
 

Sheela Foam Ltd. - IPO Note 

 
 

 

Date: 24th November, 2016 

Recommendation: Avoid 

Dimensional Securities Pvt Ltd. 

1 Regd. Office: 298, Perin Nariman Street, 4th Floor, City Ice Building, Fort, Mumbai - 400 001. 

Investors are advised to refer through disclosures made at the end of the Research Report 

 

Issue Details 

Issue Dates 29th Nov, 2016 to 1st Dec, 2016 

Issue Type Secondary Sale/OFS 

Pre-Issue Equity Shares Outstanding 4.87 Cr 

Post-Issue Equity Shares Outstanding 4.87 Cr 

Issue Size at Upper Band 510 Cr Shares 

Price Band `680 to `730 

Market Cap at Upper Band `3,555 Cr 

FY16 EBITDA `194 Cr 

FY16 PAT `105 Cr 

FY16 P/E at Upper Band 33.8x 

About the Company:  

■ Founded in 1971 as a PU Foam manufacturer, later entered the branded foam mattress business, has a 20% to 23% 

market share in the organized mattress business pegged at ~INR 3000 Cr. 

■ Receives ~80% of its India revenues from the B2C channel (Bedding & furniture Business) while the other ~20% comes 

from the B2B technical foam business (Largely Automotive usage in seats etc., some amount of usage in furniture) 

o The Company’s flagship” Sleepwell” brand accounts for ~60% of the B2C sales while the brands “Feather Foam” 

and “Lami Flex” account for the rest 

■ The business also acquired Joyce Foam a wholly owned subsidiary which is a mattress business in Australia and accounts 

for ~17% of the Company’s revenues 

Industry Overview: 

■ The Indian mattress industry size is pegged at ~INR 9000 Cr, of which ~35% is organized 

o Within the organized segment Kurlon & Sheela Foam occupy dominant positions having ~20 to 25% market 

share each 

■ Types of mattresses: 

Type of Mattresses (%) Share (Volume) Dominant Player 

PU Foam 50% Sheela Foam, @Home  

Rubberized Coir 30% Kurlon, @Home 

Spring 20% Springwel, Springfit 

 

■ Industry Growth Rates: 

o The overall mattress industry has grown at a steady CAGR of ~8% per year, while the organized segment has 

grown at a CAGR of ~11% 

o Of the above ~3-4% is the typical price growth while the rest is volume growth. 

o Industry growth rates however are significantly below those of other home improvement products such as paints, 

tiles or sanitary ware:- 

 Management attributes the same to the inability to “show-off” mattresses as compared to the other 

sectors, and are sold based on comfort 

■ Industry Segments by usage: 

o ~85% of the industry sale is residential, which is largely urban, (low penetration of non -cotton mattresses in 

rural areas) 

o ~15% of industry sales are institutional where Luxury hotel chains (5 Stars) typically buy Spring Mattresses, 

Budget Hotels, 3 star hotels prefer PU Foam Mattresses(Sheela Foams Target). Rexin covered Rubberized Coir 

mattresses (Kurlon’s Segment), are preferred by Hospitals. 
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■ Industry Classification based on distribution channels:- (Organized Segment) 

Distribution Channel Revenue Share (%) 

Third Party Distributors 88% 

Own Stores 9% 

Online 3% 

 

■ Market Classification by Price Segment:- (Organized Segment) 

Segment Price Range ` % Share (By Revenues) 

Economy 0-8000 25% 

Mid-Segment 8000-30000 50% 

Premium 30000-75000 20% 

Luxury Segment 75000+ 5% 

 

■ Other Industry Data points: 

o The typical re-placement cycle is quite long at 8-10 years 

o Peak sales are observed in Q3 due to the advent of the wedding season, Q3 accounts for ~30-32% of annual 

sales while Q1,Q2 & Q4  have ~22%-23% of annual sales 

View on the Company: 

The Good:  

■ Market leader in a largely unorganized industry with the highest share of voice (Out-spends Kurlon by 2.0x to 3.0x on 

advertising spends) 

■ Raw materials are commodity products thus enabling a lean working capital cycle 

o High share of exclusive distribution (50+% of sales) which leaves the company with good bargaining power with 

the distribution channel (Franchisee Basis) 
 

Distribution Mode Number Size 

Exclusive Distributors 100 NA 

Sleepwell World 218 1000 Sq.ft. 

Sleepwell Galleries 402 600 Sq.ft 

Sleepwell Shoppes 819 200 Sq.ft 

Other Retail Dealers 560 NA 

Multi Brand Outlets 2500 NA 

 

■ High Fixed asset turns at ~5x to 6x can go as high as ~10x at full capacity utilization 

o 11 facilities in India with a capacity of 123000 tons per annum, FY16 production stood at 42577. (Low capacity 

utilization ensuring negligible capex requirements going forward. 

o 5 facilities in Australia with a capacity of 10500 tons per annum (High utilization) however negligible volume 

growth thus no future cap-ex needed 

The Bad: 

■ Raw material prices are highly co-related with crude oil prices (3-4 month Lag), any sharp rise in crude oil prices will 

impact margins heavily. 

■ The company is also disrupted by any disruptions in the supply chain which could cause share spikes in RM prices 

■ Key Suppliers: 

o GNFC:- the blast last month, disrupted prices and caused a ~20% rally in RM prices which have hence subsided 

o Mangalam Organics, the other large supplier to the company 
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Valuations & Recommendation: 

The company is a debt free (net debt) company thus valued on a P/E basis 

Price Band Market Cap P/E (FY16) 

Lower 680 3311 31.5 

Upper 730 3555 33.8 

■ The business is currently at peak cycle margins, with profitability linked to crude oil prices 

■ The entire margin improvement in FY16 has been driven by a reduction in RM costs, while all other costs have in-fact 

increased 

■ If one were to assume mid cycle ~8% EBITDA margins the current issue would be priced at over 50 times earnings which 

is extremely expensive for a business generating a 10-15% sales growth 

View on Management & Corporate Governance:- 

The Good: 

■ The company was founded by former Member of Parliament Sheela Gautam Aged 85. She was a 4 time Member of 

Parliament from Aligarh in Uttar Pradesh (INC, Later Joined BJP) 

■ The company does not need any external capital and generates surplus cash-flows 

■ The management pegs the reason for the share sale, carry out philanthropic activities 

The Bad: 

■ A key reason for concern would be that the Sleepwell brand is owned by the family and licensed to the company until 

2026 at an annual payment of INR 10 lac 

■ The CSR Donations of ~INR 1 Cr too are made to a trust controlled by the promoter entity “Sleepwell foundation”  

Recommendation: 

The underlying business generates robust free cash-flows at a high ROCE and has a good growth trajectory being the market 

leader in a highly un-organized sector. 

However the asking price is too high at over ~50.0x mid cycle P/E (at 8% EBITDA Margins), we would thus recommend investors to 

avoid the issue and wait for better valuations in the secondary market. 
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Financials: India Standalone Operations 

Particulars (` Cr) FY12 FY13 FY14 FY15 FY16 

Revenues 817 1001 1128 1272 1411 
Growth (%) 

 
23% 13% 13% 11% 

Excise Duty 77 115 125 136 146 
(%) Duty 9% 12% 11% 11% 10% 

Other Income 6 12 8 14 21 

Net Sales 745 898 1011 1150 1286 

Material Cost 502 586 647 729 679 

Purchase of Stock in Trade 9 7 9 12 14 

Inventory Adjustments -9 -11 -3 0 9 

Total RM Cost 503 582 654 741 702 
(%) of sales 67.5% 64.8% 64.7% 64.4% 54.6% 

Other Manufacturing Expenses 24 28 37 53 64 
(%) of sales 3.2% 3.1% 3.6% 4.6% 5.0% 

Employee Expenses 31 44 60 68 81 
(%) of sales 4.2% 4.9% 6.0% 5.9% 6.3% 

Advertisement/Brand Expenses 20 25 28 41 59 
(%) of sales 2.6% 2.7% 2.8% 3.5% 4.6% 

Promotional Expenses 13 13 19 18 29 

Sales Promotion Schemes 24 42 42 52 64 

Sales Incentives & rebates 54 57 50 59 73 

Total Sales Expenses 91 112 111 128 166 
(%) of sales 12.2% 12.5% 11.0% 11.1% 12.9% 

Other Expenses              35               40               56               42               52  
(%) of sales 5% 4% 6% 4% 4% 

EBITDA        42.52         67.85         63.72         77.72      162.04  
(%) of sales 5.7% 7.6% 6.3% 6.8% 12.6% 

Depreciation 14 19 20 22 23 

Finance Costs 16 15 12 10 7 

PBT 12 34 32 46 133 

Taxes                4               10                 7               11               42  

Tax Rate (%) 34% 28% 21% 25% 32% 

PAT 8 24 25 34 90 

      

Operating Cash Flow        33.40  76.3 120.7 110.2 170.6 

Cash From -ve Working Capital        11.20         33.00         75.50         54.30         57.70  

Cap-ex 65.1 25 30 43 30 

FCFF     (31.70)        51.30         90.70         67.20      140.60  

      

Fixed Assets     160.10  172.3 181.4 198.5 203 

FA Turnover          4.65           5.21           5.57           5.79           6.34  

Inventory 57.7 85.3 86.2 91.1 73.5 

Inventory Days              28               35               31               29               21  

Payables 54.7 56.2 70.8 93.5 89.6 

Payable Days 27 23 26 30 25 

Receivables 81.5 75.8 80.7 78.2 74.9 

Receivable Days 40 31 29 25 21 

Working Capital Days              41               43               35               24               17  

ROCE (%) 16% 21% 21% 24% 46% 
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Australia Business Statement 

Particulars (` Cr) FY12 FY13 FY14 FY15 FY16 

Revenues 312 264 269 282 285 
Growth (%) 

 
-15% 2% 5% 1% 

Excise Duty 6 0 0 0 0 
(%) Duty 2% 0% 0% 0% 0% 

Other Income 0 0 -2 -4 -4 

Net Sales 305 264 266 278 281 

Material Cost 153 110 122 126 130 

Purchase of Stock in Trade -3 0 0 0 0 

Inventory Adjustments -5 2 -1 5 -4 

Total RM Cost 146 112 121 130 125 
(%) of sales 47.7% 42.3% 45.5% 46.9% 44.6% 

Other Manufacturing Expenses 12 11 11 10 10 
(%) of sales 3.9% 4.1% 3.9% 3.5% 3.7% 

Employee Expenses 62 59 59 61 59 
(%) of sales 20.1% 22.3% 22.1% 21.8% 20.9% 

Other Expenses 68 56 49 53 55 
(%) of sales 22% 21% 18% 19% 20% 

EBITDA         18.89          26.45          26.78          24.08          31.66  
(%) of sales 6.2% 10.0% 10.1% 8.7% 11.3% 

Depreciation 11 12 10 6 7 

Finance Costs 8 8 7 6 5 

PBT 0 6 10 12 20 

Taxes                 0                (1)                 7                  4                  6  

Tax Rate (%) -43% -9% 71% 32% 28% 

PAT 0 7 3 8 15 

      

Operating Cash Flow 26 21 3 37 6 

Cash From -ve Working Capital         15.50            2.00          (9.30)         22.50       (15.30) 

Cap-ex -1 7 1 15 7 

FCFF         27.10          13.70            2.60          21.80          (1.60) 

      

Fixed Assets 109 97 88 96 94 

FA Turnover           2.80            2.73            3.04            2.91            2.98  

Inventory 34 31 38 27 31 

Inventory Days               41                43                52                35                40  

Payables 26 25 28 20 23 

Payable Days 30 34 38 27 30 

Receivables 34 29 39 36 42 

Receivable Days 40 40 54 48 55 

Working Capital Days               51                48                67                56                65  

ROCE (%) 12% 21% 15% 15% 18% 
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Consolidated Statement 

Particulars (` Cr) FY12 FY13 FY14 FY15 FY16 

Revenues 1128 1264 1396 1553 1696 
Growth (%) 

 
12% 10% 11% 9% 

Excise Duty 83 115 125 136 146 
(%) Duty 7% 9% 9% 9% 9% 

Other Income 6 12 6 11 17 

Net Sales 1051 1161 1277 1428 1567 

Material Cost 656 696 769 855 809 

Purchase of Stock in Trade 7 7 10 12 14 

Inventory Adjustments -14 -9 -4 4 4 

Total RM Cost 649 694 775 871 828 
(%) of sales 61.7% 59.7% 60.7% 61.0% 52.8% 

Other Manufacturing Expenses 36 38 47 63 74 
(%) of sales 3.4% 3.3% 3.7% 4.4% 4.7% 

Employee Expenses 93 103 119 128 139 
(%) of sales 8.8% 8.9% 9.3% 9.0% 8.9% 

Other Expenses 213 232 244 264 332 
(%) of sales 20% 20% 19% 18% 21% 

EBITDA 61.41 94.30 90.50 101.80 193.70 
(%) of sales 5.8% 8.1% 7.1% 7.1% 12.4% 

Depreciation 25 31 30 28 29 

Finance Costs 24 23 19 16 12 

PBT 12 40 41 58 153 

Taxes 4 9 14 15 48 

Tax Rate (%) 35% 23% 33% 26% 32% 

PAT 8 31 28 43 105 

      

Operating Cash Flow 59.70 97.2 124 147.3 176.3 

Cash From -ve Working Capital 26.70 35.00 66.20 76.80 42.40 

Cap-ex 64.3 32.2 30.7 58.3 37.3 

FCFF (4.60) 65.00 93.30 89.00 139.00 

      

Fixed Assets 269.20 269 269 294 297 

FA Turnover 3.90 4.32 4.75 4.86 5.28 

Inventory 91.7 116.1 124.1 118.1 104.6 

Inventory Days 32 36 35 30 24 

Payables 80.2 81 98.8 113.9 112.6 

Payable Days 28 25 28 29 26 

Receivables 115.3 104.4 120 114.4 117 

Receivable Days 40 33 34 29 27 

Working Capital Days 44 44 42 30 25 

ROCE (%) 14% 21% 19% 21% 36% 
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ANALYST CERTIFICATION  

We /I (Aditya Iyer), Research Analysts, authors and the names subscribed to this report; hereby certify that all of the views expressed in this 

research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, 

is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.  
Terms & conditions and other disclosures:  

Dimensional Securities Private Limited (DSPL) is engaged in the business of stock broking and distribution of financial products. This Report 

has been prepared by Dimensional Securities Private Limited (DSPL) in the capacity of a Research Analyst having SEBI Registration No. 

INH000001444 and distributed as per SEBI (Research Analysts) Regulations 2014. 

The information and opinions in this report have been prepared by DSPL 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 DSPL. While we would endeavour to update the information herein on a reasonable basis, DSPL is under no obligation 

to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent DSPL from doing 

so.  

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. 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. DSPL or its associates accept 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.  

DSPL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. DSPL 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 DSPL nor Research Analysts have any material conflict of interest at the time 
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the report in the preceding twelve months.  

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

transactions.  

DSPL or its associates collectively or Research Analysts 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 DSPL 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.  

It is confirmed that (Aditya Iyer), Research Analysts do not serve as an officer, director or employee of the companies mentioned in the 

report.  

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

We submit that no material disciplinary action has been taken on DSPL 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 DSPL and associates 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 
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