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EPC business drags margin In)
BAJA)

Bajaj Electricals’ (BEL's) performance was largely marred by the engineering
& project business (EPC) wherein the topline grew a mere 7% YoY whereas
profitability declined ~700 bps YoY to 4.2% in Q4FY19. However, the
consumer durable (CD) business recorded decent topline growth of ~15%

Bajaj Electricals Ltd.

X N . . . Particular Amount

YoY with marginal increase in EBIT margin by 40 bps YoY to 6.2%. Hence, Market Capitalization (% Crore) 5,642.2
BEL's topline growth of ~10% YoY (I-direct estimate: ~14% YoY) was Total Debt (FY19) (Z Crore) 1,577.5
largely driven by CD business. EBITDA margin declined sharply by ~450 bps Cash & Inv (FY19) (% Crore) 16.0
YoY at ~4% (I-direct estimate: 5%) due to lower profitability in the EPC EV [ Crore) 7,203.8
business. Higher interest cost (up ~171% YoY) was largely due to a sharp 52 week H/L 659 / 379
increase in working capital requirement of EPC business. The management Equity capital (% Crore) 203
Face value (%) 2.0

expects a decline in working capital requirement in FY20E with completion
of UP projects, thus reducing overall debt, going forward. We believe the
EBITDA margin will remain higher at ~7% (compared to five year average
of 5%) led by higher profitability in the CD business that would also help
drive overall PAT at a CAGR of 16% in FY19-21E.

Consumer business leads topline growth

BEL's CD business recorded revenue growth of ~15%, 23% in Q4FY19,
FY19, respectively, due to low base and increased reach post completion of
RREP. This is largely driven by strong performance in the appliances
category that grew ~22%, 30% YoY in Q4FY19, FY19, respectively, followed
by the fan business, which grew 19%, 26% YoY, respectively. We model CD
segment revenue CAGR of 17% in FY19-21E vs. management guidance of
~24%. However, EPC segment revenue growth at 7%, 58% YoY in Q4FY19,
FY19, respectively, was due to execution of large ECP projectin UP. The EPC
segment revenue is expected to moderate in FY19-21E with focus on
completion of existing projects.

EPC business dents margin

CD business EBIT margin at 6.2%, 6.6% in Q4FY19, FY19 was up 40, 170
bps, respectively, YoY led by recovery in sales. However, EPC EBIT margin
was down 700, 290 bps YoY in Q4FY 19, FY19, respectively, led by execution
of low margin power distribution orders in UP. The management reiterated
on focusing of higher margin orders even in the loss of revenue, going
forward. As a result, we believe EBITDA margin will remain at elevated level
of ~7% in FY19-21E led by both CD and EPC business.

Valuation & Outlook

Though we are positive on BEL's CD business (strong brand with reach of
about ~200,000 touch points) the lumpiness of EPC business is weighing on
overall profitability on BEL with higher debt level. On an SOTP basis, we
value BEL's CD segment MCap at 1.4x FY21E sales (~40% discount to peers)
and E&P segment at 6x FY21E EV/EBITDA. We maintain our HOLD rating.

Key Financial Summary

Key Highlights

® Consumer segment
growth at 15% led by appliances
and fan segment

revenue

® Dent in margin due to lower
profitability from EPC business

® Management guided for ¥ 3400
crore revenue from CD and
~X 3000 crore from EPC
segment in FY20

® Maintain our recommendation
on the stock as HOLD with a
revised target
¥ 525/share

price of
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(X Crore) FY17 FY18 FY19 FY20E FY21E (CAGR 19-21E)
Net Sales 4261.7 4707.5 6673.1 6256.1 6683.1 0.1
EBITDA 242.8 293.4 366.9 444.2 490.8 15.7
EBITDA Margin (%) 5.7 6.2 5.5 7.1 7.34
PAT 107.7 83.6 167.0 199.9 225.3 16.2
EPS (%) 10.5 8.2 16.3 19.5 22.0
P/E(x) 52.4 67.5 33.8 28.2 25.0
Price/Book value (x) 6.5 6.0 5.2 4.8 4.2
Mcap/sales (x) 1.3 1.2 0.8 0.9 0.8
RoE (%) 12.4 13.7 15.5 17.2 16.7
RoCE (%) 16.7 18.1 14.5 16.7 18.6

Source: Company, ICICI Direct Research
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Exhibit 1: Variance Analysis

Q4FY19 Q4FY19E Q4FY18 YoY (%) Q3FY19 QoQ (%) Comments
Revenue 1,772.9 1,837.2 1,606.3 10.4  2,161.8 -18.0  Revenue growth led by CD segment
Other Income 26.3 5.8 22.6 16.5 55  375.9
Raw Material Exp 95.4 137.8 128.1 -25.5 45.1 111.6
Employee Exp 81.5 101.0 74.0 10.1 91.6 -11.0
Admin & Other exp 239.1 275.6 230.9 3.6 221.3 5.2
Erection & Subcont Exp 183.8 132.2 119.3 54.1 103.8 71.2
Purchase of Traded goods 1,103.6  1,065.6 919.1 20.1 1,556.2 -29.1
EBITDA 69.3 125.0 135.0 -48.6 137.8 -49.7

Lower EBITDA margin was mainly due to lower profitability from
EBITDA Margin (%) 3.9 6.8 8.4 -449.2 6.4 -38.6  EPC business. Lower profitability of EPC business is attributable
to execution of low margin orders

Depreciation 9.9 11.2 8.9 1.7 10.0 -0.9

Interest 41.9 35.4 15.5 1711 33.3 25.8 Higher interest cost was mainly due to rise in debt level

Exceptional items 0.0 0.0 89.4 0.0

PBT 43.8 84.2 43.8 -0.1 100.0 -56.2

Total Tax 15.3 30.3 36.5 -58.1 36.1 -57.6

PAT 285 53.9 73 289.7 63.9 55.4 PAT grf:)wth Iargelly on account of low base of Q4FY18 (due to
exceptional loss in the base quarter)

Key Metrics

Consumer Durable 7410 8203 646 150 7606  -2.6 onder the CD segment, appliances, fan and lighting category
grew 22%, 19% and 6% YoY, respectively, largely on a low base
SI tion of big orders f UP h: lted i ted

Engineering & Project ~ 1,031.8  1,016.9  961.5 7.3 14012  -26.4 oW executionotbig orders from LEhave resulted in mute

growth in segment during Q4FY19

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

% Crore) FY20E FY21E Comments
old New % Change Old New % Change

Revenue 6,914.2 6,256.1 (9.5) 7,044.1 6,683.1 (5.1) We tweak.our rever?ue estimate for FY20E-21E considering slow revenue booking
in EPC business, going forward

EBITDA 487.9 4442 (9.0) 512.2 490.8 (4.2)

EBITDA Margin % 71 71 abps 73 73 EBI'ITDA.r.nar.gln to remain at elevated level owing .to company's .focus to maintain
profitability in the consumer durable and EPC business, respectively

PAT 226.4 199.9 (11.7)  255.8 240.1 (6.1)

EPS ) 22.1 19.5 (11.7) 25.0 23.4 (6.1)

Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

Current Earlier Comments
FY18 FY19E FY20E FY21E FY20E FY21E
o _ . . .
Consumer Durable (%) (37) 230 194 159 139 13.9 Revenue CAGR of 17% in FY19-21E led by completion of RREP and increase in

retail touch points
We believe revenue growth in the E&P segment will normalise in FY20E-21E

Engineering & Project (% 254 581 -24.1 3.2 5.6
ngineering & Project (%) considering a strong base in FY19E (owing to order from Uttar Pradesh)

Source: Company, ICICI Direct Research

N
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Conference call highlights

Consumer Durable segment

Appliances, fan and lighting segment revenue grew 22%, 19% and
6% YoY, respectively, in Q4FY19. For FY19, revenue from
appliances, fan and lighting business increased 30%, 26%, 10%
YoY, respectively. The company’s premium brand Morphy Richards
de-grew ~20% and 1% in Q4FY19 and FY19, respectively

RREP has now been fully rolled out pan India, which helps the
company to reach out to end consumers through more than
2,05,000 retail outlets across the country. This has given the
company an edge over the competition in terms of product
availability and reach, which is driving segment growth

The company has guided for maintaining gross margin in the CD
segment with selective price hikes. EBIT margin of CD segment
increased by 170 bps YoY t0 6.6% in FY19. The company has guided
for 1% point increase in EBIT margin in the FY19-21E

The management has guided for strong revenue growth in CD
segment by 20-25% in FY19-21E

Engineering & Project segment

EPC segment, during the quarter, continued its execution of power
distribution projects under the ‘Saubhagya Scheme’ in Uttar
Pradesh, which formed a sizeable proportion of the EPC turnover
As the margin on these orders are relatively lower, the overall
margin of the segment have been impacted during the quarter

The company has booked revenue of ¥ 1600 crore from UP projects
(i.,e. ~b0% of total UP orders). The company is likely to execute
remaining orders in FY20

A sharp rise in debt level is on account of higher working capital
requirement for UP projects. According to the management, the
debt level to decline with completion of UP projects from FY20

The current order book is at T 4,844 crore, comprising ¥ 700 crore
for transmission line towers; ¥ 4,032 core for power distribution and
% 112 crore for illumination projects

The management has guided for ¥ 3000 crore revenue from EPC
segment in FY20E and bidding for only high margin orders. Also, the
management is targeting contribution of EPC in total topline would
not exceed 50%, going forward, while segment margin would be in
the range of margin clocked in FY19

ICICI Securities | Retail Research
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Financial story in charts

Exhibit 4: CD business performance to remain strong Exhibit 5: EPC business expected to remain volatile
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Exhibit 6: CD business to drive sales growth Exhibit 7: EBITDA margin trend
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Exhibit 8: PAT growth trend Exhibit 9: Return ratios
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Exhibit 10: Recommendation History vs. Consensus
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Source: Bloomberg, Company, ICICI Direct Research

Exhibit 11: Top 10 Shareholders

Rank Name .atest Filing Date % 0/S Position Change

1 Bajaj Group of Industries 31-03-2019 36.8% 37.67M  +0.30M

2 Bajaj (Kiran) 31-03-2019 5.1% 5.25M 0

3 Bajaj (Anant) 31-03-2019  4.9% 4.98M 0

4 Aditya Birla Sun Life AMC Limited 31-03-2019  2.5% 2.53M  +0.43M

5 Bajaj (Shekhar P) 31-03-2019  2.4% 2.50M 0

6 HDFC Asset Management Co., Ltd. 30-04-2019 2.4% 2.46M +1.56M

7 Reliance Nippon Life Asset Management Limited 31-03-2019  2.3% 2.33M -0.07M

8 Bajaj (Niraj) 31-03-2019 1.8% 1.89M -0.30M

9 Caisse de Depot et Placement du Quebec 31-03-2019 1.7% 1.75M 0

10  Principal Asset Management Private Limited 31-03-2019  1.4% 1.48M  +0.08M

Source: Reuters, ICICI Direct Research

Exhibit 12: Recent Activity

Buys Sells
Investor name Value Shares Investor name Value Shares
HDFC Asset Management Co., Ltd. +12.85M +1.56M  Bajaj (Niraj) -2.42M -0.30M
Aditya Birla Sun Life AMC Limited +3.44M +0.43M  Reliance Nippon Life Asset Management Limited -0.53M -0.07M
Bajaj Group of Industries +2.42M +0.30M DHFL Pramerica Asset Managers Private Limited -0.26M -0.03M
Principal Asset Management Private Limited +0.64M +0.08M AQR Capital Management, LLC -0.18M -0.02M
Capital Investment Trust Corporation +0.56M +0.08M Dimensional Fund Advisors, L.P. -0.10M -0.01M

Source: Reuters, ICICI Direct Research

Exhibit 13: Shareholding Pattern

(in %) Mar-18 Jun-18 Sep-18 Dec-18 Mar-18
Promoter 62.9 62.9 62.8 62.7 62.7
Fll 9.7 9.9 9.6 7.1 5.7
]| 5.4 5.0 5.3 1.2 8.6
Others 22.0 22.2 22.4 23.0 23.0

Source: Company, ICICI Direct Research
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Financial summary

(Year-end March) FY18 FY19E FY20E FYZ1E| (Year-end March) FY18 FY19E FY20E FY21E
Net Sales 4701.5 6673.1 6256.1 6683.1 Profit after Tax 836 167.0 199.9  240.1
Growth (%) 1.7 4.8 6.2 6.8 pepreciation 339 385 407 468
z:;’:e';laet;g?:;:::zfss‘s ks 323: : ‘2‘?2§ 273:3 373:; CF bef working capital changes 176.4 3214 356.8 383.1
Purchase of traded goods 2777.2 44614 3977.7 4035.1 Net Increase in Current Assets -549.7 -1569.8 636.7 103.6
Employee Expenses 317.9 356.7 363.8 361.1 Net Increase in Current Liabilities 148.1 694.2 -432.9 31
Erection & subcontracting exp 310.4 443.8 314.5 316.8  Net CF from operating act -225.3 -554.3 560.5 489.8
Other expenses 7394 6970 6095 8333 (Purchase)/Sale of Fixed Assets 382 479 500 -50.0
Total Operating Expenditure 4414.0 6324.8 5811.9 6192.3 Long term loans and advances 802 -91.6 134 -13.7
EBITDA 203.4 366.9 4.2 190.8 Other non current assets 10.7 -33.2 -30.0 -30.0
Growth (%) M1 250 211 105 Other Investments 10.7 -33.2 -30.0 -30.0
Other Income 53.2 65.4 23.4 21.6 Deferred Tax Assets -17.6 9.8 0.0 0.0
Interest 58.9 115.9 116.2 96.2  Net CF from Investing act 829 -165.5 -66.6 -93.7
PBDT 287.8 297.9 351.4 416.2 . . .

Depreciation 239 38.5 10.7 16.8 Inc / (Dec) fn Equity Capital 0.1 0.1 0.0 0.0
PBT before Exceptional ltems ~ 253.8  259.4 3107 3695 nc/(Dec)in Loan Funds 1721 8539 2500 -250.0
Less: Exceptional ltems 89.4 0.0 0.0 0.0 Total Outflow on account of div -42.6 -42.6 -36.6 -36.6
PBT 164.5 259.4 310.7 369.5  Net CF from financing act 102.8 7104 -480.4 -382.8
Total Tax 80.9 92.4 110.8 129.3  Net Cash flow -39.5 -9.4 13.6 13.4
PAT 83.6 167.0 199.9 2401 Cash & Cash Equi at the beg. 649 254 160  29.6
Source: Company, ICICI Direct Research Cash 25.4 16.0 29.6 42.9

Source: Company, ICICI Direct Research

(Year-end March) FY18 FY19E FY20E FY21E (Year-end March) FY18 FY19E FY20E FYZ1E|
Equity Capital 20.4 20.5 20.5 20.5 Per Share Data
Reserve and Surplus 924.0 1057.2 1143.0 1346.6 EPS 8.2 16.3 19.5 23.4
Total Shareholders funds 944.4 1077.7 1163.5 1367.0 Cash EPS 11.5 20.1 235 28.0
Total Debt 717.6 15775 13275 10715 BV 92.2 105.2 113.6 133.5
Liability 1729.4 27232 25589 25125 DPS 4.2 4.2 3.6 3.6
Operating Ratios
Asset EBITDA Margin 6.2 5.5 7.1 1.3
Total Gross Block 561.6 606.0 656.0 706.0 PAT Margin 2.7 2.5 3.2 3.6
Less Total Accumulated Dep 242.9 281.4 322.0 368.8  Return Ratios
Net Block 318.7 324.7 334.0 337.2 RoE 13.7 15.5 17.2 17.6
Total CWIP 35 6.9 6.9 6.9 RoCE 18.1 14.5 16.7 18.5
Total Fixed Assets 322.2 331.6 340.9 344.2  RolC 1.2 9.0 12.9 14.9
Other Investments 6.9 40.0 70.0 100.0 Valuation Ratios
Inventory 579.2 821.0 788.4 750.7 EV/EBITDA 21.6 19.6 15.6 13.6
Debtors 2012.1 31426  2571.0 24718 P/E 67.5 33.8 28.2 235
Loans and Advances 0.1 0.0 0.0 0.0 EV/Net Sales 1.3 1.1 1.1 1.0
Other Current Assets 322.7 520.2 487.7 521.0 Market Cap / Sales 1.2 0.8 0.9 0.8
Cash 25.4 16.0 29.6 42.9  Price to Book Value 6.0 5.2 4.8 4.1
Total Current Assets 2939.5  4499.9  3876.7 3786.5 Turnover Ratios
Creditors 854.6 1092.1 1028.4  1098.6  Asset turnover 2.7 2.5 2.4 2.7
Provisions 76.0 106.1 99.9 106.7  Debtor Days 156.0 171.9 150.0 135.0
Total Current Liabilities 1742.9 2437.1 2004.1 2007.3  Creditor Days 66.3 59.7 60.0 60.0
Net Current Assets 1196.6  2062.8 1872.6 1779.2  Solvency Ratios
Deferred Tax Assets 73.5 63.8 63.8 63.8  Debt / Equity 0.8 1.5 1.1 0.8
Other non current assets 0.0 0.0 0.0 0.0  Current Ratio 3.1 3.7 3.4 3.1
Assets 122.7 214.3 200.9 214.6  Quick Ratio 2.5 3.1 2.7 2.5
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Exhibit 18: ICICI Direct Coverage Universe (Consumer Discretionary)

A CMP M Cap EPS ]) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)
paty ) TPR) Rating [ Cr) FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E FY18E FY19E FY20E
Asian Paints (ASIPAI) 1,369 1,600 Buy 131,287 23.1 269 31.8 59.4 50.8 43.1 360 304 253 30.0 320 325 23.2 246 24.6

Astral Polytecnik (ASTPOL) 1,231 1,250 Hold 14,741 165 209 279 747 588 44.1 364 29.1 228 207 227 260 154 16.6 18.3
Bajaj Electricals (BAJELE) 550 525 Hold 5613 189 21.4 263 29.2 257 209 148 13.0 115 17.2 178 195 185 179 185
Havells India (HAVIND) 752 800 Buy 46,917 141 173 204 535 434 369 372 288 240 294 31.0 31.1 222 227 225
Kansai Nerolac (KANNER) 421 455 Hold 22,689 87 9.7 11.3 485 435 37.2 295 257 220 202 21.8 229 13.6 146 154
Pidilite Industries (PIDIND) 1,197 1,335 Buy 61,363 185 220 26.1 647 543 459 422 386 325 33.6 296 31.4 27.0 21.7 228
Essel Propack (ESSPRO) 132 136 Hold 4,147 6.2 67 79 213 197 166 93 83 7.2 169 174 193 139 13.7 150
Supreme Indus (SUPIND) 1,038 1,075 Buy 13,185 353 39.3 448 294 264 232 16.6 140 124 250 286 286 187 21.5 215

Symphony (SYMLIM) 1,161 1,110 Hold 8,122 18.8 259 31.7 61.7 449 36.6 37.7 525 352 413 255 345 315 226 29.9
V-Guard Ind (VGUARD) 206 205 Hold 8769 33 42 51 621 49.1 40.0 439 419 328 237 240 260 17.7 182 19.8
Voltas Ltd (VOLTAS) 576 605 Hold 19,050 155 183 219 37.1 315 263 275 288 227 198 173 19.9 148 127 15.1
Time Techno (TIMTEC) 86 80 Hold 1945 88 108 127 98 79 68 54 53 47 149 147 155 122 122 13.2

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬂICICI(m,m; com| 1 1 g
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a;ﬁmwaru 2012 A;L
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Sanjay Manyal, MBA (Finance) and Hitesh Taunk, MBA (Finance) 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. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the companies mentioned in
the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI
Securities Limited is a SEBI registered Research Analyst with SEBI Registration Number — INHO00000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI
Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance,
general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on www .icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment
banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing
on a company's fundamentals and, as such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical
Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions
expressed in this document may or may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities 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 ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securities is under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate
that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where
ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

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. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat
recipients as customers by virtue of their receiving this report. 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. The value and return on investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities accepts 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
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