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Defies slowdown; Raise earnings; Upgrade to BUY

B Operating performance exceeds expectations: Consol. revenue increased

24% YoY in 1QFY20, exceeding our estimate by 11%, led by strong 47%
growth in UCP segment. As a result of a higher effective tax rate (32% v/s
our estimate of 27%) and higher losses in JVs, net profit increased at
relatively low rate of 6% YoY to INR1.9b (in-line).

Bloc.’mberg VOLTIN Strong summer trumps consumption slowdown: According to

Equity Shares (m) 331

M.Cap.(INRb)/(USDb) 197.8/2.8 management, industry growth stood at 36% for the quarter. Against the

52-Week Range (INR) 662 /471 backdrop of slowing consumption in the economy, this validates that the

1,6, 12 Rel. Per (%) 4/10/2 strong summers is the primary driver for AC purchases. UCP segment sales

12M Ave Vf' (INR M) 872 grew 47% YoY, leading to an expansion in market share (at 24.1% for 1QFY20

Free float (%} 97 and 25.3% for Jun’19 v/s 23.7% in FY19 and 23.5% in 1QFY19). We note that

Financials & Valuations (INR b) even after normalizing for the impact of the delayed summer season, UCP

Y/E Mar 2019 2020E  2021F growth stands strong at 22% for VOLT in 1HCY19.

Net Sales 71.2 79.7 gss.0 M Inventory levels lower than normal, channel refilling to drive growth:

EBITDA 6.1 8.2 9.7 Capital employed for UCP segment turned negative in 1QFY20. Moreover,

PAT 5.2 6.2 7.5 management mentioned that even distributors have run out of inventory

EPS (INR) 15.7 187 228 and generated good cash flows during the summer season. This augers well

Gr. (%) 92 190 219 for UCP revenue visibility going into the next season as well into 4QFY20 as

BV/Sh (INR) 1242 1375 1548

ROE (%) 13.0 143 156 channel refilling itself can drive revenue growth. We model in UCP revenue

RoCE (%) 142 156 17.0 growth of 26%/15% in FY20/21. The ask rate for FY20 stands at 13% and may

P/E (x) 381 320 262 surprise on upside given the favorable base in the fourth quarter.

P/BV (x) 4.8 43 39 m Scope for price hikes emerges, though not our base-case scenario: Even
though the summer season surprised positively, the surge was skewed

Estimate change t toward 1QFY20 rather than the desired 4QFY19. Coupled with high

TP change t inventory from last season, this restricted industry wide price hikes as

Rating change t liguidation of inventory was a priority. With lower-than-expected channel
inventory, we do see some scope for price hikes to offset the import duty
pressure. However, this is not our base-case scenario, as competitors can
still be irrational and operate at lower-than-optimal margins in a hunt for
market share. We are positively surprised with the PBIT margin expansion
(+60bp YoY) in UCP segment. This is attributable purely to operating
leverage as there were no price hikes and import duty and exchange rate
pressure increased Sep’18 onward. We expect VOLT to attain EBIT margin of
13% in FY21, still below the average of 14% over FY14-18.

m  EMP biz to cater to opportunities in domestic market: EMP revenue

declined 5% YoY in 1QFY20, in line with our estimate. Management is
optimistic on the ordering environment, especially in the domestic market,
and is looking to cater to new growth areas of the solar and water industry.
We have modeled in modest 3% CAGR in EMP revenue over FY19-21 owing
to a strong base of FY19 (+27%). We expect EBIT margin to be stable at
current 8%.
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m  Upgrading to Buy with TP of INR700: We raise our adj. consol. earnings
estimate by 2%/6% for FY20/21, led entirely by UCP segment. We continue
valuing UCP at a target multiple of 35x FY21E EPS. Our TP now stands at
INR700. At CMP, the stock trades at multiple of 28x for core UCP business.

We upgrade the stock to Buy.

Quarterly performance (Consolidated) (INR Million)
FY19 FY20E FY19 FY20E FY20 Var.

Y/E March 1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QE Vs Est

Sales 21,481 14,214 14,918 20,628 26,540 14,811 15,672 22,642 71,241 79,665 23,869 11%

Change (%) 10.5 37.1 8.5 0.7 23.6 4.2 5.1 9.8 11.2 11.8 11.1

EBITDA 2,432 1,085 1,157 1,443 2912 1,123 1,282 2,872 6,117 8,189 2,600 12%

Change (%) 16.7 26.7 -25  -43.0 19.7 35 10.8  99.0 -7.7 339 6.9

As of % Sales 11.3 7.6 7.8 7.0 11.0 7.6 8.2 12.7 8.6 10.3 10.9

Depreciation 59 60 62 59 77 80 80 86 240 323 65

Interest 27 64 132 106 44 70 100 116 330 330 30

Other Income 282 461 548 572 433 500 570 597 1,863 2,100 290

Extra-ordinary Items 0 0 -118 0 -301 -118 -301 0

PBT 2,627 1,423 1,393 1,849 2923 1,473 1,672 3,267 7,292 9,335 2,795 5%

Tax 762 331 304 239 1,046 413 468 868 1,635 2,794 755

Effective Tax Rate (%) 29.0 23.2 20.1 12.9 324 28.0 28.0 26.6 22.1 29.0 27.0

Share of profit of associates/JV's (26) (58) (279) (215) (225) (110) (160) (165) (578) (660) (30)

Reported PAT 1,839 1,035 809 1,396 1,652 951 1,043 2,234 5,079 5,880 2,011 -18%

Change (%) -0.9 85 -19.4 -275 -10.2 -8.1 29.0 600 -11.3 15.8 9.3

Adj PAT 1,839 1,035 927 1,396 1,953 951 1,043 2,234 5,197 6,182 2,011 -3%

Change (%) 0.2 8.5 -7.7 -28.1 6.2 -8.1 12.6 60.0 9.1 19.0 9.3
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Exhibit 1: Operating matrix

INRM FY14 FY15 FY16 FY17 FY18 FY19 FY20E FY21E
Order Book 36,120 38,930 39,140 43,210 50,620 49,760 51,014 55,748
YoY -2.9% 7.8% 0.5% 10.4% 17.1% -1.7% 2.5% 9.3%
Order Inflows 22,410 22,380 22,500 27,850 34,440 35,129 37,588 43,226
Segmental Revenues

Electro mechanical projects 26,924 22,085 28,288 26,550 28,450 36,191 36,334 38,492
Engineering Products 4,482 3,601 3,706 3,318 3,099 3,117 3,272 3,436
Unitary Cooling products 20,524 25,105 25,209 30,469 32,260 31,555 39,759 45,723
Others 730 1,040 -6 -9 235 378 300 300
Total Revenues 52,660 51,831 57,198 60,328 64,044 71,241 79,665 87,952
EMP, % YoY -15.8% -18.0% 28.1% -6.1% 7.2% 27.2% | 0.4% 5.9%
Engg Products, % YoY 4.0% -19.7% 2.9% -10.5% -6.6% 0.6% 5.0% 5.0%
UCP, % YoY 11.8% 22.3% 0.4% 20.9% 5.9% -2.2% | 26.0% 15.0%
Segmental PBIT

Electro mechanical projects -396 231 550 849 1,854 2,773 2,907 3,079
Engineering Products 1,414 1,081 1,127 956 992 1,051 1,080 1,134
Unitary Cooling products 2,567 3,491 3,381 4,403 4,749 3,254 4,970 5,944
Total PBIT 3,592 4,874 5,058 6,208 7,595 7,077 8,956 10,157
Segmental PBIT, %

Electro mechanical projects -1.5 1.0 1.9 3.2 6.5 7.7 8.0 8.0
Engineering Products 31.6 30.0 30.4 28.8 32.0 33.7 33.0 33.0
Unitary Cooling products 125 13.9 13.4 14.5 14.7 10.3 12.5 13.0
Total PBIT 6.8 9.4 8.8 10.3 11.9 9.9 11.2 11.5
EPS (INR/sh) 6.8 10.2 10.8 15.6 17.3 15.7 18.7 22.8
NWC (Days) 52.5 40.7 40.8 35.5 42.0 66.3 57.7 58.6
EPS Composition (INR/sh) 6.8 10.2 10.8 15.6 17.3 15.7 18.7 22.8
Electro mechanical projects -1.6 -0.1 0.8 3.6 4.3 7.7 6.9 8.4
Engineering Products 2.7 2.4 2.4 2.0 2.1 2.2 2.3 2.4
Unitary Cooling products 5.7 7.9 7.7 10.0 10.8 7.4 11.3 13.5
Voltas Beko JV 0.1 -1.6 -1.8 -1.5

Source: MOFSL, Company

Exhibit 2: We value VOLT at INR700/sh with implied FY20/21E PER at 37x/31x

Name of segment Mar'21 EPS Multiple Value/sh

(INR) (x) (INR)
Unitary Cooling Products 13.2 35x 472
Engineered Products Services 2.4 15x 36
Electro Mechanical Products(incl. non allocable) 8.4 15x 125
Less: BEKO JV loss (1.5) DCF 65
Total 22.8 700

Source: MOFSL, Company

Exhibit 3: UCP sales to revive post two consecutive weak Exhibit 4: Margins to normalize again as operating leverage
summer seasons kicks in
UCP revenue (INRb) =—O=Growth UCP EBIT (INRb) =—O=—EBIT margin
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Exhibit 5: EMP revenue growth to taper off as new order
inflow growth lags revenue growth

Voltas

Exhibit 6: Margins to remain stable at ~“8% for EMP business

EMP revenue (INRb) =—O=—Growth
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Source: MOFSL, Company

Exhibit 7: We expect order inflow CAGR of 11% over FY19-21

Source: MOFSL, Company

Exhibit 8: Strong execution will limit order backlog growth

Order inflow (INRb) =—O=—Growth
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Source: MOFSL, Company
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Valuation and view

We raise our adj. consol. earnings estimate by 2%/6% for FY20/21, led entirely by
UCP segment. We continue valuing UCP at a target multiple of 35x FY21E EPS. Our
TP now stands at INR700 (prior: INR620). At CMP, the stock trades at multiple of 28x
for core UCP business. We upgrade the stock to Buy.

Catalysts and risks

m  Voltbek offers meaningful increase in addressable market size: The move to
form JV with the Beko brand to cater to the wider consumer durable space
(beyond air conditioners) has come at the right time. While management has
high ambition to gain 10% market share through Voltbek and generate INR100b
of revenue by FY25, we factor in modest assumptions and expect FY25 revenue
of INR50b (50% of management’s ambitious target) and ascribe INR65/share of
attributable valuation to the stock.

m  Key risks to our Buy rating: Key risks include (a) margin erosion in EMP business,
(b) inability of Voltbek to make in-roads in the Indian market and (c) INR
depreciation as it may increase input cost pressure for the industry.

Exhibit 9: VOLT is trading at one-year forward multiple of 30.6x; we expect its premium
multiples to continue given entry into wide white goods market and leadership position in
room ACs
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Source: Company, MOFSL

Exhibit 10: We raise our FY20/21 adj. PAT estimate by 2%/6%
Earnings Change old New Change
INRm FY20E FY21E FY20E FY21E FY20E FY21E
Revenue 77,086 84,177 79,665 87,952 3% 4%
EBITDA 7,646 8,851 8,189 9,714 7% 10%
EBITDA margin 9.9% 10.5% 10.3% 11.0% 0.4% 0.5%
Reported PAT 6,042 7,129 5,880 7,536 -3% 6%
Adj. PAT 6,042 7,129 6,182 7,536 2% 6%

Source: MOFSL, Company
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Financials and Valuations

Income Statement (INR Million)
Y/E March 2014 2015 2016 2017 2018 2019 2020E 2021E
Total Revenues 52,660 51,831 57,198 60,328 64,044 71,241 79,665 87,952
Change (%) (4.8) -2 10 5 6 11 12 10
EBITDA 2,656 4,100 4,330 5,791 6,626 6,117 8,189 9,714
% of Total Revenues 5.0 7.9 7.6 9.6 10.3 8.6 10.3 11.0
Other Income 1,002 1,087 1,367 1,998 1,741 1,863 2,100 2,200
Depreciation 248 280 264 245 244 240 323 368
Interest 225 233 158 160 119 330 330 330
Exceptional Items 215 462 289 11 6 -118 -301 0
PBT 3,399 5,136 5,275 7,395 8,011 7,292 9,335 11,216
Tax 941 1,276 1,696 2,004 2,270 1,635 2,794 3,140
Rate (%) 27.7 25 32 27 28 22 30 28
Adjusted PAT 2,458 3,860 3,514 5,174 5,724 5,197 6,182 7,536
Extra-ordinary Income (net) - 0 0 0 0 0 0 0
Reported PAT 2,458 3,860 3,804 5,185 5,730 5,079 5,880 7,536
Change (%) 18.7 57 -1 36 11 -11 16 28
Adj. Consolidated PAT 2,238 3,381 3,514 5,174 5,724 5,197 6,182 7,536
Change (%) 14.5 51 4 47 11 -9 19 22
Balance Sheet (INR Million)
Y/E March 2014 2015 2016 2017 2018 2019 2020E 2021E
Share Capital 331 331 331 331 331 331 331 331
Reserves 17,862 20,690 27,780 32,735 38,721 40,769 45,166 50,893
Net Worth 18,193 21,021 28,111 33,066 39,052 41,100 45,497 51,224
Minority Interest 138 161 267 285 317 348 348 348
Loans 2,629 1,217 2,707 1,709 1,423 3,147 1,147 147
Deferred Tax Liability (239) (349) (311) (198) (46) (993) (993) (993)
Capital Employed 20,721 22,049 30,775 34,863 40,746 43,601 45,998 50,725
Gross Fixed Assets 4,198 4,114 5,218 5,165 5,262 6,684 7,684 8,684
Less: Depreciation 2,113 2,223 2,890 2,889 3,013 3,253 3,576 3,945
Net Fixed Assets 2,086 1,891 2,327 2,276 2,248 3,430 4,107 4,739
Capital WIP 18 44 13 6 41 157 157 157
Investments 7,320 10,939 19,458 22,679 27,536 23,859 23,859 23,859
Goodwill 798 798 723 723 723 - - -
Curr. Assets 36,974 34,844 35,863 38,808 42,370 46,715 51,796 59,196
Inventory 9,010 8,671 7,247 9,070 8,130 10,907 10,913 12,048
Debtors 22,039 21,051 13,672 14,541 15,703 18,330 19,643 21,687
Cash & Bank Balance 2,818 2,516 1,855 3,314 2,837 3,211 5,284 7,847
Loans & Advances 3,108 2,606 935 935 1,218 116 130 144
Current Liab. & Prov. 26,476 26,466 27,610 29,628 32,172 30,560 33,920 37,225
Creditors 16,267 15,414 17,488 19,946 21,765 23,745 26,553 29,315
Other Liabilities 10,208 11,051 10,122 9,682 10,408 6,815 7,367 7,910
Net Current Assets 10,499 8,378 8,253 9,180 10,198 16,155 17,875 21,971
Application of Funds 20,721 22,050 30,775 34,863 40,746 43,601 45,998 50,725

E: MOFSL Estimates
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Financials and Valuations
Ratios

Y/E March 2014 2015 2016 2017 2018 2019 2020E 2021E
Basic (INR) 6.8 10.2 10.6 15.6 17.3 15.7 18.7 22.8
Adj EPS 7.4 10.2 10.6 15.6 17.3 15.7 18.7 22.8
Cash EPS 7.5 11.1 11.4 16.4 18.0 16.4 19.7 23.9
Book Value 55.0 63.6 85.0 100.0 118.0 124.2 137.5 154.8
DPS 1.9 2.3 2.6 35 4.0 31 3.7 4.6
Payout (incl. Div. Tax.) 29.2 23.3 27.6 25.9 26.8 24.0 24.0 24.0
Valuation (x)
P/E 23.8 22.6 55.2 38.3 34.6 38.1 32.0 26.2
Cash P/E 34.2 20.9 51.4 36.6 33.2 36.4 30.4 25.0
EV/EBITDA 20.0 18.3 45.9 339 29.6 32.3 23.6 19.6
EV/Sales 1.0 1.5 3.5 3.3 3.1 2.8 2.4 2.2
Price/Book Value 2.9 3.6 7.0 6.0 5.1 4.8 4.3 3.9
Dividend Yield (%) 1.1 1.0 0.4 0.6 0.7 0.5 0.6 0.8
Profitability Ratios (%)
RoE 13.0 17.2 14.6 18.1 15.9 13.0 14.3 15.6
RoCE 12.0 16.6 13.9 16.8 15.5 14.2 15.6 17.0
RolC 15.0 28.1 29.4 42.5 46.5 34.1 33.8 37.8
Turnover Ratios
Debtors (Days) 153 148.2 87.2 88.0 89.5 93.9 90.0 90.0
Inventory (Days) 62 61.1 46.2 54.9 46.3 55.9 50.0 50.0
Creditors. (Days) 164 161.4 111.6 120.7 124.0 121.7 121.7 121.7
Asset Turnover (x) 2.5 2.4 1.9 1.7 1.6 1.6 1.7 1.7
Leverage Ratio
Debt/Equity (x) 0.1 0.1 0.1 0.1 0.0 0.1 0.0 0.0
Cash Flow Statement
Y/E March 2014 2015 2016 2017 2018 2019 2020E 2021E
PBT before EO Items 3,399 5,136 5,275 7,384 8,005 7,410 9,636 11,216
Add : Depreciation 248 280 264 245 268 240 323 368
Interest 225 233 - - - - - -
Less : Direct Taxes Paid (941) (1,276) (1,696) (2,004) (2,270) (1,635) (2,794) (3,140)
(Inc)/Dec in WC 98 1,425 (537) 533 (1,495) (8,979) (608) (2,073)
CF from Operations 3,030 5,798 3,384 6,168 4,508 (2,965) 6,557 6,371
(Inc)/Dec in FA 462 58 (213) (302) (252) (814) (1,000) (1,000)
Free Cash Flow 3,492 5,856 3,171 5,866 4,257 (3,779) 5,557 5,371
Investment in liquid assets (3,247) (3,619) (8,520) (3,221) (4,857) 3,677 - -
CF from Investments (2,785) (3,561)  (8,733)  (3,523) (5,109) 2,863  (1,000)  (1,000)
(Inc)/Dec in Debt 17 (1,412) 1,491 (998) 1,666 1,724 (2,000) (1,000)
Less : Interest Paid (225) (233) - - - - - -
Dividend Paid (716) (894) (988) (1,337) (1,534) (1,247) (1,484) (1,809)
CF from Fin. Activity (925) (2,539) 4,710 (1,217) 132 476 (3,484) (2,809)
Inc/Dec of Cash (679) (302) (639) 1,428 (469) 374 2,073 2,563
Add: Beginning Balance 3,497 2,818 2,516 1,877 3,305 2,837 3,211 5,284
Closing Balance 2,818 2,516 1,915 3,309 2,837 3,211 5,284 7,847
E: MOFSL Estimates
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