthiv Patel:
Okay. And what about Consumer?

P.C. Somani:
Between 12% and 13%.

Parthiv Patel:
Okay. Thank you sir. If I will have any questions I will get back, sir.

Moderator:
Thank you. The next question is from the line of Rahul Bhangadia from Lucky Securities. Please go ahead.

Rahul Bhangadia:
Sir, if you could just explain how the pricing is done in your industry, in a sense that we are seeing runaway inflation in oil prices, so how easy is it to pass on the prices to the end customer; can you just take us through that in each of your segment?

M. P. Taparia:
Plastic Piping, we pass on the price increase immediately. Because that is a low margin product we immediately pass on. Similarly on industrial products also we pass it on after one week’s time and furniture,  protective packaging and material handling we give a time lag between two to three weeks to transfer the increased cost including our operating margin. On Cross-Laminated Films, where we enjoy a strong margin, we do not change the price every time,  price  go up or come down, we can maybe once in a quarter.

Rahul Bhangadia:
And sir, the composite cylinder --?

M. P. Taparia:
Composite cylinder is the next line of production which we expect to start in first quarter 2012.

Rahul Bhangadia:
Sir, what would be the capacity of this?

M. P. Taparia:
400,000  numbers per year.

Rahul Bhangadia:
And can you just explain us the economics of this business?

M. P. Taparia:
As a product, it is expensive than the steel cylinder which is being used today, but after I  exclude the cost part of it, it is tamper-proof, there is no possibility of  less filling the cylinder, lighter and the biggest advantage is explosion proof. You hear many people die every year due to the explosion in cylinder such possibility is totally eliminated now. Throughout the world now, they are using  mostly this composite cylinder in place of metal cylinder. So not only will we have market in India, but we will have substantial market in the world for our product.

Rahul Bhangadia:
How big is the market in India?

M. P. Taparia:
The market in India today is around 1.75 crores cylinders per year and the capacity of our company along with two more announced capacity is going to be only 1.2 million pieces per year. So our announced capacity will contribute 7% of the country’s annual requirement.

Rahul Bhangadia:
Okay. Thank you very much sir.

Moderator:
Thank you. The next question is from the line of Manoj Bahety from Edelweiss. Please go ahead.

Manoj Bahety:
I have a couple of questions. First question is while going through your quarterly numbers as well as yearly numbers I was seeing that other operating income has gone up significantly for the quarter as well as for the year. Like last year it was for the full year 9 crores, this year is 33 crores, so just wanted to check what this other operating income represents and whether the EBITDA margin expansion to some extent is on account of this also?
P.C. Somani:
This other operating income basically constitutes the incentive what we are entitled for due to our mega project at Gadegoan near  Jalgaon where we have invested more than Rs. 200 crores and this is approved project  under mega project scheme by Government of Maharashtra, where whatever the rate of ST we pay we are liable to get the refund of the same. And since it is related to investment and product, it is being shown under ‘Other Operating Income.’ And this has increased substantially because the production levels and volume have increased correspondingly  in that plant, we are increasing the capacities, we are increasing the range of products, and it is going to continue for another  four years.
Manoj Bahety:
Sir, this mega incentive, is it something related to sales tax exemption like whatever sales tax we collect on our sales we need not pay to the government, is it pertaining to that? Like we can collect and retain the sales tax with us?
P.C. Somani:
No, right now, we have to pay and then the government refunds it back after compliance of certain formalities and certain procedure aspect.
Manoj Bahety:
It is in Maharashtra, right sir?
P.C. Somani:
Yeah, it is in Maharashtra.
Manoj Bahety:
Recently, there was some changes in this mega scheme in Maharashtra like few companies if they are making some interstate sales, then the amount of sales tax exemption or refund will be limited to the amount of actual collection like CST and all, whether it is going to have some impact on us also?
P.C. Somani:
No, because we are selling directly to customers only, the recent changes what has been made was for branch transfer to the other –
Manoj Bahety:
Okay. So we are no intermediary in between? Like we are selling directly to the customers?
P.C. Somani:
Yeah. We won’t be affected.
Manoj Bahety:
Okay, sir and my other question is in respect of your balance sheet I was seeing that your loans and advances have gone up significantly like from 97 crores to 151 crores during the year, if you can explain what is it on account of?
M. P. Taparia:
That is incentive refund receivable.
Manoj Bahety:
Okay. It is on the same account, like –
M. P. Taparia:
Right.
Manoj Bahety:
Same thing? 33 crores is on account of the incentive receivable?
M. P. Taparia:
Yeah, that is all account of incentive receivable.
Manoj Bahety:
And sir, my last question is since in the current year the prices have fluctuated a lot. So is it possible to bifurcate our profitability in terms of normal operating profitability and the profitability just pertaining to inventory gains, because in a volatile year the inventory also gets repriced?
M. P. Taparia:
After all we make inventory gain and there is an inventory loss. As informed in the first ten months, there were inventory gain and in the month of May and June the prices have fallen when the crude price has dropped suddenly by $15, so we made the inventory loss also. So for the whole year by and large they are canceling it out only to the extent whatever remains  in the inventory, the  loss on account of inventory is there,  if there is a fall and  gain, if there is an increase. However, in our case we do not keep much of the finished goods in our stock. So that will be a very small amount. Not a significant amount compared to our turnover and overall profit.
Moderator:
Thank you. The next question is from the line of Sachin Relekar from Tata Mutual Funds. Please go ahead.
Sachin Relekar:
Sir, can you give me the revenue share of four different segments? Like how much is from Plastic Piping, how much from Industrial, Packaging and Consumers?
M. P. Taparia:
491.42 crores is industrial product segment, 263.55 crores is the consumer product, packaging product is 579.99 crores and plastic piping is around 1035 crores.
Sachin Relekar:
Okay. Actually I had gone through your annual report data last year, what we have seen is from 2007 onwards your EBITDA per ton of your polymer process has gone up substantially and thereafter it has improved only. If we see like crude oil also has gone up. Is it like you are benefited because you have not passed on the correction in the crude price to the customer or you have kept that upside I mean ---?
M. P. Taparia:
Sorry, I do not follow. What are you asking?
Sachin Relekar:
If I do profitability per tonne of polymer process and if I analyze it from April 2007 onwards what I am seeing is it has increased substantially while crude went to $150-odd per barrel and then again it came back. So is it like you could able  to retain the higher prices or is it there is a major change in the product mix which you are selling?
M. P. Taparia:
The two reasons happened after 2007 is from products which we are causing hemorrhage in our working, as we divested those businesses, and we took a policy decision to increase the share of our value-added product, which were hardly 15 to 16% and now it constitute 29.4% in the year which has ended, so with these two initiatives we are divesting those loss making businesses and by changing our product mix our return on booked profits , our return on capital employed, everything has gone up in a positive direction.
Sachin Relekar:
But sir, because you buy crude derivative as your raw material I just want to understand if tomorrow crude has to come down and since it is a raw material plus kind of margins which you might be earning, I mean, you would be able to retain absolute profit per tonne but will it actually come down in terms of your EBITDA line?
M. P. Taparia:
If it comes down, it is a matter of celebration, because we will lose quite heavily in that quarter, but for the whole year our EBITDA will go up, our working capital requirement will go down, it is quite good for my customer also, if that thing happens what you are saying, that it is a matter of celebration for us. But we will have one-time inventory loss. After all we are operating now 20,000 tonnes plus business. So naturally though we keep a very tight control of working capital but we have to keep raw material in our pipeline, we have to keep raw material on stock, we have to keep finished goods in our stock to sell it to our customers, but definitely we will have inventory loss.
Sachin Relekar:
But your margins could fluctuate according to the crude oil price?
M. P. Taparia:
Yes in a quarter, that is why the whole year it irons out, in a particular quarter, it definitely will come down but for the whole year ,we expect we are able to retain our operating margin.
Sachin Relekar:
And among your four segments, which are more working capital-intensive, I believe plastic piping would be a working capital-intensive?
M. P. Taparia:
Plastic Piping definitely most working capital intensive.
Sachin Relekar:
And how much of the  revenues is actually coming from price related to micro irrigation, the agricultural related?
M. P. Taparia:
We do not deal in micro irrigation, because that is related to government subsidy, we do not do much business of government subsidy. Very small portion sprinkler part, sprinkler only 10% of the micro irrigation and there is a very insignificant turnover of the company. Generally, our company does not want to do much business where government subsidies are involved.
Sachin Relekar:
And what constitutes your trading revenue?
M. P. Taparia:
Trading revenue when we buy raw material, we buy more volume to get a better rate, but that is coming hardly maybe 3.5% of turnover.
Sachin Relekar:
All right, sir, thank you very much.
Moderator:
Thank you. The next question is from the line of Sandeep Patel from Birla Sun Life. Please go ahead.
Sandeep Patel:
I missed some part of your explanations on composite cylinder. So my question is related to that. One is who are our domestic competitors for this and internationally who are the major players and do we have any technology partners for this or is this our own technology and the third thing I would like to know on the cylinder is what is the differential of cost differential between steel cylinders and our cylinders and if this is to be your business proposition who will foot the difference in cost? I mean who will be the customers for these cylinders?
M. P. Taparia:
First to talk about a competitor, we believe Time Technoplast is coming up to make the same item and the number one player in the world, that is a Norwegian company, namely  Ragasco they are also putting up the facility. These three companies are putting up the facility by and large of the identical size and our company combined together will produce 1.2 million cylinders per year to begin with. The cylinders are expensive, as they will be purchased by the refineries who are filling up the LPG gas in the cylinder like Hindustan Petroleum, these are the companies who are going to their customers and ultimate monies  have to paid by the consumer who want to buy this expensive cylinder for making complete explosion free atmosphere. We believe that there is a demand for such quality product and there will be consumer who will be accepting it and as we told earlier we are creating a capacity all three together, only 7  percent of the country’s annual  requirement and we have got option also that if the sales are slow in India we can always export to the world market, we have got  technology tie-up from consultancy firm from Europe, the equipments are also is coming from Europe.
Sandeep Patel:
Okay. So who is our technology partner?
M.P. Taparia:
Technology tie up has been made and when the project is launched in the market all details will be given.
Sandeep Patel:
Okay. And what is the cost difference between steel cylinders and our composite cylinders?
M.P. Taparia:
Our composite cylinders may be 100% more expensive  than steel cylinders, it will cost around Rs. 3,000 per cylinder against around Rs. 1,500 for steel cylinder.
Sandeep Patel:
Okay. And are there any subsidies on steel cylinders just now?
M.P. Taparia:
Yes, there are subsidies on steel cylinders; the government has announced a policy to give on the composite cylinder also.
Sandeep Patel:
Okay. So after subsidy, it will be Rs. 3,000 cylinders?
M.P. Taparia:
It is our selling price to the filling company. The subsidy is given on the gas, subsidy on the gas will continue from the government.
Sandeep Patel:
And subsidy is not on the cylinders?
M.P. Taparia:
I do not think, there is no subsidy on the cylinder. Subsidy on gas because there you give deposit, so the people have to pay more deposit, where they want to have a cylinder from composite made. They will not be buying. The cylinder will remain the property of those gas companies.
Sandeep Patel:
And any of these other companies have started supplying cylinders?
M.P. Taparia:
We are by and large at same stage . Now only government has decided to launch this product and this is going to come in the year 2012 only.
Sandeep Patel:
Okay. Financial year 2012?
M.P. Taparia:
You are right.
Sandeep Patel:
And what is the CapEx that we are leaving out for this?
M.P. Taparia:
Rs. 65 crores.
Sandeep Patel:
65 crores and our capacity will be roughly -?
M.P. Taparia:
Our annual turnover would be Rs. 120 crores.
Sandeep Patel:
Okay. From this product alone?
M.P. Taparia:
400,000 number.
Sandeep Patel:
Okay. So all three competitors are putting in similar size capacities?
M.P. Taparia:
You are right.
Sandeep Patel:
Okay. Right sir, that is it from my side.
Moderator:
Thank you. The next question is from the line of Vishal Gajwani from Reliance Mutual Fund. Please go ahead.
Vishal Gajwani:
Sir, I wanted to know the status of the property sale, the Andheri property?
M.P. Taparia:
The property is ready for occupation. Already 1.5 floors has been occupied and offices have started. And we got occupation certificate from Municipal Corporation of Greater Bombay. Total area is 275,000 Sq. ft. built in 10 stories. And we have sold 40,000 Sq. ft. and there are several enquiries going on currently. As on today, this is the only area we have sold and our plan is that after selling certain more area we will increase the price.
Vishal Gajwani:
Right. Sir, when did we get the OC for the property?
M.P. Taparia:
Last month.
Vishal Gajwani:
Is my understanding correct that since we have received OC, now the sale of the property will become quicker?
M.P. Taparia:
Definitely because it is a  premium property, free from encumbrance, ready and with occupation certificate and with no complication as you are seeing in several FSI in Bombay city today. So we are getting many enquiries with various premium offices and such premium offices are not available in Bombay city and our location also is very strategic, we are getting many enquiries and we hope that in this quarter, that is July to September some deal will go through, but as we told earlier we are not in a hurry to sell it.
Vishal Gajwani:
Right, but do you still have some internal target for how much time will it take to sell the entire property that you have there?
M.P. Taparia:
Maybe by June 2012.
Vishal Gajwani:
Okay. And sir, you have mentioned about the volume growth for each and every segment of the plastics divisions, like pipes and the sale, etc. So, would you also please tell us the outlook for demand for each of these segments?
M.P. Taparia:
The demand for our products looks quite okay. Only the automobile is going a little slow but there we are seeing a lot of automobile initiative are being taken in export market, we believe that overall we will enjoy the volume growth of 18% plus in the current year.
Vishal Gajwani:
And which will be the leading segments that will contribute to the growth?
M.P. Taparia:
By and large all the segments which we are operating now are going to contribute. There may be 1-2% plus or minus, not much difference.
Vishal Gajwani:
Okay. And laminates you say that there is some bottleneck in terms of capacity.
M.P. Taparia:
That is in  cross  laminate films. There is a plant we have sold last year 15,000 tonnes, we cannot produce more than 18,000 tonnes in the current capacity, the demand growth is going to be more than 3,000 tonnes in the current year. So now, we are putting another plant in another location but equipments delivery time is quite long, so we expect that the new plant will be commissioned only after July 2012.
Vishal Gajwani:
Okay. So demand you say is 30,000 tonnes?
M.P. Taparia:
Our capacity going to be of 18,000 tonnes and demand will be in excess of that 18,000 tonnes.
Vishal Gajwani:
Okay. Great sir, this is it from my side. Thanks a lot.
Moderator:
Thank you. The next question is from the line of Kamal Gada from UTI Mutual Fund. Please go ahead.
Sachin:
Hi, this is Sachin. Sir, a few questions from my side. Sir first is with respect to the real estate side, you said 275,000 is the total sq. ft. available with us and you sold close to 40,000 sq. ft. So what is being the realization on this?
M.P. Taparia:
40,000 we realized 60.20  crores and 235,000 still remain saleable area.
Sachin:
Okay. And what is going to be our strategy on this, are we looking for rental or lease or we want to sell it outright?
M.P. Taparia:
We want to sell it outright, but not to one customer.
Sachin:
Okay, fine. Sir, my second question is with respect to the incentive that the previous participant has asked on the other operating income. You booked some incentives in our P&L. Have you received any cash for that or these are receivables?

P. C. Somani:
No, we have received the sanctions from the government. Physical money is yet to come.

Sachin:
And in the current year, how much more we likely to book?

M. P. Taparia:
As we told you earlier, we have got the incentive available for the mega project as on today for 42 months and depends on our sale in the state of Maharashtra and the tax what we pay, that much money only will be refunded back to us and with a  ceiling of our overall investment. So it will not be less than the money what we  enjoyedin the year 2010-11.
Sachin:
And sir my final question if I heard you right, in your opening remarks you referred a CapEx of 1000 crores over year of 5 years. Compared to your current gross block, this is a significant amount. So can you give us more flavor on where this CapEx is going to be and what is the kind of sales that you expect to generate out of it?
M. P. Taparia:
Highest CapEx  was done in our company  in the last year  of Rs. 258 crores. Now our gross assets are in excess of Rs.1200 crores and the current year, we anticipate to invest Rs. 200 crores and we will be investing all the money from our internal accruals. We do not require to raise any equity. We do not require to raise any additional debt.

Sachin:
Sir I appreciate that point, but is there any concrete plan where this CapEx is going to be and if you can give some more flavor into that?

M. P. Taparia:
CapEx plan will be to put at the cylinder factory. For composite cylinder, we invested part money in last year and the balance money out of 65 cores we will invest this year. We are putting 4 new facilities in the current year. One is for the composite cylinder for which the land has been acquired and the plant will be operational in January-March 2012. Another plant is to make protective packaging product at Hosur in the State of Tamil Nadu for which also the land has been acquired and the factory work is going on. So on the investment what I am telling you part of the money that we invested last year; balance money will be invested in the current year. We are also putting up a new facility to make cross laminated film which will require an investment of around Rs. 50 crores which we are going to put up in the state of Gujarat. Majority of money will be invested this year, some money may be invested in 2012-13, and then we are putting a new facility to manufacture industrial component. This is also going to be in the state of Gujarat. So currently on 30th June, 2011, we  have 19 manufacturing sites. By the year 30th June, 2012, we will have 23 manufacturing sites. Apart from this, in our existing  plants also  we are adding new value-added products and to make some automation in our operation we will be investing money. So there is a complete plan for various segment of the businesses where money will be invested and the money will be invested according to the business plan and apart from augmenting capacity, money  will be invested to automate the capacity as the whole country is finding shortage of  labour and so to overcome the labor shortage, the company will be investing money where the automation is possibly desirable.
Sachin:
And sir composite cylinder factory, how much are we expecting to invest and what kind of revenues will it generate for us?

M. P. Taparia:
Overall, we will invest 65 crores and in full operation, it will generate revenue of 120 crores per year.
Sachin:
And is it fair to assume that for all the incremental CapEx that we are doing, we expect an asset turn of 2 or plus two times?
M. P. Taparia:
Generally we have kind of Rs. 3 per ____ rupee invested. In the year 2009-10 and 10-11, we invested sum of Rs. 330 crores and in 330 crores our turnover from 1856 crores will go to around 2900 crores in 2011-2012. Generally we have revenue of Rs. 3 for Rs. 1 invested.
Participant:
Excellent, okay sir, thanks a lot. Really appreciate and best of luck.

Moderator:
Thank you. The next question is from the line of Avinash Gupta from Globe Capital Markets. Please go ahead.
Avinash Gupta:
Some more questions on explosive cylinders, you mentioned that the cylinders are explosion-proof, does it require any clearances from the Controller of Explosives number one. Number two what are the regulatory requirements for introduction of these cylinders?
M. P. Taparia:
It will require the approval from the Controller of Explosives. Once we submit the product, we will require the approval from the Controller of Explosives, then only the product can be put in the market. We are confidant that we will get approval and this is enterprise and we are confidant that this is a technology tie-up and best of what we are getting, we will have no problem.
Avinash Gupta:
Apart from this, any other regulatory requirements?

M. P. Taparia:
The Control of Explosives is the main requirement.

Avinash Gupta:
And how much time do we normally take after you submit the samples?

M. P. Taparia:
It should not take more time.
Avinash Gupta:
Thank you.

Moderator:
Thank you. The next question is from the line of Kamlesh Kotak from Asian Markets. Please go ahead.

Kamlesh Kotak:
Wanted to understand the competitive landscape across the 4 verticals in which we are operating and the kind of growth outlook for each of the segments. Which segment is going to be driver for the growth?

M. P. Taparia:
You see in each product, there are different competitors. First like our cross laminate film, there is no competition. It is our exclusive patented product and we enjoy sole monopoly for the SAARC market. In our material handling system and furniture, Nilkamal is our principal  competitor. In plastic piping system, Finolex Industry Limited is our principal competitor. In industrial component, there are Varroc Group  and there are some companies like Sintex, they are our competitors. In packaging film, there are some competitors, Adani Group, they are competitor. In protective packaging product, we do not have any significant competitor against our companies. We have entered many of the segments, where we enjoy 35 to 40% of Indian market. The different products, different competitors. There is nobody in the plastic line who has got variety of products under one umbrella like our Company in India.
Kamlesh Kotak:
And in sir auto components and white good components, any major competition here?

M. P. Taparia:
I think Sintex has an automobile component also and  Varroc Group supply automobile components and there are some Korean companies are there, private companies are there like automobile company and like LG, Samsung when they came, they brought Companies from South Korea who are their regular suppliers. They are private limited companies. There are companies who were all technically competent companies and we have to tie up with them and Tata Motors, they are competing against their own group company, the company TACO automobile component suppliers. So they are our competitor for supplying to Tata Motors .
Kamlesh Kotak:
And sir which of the 4 segments you see could be the outgrowing segment in overall revenue growth?
M. P. Taparia:
All the segments are going to grow.

Kamlesh Kotak:
My only point was that is there any competition or over capacity which is building up across any of the verticals?

M. P. Taparia:
Market is growing. As we stated earlier also, we do not deal in those items where we have to compete against import products. So there is too much under  invoicing taking place in import of plastic products, the product we do not manufacture and then we generally avoid product where we had to compete with unorganized sector. So in the segment where we are operating, we hardly see any overcapacity, market is also growing and our competitors also are building capacity and we have got track record to go on moving from one product to another product. So we have put several new products in our portfolio lined up, new initiative in plastics  which we hope to launch in the current year, and in the next year also. So newer products we will go on adding to our product segment. There is an idea that our value-added product share is around 30%, go up annually by minimum 3%. Last year,  we made a growth of around 4%. Now our aim is to go on growing so that we can  improve our operating margins.
Kamlesh Kotak:
Sir any color on any products which you are planning to launch in your products category?
M. P. Taparia:
New products you see this sewerage system is going to come first time in plastic pipe which we have tied up technology also and we are in a quite advanced stage. We are going to offer a sewerage system solution  under JNNURM scheme  where the government  has initiated  renovation in  urban areas. So I think in 91 cities and towns, where we are going to play an active role in giving a better solution and then replacing the  conventional material. We are also now finding solution for the high rise buildings because the land is short in our country so instead of horizontal growth, more and more growth are going to take place vertical. So high rise building is not only going to be the in thing in the city of Mumbai, but in many cities they are now going to get clearance for high rise building i.e. 30-storey, 40-storey, 50-storey buildings and there you require a different solution from plastic pipes than what is available today. So we have the  plans  we can give you in plastic pipe and in our cross laminate film our collaborator is developing a new technology for which we have got access. So we will be  offering new solutions across plastic film which we hope to give in the year 2012-2013. In our  each segment, there is some  new solution,  which we are going to offer.
Kamlesh Kotak:
And sir particularly about CPVC pipes, are we also aggressively looking at expanding that?

M. P. Taparia:
CPVC capacity, we have expanded last year 90% by volume. In current year also, we anticipatesimilar growth.
Kamlesh Kotak:
So what is our capacity in that product sir?

M. P. Taparia:
In that product, this year we will be able to sell nearly 8000 tonnes.

Kamlesh Kotak:
And our capacity would be?

M. P. Taparia:
Capacity would be sold out this year, we will further expand capacity in the next year.

Kamlesh Kotak:
Okay fine sir, thank you very much.

Moderator:
Thank you. The next question is from the line of Aditya Vikram Gupta from CD Equisearch. Please go ahead.

Aditya Vikram Gupta:
Sir Can you give me the cost of debt?
M. P. Taparia:
9.74% average.
Aditya Vikram Gupta:
Are we looking for any further raising of debts sir?

M. P. Taparia:
No, we have no plan to take any more debt.

Aditya Vikram Gupta:
Are we looking for any reductions sir?

M. P. Taparia:
We are definitely going to reduce it by 30th June, 2012.

Aditya Vikram Gupta:
And sir seeing the results, this quarter sir the tax rate has gone up significantly.

M. P. Taparia:
No, we talk over the full year.
Aditya Vikram Gupta:
For the full year, I guess it is 33, but for the quarter it is 37.7%.

M. P. Taparia:
My colleague, Somani will reply.
P. C. Somani:
When we are announcing quarterly results at that time we have mentioned deferred tax will be provided at the end of the year. So this is what we are talking for  providing deferred tax. That is how the tax rate is coming last quarter more.

Aditya Vikram Gupta:
Thank you very much.

Moderator:
Thank you. The next question is from the line of Viraj Mehta from Equirus Securities. Please go ahead.

Viraj Mehta:
A followup question. Sir you gave us a number for the volume and the value growth. If you can just provide us with the absolute figures, then we can calculate 2 years numbers on our own.

M. P. Taparia:
What do you want to know?

Viraj Mehta:
Sir absolute figures for the volume for each segment?
M. P. Taparia:
Absolute figures for the volume for each segment for the years 2011-12 or 2010-11? 
Viraj Mehta:
No, 2010-11 sir.

M. P. Taparia:
On product wise, I can give the volume growth.

Viraj Mehta:
No sir, I have the growth numbers, because you already gave the growth numbers, I wanted the absolute numbers sir.

M. P. Taparia:
My colleague Mr.  Somani will give you.

Viraj Mehta:
I just mailed you the query that should not be a problem if you can provide us later on also.

M. P. Taparia:
Sure.

Viraj Mehta:
And sir on the investment side, our investments has gone up by some 22 odd crores, what would that be?
M. P. Taparia:
Which investments? Investment has gone only by Rs. 2 lakh, not Rs. 22 crores.
Viraj Mehta:
As I could see under published results…..
P. C. Somani:
You are looking at the consolidated figure.

Viraj Mehta:
Yes.

Somani:
No, consolidated figures is the investment where the profit of the SPL, Supreme Petrochem Limited, our share of profit.

Viraj Mehta:
So that gets added into the….
P. C. Somani:
Cost of investment .

Viraj Mehta:
And sir if I look at the consolidated results and the standalone result, they are not very different, but what is the exact difference in the sense. What is the difference between the standalone numbers and the consolidated numbers?
P.C. Somani:
In consolidated numbers, we have only one subsidiary in Dubai, Sharjah which has a very negligible turnover.
Viraj Mehta:
Sure, I was just trying to understand what is the difference?
P.C. Somani:
So the difference is basically share of profit of our associates between Petrochem which is  shown separately.

Viraj Mehta:
But the sales difference would be due to the Sharjah subsidiary?
 P.C. Somani:
Correct.

Viraj Mehta:
Thanks a lot. I will just mail you my queries.

Moderator:
Thank you. The next question is a followup from the line of Sandeep Patel from Birla Sun Life. Please go ahead.
Sandeep Patel:
Sir just a couple of things with regards to the CapEx that you are planning of 1000 crores, how are you planning to fund the CapEx?

M. P. Taparia:
1000 crores is the plan for 5 years, one year  has passed and remain 4 years. So first year we invested 258 crores. We expect to invest 750 crores in the now remaining 4 years and this we will plan from accruals  and also from divestment of Supreme chambers, we expect to realize 350 crores plus from the remaining unsold area of Supreme Chambers. With 70 crores that we kept for tax outgo, so 280 crores will be added to our equity  which will be net surplus from the sales  ofSupreme Chambers. Remaining money will be our internal accruals. We had no plan to raise any equity. We had no plan to raise borrowing.
Sandeep Patel:
And coming back to the cylinder  once again, the composite cylinder can only be used for LPG or can it also be used for CNG?
M. P. Taparia:
Our company, we are going to start first with LPG only. We have the potential to go for CNG later on. Currently we are putting up capacity only for the LPG.
Sandeep Patel:
And the same capacity would be able to deliver CNG or you would require fresh CapEx?

M. P. Taparia:
We will be definitely investing lot of money over a period of next 3-4 years. Once we get a foothold in the business, we are going to invest more and more money in this business.
Sandeep Patel:
Sir in the business plan that you were mentioning and any point in time on the current assumptions, do we see our ROCE is dipping down because of the CapEx or the CapEx and the sales growth, all the financials are moving in tandem which would not impact?

M. P. Taparia:
All are moving in tandem. We always keep a watch that ROCE must be maintained or improved.

Sandeep Patel:
So what are the lowest levels that we are comfortable with in terms of ROCEs?

M. P. Taparia:
We do not want to have any business which is less than 25% ROCE; definitely today it is much more than 30%, but we do not want to make any investment where the return on average capital employed is less than 25%.
Sandeep Patel:
And do you see any risks to your growth plan sir?

M. P. Taparia:
If there is any risk to our country or any  law & order problem or any, I do not see. Now in our business, we do not see much risk. In the high cost of money also, there is some demand slackening in automobile, but automobile also is  small component of our turnover, otherwise in housing, plastic pipes are required in low cost housing also. Any house requires plastic pipe. Plastic pipe, give a superior and low cost  and a better solution against conventional material. Presently the problem is inflation and while the cost of money is becoming higher and our company is not a more leveraged company and we have no plan to leverage ourselves further. So we do not have any problem to fund our expansion, we do not have any problem from high cost of money and in our customer segment, only some areas where there will be demand contraction such as  in automobile. The automobile  component may be less than 8% of our turnover.
Sandeep Patel:
So other than that, we are not seeing any major growth risks?

M. P. Taparia:
We do not see because all consumer appliances like washing machine, refrigerators, they are not too much interest sensitive.
Sandeep Patel:
But growth for all these plants has slowed down this quarter and even Whirlpool Asia has commented that there was a general slowdown in other countries apart from India for all these household appliances?

M. P. Taparia:
I agree, but in our country, the household demand is still where the  aspiration level is growing up and the penetration of domestic appliances is still quite low in our country. So all of our customers are enjoying still a good growth.
Sandeep Patel:
So you are not seeing any slowdown in that segment just now?

M. P. Taparia:
Not seeing any significant slowdown. They were enjoying super high growth, now they are enjoying reasonable growth.

Sandeep Patel:
Thank you so much.
Moderator:
Thank you. The next question is from the line of Vinay Bhandari from Enam. Please go ahead.
Vinay Bhandari:
I would like to understand the industry perspective of plastic piping segment. What sort of growth you are looking at specifically in PVC and CPVC where demand is growing over 18-19%. So can you throw some light on these two segments sir?
M. P. Taparia:
We believe that in PVC pipe and CPVC pipe, CPVC pipe, our base is small. Current year we may again grow by 80-90% by value. Last year, we grew by 80% by value and in the current year also, we expect that we will grow by 80-90%, but we still have to make reach in the whole country and we were the last entrant in CPVC system and we have got  network over the country. So we will enjoy  superlative growth in CPVC in the current year.
Vinay Bhandari:
Where did you procure the resin  from sir?
M. P. Taparia:
We procure from Japan.

Vinay Bhandari:
What is your capacity in CPVC?

M. P. Taparia:
CPVC, this year our capacity is around 8000 tonnes.

Vinay Bhandari:
And what is your outlook on the plastic piping segment per se?

M. P. Taparia:
PVC pipe, the   company’s growth may be around 12%. Our company because we go on offering some new solution, so we may enjoy growth of 18% in the current year.
Vinay Bhandari:
And what is the size of this industry per se?

M. P. Taparia:
Size will be in PVC pipe, it will be around 1.2 million tonnes.
Vinay Bhandari:
And if you want to quote some figures like…..
M. P. Taparia:
The  overall demand of PVC pipe system was 1.2 Million Tons last year. Our company supplied around 120,000 tonnes of PVC pipe system. Overall we supplied 1,33,000 tonnes of plastics pipe system. Demand definitely will grow because it is  economical aginst GI pipe. It is still cost effective  offering a better and reasonable solution to the consumer. There are very few players who are giving quality product in full system. So we are one of the companies who are offering quality products in full system  as we have 19 systems in plastic pipe. We are system supplier and our systems are comprehensive, we make around 6000 varieties of product and so we will continue to enjoy a good growth.
Vinay Bhandari:
Can I assume these all products primarily go into plumbing system?

M. P. Taparia:
No, it  goes to irrigation, it  goes to infrastructure, it  goes to housing, and also goes to  other requirements in agriculture.

Vinay Bhandari:
What are the margins in these two segments basically PVC and CPVC?

M. P. Taparia:
Combined together as my colleague Mr. Somani told you 12-13%.
Vinay Bhandari:
Fine sir, thanks a lot.

Moderator:
Thank you. The next question is a followup from the line of Rahul Bhangadia from Lucky Securities. Please go ahead.

Rahul Bhangadia:
Actually just on the balance sheet side, last year in your annual report standalone debt was about 229 crores as the balance sheet that we see that you have given out and that we see on the BSE side, it is more of the order of-, is it from reclassification of the current liability that we have done or something like that?
M. P. Taparia:
My colleague Mr. Somani will reply.

P. C. Somani:
Yes Mr. Rahul, you are right. We have reclassified some certain portion of the current liabilities. The buyers credit portion of the credit liability, we have reclassified into secured and unsecured loan depending on the nature. Our previous year figure has regrouped and come to 387 crores.
Rahul Bhangadia:
So that 229 has become 387, is it?

P. C. Somani:
Yes.

Rahul Bhangadia:
And that difference is basically roughly equal to the acceptances that you showed on the balance sheet, is that correct?

P. C. Somani:
Absolutely right.

Rahul Bhangadia:
So these acceptances are in the nature of buyer’s credit for working capital or for the CapEx side?

P. C. Somani:
For working capital only.

Rahul Bhangadia:
These are working capital only?
P. C. Somani:
Yes, working capital only but in foreign currency, therefore they have been classified as the loan.

Rahul Bhangadia:
So sir the next question on the balance sheet, small bookkeeping question is in your current liabilities last year which is roughly about 253 crores, about 122 crores was this other liability, what is the nature of these other liabilities, 122 crores?
P. C. Somani:
Basically these are all the provisions of the expenses, commission or discount which are not named as a creditor. They are the expense liabilities only, but since they are not identified as a creditor, they have been classified under other liability.
Rahul Bhangadia:
So basically all the expenses besides the raw material whatever you have not paid is under other liabilities, that is the way to interpret it?
P. C. Somani:
Correct.

Rahul Bhangadia:
Thank you so much sir.

Moderator:
Thank you. The next question is from the line of Niket Shah from Edelweiss. Please go ahead.

Niket Shah:
Sir just had a question on the industry side. Are there any more products which are likely to be dereserved going forward which are currently reserved for the SSI units?

M. P. Taparia:
In plastic products now hardly there are any  reserved item. It may be 3-4 items. We are not in any of those items.

Niket Shah:
So largely it is completely dereserved?
M. P. Taparia:
Plastic  is mostly dereserved.

Niket Shah:
Sir just one more question. Could you just give me segment-wise capital employed?
M. P. Taparia:
We will send you reply. We have not got the number with us.

Niket Shah:
No issues sir. That is on my side, thanks.

Moderator:
Thank you. As there are no further questions, I would now like to hand the floor over to Mr. Kashyap Pujara for closing comments.

Kashyap Pujara:
Thank you so much. Thank you everyone for participating in the call and I would like to express my thanks to Mr. Taparia and Mr. Somani for taking time out from their busy schedules.
M. P. Taparia:
And please convey our thanks to all the participants on behalf of Supreme Industries Limited, thank you very much.

Moderator:
Thank you. On behalf of Enam Securities Private Limited that concludes this conference. Thank you for joining us. You may now disconnect your lines.
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