Sheela Foam Ltd.

Management Meet Note
Company overview

Sheela Foam Limited is India's largest polyurethane (PU) foam manufacturer and a leading player in
the branded mattress industry. The company operates across mattresses, comfort foam, technical
foam, furniture, and home comfort solutions, catering to both retail and institutional customers. lts
portfolio includes well-established brands such as Sleepwell, Kurlon, Feather Foam, Starlite, Tarang,
and Aaram, enabling the company to address multiple consumer segments ranging from value-
focused to premium categories. The company manufactures and markets a wide range of products
including mattresses, pillows, mattress protectors, furniture cushioning solutions, and technical foam
products used across various end-user industries. Through its extensive distribution network com-
prising over 8,500 dealers, 125 distributors, and a growing omnichannel presence, Sheela Foam has
established a strong pan-India footprint. The company has also strengthened its market leadership
through the acquisition of Kurlon, significantly expanding its scale, brand portfolio, and geographic
reach. In addition to its domestic operations, Sheela Foam has an international presence through
businesses in Australia and Spain. The company also holds a strategic 43% stake in Furlenco, a
furniture and appliance rental platform, providing exposure to the growing home lifestyle and furniture
solutions market. Backed by strong brand equity, manufacturing capabilities, distribution reach, and
significant capacity headroom, Sheela Foam is well-positioned to benefit from increasing mattress
penetration, premiumization trends, rising replacement demand, and the ongoing shift from the unor-
ganized to the organized segment within the Indian bedding industry.

Industry Overview:

The mattress industry continues to benefit from favourable structural and demographic trends, both
globally and in India. Globally, demand remains supported by replacement cycles in developed mar-
kets, increasing household formation, urbanization, and expanding demand from hospitality and
healthcare segments. The growing adoption of premium and technology-enabled mattresses, cou-
pled with rising consumer focus on sleep quality and wellness, is expected to support steady value
growth over the coming years. In India, the industry is witnessing a structural shift from the unor-
ganized to the organized segment, driven by rising disposable incomes, increasing urbanization,
growing health awareness, and changing consumer preferences. Mattresses are increasingly being
viewed as lifestyle and wellness products rather than merely functional household items, leading to
higher demand for branded, durable, and ergonomically designed offerings. The industry is also ben-
efiting from improving mattress penetration levels, the expansion of nuclear households, greater
availability of consumer financing, and increasing replacement demand. Furthermore, the rapid
growth of e-commerce and direct-to-consumer channels is enhancing accessibility and accelerating
the adoption of branded products across Tier Il and Tier Ill markets. Looking ahead, the Indian mat-
tress industry is expected to maintain a healthy growth trajectory, supported by continued premiumi-
zation, formalization of the market, expanding organized distribution networks, and deeper digital
penetration. Organized players with strong brands, extensive distribution reach, diversified product
portfolios, and omni-channel capabilities are expected to be key beneficiaries of these long-term in-
dustry trends. As consumer spending on home comfort and sleep solutions continues to increase,
the industry remains well positioned for sustained volume growth, market share consolidation, and
improved value realization over the medium term.
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Sheela Foam Ltd.

Following are the key takeaways from the management interaction:
Strong Growth Outlook for Mattress Business

= Mattress segment remains the company's highest strategic priority.

= Management expects mattress volume growth of ~15% during the current year versus ~12% in
FY26.

= Domestic mattress business currently generates revenue of approximately Rs. 1,500-1,600
crores.

= Growth is expected to be driven by market share gains, replacement demand, premiumization,
and increasing penetration of branded mattresses.

= The company continues to gain from the ongoing shift from the unorganized to the organized
market.

Raw Material Environment Improving

= Key raw materials, TDI and Polyol, have corrected after the sharp spike witnessed during the
Iran-related geopolitical disruption.

TDI and Polyol together account for nearly 60-65% of total raw material costs.
Price hikes implemented in mattresses have largely been retained.

Foam prices are being adjusted downward due to the price-sensitive nature of the category.

L

Management continues to maintain a lean inventory strategy with approximately 10-15 days of
raw material inventory and 10-15 days of semi-finished inventory.

Falling raw material prices are expected to support working capital efficiency and profitability.

U

Margin Improvement Remains a Key Focus Area
= Gross margins have remained stable at 42-43% over the last 2.5 years.

= Management is guiding for EBITDA margins of 11-12% in the near term versus approximately
10% currently.

= Long-term aspiration remains 15% EBITDA margins.

Margin expansion is expected to be driven by:
¢ Higher capacity utilization.

¢ Better product mix.

¢ Operating leverage.

¢ Manufacturing efficiencies.

= At Rs. 450 crores consolidated EBITDA, management estimates annual free cash generation of
approximately Rs. 200 crores post capex, taxes, and working capital requirements.

Distribution Expansion Continues
= Sleepwell remains predominantly EBO led, while Kurlon has a stronger MBO presence.
= Management plans to add approximately 600 EBOs annually over the next 2-3 years.

= The EBO model remains structurally attractive as stores are largely owned and operated by
dealers.

= "Showroom 2.0" rollout is underway to enhance customer experience and strengthen premium
positioning.

= The company continues to rationalize its dealer network by replacing underperforming channel
partners with more productive dealers.
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E-Commerce Emerging as a Key Growth Driver
= Online penetration remains significantly below global levels, providing a long runway for growth.

= Management expects e-commerce to become one of the top three growth drivers for the busi-
ness over the next five years.

= Earlier online initiatives faced profitability challenges; however, the company has now re-
launched its digital strategy under stronger consumer-facing brands such as Sleepwell and Kur-
lon.

= Increasing consumer acceptance and brand recognition are expected to support online growth.

Significant Manufacturing Headroom Available

= Installed foam manufacturing capacity stands at approximately 2 lakh MT versus current utiliza-
tion of ~82,000 MT.

Existing capacity can support substantial future growth without major capital expenditure.
Plants are currently operating well below peak capacity levels.

Mattress manufacturing remains highly modular and capital-light, ensuring scalability.

L

The company has rationalized its manufacturing footprint from 21 facilities to 12 facilities, im-
proving operational efficiency.

Technology and Productivity Enhancements

= The company has shifted depreciation methodology for foam-making machines from WDV to
SLM to better reflect the economic life of assets.

= New comfort-layer technology equipment worth approximately Rs. 40 crores is expected to be
commissioned shortly.

= The new technology is expected to lower production costs and improve gross profitability.

= Variable Pressure Foaming (VPF) technology, developed in Australia and deployed in India, is
estimated to contribute approximately Rs. 50 crores annually to profitability.

International Operations Remain Stable
= Australia and Spain continue to be cash-generative businesses.

= Australia operates largely in the mattress foam segment, while Spain serves multiple foam cate-
gories.

= Cash flows from overseas businesses are being utilized for debt reduction.

= Management indicated openness to monetizing the Australian business if an attractive oppor-
tunity emerges.

Furlenco Continues to Scale
= Sheela Foam holds a 43% stake in Furlenco.

= Furlenco currently generates revenue of approximately Rs. 370 crores and operates across 32
cities.

= Synergy in execution:

= Furlenco corner-in-EBO: 200 sq. ft. carved out in Sleepwell EBOs; dealer earns 1 month rental
as commission; 70-80 stores live, target 100 in Year 1, scaling to 500-1,500.

= Sheela.com furniture sales: Furlenco designs, manufactures, and services sofa/recliner/bed sold
on Sleepwell/Kurlon websites - zero incremental capex for company.
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Sheela Foam Ltd.

= Furniture rental economics: rental yield - 3/4% of cost per month (furniture cost Rs. 30, rental
Rs. 5/month = recover cost in 6 months); refurbished and re-rented.

= Management views Furlenco as a strategic extension of its broader home comfort ecosystem.

Management Outlook
= Management remains confident of delivering growth ahead of industry averages.

Key growth drivers include:

¢ Distribution expansion.

¢ Premiumization.

¢ E-commerce growth.

¢ Market share gains from the unorganized sector.

¢ Capacity-led operating leverage.

= Strong manufacturing capabilities, healthy cash generation, and strategic investments position
the company well for sustained medium-term growth.

Outlook

Sheela Foam remains one of the best-positioned beneficiaries of the ongoing transformation of the
Indian mattress industry, leveraging its market leadership, strong brand portfolio, extensive distribu-
tion network, and manufacturing scale. The company generates consolidated revenue of approxi-
mately Rs. 3,821 crores, including nearly Rs 3,000 crores from India and Rs. 800 crores from its
overseas operations in Australia and Spain. The domestic mattress business contributes around Rs.
1,500-1,600 crores in revenue and remains the primary growth driver, supported by strong brands
such as Sleepwell and Kurlon. The Indian mattress industry continues to benefit from structural tail-
winds including increasing formalization, rising mattress penetration, premiumization, growing aware-
ness around sleep health, replacement demand, and the gradual shift from unorganized to branded
products. With an estimated 30-35% share of the organized mattress market, Sheela Foam is well
placed to consolidate its leadership position and capture a disproportionate share of industry growth.
From a financial standpoint, the company continues to demonstrate healthy operating performance,
with gross margins sustaining at 42-43% and management guiding for EBITDA margins of 11-12% in
the near term, with a long-term aspiration of 15% through operating leverage, product mix improve-
ment, and manufacturing efficiencies. The company possesses significant growth capacity, with in-
stalled foam manufacturing capacity of nearly 2 lakh MT against current utilization of approximately
82,000 MT, enabling future growth without substantial capital expenditure. Management indicated
that at around Rs. 450 crores of consolidated EBITDA, the business has the potential to generate
nearly Rs. 200 crores of annual free cash flow after capex, working capital requirements, and taxes,
highlighting the inherent cash-generating nature of the franchise. Looking ahead, management re-
mains confident of delivering growth ahead of industry averages through continued expansion of
exclusive brand outlets, increasing digital penetration, premium product launches, market share
gains from the unorganized sector, and scaling of value brands such as Tarang and Aaram. Addition-
al earnings support is expected from Kurlon integration benefits, technology-led productivity improve-
ments such as Variable Pressure Foaming (VPF), and improving utilization across existing manufac-
turing assets. Furthermore, the company's 43% stake in Furlenco, which currently generates approxi-
mately Rs. 370 crores in revenue, provides strategic optionality and exposure to the broader home
comfort ecosystem. Given its leadership position, strong brand equity, favorable industry structure,
robust distribution network, healthy cash flow profile, and multiple growth levers, Sheela Foam re-
mains well positioned to deliver sustainable double-digit revenue growth, gradual margin expansion,
and healthy earnings compounding over the medium to long term.
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Revenue Growth EBITDA and EBITDA Margins
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YE March (Rs. Cr.)

Revenue

Revenue Growth (Y-oY)
EBITDA

EBIT Growth (Y-0-Y)

Net Profit

Net Profit Growth (Y-0-Y)
Diluted EPS

Diluted EPS Growth (Y-0-Y)

EBITDA margin (%)
NPM (%)

RoE (%)

RoCE (%)

Key Financials

FY23
2,866 2,873 2,982 3,439
17.6% 0.3% 3.8% 15.3%
315 298 301 245
(13.5%) (5.3%) 0.8% (18.5%)
219 201 184 90
(8.9%) (8.2%) (8.4%) (51.0%)
20.1 18.4 16.9 8.3
(8.9%) (8.2%) (8.4%) (51.0%)
11.0% 10.4% 10.1% 7.1%
7.6% 7.0% 6.2% 2.6%
15.6% 12.5% 6.2% 3.0%
13.5% 10.5% 4.5% 1.7%

Valuation Ratios

3,821
11.1%
393
60.6%
161
78.5%
14.8
78.5%

10.3%
4.2%
4.9%
6.1%

P/E (x) 36.9x 40.2x 43.9x 89.7x 50.2x
EV/EBITDA 26.6x 28.2x 30.5x 35.8x 21.1x
P/BV (x) 5.8x 5.0x 2.7x 2.7x 2.5x
Market Cap. / Sales (x) 2.8x 2.8x 2.7x 2.3x 2.1x
Source: Company Reports, BP Equities Research
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