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Ladies and Gentlemen, good day and welcome to the Skipper Limited Q2 FY16
Earnings Conference Call hosted by Asian Markets Securities Private Limited. As a
reminder, all participants’ lines will be in the listen-only mode and there will be an
opportunity for you to ask questions after the presentation concludes. Should you
need assistance during the conference call, please signal an operator by pressing ‘*’
then ‘0’ on your Touchtone phone. Please note that this conference is being recorded.
I would now like to hand the conference over to Mr. Amber Singhania. Thank you

and over to you, sir.

On behalf of Asian Markets, | welcome you all to the Q2 FY16 Earnings Conference
Call of Skipper Limited. We have with us today Mr. Sharan Bansal — Director —
Skipper Limited; Mr. Devesh Bansal — Director — Skipper Limited; and Mr. Sanjay

Agarwal — Chief Financial Officer representing the company.

I now request Mr. Bansal to take us through the quarterly results and the overall
business outlook and then we can start with the question and answer session. Over to

you, Sharan.

Thank you, Mr. Amber and | welcome all the participants to the conference call. | am
very happy to report the numbers and the growth of Skipper Limited in quarter 2 and
H1 of FY16. | am happy to report that company has witnessed a strong net sales
growth of about 30% and a very strong growth in profitability with operating
EBITDA and operating PBT growing at 53% and 140% respectively.

This is for the quarter 2. And for H1 operating EBITDA and operating PBT have
grown at 41% and 100% respectively. In terms of operating EBITDA just for
clarification, the way it will be calculated is the entire earnings of the company minus
the income from the forward contracts. So this is how we are looking at operating
EBITDA. In addition, this is what the percentage increase, which | shared with you

has been derived.

Other major developments in quarter 2 have been significant reduction in finance
costs, which has gone down from almost 5% to about 3.3% of sales in this quarter
compared to quarter 2 of previous year and this has been achieved through better
inventory and working capital management and also the significant improvement in
external credit rating of the company which has been upgraded two notches by
CARE from A minus to A plus. On account of improved operational and financial

performance in conjunction with better growth prospects.
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The operating first half EBITDA also showed improvement over the previous year,
with margin improving to 14.0% from 13.2% .We are quite bullish on this year
business outlook of the company because of the huge tendering activities in domestic
market. As you know that the Government of India, Ministry of Power has envisaged
a total transmission line bidding of Rs. 100,000 crores this year. Therefore, we see a
lot of tendering action on the ground right now, company had participated in bids of
more than Rs. 2,000 crores, and we expect the number of them to be materialized in
quarter 3 and quarter 4.

I am also happy to report that company has played a significant role in the
commissioning of the 800 KV HVDC corridor built by Power Grid from Biswanath
Chariali in Assam to Agra. Now this is a 2,000 kilometer HVDC line, which was
under construction for quite some time and now with this commissioning Power Grid
will see almost Rs. 20,000 crores of its CAPEX been commissioned and it will

certainly help in their further CAPEX spending in the quarters to come and next year.

PVC business continues to do well and, | am happy to report that after the
commissioning of our first plant outside Bengal in Ahmedabad in quarter 1. In
quarter 3, we are looking at commissioning at least two more plants. In Sikandrabad
in North India and in Guwahati in Northeast India. And our 5™ plant outside which

will be Hyderabad is likely to come up in quarter 4 as well.

So by the end of this year the company is looking to enhance its PVC capacity from
12,000 tons to about 40,000 tons. The Ahmedabad market has been responding well
to our product as you can see that in H1 we have witnessed over more than 100%
growth in PVC segment revenue. So this is in line with our targets of strong growth

in PVC sector as well.

With this, | do not have any other updates to give. And | am open to your questions
now. Thank you.

Thank you very much. We will now begin the question and answer session.
The first question is from the line of Tarang Bhanushali from IIFL. Please go ahead.

What is the current order book status for us and what was the order inflow for the

quarter?

Essentially see the company on year-on-year basis calculates the order book. So the
order book as of March 2015 stood at about Rs. 2450 crores and the orders for the
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year are generally finalized in Quarter 3 and quarter 4. So although the company has
received decent orders of to the tune of Rs. 400 crores to Rs. 500 crores in H1 but the
bulk of the orders will flows in in quarter 3and quarter 4 because that is when Power

Grid and other utilities looked to finalize.

In terms of tendering, the company has already participated in bids of more than Rs.

2000 crores in this financial year itself.
So what would be the current order book at the end of half year?

The order book at the end of half year would be about roughly between Rs. 2,200

crores.

Secondly, our margins on a QoQ basis have come down even though we have seen

strong revenue growth. So any specific reason behind this?

No, in fact as | explained during my updates you need to look at the margins net of
the income from forward contracts which we have now in fact shown as very clearly
in the results as a separate line item. I will show that in the previous year quarter 2 of
FY15 we had a very high FOREX gain to the tune of Rs. 42 crores, which in this year
is about Rs. 18 crores. Now this gain is a recurring income, which the company
enjoys because of the practice of entering in to forward contracts for all its dollar
receivable on export. But the quantum of this will vary from year-to-year. So if you
look at the overall income net of these forward contracts as | mentioned that the
EBITDA has grown quite significantly, which is 53% on quarter-on-quarter and 41%

on H1 comparison of last year to this year.

So what would be the margin guidance for us in FY16 post the H1 numbers?

As we have been maintaining that our product EBITDA margins are in the range of

14% and which is what have been seen & reflected in the H1 as well.

Thank you. The next question is from the line of Ranjit Shivram from B&K

Securities. Please go ahead.

Sir, one thing, which we would like to hear from you, is like what is the targeted
order intake for this year and if you can just help us how much was the similar order

intake for the previous year?

So as | mentioned we calculate the order book on yearly basis. So between FY14 and
FY15 we saw the order book moved quite significantly and it ended with Rs. 2,400

crores at the end of FY15. At the end of FY16 we expected to grow in line with our
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capacity increase which is about 20% to 25% every year. So this is | think broad

guidance which we can provide is about 20% to 25% increase in order book by the

end.
Ranjit Shivram: So around Rs. 3,000 crores of order book we would like to end this year?
Sharan Bansal: That is right.
Ranjit Shivram: And how about the margins are like yeah, we understand this FOREX gains keeps

fluctuating but if we adjust for that like what can be the kind of sustainable margins

we will be looking at going forward?

Sharan Bansal: Similar to what we have seen in H1. In H1 we have clocked an EBITDA of 14%

without FOREX gain. So I think that is what we are quite confident of maintaining.

Ranjit Shivram: And in terms of the short-term borrowings when | see in your balance sheet it has
increased from Rs. 172 crores to close to Rs. 294 crores. Is there some worries over

there or is it from March to September?

Sharan Bansal: No, in fact what happens is that in the quarter 1 and quarter 2 of the year this is the
time when the inventory buildup is generally more because the dispatches are slow so
one have to make provisions for the higher dispatches by greater output and greater
inventory in these two quarters. So if you see the short-term borrowings is basically
in line with the increase in inventory. But at the same time when you look at long
term borrowings that actually has come down by Rs. 20 crores to Rs. 25 crores. So
that is again in line with the company’s target of keeping the long-term borrowings
flat. So even after this year CAPEX expansion we will not see any increase of long-
term borrowing over last year. Short-term borrowings by the end of the year will also
again come down after quarter 4 once we see that the higher sales are realized. So we
will see again that the short-term borrowings will come down. And they will be in

line with the overall turnover growth of the company.

Ranjit Shivram: And sir, lastly on the PVC products we saw the revenues showing good jump from
Rs. 9 crores to Rs. 26 crores. So what is our target there for the full year in the PVC
products because we are factoring in a good amount of growth because we are

putting in a lot of capacities there? So can we have some light there?

Devesh Bansal: Yes, the company is quite focused on making our PVC brand from a regional player
to a national player and in line with that, we are setting up this new capacity in the

strategic locations. So as reflected in the topline growth as well we have seen 100%
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growth in H1 and similar growth is what we are targeting for the entire financial year

as well.

But sequentially there is a bit of decline but is that nothing to worry about, right from
Rs. 33 crores | think in June quarter it is to Rs. 26 crores? But is there anything to

worry about there is it just a seasonality?

It is more a function of seasonality as we all know that the PVC industry is usually
the slowest in quarter 2. So it is expected that there always be a drop in quarter 2 as

compared to the other quarters. So it is basically a function of that only.

In fact, if you see the quarter-on-quarter growth the quarter 2 growths is about 184%.

Because | see for given PVC products Rs. 33 crores?

I am talking about quarter 2 of FY16 that growth is 184% so what Mr. Devesh
mentioned was that quarter 2 is generally a weak quarter because of the Monsoon

season.

Thank you. The next question is from the line of Sanjeev Panda from Sharekhan.

Please go ahead.

PVC, first | would like to listen from you how much sales that we got from the new

capacity that we upgraded recently in this quarter?

So as we know that the capacity in Ahmedabad came up only this year so it is still a
market which we are opening up and we are continuously adding on more dealers
and channel partners in that region. in all the four states of Rajasthan, Gujarat,
Madhya Pradesh as well as Maharashtra. So the capacity is still underutilized but that
is expected in a new region. | do not have the exact number of break up between
Bengal and Ahmedabad right now. But | assume we are operating at roughly around
an average of 200 to 300 tons per month right now which is roughly around Rs. 2
crores to Rs. 3 crores of sales value. So | would think that the quarter numbers for

Ahmedabad would be close to about Rs. 6 crores to Rs. 7 crores.

And considering that another two plants that are likely to come in this quarter Q3 and
by the time Q4 like for this whole year what kind of topline that we can expect from

this business?

Apart from the new plants, which are going to come up in Q3 and the fifth plant,

which is expected to come up in Q4 we have also added capacity in our Kolkata unit
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in line with the greater acceptability in the market and the greater demand from the

market. So we will be ending the year on a high and definitely looking at doubling

the turnover from last year in this business in this year.
Sanjeev Panda: And margin will be broadly in the same range that we are operating currently?

Devesh Bansal: The Company makes sure that the growth that comes in is not at the expense of any
major dilution of margins. So yeah, margin numbers are expected to be remain

constant.

Sanjeev Panda: Now coming to the infra business; revenue seems to be on the softer side in this
quarter. Is there any specific reason in that or is it an order scenario | mean order

specific case and how is the overall it looks for the whole year?

Sharan Bansal: So as | have shared earlier see infra is obviously a small division for us and in that,
we chose projects on a selective basis. The reason for softening of revenue is
essentially the old projects which we have in hand they are coming to an end and we
are yet to land with the new projects which are expected to come in Q3, Q4. So
which is why you see some reduction in the revenue on that side because anyway the

company is more focused on targeting profitable projects only in this segment.

Sanjeev Panda: And what is the total order we have from the infra space currently?

Sharan Bansal: Currently orders in hand are not much. In infra space they are less than Rs. 100
crores.

Sanjeev Panda: So we executed the project largely what we had last year?

Sharan Bansal: That is correct.

Sanjeev Panda: Coming to net working capital days in this is it in between the year the numbers

normally looks high that is the reason why the net working days are relatively higher

compared to the year-end?

Sharan Bansal: Yeah, that is correct. As | explained earlier that quarter 1 and quarter 2 essentially we
are building up inventory and sales are lower so you will find that generally there is a
40:60 ratio between sales between H1 and H2. So in view of the higher sales to be
done for H2 the inventory buildup is more in H1. So you will find that this number
will come down significantly by the time the year comes to a close because of higher

sales.
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And as you mentioned earlier in your commentary that credit rating has improved
from the care rating. So because of that are we going to benefit anything on the

interest cost side and if at all yes, how much?

Yes, definitely by improvement in the credit rating the interest cost benefit we will
start getting. Our new sanctions are coming with the lower rate of interest and now
we are eligible to raise the CP also in to the market, on which we expect to get the
interest rate benefit of around 2%. So yesterday our board has also approved the
issuance of CP offer of Rs.50 crores. For that we have again separately rated by
CARE only.

So sir, on a blended level like what kind of basis point effective adjusts cost should

be reflective in the next one year?

Effective interest cost would be around 11%.

And that will be lower than last year what basis?

Because the effective interest cost | mean to say during the year because seven
months have already lapsed and only five months are there and the benefit of credit
rating reduction in the interest cost that is yet start. So definitely, we are going to

receive the benefit of credit rating.
InFY17?

Yes, so the full benefit will come in FY17 only. In this financial year, the partial

benefit will come to the company.

The last one is that other income we have this time it is a better other income it is

jumped. So is there any specific or it is in?

Other income is basically sir, are you talking about other income or other operating

income.

The other income, sir?

It is around Rs. 3.2 crores for the half year. This is basically interest we received on
margin money given to the banks. So there is no such reason for any increase. Since
the business is growing, we need to keep the margin money with the banks for

getting our LCs, BGs all these things.
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Thank you. The next question is from the line of Laxmi Narayanan from Catamaran.

Please go ahead.

Sir, just wanted to understand your order book breakup because you had mentioned
that it is 50% into Power Grid Corporation and 50% would be international, right? Or

if you can just let me understand how is that order break up?

The overall order book of about Rs. 2,450 crores is broken up about 55% is domestic,
and that 55% domestic is you can say is made up of 90% Power Grid and 10% other

domestic customers. And the other 45% of the order book is exports.

And what are the receivable days in terms of domestic, if you can just help me
understand whether the customer pays you in advance or what is the typical days
there?

Our net receivable days are between 90 and 100 days and this is across both domestic
and exports. Exports are a little better, export receivables are a little better. But in

domestic also it is about 90 to 100 days.

Okay, when you say export these are not deemed exports these are actually exports

that actually go out of India?

They are a mix of both deemed export and physical exports but majority is physical

exports.

And which are the countries and how does that what kind of process you go through

to get those contracts awarded and which countries are these?

These are negotiated contracts in fact bulks of our contracts are from the Latin
America region. We have an alliance agreement with the largest transmission
operator in Latin America and as per the agreement whatever project they land they
automatically pass on the tower orders to us. So Latin America is a major market for
us. Apart from that we are also active in certain markets in Europe and Africa as
well. And of course in South Asia where we are exporting to countries like Nepal

and Bangladesh.

And this you deal with an EPC player right, so the Transco will give order to an EPC
player and to the EPC player you actually go and bid for, is that right?

In other markets yes, but in Latin America we are dealing directly with the

transmission operator, who is the owner of the asset.
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Sir and as you know, Latin America especially countries like Brazil is actually going
through a tough time now, and there are huge currency volatility and so on. And
there is also some embargo in terms of the money that can be repatriated, right so
etcetera. So how are you de-risked in Latin America and how are you thinking about

this whole scenario?

No firstly all our contracts are in US dollar only. We do not have any contracts in
local Latin American currencies. As the policy of the company, we only expect
export orders in US dollars or Euro. And secondly in terms of the business, | can tell
you that these transmission projects are long term project, so you know each project
has a commissioning cycle of maybe as a planning cycle of 2 to 3 years and then
after that an execution cycle of 4 to 5 years. So clearly | think year-on-year
fluctuations in the country’s economy do not really have much bearing on these
projects. So there may be a case of future projects being slowed down but even then
the government’s utilities are not really investing any money, these are all private

capital so essentially it is not really tied to the government finances.

Sir, if I go through your annual report it says the domestic is 96% of your revenues
and only 4% is exports, but when we talk of huge amount of order book, is it going to
be like a real changes and if I just forecast 3 years down, what will be your revenue

mix in terms of domestic and international?

It is a good question. In fact we are expecting the export revenue in the company to
jump very significantly and the target is that it should be at least 30% to 35% of our
revenue in FY16. So this will be in line with our order book. So eventually, | think
the company targets that the domestic to export revenue breakup should be 60% to
40%.

And EBITDA margins in this exports and this will be in line with the EBITDA

margin of 14% for your overall business?

That is right, that is correct.

Sir and one question on PVC if you can just help me understand what kind of
differentiation you have either in terms of product or distribution or in terms of
consumers who you work with. When you compare it to lot of other pan Indian

players that are present in the market, right? So what is your positioning in CPVC?

One of the biggest differentiators that the company enjoys now in PVCis the
inclusion of CPVC into our range of products, through a tie up with Sekisui for the
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CPVC compound. So Sekisui is the only other manufacturer of CPVC compound
apart from Lubrizol which has partnered with Astrol and Ashirwad for CPVC in
India. So Sekisui is the only other NFS certified compound manufacturer. It is a
Japanese company and is a fairly large conglomerate having somewhere around $9
billion in revenues. So they have partnered with us for the Indian market, we are one
of their partners. And with the addition of CPVC we are able to offer a complete
basket of products in all the plumbing products which are available in the market are
there with us now. Apart from the entire range of agri-based products, agriculture and

irrigation based products.

And your breakup in terms of agriculture and non-agriculture in PVC currently sir?

Since the agreement with Sekisui has only taken effect this year, we expect the
proportion of plumbing to increase this year. Till about last year almost 85% of our
revenues used to come from agri but this year we are expecting that plumbing will

contribute to more than 30% of our revenues.

And this is because of this CPVC contract coming that is the JV or whatever you

have right?

Yes because without the presence of CPVC, we could not really target the plumbing
market convincingly and that was a major chunk, which was missing from our

product range.

And will you price these products at a lower price than Astrol and Ashirwad in terms
of CPVC currently?

In specific product ranges like CPVC where we are new entrants, we will have to
offer them at a discount, but these are fairly high margin products, so we are not very

concerned over there.

And the Sekisui has | mean you said couple of other players so like Lubrizol has only
tie up with two, now for Sekisui how many companies are planning to you think they
can actually sign up with or is it like exclusive to you only for next two to three

years?

No in Eastern India it is exclusively with us. Sekisui is also tied up with Jain
Irrigation for CPVC and one small company that they have been tied up with for the
last couple of years, but in the major manufacturers, it is only us and Jain Irrigation

as of now.
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And what kind of royalty extra you pay for them?

It is not a royalty-based agreement it is a purchase agreement. So the prices are kept
in line with the market scenarios the international prices and we buy the resin from

them outright.

Thank you so much. The next question is from the line of Arjun Goyal from Motilal

Oswal Securities. Please go ahead.

Sir firstly, | wanted to ask this other operating income about Rs. 6 crores in this

quarter, is this the job work income that you are receiving from Tata Steel?

No, sir this other operating income is basically the incentives on exports which we
receive. This has been again mentioned in the notes, with note number 3, of the

results. This is purely the incentive on exports.

This is a direct income accruing out of the physical exports that the company has
done

And so now coming to exports can you give me the bifurcation especially with the

transmission towers, what has been the bifurcation between domestic and exports?

In Quarter 1, Quarter 2 exports have been heavier so generally the domestic market is
a little subdued in these quarters. Domestic markets pick up more in Quarter 3and
Quarter 4. And as | mentioned that PGCIL has been trying to commission some of
the large projects which are under way. One of such large project, which is the 800
KV HVDC corridor from Agra to Assam, this is a Rs. 20,000 crore project World
Bank funded, that has recently been commissioned at the end of Q2. Another 800 KV
HVDC corridor project, which is Champa Kurukshetra that is also expected to be
commissioned in Q3 or Q4. So we will see quite an increased spending activity by

PGCIL in the next few quarters and as well as the next financial year.

Okay but on an absolute number, do you have that figure what would be the breakup

between domestic and exports for the half-year gone by?

We could share that with you but exports is higher in Quarter 1.

So sir, these exports, are they fixed price contracts or are they variable | mean
basically what | am getting at is would you see any benefit from a softness in

commodity prices for exports?
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Most of the contracts are with escalation, de-escalation projects.

Even for exports?

Yes, even for exports so it is a pass through. So generally, we do not really gain
exceptionally from lower commodity prices, or at the same time we are well
protected when commodity prices rise also.

Now coming to the so this forward contract income, | wanted to ask, so basically at
least in FY15 you see in Q2 we got this Rs. 42 crores income and then there was this
un-allocable expenditure in Q4, right which was significant. | think it was something
like Rs. 38 crores. So basically what is happening is that between Q2 and Q4 there is
a lot of lumpiness in the profitability. So when the year ends is there some mark-to-
market loss or how do you explain the variation between Q2 and Q4 specifically

pertaining to this forward contract income?

See this forward contract gain of Rs. 42 crores, it is not mark-to-market gain, it is a
realized gain to the company and this was realized in Quarter 2 of FY15. And in
Quarter 4 as it was looking better, there is the un-allocable expenditure is high, that is
because of some regrouping has been done by the auditor at the end and this was

considered as other operating income.

So this un-allocable expenditure has nothing to do with the forward contract?

No, nothing. That has nothing to do with the forward contract that was due to some

regrouping of the datas only.

So then sir, I mean now this Rs. 18 crores | mean so in Q4 we should not expect any

significant expenditure on this front, right?

Right. This is completely extra over and above the working profit EBITDA, which
we have been describing our product to be having. This is completely over and above

that. It is cutting in nature but the quantum will vary from year to year.

Sir, couple of questions was in the last call we mentioned that the Guwahati and
Secunderabad facilities for PVC they were supposed to start in | think October of
2015, if I am not mistaken. Has there been any delay or what is the update on these

two plants, when are they expected to commence?
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We targeted to commission these within Q3. That is going to happen, yes, there is a
delay of maybe about 15 to 20 days to a month. So, by end of November we are

definitely looking at commissioning one and beginning of December the other one.

And sir, regarding this infrastructure segment, what | have been seeing is that the
turnover and the profitability is going down. But if | see the capital deployed, that has
gone up from Rs. 20 crores to Rs. 28 crores | mean on a YoY basis. How do we

explain this happening?

Actually the turnover has gone down, because much of the orders are not to be
executed and more particularly during this period of rainy season. Also the capital
employed has gone up because some of the inventories has been piled up for

execution in the next quarter.

Thank you so much. The next question is from the line of Bhalchandra Shinde from

Centrum Broking. Please go ahead.

Sir, regarding order inflows I would like to know in current first half how was the

mix exactly in order inflows for domestic and exports?

As | mentioned earlier, first half generally is not where a bulk of the order inflow
takes place. We have always seen in the historical part also that bulk of the order
inflow is in H2. Even then the orders which the company has secured we have seen a

similar a 60-40 breakup between domestic and international.

So 60% was domestic?

Yes, correct

And sir, in the second half as you mentioned that we expect order book to be around
Rs. 3,000 crores?

We expect it to close it at that.

Yes, expect to close. So do we see the order inflows of around Rs. 800 to Rs. 1000

crores in that?

It is quite comfortable.

And largely it will be through domestic market?

Page 14 of 25



SKIPPER

—_— Limited =—

Sharan Bansal:

Bhalchandra S:

Sharan Bansal:

Bhalchandra S:

Sharan Bansal:

Moderator:

Milind Karmarkar:

Sharan Bansal:

Skipper Limited
November 4, 2015

This year we expect more orders to come from domestic market because of increased

tendering activity.

And sir, about our 3 years alliance agreement with one of that South America’s
transmission operators, so we have a visibility of 3 years but post that will the
alliance agreement will be reviewed or it will be like the only agreement for the 3

years?

It is likely to be renewed as well, but even otherwise we are right now in active
discussions with other operators in South America also. So in fact there could be a
possibility where we enter into agreement with other player also, both options are

being explored by the company.

And sir, regarding our order book which was at the start of the year only in the export
orders | am talking about, post-execution of these orders over the next two years do
we see those kind of order inflows happening over next two years so that at least we
can maintain that kind of order inflow in exports and in which regions exactly you

see that kind of order?

Yes absolutely, we see a lot of healthy demand for transmission lines of course in the
Latin America market, which is our major market. And other than in certain key
markets in Africa including South Africa, Egypt of course Nigeria, Ethiopia, Kenya
we expect order inflow to be good from all these markets. Even from the Middle
East, Oman, and Saudi have very large orders to give out. So we expect that

definitely order inflow to continues to be good for export markets.

Thank you. The next question is from the line of Milind Karmarkar from Dalal &

Broacha. Please go ahead.

My first question is on capital expenditure policy we say that our incremental
revenues that come from the CAPEX incurred is quite more than other competitors
and we say Rs. 8,500 is the cost for our per metric ton for PVC pipes plants against

Rs. 20,000 industry average. So how do we get these numbers?

The reason for our CAPEX numbers being lower than all the competitors in the
industry is because the company is following asset light approach to building up
capacities, wherein the company is not setting up greenfield units but is actually
taking on leased land and infrastructure, and only investing in the plant and
machinery. So that really helps us in bringing down the overall CAPEX numbers by
more than 50%.
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And in case of tower business, our margins are substantially higher than that of the
competitors. So | understand that about 3% comes from the logistics benefit, what are
the other factors, which differentiates the margin so much?

So logistics is definitely one part where because of our location in Eastern India, we
gain significantly because of the surplus steel availability in this region.Apart from
that Skipper is the only backward-integrated player in our side, where we have in-
house angle rolling mills. So that also gives us significant cost advantages over our

peers.

So besides Skipper all the other tower manufacturing companies source the angle

rolling from?

From various key rollers across India.

So we also supply to some of these competitors?

No, in our rolling mill almost 95% of the capacity is used in-house only.

And the rest is sold to, can you name a few companies?

We sell to some small manufacturers but that is insignificant. It is only when we have

a surplus we sell it out.

Okay and as far as our PVC is concerned, we spoke about capacity addition in
Calcutta as well. So how much is that?

We ended last year with 12,000 tons of capacity inkolkata, which has now been
ramped up to 15,000 tons. So about 3,000 tons has been added inKolkata.

And can you give me the share of CPVC as of now in the PVC business?

CPVC being the new product for the company, what is happening right now is that
we are basically trying to tie up with the dealers and distributors for the plumbing
ranges. Right now the capacities are not very large, our capacity in CPVVC would be

less than 2,000 tons per annum at the moment.

And our tie-ups with two of these companies, | did not get the name rightLubrizol

and Sekisui.

Sekisui.
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Yeah so how will it go to benefit us on PVC, are we doing some job work for them?

No, so with Sekisui which is our supplier for CPVVC raw material we have a purchase
agreement with them and a contract for long-term supply of CPVC compounds.
CPVC compound being a scarce commodity there are only limited manufacturers of
this material in the world. So we get this high quality material from Sekisui which is

equivalent or better in quality as compared to Lubrizol.

So do you have any competitive advantage when it comes to the sourcing of raw
material for CPVC because Lubrizol has tie-ups with Astrol or one or two other
companies as you said Jain Irrigation is also a part of it now. So do you have a sole

contract with this company?

No, it is not an exclusive contract. It is exclusive for Eastern India, but then we are
operating in other parts of the country as well. But the advantage is that there are
very few people who are being able to source this kind of raw material in the country.
As far as this quality is concerned, we are only talking about Astral, Ashirwad with

Lubrizol and Jain Irrigation and us with Sekisui.

Thank you. The next question is from the line of Arun Jain from Harappa Advisors.

Please go ahead.

My question again related to PVC business. Now you are saying that you are coming
out with three other locations, which is probably at South and in some parts of North.
So what will be the key products, which you will sell, is it a CPVC or you will mix
what you were selling? This is the first question. And second question | understand
that you will have some kind of differentiation but what kind of three terms you will
have because if I look at other pipes company or maybe plastic company they have a
very heavy working capital cycle except two big players like Supreme and Astral. So

what is your strategy on that, could you please elaborate sir?

So as a company we are manufacturing a complete basket of products in both the
plumbing as well as agricultural sector. There is absolutely no major product that the
company is not manufacturing. With the inclusion of CPVC we are able to offer the
entire range to our channel partners. With regards to trade policies, the company does
not extend very large credits to its dealers and distributors. Our maximum credit
terms are in the region of 15 to 20 days and that is also in the newer geographies
where we are entering in more matured markets like Eastern India, our credit terms

are very, very tight. It is within 15 days.
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What | am saying that so we should assume that your working capital which you
have maintained last year which was closer to 50, 55 days that will maintain despite

of PVC businesses moving to a double or probably triple in next two years?

Yes, we do not expect the working capital cycles to change dramatically because
again bulk of the revenue is pertaining to come out of Eastern India at the moment,
and in any case on a corporate level the PVC business is a very small proportion of

the overall topline, so it will not have a big bearing on the overallcontext.

Thank you. The next question is from the line of Dhavan Shah from Indsec

Securities. Please go ahead.

I have two questions. One is related to the EBIT margins. If | look at the EBIT
margins for engineering product and PVC segment | mean for Q2 FY16 like our
EBIT margins for engineering product has increased by around 800 bps, while the
same for PVC segment is down by around 600 bps. | understand | mean there could
be some impact because of that income from the forward contracts. So is that because
I mean we have realized gain in PVC products in Q2 FY15 for forward contracts and
while for FY16 we have received that gain for engineering product segment? And

that is why we are seeing huge difference in the margins?

No, in fact I am not sure about how you are calculating the EBIT margin, but the way
we see it is that the EBITDA without FOREX income has actually grown

significantly for both the segments for engineering as well as PVC.

No, quarter-on-quarter last year the number was very small. Sorry, just to interrupt.
On the PVC side, last year’s Q2 EBITDA numbers were abnormally high at
22%.This was when the revenue was very small.Revenue was very small in this
quarter I mean we are talking about a figure of only about Rs. 9 crores. So it is not
really a reflection of the true nature of the business. I think what we are operating at

currently that is more of a correct reflection of how this industry is working for us.

But I think EBIT was around Rs. 2 crores in Q2 FY15 for PVC?

That is correct but only on our topline of about Rs. 9 crores.

Okay.

So that is not really a true reflection of the actual operating margins in the industry
that was more than normal and was probably due to booking of expenses or product

mix.
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Maybe certain higher value contracts in that quarter.

Yeah, because again the number is very, very small to be actually considered. What

we have this year is more reflective of the actual working margins.

So I mean in Q2 FY16 our EBIT margins for engineering product segment is around
18%?

That is inclusive of the FOREXgains.
Right so sustainable margins will be between 15% to 16%?

No, 14% is what we have been claiming is our product EBITDA and plus the

FOREX income brings in about 1.5% to 2% every year.
And for PVC it will be between 12% to 13% right?

PVC also at least in our current home market of Eastern India we enjoy 14% to 15%
and in other markets where we have just started, it may be a couple of percentages
lower at the initial, but then we make it up as we go along.

Now when | look at the historical numbers for the engineering product and PVC
segment, our revenue for engineering product seems great between in Q2 and Q4,
while PVC is better in Q3 and Q4. So as we guided in the last Con Call that the
revenue growth will be between 20% to 25% in this year and if | look H1 the average

growth is around 28%. So are we looking to revise our guidance to upwards?

No, I think overall in the year we will continue with the same guidance, which we

gave last time.

Thank you. The next question is from the line of Karthikeyan from Suyash Advisors.

Please go ahead.

Can you please explain the income from forward contracts, | am not clear about this
so when you receive an export order, as you explained last time, you sell these
dollars, so can you please explain how exactly income recognition happens, what

exactly does this pertain to, can you please explain that?

Mr. Karthikeyan, it is actually a fairly long discussion and a fairly complicated
discussion. 1 would really encourage you to have an offline discussion with Mr.

Sanjay Agarwal — our CFO and then he can take you through the entire process.
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Because it will eat up too much of the time on the Con call. The other participants

would be kept waiting.

Thank you. The next question is from the line of Laxmi Narayanan from Catamaran.

Please go ahead.

Sir a couple of questions more. If you can just help me with the forecast, not a
forecast I mean what kind of indicative revenue mix you are targeting from
engineering and PVC in FY16 and FY17? And then the second question is what is
the comfortable debt equity ratio you have in mind? And the third is do you get any
tax advantage because right now you are paying full tax. So these are the three

questions.

To answer all your three questions, the revenue mix between engineering and PVC
was roughly about 85:15 last year almost 90:10 | would say. So in line with our
growth in both the divisions, we do expect PVC to grow to play a larger share in our

topline.

So maybe it is expected that the PVC business will continue to double in topline
every year. That is the broad mandate that the company has taken, whereas the T&D
business will grow at roughly around (+20%) on a year-to-year basis. So | think that

should give you a fair projection of how the top revenue going forward.

As far as debt-to-equity is concerned as you know companies had a significant
improvement in the debt-to-equity ratio. It is | believe come down from 1.7X to
1.28X in FY15 and in FY16 we expect this number to be close to 1.0X. So company
is seeing significant improvements in the debt-to-equity ratio as the profitability

continues to grow.

And what is your ideal state of debt-equity do you want to be zero debt or you want

to keep some debt, and what are you working on?

As we have mentioned earlier, is that company had a very conscious approach
towards debt, so which is why as Devesh was mentioning that all our new expansion
in PVC is also being done through the asset like model to preserve long term capital.
If you see in H1 our number our long-term borrowing had gone down, although by
the end of the year once the expansion for this year comes up, we expect it to come
back to the number of last year. So we really expect that as the topline will continue

to grow 20%, 25% we would not see any increase in the long term borrowing. Rather
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ultimately with the improved profitability, we should target to come to a zero long-

term debt number in about 4 to 5 years’ time.

That would be the target and regarding your last question about full tax; the company
does pay full tax. We do not enjoy any tax exemptions right now. So our only hope is
Mr. Arun Jaitley fulfilling his promise of bringing down the tax rate from 30% to
25%.

And your CAPEX guidance | missed that when you mentioned initially the last year |
think you made around Rs. 35 crores of CAPEX right?

Yeah that is correct. So every year in both putting together our engineering as well as
PVC expansion, we expect to spend anywhere between Rs. 40 crores to Rs. 50 crores
which will be funded through a mix of maybe 65:35 debt and equity.

Thank you. The next question is from the line of Lokesh Parekh from Anand Rathi

Research. Please go ahead.

I wanted to ask you about this volume growth mainly in engineering product and how
has been the competition in this business? And what would be our capacity by end of

this financial year?

The volume growth as you can see, in H1 we have grown by about 25% in our
engineering products sales, particularly in Quarter 2 compared to previous year’s
quarter, the growth has been about 29%. This is in line with the company’s capacity

expansion which is about 20%, 25% every year.

So these numbers are in tons, the growth in ton capacity or the sales you are telling?

Both in terms of capacity as well as sales, the average target is about 25%.

So, means there is no growth from the pricing side, pricing has been stable you mean

to say?
Yeah, the pricing has been more or less you can say stable.

And how is this competition in this business, is there any new player from the South

side are coming or only organized players are there in the market?

Well, competition of course you know as any other industry this is also a competitive

industry. But I think because of the company’s distinct cost advantages we are in a
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more favorable position compared to our peers. And of course because of the scale
and size also our company is more qualified for the larger value projects which a lot
of companies do not qualify for. So | think in terms of order being competitive, in

new orders we do not see any problem even despite the new competition.

Sir, one more question related to our margins from export business. As you said that
this FX gain is recurring in nature, so while bidding for the contract do we consider

this in our margins or the 14% margin that you have told is excluding this FX gains?

Yes, the 14% margin which | mentioned about is excluding the FOREXgain, and we

consider that a FOREXgain will bring in about 1% to 2% extra margins.

So 1% to 2% on an overall level or in export only?

Overall.

Thank you. The next question is from the line of Amber Singhania. Please go ahead.

Just a couple of questions from my side. One thing is as you mentioned about your
realization in engineering, which was more orless stable could you also share how is

the realization moving in PVC segment and what it is on per ton basis?

On a per ton basis we are looking at a realization of it is again different for different
products because the product mix is fairly large. When we talk about products like
CPVC the realization is close to about a little less than Rs. 3 lakh per ton, whereas in
case of agri products, it is as little as maybe about Rs. 85,000 to Rs. 90,000 per ton.
So because it is a fairly large product mix, the overall number might change from
quarter to quarter depending on what product mix we have actually sold.

But basically, | wanted to understand because of this fall in the crude prices, is there

any fall in the relation we are seeing or how it is panning out?

So the fall in crude prices were there more in the previous quarter, sorry Quarter 2
only we are talking about, yeah. So a little bit of a reduction was there, but not very

significant.
And going forward we see that stabilizing or how is it?

We actually expect the PVC resin prices in India to strengthen going forward.

Because of the Quarter 3 and Quarter 4 periods being high consumption quarters as
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well as no major indication of major crude oil price falling we actually expect the

prices to either be stable or increase in the next two quarters.

Secondly, on the engineering side, we share that we have roughly around Rs. 2,000
crores worth of orders under the bidding stage at present. Could you throw some light
about some color, which particular segments or how much is export and how much is
domestic, these orders are and what are the nature of these orders more of 800 KV or

how is it?

This year because of the increased bidding action in domestic market, quite a major
chunk of the orders under bidding are domestic. There are some export contracts also
which we have bid for. But substantial portion is domestic, because in domestic

market we see very strong bidding action this year.

One more thing on this quarter numbers, we see the tax rate has moved up to (+40%)
whereas the normal we used to pay around 30% to 35%. Any reason for that and or is

it just a one-off thing which can come back?

No, actually the normal tax rate is 34.6% only. The difference maybe because of the

deferred tax provision, which we have for the CAPEX benefit we will get.

So how will it move in the following quarters?

It will be around 35% as per the latest Income Tax rates.

So 35% only. And how much is the CAPEX we are planning for PVC and

engineering separately if you can share?

On the PVC side, the CAPEX for the next two plants, which are going to come up in
this quarter as well as the fifth plant in Hyderabad, which is expected to come in
Quarter 4, including Ahmedabad we had planned a CAPEX of roughly around Rs. 30
crores in this business. So the number is expected to remain the same in this year at

least.

And on engineering side another Rs. 20 crores?

Yeah, another Rs. 20 crores in the engineering side for the new capacities that we are

setting up.

Okay and that will take up our capacity to 175,000 or more?
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It will make our capacity close to 2 lakh tons by the end of this year.

Okay we will be 2 lakh tons.

We are at 175,000 presently.

And secondly just how is the volume in this quarter for PVC vis-a-vis the Q1 and last
year Q2?

No, the growth in Q1 and Q2 over last year has been fairly good and in line with our
expected growth of doubling the top line this year. And going forward also we are

fairly bullish that the same trend will continue.

So we are more or less in line with what we estimated on that part?

Yes.

And any payment issue we are facing from PGCIL because we hear that PGCIL has
tightened their norms in terms of working capital significantly. So are we seeing the
delay happening from the PGCIL side because now we are dealing directly with them

for many orders as such?

Yeah, so in fact what PGCIL is doing is they are not dealing in payment, but they are
for projects, which are say non-priority there which are not likely to be
commissioned any time soon, they are delaying the purchase of the material. So even
though the contracts may be there but they would rather focus more their CAPEX on
the project, which are to be commissioned in the current financial year and in the
next financial year. The projects, which are to be commissioned say two years later,
they are just postponing the capital spending on those projects. But as | mentioned
earlier they have already commissioned one very large HVDC project of Rs. 20,000
crores. Another HVDC project of about Rs. 12,000 crores will be commissioned by
this year-end. So | think that will free up a significant portion of their capital work in
progress and that will definitely help towards greater CAPEX spending by PGCIL in

the quarters and the years to come.

Thank you. As there are no further questions, 1 would now like to hand the

conference over to Mr. Amber Singhania for closing comments.

Thank you. On behalf of Asian Markets Securities, |1 would like to thank everyone,

all the participants and a special thanks to the management for taking out their time
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and sharing insights about the company and the industry with us. | really thanks to

Sharan, Devesh and Sanjay Ji. Sir, would you like to add any closing remarks?

I think most of the topics have been covered during the question answer. But | thank
everyone for their participation in the conference call and we look forward to talking

to you again at quarter 3 end.

Ladies and gentlemen, on behalf of Asian Markets Securities that concludes this

conference. Thank you for joining us and you may now disconnect your lines.
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