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Company background:

Skipper Ltd is one of India’s largest integrated transmission tower manufacturing companies;
it has diversified into PVC pipe manufacturing in FY09. Skipper has shown 18% and 72%
CAGR growth in Sales and net profit during FY13-16. The company exited low margin ERW
business which resulted in significant margin improvement; the operating margins improved
to 13.8% in FY16 against 10% in FY13.

Skipper enjoys highest margins amongst listed peers due to 1) integrated operations: it has
2.2 lakh MTPA hot rolling mill capacity to manufacturer angles 2) logistics advantage: the
plants are located in eastern region; close proximity to raw material source and ports helps
in reducing freight cost and 3) focus on tower manufacturing over EPC business; as on FY16
only 2% revenue contributed by EPC projects.

Skipper entered into exclusive alliance agreement with Latin America’s largest Transmission
System Operator (TSO) during FY13 for three years. The tie up contributed USD 190 mn to
order book till date. Skipper has order book of Rs. ~Rs. 2430 crs (1.7x FY 16 revenue) as on
FY16. Exports constitute 25% of order book and 45% of FY16 revenue

Transmission tower business:

o The company derives 88% of revenue from selling of Transmission towers (They are
mainly into supply of towers against competitors’ focus on EPC segment). Their major
domestic clients are PGCIL, SEBs and other private EPC companies.

o The company enjoys better operating margins (13-14% against 9-11% for competition)
due to above mentioned reasons.

o Skipper has manufacturing capacity of 2.2 lakh MTPA for hot rolling mills and 2.0 lakh
MTPA for transmission towers as on June 2016.

o Since last two years the company is operating at 90% capacity utilization.

o It will increase the hot rolling mill capacity to ~2.7 lakh MTPA by FY17 which is
sufficient to support backward integration of tower manufacturing up to 3.0 lakh
MTPA. Skipper plans to add 25 K MTPA (Capex of Rs. 25-30 crores) per year.

. Out of $190mn exports orders in last 2 years, it has executed orders worth Rs. 600 crs
and balance to be executed over next 2 years. The margins and working capital
requirement is similar to domestic business.

. The tie up with the Latin America’s TSO will come under review in Q3 FY17; the
management expects the agreement to continue on account of its strong relationships
and manufacturing capabilities.

o The company is also focusing on expanding its presence in new international markets
like Nigeria, Africa, Middle East etc, which may help company to maintain the growth in
export business.

o Guidance: 15-20% volume growth with EBIDTA margin of 13.5-14%

Polymer (PVC) business:

e The polymer business constituted 10% of total revenue with 11.5% EBIDTA margin in
FY16.

e The company has cumulative production capacity of 41K T across 5 locations; West
Bengal (15K), Gujarat (10K), Assam (4K), UP (6K) and Telangana (6K).

e |tis the largest company in Eastern market with 10% market share and market leader in
WB market. The Eastern market contributed 65-70% of polymer business in FY16, which
will come down as the company will expand into new geographies.

e Skipper has adopted an asset light model for its polymer business where they identify a
location with leased property. The strategy reduces initial investment and also helps the
company to start the production within 4-6 months of location identified.

e PVC pipe being a freight sensitive industry, pan India manufacturing facilities (near to
end user markets) could be a key competitive advantage for the company.
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e The company plans to increase the total capacity to 100K T by FY19; due to its asset light model the company will spend Rs. 8-
10K / T against industry average of Rs. 20K /T.

e Agriculture & Plumbing contribution will change to 60:40 from current 75:25, as it will expand into newer geographies. The
higher plumbing contribution will also lead to incremental contribution from high margin fittings.

e Skipper has technological tie up with Sekisui, Japan for CPVC compound; it has CPVC capacity of ~2K T (5% of total capacity).

e Guidance: 70% volume growth with EBIDTA margins of 11.5% for FY17.

EPC Project:
e Skipper is not actively looking for EPC projects; it constituted 2% of total revenue in FY16.
e The company has Rs. 200 crs of order book.

Key Concerns:

e Slower than expected order inflow for Transmission tower business in domestic and export markets.

e The PVC segment growth will depend on its market acceptance in newer geographies where they need to compete with
established players like Finolex, Supreme, Astral etc.

Outlook and valuation:

We like the company’s strategy 1) to focus on manufacturing of towers over EPC and 2) asset light model for growth in polymer
business. Skipper enjoys better margin profile and one of the best return ratios in the industry. The management expects volume
growth of 15-20% in tower business and ~60-70% in polymer business.

Historically, investments in power T&D have lagged compared to power generation sector; the government intends to make more

investment in transmission infrastructure to reduce the capacity constraint. We believe that Skipper is favorably placed in domestic
T&D segment. At CMP the stock is available at 17x FY16 earnings of Rs. 9.3 and 8.4x EV / EBIDTA.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives and Private Client Group. This
report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may or may not match or may be contrary at times with
the views, estimates, rating, target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd. which is regulated by SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for information
purposes only and neither the information contained herein nor any opinion expressed should be construed or deemed to be construed as solicitation or as offering
advice for the purposes of the purchase or sale of any security, investment or derivatives. The information and opinions contained in the Report were considered by
PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such information will usually be disclosed in
the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer any warranty as to the accuracy or completeness
of such information. Any person placing reliance on the report to undertake trading does so entirely at his or her own risk and PCIPL does not accept any liability as a
result. Securities and Derivatives markets may be subject to rapid and unexpected price movements and past performance is not necessarily an indication to future
performance.

This report does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax and financial advisors and reach their own regarding the appropriateness of investing in any
securities or investment strategies discussed or recommended in this report and should understand that statements regarding future prospects may not be realized. In no
circumstances it be used or considered as an offer to sell or a solicitation of any offer to buy or sell the Securities mentioned in it. The information contained in the
research reports may have been taken from trade and statistical services and other sources, which we believe are reliable. PhillipCapital (India) Pvt. Ltd. or any of its
group/associate/affiliate companies do not guarantee that such information is accurate or complete and it should not be relied upon as such. Any opinions expressed
reflect judgments at this date and are subject to change without notice

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research report is
subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is available on
request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the research
analyst’s personal views about all of the subject issuers and/or securities, that the analyst have no known conflict of interest and no part of the research analyst’s
compensation was, is or will be, directly or indirectly, related to the specific views or recommendations contained in this research report. The Research Analyst certifies
that he /she or his / her family members does not own the stock(s) covered in this research report.

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment banking
services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek compensation for
investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the securities mentioned in
this research report, although it or its affiliates may hold either long or short positions in such securities. PhillipCapital (India) Pvt. Ltd does not hold more than 1% of
the shares of the company(ies) covered in this report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or particular
requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. Each investor must
make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and accounting considerations
applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The value of any security may be positively
or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic or political factors. Past performance is not necessarily
indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be reliable,
but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not be relied upon as
such. Opinions expressed herein are current opinions as of the date appearing on this material and are subject to change without notice.Furthermore, PCIPL is under no
obligation to update or keep the information current.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorized use or disclosure is prohibited. No reprinting
or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only and only if it is
reprinted in its entirety.

Caution: Risk of loss in trading in can be substantial. You should carefully consider whether trading is appropriate for you in light of your experience, objectives,
financial resources and other relevant circumstances.
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