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Target Price Rs 619
Nifty 10,087
Sensex 32,242
KEY STOCK DATA
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Absolute (%) 11.0 417  45.0
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Public & Others 22.93
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Thesis maintained

We recently met the management of Voltas
Limited (VOLT). Our discussion covered points like
(1) Update on EMP projects in international and
domestic markets, with potential improvement in
the segment margin, (2) Pickup in inverter ACs,
restocking post GST and the upcoming change in
energy efficiency norms in the consumer AC
segment and (3) Progress in the Arcelik JV w.r.t
product launch timeline and management team.

We are encouraged by healthy underlying
demand in the consumer business, and VOLT’s
focus on sustaining the project’s EBIT margin of 4-
5% (aim to achieve 7%). We maintain our positive
bias on the consumer business, despite near-term
disruption through channel destocking and
change in energy efficiency norms (from Jan-18).

We remain constructive on VOLT, given
favourable macros in the AC industry (low
penetration and increasing affordability) and
foray into other consumer durable categories will
provide multi-year growth visibility. We expect a
revenue/PAT CAGR of 14% each over FY17-20E,
based on which we arrive at a TP of Rs 619 (refer
to the SOTP table).

Key highlights of the interaction

®  EMP segment: While there are many opportunities
in the domestic/international market, management
has a clear focus on improving margins, timely
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execution and payment collection. International
orders will be driven by FIFA WC (Qatar) and Auto
Expo (Dubai), while domestic orders will flow in
owing to rural electrification, water management,
metros and smart cities.

®  UCP segment: GST implementation has resulted in
reducing inventory levels at the dealers’ end. While
minor restocking was witnessed in August, yet
inventory level at the channel continues to be lower
than historic levels. Management continues its
focus on fixed-speed ACs, as they believe the shift
to inverter AC would be gradual.

®  Arcelik JV: Procedural hurdles have resulted in
postponement of product launches to Feb-Mar
2018 (against Oct-17 guided earlier). While the sales
and marketing team, apart from the COQ, is largely
in place, the CFO is yet not appointed.

Financial Summary: Consolidated

(Rs mn) FY16 FY17| FY18E FY19E FY20E
Net Sales 57,198 60,328 69,008 78,543 89,370
EBITDA 4,330 5,791| 6,970 8,247 9,384
APAT 3,670 5,082| 5,777 6,768 7,616
Diluted EPS (Rs) ~ 11.1  15.4| 17.5 205  23.0
P/E (x) 492 355| 312 267 237
EV/EBITDA (x) 384 27.8| 229 192 167
ROE (%) 13.8 16.6| 164 170 169

Source: Company, HDFC sec Inst Research

HDFC securities Institutional Research is also available on Bloomberg HSLB <GO>& Thomson Reuters
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LG has lost market share, while
VOLT, Hitachi and Daikin have
gained market share

In project business, management
believes that margins are likely
to improve to 7% over the next
three to five years

Management plans to launch
new products under JV with
Arcelik in a phased manner
starting Feb’18

VOLTAS : COMPANY UPDATE

Meeting takeaways

Unitary cooling products business

Market share: As per management, market share of
various AC players as on June-17-end stood at
Voltas at 22.2%, LG at 11.5%, Lloyd at 9.8%, Hitachi
at 9.6%, Daikin at 7.5%, Samsung at 5.5% and Blue
Star at 5.5%. Over the last few years, LG has lost
market share, while VOLT, Hitachi and Daikin have
gained market share.

Channel disruption owing to GST disrupted during
June, owing to consumer pre-buying, leading to
significant reduction in inventory levels at the
dealers end. In July, dealers were busy with GST
compliances. In August, companies witnessed minor
restocking, however, channel inventory is yet not at
its historic levels.

Management believes that the shift to inverter ACs
will be a gradual process, and hence continues with
its focus on fixed speed ACs. While Inverter ACs
contributes ~21% of the total AC market, VOLT's
inverter AC contributes only 6% of its AC volumes.

A key factor to be taken into account while planning
for the next summer season includes the rating
change applicable from 1-Jan-18.

Electro mechanical projects

UAE, Qatar and Oman remain key international
geographies. FIFA World Cup and Auto Expo in
Qatar and Dubai respectively should provide new
opportunities in the coming vyears. However,
management will remain cautious while bidding for
projects with a focus on margins, timely execution
and collections, rather than winning orders.

In the domestic market, key demand drivers include
rural electrification (RE), water management and
metros. Voltas is currently executing projects worth
Rs 1-3bn in RE in four states (MP, Raj and North
Eastern States) and does not plan to diversify in
other states. Private capex continues to remain
bleak.

While severe competition has resulted in margins
declining to 3-4% in this segment, management
believes that margins are likely to improve to 7%
over the next three to five years. However, historic
margin of 9% plus is unattainable.

JV with Arcelik

With delays in the company’s incorporation
process, management now plans to launch products
(initial launch of refrigerator and washing machine)
in a phased manner starting Feb’18 (Oct’17 guided
earlier).

Management is exploring open land for setting up
the manufacturing unit. Until then, they plan to
import the products from Arcelik.

While Parsoon Kumar (Ex Godrej) will be the COO
for this JV, the CFO is yet to be appointed. The sales
and marketing team is largely in place, and is
working on entry-level strategies for the new
products to be launched.

Products from both Voltas and Arcelik are value for
money, and their strategy is likely to be the same in
India.
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EMP Segment: Revenue And EBIT Margin UCP Segment: Revenue And EBIT Margin
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Source: Company, HDFC sec Inst Research Source: Company, HDFC sec Inst Research
Key Assumptions: Consolidated
Rs mn FY16 FY17 FY18E FY19E FY20E
Segment Revenues
Electro-Mechanical Projects 28,156 26,277 28,980 31,174 33,932
Growth YoY 27.5% -6.7% 10.3% 7.6% 8.8%
Engineering Products & Services 3,689 3,284 3,448 3,620 3,802
Growth YoY 2.4% -11.0% 5.0% 5.0% 5.0%
Unitary Cooling Products 25,091 30,154 35,907 42,982 50,762
Growth YoY -0.1% 20.2% 19.1% 19.7% 18.1%
Segment Margins
Electro-Mechanical Projects 2.0% 3.2% 4.5% 5.0% 5.0%
Engineering Products & Services 30.6% 29.1% 30.0% 30.0% 30.0%
Unitary Cooling Products 13.5% 14.6% 14.1% 14.1% 14.4%

Source: Company, HDFC sec Inst Research
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SOTP Valuation

Business Method SEP-19E APAT Multiple (x) Valuation VPS
Electro-Mechanical Projects P/E multiple 1,262 10 12,622 38
Engineering Products & Services P/E multiple 1,035 20 20,709 63
Unitary Cooling Products P/E multiple 4,896 35 171,344 518
SOTP 619

Source: Company, HDFC sec Inst Research

Peer Valuation

MCap CMP . TP EPS (Rs/sh) P/E (x) EV/EBITDA (x) Core RoCE (%)
Company Rating

(Rsbn)  (Rs) (Rs) FY17 FY18E FY19E| FY17 FY18E FY19E| FY17 FY18E FY19E| FY17 FY18E FY19E
Havells 292 504 BUY 536 9.7 11.3 143| 518 444  353| 380 287 234| 355 308 295
Voltas 180 545 BUY 619 154 17.5 205| 355 31.2 26.7| 27.8 229 19.2| 39.7 431 439
Crompton 141 219 BUY 252 4.7 5.6 6.8 46.6 394  322| 285 241 200| 40.7 499 592
V-Guard 82 194 BUY 207 3.6 4.5 59| 543  43.1 328 378 318 244 277 304 363

Source: Company, HDFC sec Inst Research
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Income Statement: Consolidated

VOLTAS : COMPANY UPDATE

Balance Sheet: Consolidated

(Rs mn) FY16 FY17 FY18E FY19E FY20E (Rs mn) FY16 FY17 FY18E FY19E FY20E
Net Revenues 57,198 60,328 69,008 78,543 89,370 SOURCES OF FUNDS
Growth (%) 10.4 5.5 14.4 13.8 13.8 Share Capital 331 331 331 331 331
Material Expenses 40,871 42,359 48,306 54,980 62,559 Reserves 27,780 32,735 37,138 41,913 47,537
Employee Expenses 6,351 6,184 7,108 7,854 8,937 Total Shareholders Funds 28,111 33,066 37,469 42,244 47,867
SG&A Expenses 5,646 5,994 6,625 7,462 8,490 Minority Interest 267 285 312 341 374
Total Expenses 52,868 54,537 62,038 70,296 79,986 Long Term Debt - - - - -
EBIDTA 4,330 5,791 6,970 8,247 9,384 Short Term Debt 2,707 1,709 1,209 709 209
EBIDTA % 7.6 9.6 10.1 10.5 10.5 Total Debt 2,707 1,709 1,209 709 209
EBIDTA Growth % 5.6 33.7 20.4 18.3 13.8 Net Deferred Taxes (311) (198) (198) (198) (198)
Depreciation 264 245 271 296 321 Other Non-current Liabilities 821 916 1,365 1,546 1,758
EBIT 4,066 5,546 6,699 7,951 9,063 & Provns
Other Income (Including EO TOTAL SOURCES OF FUNDS 31,595 35,779 40,157 44,643 50,011
Items) ( ° 1,657 2,009 SR ZH0ER) Sl APPLICATION OF FUNDS
Interest 158 160 117 77 37 Net Block 2,327 2,276 2,505 2,709 2,889
PBT 5,565 7,395 8,618 9,960 11,189 CWIP 33 66 66 66 66
Tax (Incl Deferred) 1,696 2,088 2,644 3,063 3,440 Goodwill 723 723 723 723 723
Minority Interest (2) 217 177 129 132 Investments 4,410 5,099 6,119 8,499 10,879
RPAT 3,871 5,090 5,797 6,768 7,616 Other Non-current Assets 11 7 11 13 15
EO (Loss) / Profit (Net Of Tax) 201 8 20 - - Total Non-current Assets 7,504 8,171 9,425 12,011 14,572
APAT 3,670 5,082 5,777 6,768 7,616 Cash & equivalents 16,903 20,894 22,255 22,819 24,274
APAT Growth (%) 5.0 38.5 13.7 17.1 12.5 Inventories 7,247 9,070 10,588 12,051 13,712
Adjusted EPS (Rs) 111 15.4 17.5 20.5 23.0 Debtors 13,672 14,541 17,152 19,522 22,213
EPS Growth (%) 4.9 38.5 13.7 17.1 12.5 Other Current Assets 13,058 11,814 13,367 15,214 17,311
Source: Company, HDFC sec Inst Research Total Current Assets 33,977 35,426 41,106 46,786 53,235
Creditors 25,227 26,941 30,589 34,662 39,440
S::fr:scurre”t Liabilities & 1,562 1,770 2,040 2,311 2,630
Total Current Liabilities 26,789 28,711 32,629 36,973 42,070
Net Current Assets 7,188 6,714 8,477 9,813 11,165
:SLADI;APPLICATION OF 31,595 35,779 40,157 44,643 50,011

Source: Company, HDFC sec Inst Research
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Cash Flow: Consolidated
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Key Ratios: Consolidated

(Rs mn) FY16 FY17 FY18E FY19E FY20E
Reported PBT 5,565 7,395 8,618 9,960 11,189
Non-operating & EO items (1,657) (2,009) (2,036) (2,085) (2,162)
Interest Expenses 158 160 117 77 37
Depreciation 264 245 271 296 321
Working capital change (563) 573 (1,319) (1,157) (1,1412)
Tax Paid (1,696) (2,088) (2,644) (3,063) (3,440)
Other operating items 150 1,121 - - -
OPERATING CASH FLOW (a) 2,221 5,396 3,007 4,028 4,802
Capex (447) 20 (500) (500) (500)
Free Cash Flow 1,774 5,416 2,507 3,528 4,302
Investments 387 (690) (1,020) (2,380) (2,380)
Non-operating Income 1,657 2,009 2,036 2,085 2,162
INVESTING CASH FLOW (b) 1,597 1,340 516 (795) (718)
Debt Issuance/(Repaid) 1,422 (998) (500) (500) (500)
Interest (158) (160) (117) (77) (37)
FCFE 3,038 4,258 1,890 2,951 3,765
Share Capital Issuance 0 - - - -
Minority Interest 62 (193) (150) (100) (100)
Dividend (1,120) (1,395) (1,395) (1,992) (1,992)
FINANCING CASH FLOW (c) 206 (2,746) (2,161) (2,669) (2,629)
NET CASH FLOW (a+b+c) 4,024 3,990 1,361 564 1,455
Closing Cash & Equivalents 16,903 20,893 22,255 22,819 24,274

Source: Company, HDFC sec Inst Research

FY16 FY17 FY18E FY19E FY20E
PROFITABILITY %
GPM 28.5 29.8 30.0 30.0 30.0
EBITDA margin 7.6 9.6 10.1 10.5 10.5
APAT margin 6.4 8.4 8.4 8.6 8.5
RoE 13.8 16.6 164 17.0 16.9
Core RoCE (RolC) 28.6 39.7 43.1 439 44.5
RoCE 12.9 154 154 16.1 16.1
EFFICIENCY
Tax Rate (%) 30.5 28.2 30.7 30.8 30.8
Fixed Asset Turnover (x) 24.2 25.8 26.8 28.3 30.2
Inventory (days) 46.2 54.9 56.0 56.0 56.0
Debtors (days) 87.2 88.0 90.7 90.7 90.7
Other Current Assets (days) 83.3 71.5 70.7 70.7 70.7
Payables (days) 161.0 163.0 161.8 161.1 161.1
Other Current Liab & Provns 10.0 10.7 10.8 10.7 10.7
(days)
Cash Conversion Cycle (days) 45.9 40.6 44.8 45.6 45.6
Debt/EBITDA (x) 0.6 0.3 0.2 0.1 0.0
Net D/E (x) (0.5) (0.6) (0.6) (0.5) (0.5)
Interest Coverage (x) 25.7 34.6 57.4 103.6 246.6
PER SHARE DATA (Rs)
EPS 11.1 15.4 17.5 20.5 23.0
CEPS 11.9 16.1 18.3 214 24.0
Dividend 2.6 3.5 3.5 5.0 5.0
Book Value 85.0 100.0 113.3 127.7 144.7
VALUATION
P/E (x) 49.2 35.5 31.2 26.7 23.7
P/BV (x) 6.4 5.5 4.8 4.3 3.8
EV/EBITDA (x) 38.4 27.8 22.9 19.2 16.7
EV/Revenues (x) 2.9 2.7 2.3 2.0 1.7
OCF/EV (%) 1.3 3.3 1.9 2.5 3.1
FCF/EV (%) 1.1 3.4 1.6 2.2 2.8
FCFE/Mkt Cap (%) 1.7 2.4 1.0 1.6 2.1
Dividend Yield (%) 0.5 0.6 0.6 0.9 0.9

Source: Company, HDFC sec Inst Research
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RECOMMENDATION HISTORY
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BUY: Where the stock is expected to deliver more than 10% returns over the next 12 month period
Where the stock is expected to deliver (-)10% to 10% returns over the next 12 month period
SELL : Where the stock is expected to deliver less than (-)10% returns over the next 12 month period

Date CMP Reco Target
200 - Voltas o 21-Nov-16 293 BUY 351
i 16-Feb-17 345 BUY 387
600 - * 20-Mar-17 390 BUY 462
500 - .WJM 25-May-17 476 BUY 521
[ | 4-Aug-17 542 BUY 601
400 + ./_,.M 15-Sep-17 545 BUY 619
300 _W\’\\\W
200 — T T T T T T T T T Rating Definitions
5828555555555
3 5 38 3 583 5 s § 5 3 5" g NEUTRAL :
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