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Rating: BUY | CMP: Rs260 | TP: Rs308

Creating multiple levers to drive growth

Quick Pointers:

" Geysers, Air Coolers & Mixer-Grinders to drive next leg of growth

"  Lighting margins likely to improve gradually on the back of price stability
"  Net cash at Rs4.5bn (June20), FCF/Adj PAT at 85%, superior than peers

We reiterate our positive stance on CROMPTON given its strategy of investing
in long term strategic initiatives like 1) distribution & GTM initiatives 2)
Creating new legs of growth in large durable categories and 3) sustained
product innovations to consolidate its position in Fans, Lighting and Pumps.
CROMPTON is creating & scaling up new legs of growth in Geysers, Air
Coolers and now with Mixer-Grinders (Rs65bn category). We believe margins
in lighting have bottomed out (declined 540bps to 6.1% in FY20) as price
stability will enable 240bps margin expansion (8.5%) and 63% growth in EBIT
over FY20-23 with a scope to still surprise positively.

We believe CROMPTON is better placed than peers given 1) low discretionary
nature of products (fans, lighting, mixer-grinder, pumps) 2) sustained growth
potential in core categories of fans & pumps 3) Well defined plan to scale up
new segments like Geysers, Air Coolers & Mixer-Grinders and 4) strong
balance sheet (FY23 Net cash of Rs21.1/share, ROE of 25.9% and ROCE of
32.8% and FCF/Adj PAT of 88%). Although we expect Havells to command
premium given higher scale and product range, expect valuation gap to
narrow overtime. We estimate 13.8% PAT CAGR over FY20-23 and assign a
target of Rs308 at 30xFY23 EPS (Rs288/-@30x Sept22 EPS earlier). BUY

®  Creating new legs of growth in ECD: Over the last 4 years, CROMPTON has
successfully fortified its leadership position in its core categories of Fans (c27%
market share) and Pumps (c28% share in residential pumps). With its core
portfolio now well-established in the market, the management is focused on
creating new legs of growth which started with revamp of air cooler & geysers
portfolio and recent addition of mixer-grinders. CROMPTON continues to work
on consumer meaningful innovations across its products lines.

®  With prices stabilizing, lighting margins to look up: Although LED lighting
industry exhibited double-digit volume growth over last couple of years, value
growth remained impacted owing to price erosion. However, with the segment
(especially B2C) witnessing relative price stabilization in the second half of
FY20, we expect gradual margin expansion. CROMPTON registered record
gross margins in June 2020 aided by price stability and cost reduction program.

" Robust balance sheet: CROMPTON has consistently managed to strengthen
its balance sheet on the back of strong cash flow generations. CROMPTON
turned Net Cash positive in FY19 with Net Cash at Rs231mn (vs —Rs2.6bn in
FY17) which has further improved to Rs4.5bn at the end of June 2020. Cash
conversion remained strong for FY20 with FCF/Adj.PAT and FCF/EBITDA at
85% and 63% respectively.
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Creating new legs of growth in ECD

Over the last few years, CROMPTON has successfully fortified its leadership
position in its core categories of fans and pumps. With the core product categories

now

established, the management has identified geysers, air coolers and mixer-

grinders to be the next legs of growth.

Exhibit 1: Some new launches in FY20

Fans: With Fans contributing c60% of ECD revenues, it is the largest product
category for CROMPTON. Already a market leader, over the last 4 years
CROMPTON has further improved its market share by c620bps to 27%.
Although share of premium fan has increased from ¢10% to c20% over FY16-
20, lower than overall share in the segment offers scope to improve mix.

Exhibit 2: Market share improved by c620bps

Market Share %
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Exhibit 3: New launches in FY20

Pumps: Pumps is the second largest product category within the ECD
segment and contributes ~27-30% of ECD revenues. CROMPTON is the
market leader in residential pumps enjoying a market share of c28%. While
overall, CROMPTON enjoys ¢15% market share in pumps. Although floods are
a near term drag in few regions, innovations like crest Mini will enable it to
sustain growth higher than the market.

Exhibit 4: Market leader in residential pumps with 28% share

e W de

Pressure Mini Everest - 2 HP

Booster

Top Suction
Openwell

Openwell Ultima
Series
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" Geysers, Air Coolers and Mixer-Grinders to lead next leg of growth: With
its core portfolio well established, the management is focused on creating new
legs of growth which started with revamp of air cooler & geysers portfolio and
recent addition of mixer-grinders. Market share in Geysers have increased by
¢520bps to 11% vs 5.8% in FY20. Even in June 2020, with the economy
opening up, appliances segment continued to lead the recovery with geysers/
kitchen appliances growing by 42%/ 125% over June 2019.

Crompton has identified Mixer grinders as next big category as its size is bigger
than the total size of geysers and air coolers put together. Given that mixer
Grinder is largest kitchen appliance segment, scale up in this category will
significantly augment sales growth in coming years.

Exhibit 5: Quarterly YoY% growth

Category 3Q19 4Q19 1Q20 2Q20 3Q20 Jan-Feb20
Geyser 30.0% 19.0% 44.0% 38.0% 64.0% 54.0%
Cooler 138.0% 100%-+ 100%+ 83.0%
Mixer-Grinder 40.0% 54.0%

Source: Company, PL

Exhibit 6: Market share improved by c520bps over FY18-20 Exhibit 7: Market share improved by c180bps over FY18-20
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Exhibit 8: New launches during FY20 — Mixer Grinder Next growth segment

Appliances
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Source: Company, PL
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Exhibit 9: Value growth impacted by price erosion

Lighting: expect margin recovery from 2H21

Government's thrust on promoting energy-efficient lighting and greater awareness
amongst consumers on safer and energy-efficient products, has led to faster
adoption of LED lights over the past few years. Although India’s LED lighting
industry was exhibiting healthy double-digit volume growth over the last couple of
years, value growth has remained subdued due to price erosion and heightened
competitive industry.

However, the segment (especially B2C) has witnessed relatively better price
stability during the second half of FY20, a trend which has continued in the current
fiscal as well which is a positive. In 1Q21, with activity levels at 50% of previous
years, CROMPTON reported a decline of mere c40bps in margins. We believe
going ahead, lighting margins will be on the mend due to 1) stability in pricing 2)
benefits derived from cost reduction program and 3) favorable product mix.

On the B2C side, CROMPTON continues to invest in innovation in their bid to offer
consumer meaningful products. They introduced Anti-bac bulbs (bulbs which kills
85% germs). They also launched inverter lamps which worked even during power
failure

We believe lighting margins have bottomed out and expect 240bps margin
expansion over FY20-23 with 63% growth in EBIT, starting 2H21.

Exhibit 10: Cost reduction program helping margin recovery
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Exhibit 11: New launches during the year
B2C
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Exhibit 13: FCF/EBITDA remains healthy

Robust Balance Sheet

CROMPTON has consistently managed to strengthen its balance sheet on the back
of strong cash flow generations. CROMPTON turned Net Cash positive in FY19
with Net Cash at Rs231mn (vs —Rs2.6bn in FY17) which has further improved to
Rs4.5bn at the end of June 2020. For FY20 CROMPTON'’s FCF/Adj.PAT and
FCF/EBITDA stood at 85% and 63% respectively.

CROMPTON had a total debt of Rs6.5bn in the form of NCDs of which Rs3bn were
repaid in FY20 while another Rs1.7bn were repaid in June 2020. In view of the
pandemic, CROMPTON raised another Rs3bn in NCDs (@7.35%) with a three-
year maturity.

Exhibit 12: Crompton turned net cash positive in FY19

Net Cash (Rs mn)
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Exhibit 14: FCF/Adj PAT improves in FY20
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Exhibit 15: Lighting margins to expand aided by price stability/cost programs

Particulars (Rs mn) FY18 FY19 FY20  FY21E FY22E FY23E
Sales
ECD margins have been oman Electric Consumer Durables 28,281 32,136 33,890 33,316 39,579 44,543
uptrend. Expanded by 100bps over
FY18-20 YoY gr. (%) 2.0%  13.6% 55%  -1.7% 18.8%  12.5%
Lighting Products 12,770 12,653 11,229 10,331 11,881 13,069
Lighting margins contracted by Yo gr. (%) 13.1%  -0.9% -11.3%  -8.0%  15.0%  10.0%
540Dbps to 6.1% over FY18-20 Total 41,051 44789 45120 43,647 51,460 57,612
'mpaCte.O.l by.pnce erosion & YoY gr. (%) 2.2% 9.1% 07%  -33% 17.9%  12.0%
Competltlve |ntenS|ty
EBIT
Electric Consumer Durables 5,347 6,162 6,731 6,696 8,114 9,131
YoY gr. (%) 8.0%  15.2% 9.2%  -0.5% 21.2%  12.5%
margin (%) 18.9%  19.2%  19.9%  20.1%  205%  20.5%
Lighting Products 1,473 1,069 680 646 891 1,111
YoY gr. (%) 48.6% -27.4% -36.4%  -50% 38.0% 24.7%
margin (%) 11.5% 8.4% 6.1% 6.3% 7.5% 8.5%
Total 6,820 7,230 7,411 7,342 9,005 10,242
YoY gr. (%) 14.8% 6.0% 25%  -0.9% 22.6% 13.7%
margin (%) 16.6%  16.1%  16.4%  16.8% 17.5% 17.8%
Source: Company, PL
Exhibit 16: PL Valuation Matrix: CROMPTON’s RoE/RoCE higher than others; Strong cash conversion cycle
¢ MCap CMP TP . Sales Growth % PAT Growth % EPS (Rs)
ompany Rating
(Rsbn) (Rs)  (Rs) FY20 FY21E FY22E FY23E FY20 FY21E FY22E FY23E FY20 FY21E FY22E FY23E
Bajaj Electricals 56 488 500 BUY 254 -53 147 127 1001 NA 2256 35.1 -0.0 57 187 252
Crompton Consumer 163 260 308 BUY 0.7 -3.3 17.9 12.0 16.9 54 35.8 14.6 7.0 6.6 9.0 10.3
Havells 428 685 524  Reduce -63 16 186 134 69 -130 428 190 117 102 145 173
Company RoE % RoCE % Net Cash/Share (Rs) PE (x)
FY20 FY21E FY22E FY23E FY20 FY21E FY22E FY23E FY20 FY21E FY22E FY23E FY20 FY21E FY22E FY23E
Bajaj Electricals 00 46 137 16.3 8.0 89 173 209 556 401 -86  -32 NA 850 261 193
Crompton Consumer =~ 341 247 270 259 406 312 329 328 65 135 160 211 373 395 291 254
Havells 173 138 174 184 216 181 215 243 177 245 358 464 584 672 471 395
Source: Company, PL
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Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY20 FY21E FY22E FY23E Y/e Mar FY20 FY21E FY22E FY23E
Net Revenues 45,120 43,647 51,460 57,612 Non-Current Assets
YoY gr. (%) 0.7 (3.3) 17.9 12.0
Cost of Goods Sold 30,650 29,684 34,912 39,055 Gross Block 3,149 3,535 3,761 4,377
Gross Profit 14,470 13,962 16,548 18,556 Tangibles 2,987 3,353 3,559 4,155
Margin (%) 32.1 32.0 32.2 32.2 Intangibles 162 182 202 222
Employee Cost 3,110 3,055 3,191 3,543
Other Expenses 4,171 4,090 4,207 4,655 Acc: Dep / Amortization 1,854 2,086 2,332 2,613
Tangibles 1,737 1,946 2,168 2,421
EBITDA 5,969 5,683 7,478 8,486 Intangibles 117 139 164 192
YoY gr. (%) 1.9 (4.8) 31.6 13.5
Margin (%) 13.2 13.0 145 14.7 Net fixed assets 1,296 1,449 1,428 1,764
Tangibles 1,251 1,406 1,391 1,734
Depreciation and Amortization 268 325 350 386 Intangibles 45 43 38 30
EBIT 5,701 5,358 7,128 8,100 Capital Work In Progress 199 100 100 100
Margin (%) 12.6 12.3 13.9 14.1 Goodwill 7,794 7,794 7,794 7,794
Non-Current Investments 220 226 232 239
Net Interest 407 424 205 241 Net Deferred tax assets 506 578 676 789
Other Income 589 618 706 782 Other Non-Current Assets 228 202 208 214
Profit Before Tax 5,883 5,553 7,539 8,641 Current Assets
Margin (%) 13.0 12.7 14.7 15.0 Investments 5,396 9,396 10,396 11,896
Inventories 4,636 3,827 4,230 4,735
Total Tax 1,510 1,416 1,923 2,203 Trade receivables 4,587 5,381 6,344 7,103
Effective tax rate (%) 25.7 25.5 25.5 25.5 Cash & Bank Balance 471 2,052 2,665 2,858
Other Current Assets 1,971 1,661 1,817 1,940
Profit after tax 4,373 4,137 5,617 6,438 Total Assets 27,440 32,797 36,045 39,605
Minority interest - - - -
Share Profit from Associate - - - - Equity
Equity Share Capital 1,255 1,255 1,255 1,255
Adjusted PAT 4,373 4,137 5,617 6,438 Other Equity 13,423 17,560 21,483 25,663
YoY gr. (%) 16.9 (5.4) 35.8 14.6 Total Networth 14,678 18,815 22,738 26,917
Margin (%) 9.7 9.5 10.9 11.2
Extra Ord. Income / (Exp) 574 - - - Non-Current Liabilities
Long Term borrowings 1,797 3,000 3,000 1,500
Reported PAT 4,947 4,137 5,617 6,438 Provisions 191 175 206 230
YoY gr. (%) 229 (16.4) 35.8 14.6 Other non current liabilities - - - -
Margin (%) 11.0 95 10.9 11.2
Current Liabilities
Other Comprehensive Income - - - - ST Debt / Current of LT Debt - - - -
Total Comprehensive Income 4,947 4,137 5,617 6,438 Trade payables 6,372 6,343 7,461 8,346
Equity Shares O/s (m) 627 627 627 627 Other current liabilities 4,402 4,464 2,641 2,611
EPS (Rs) 7.0 6.6 9.0 10.3 Total Equity & Liabilities 27,440 32,796 36,045 39,605
Source: Company Data, PL Research Source: Company Data, PL Research
September 28, 2020 7
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Cash Flow (Rs m)

Key Financial Metrics

Y/e Mar FY20 FY21E FY22E FY23E Y/e Mar FY20 FY21E FY22E FY23E
PBT 5,883 5,553 7,539 8,641 Per Share(Rs)
Add. Depreciation 268 325 350 386 EPS 7.0 6.6 9.0 10.3
Add. Interest 407 424 295 241 CEPS 7.4 7.1 9.5 10.9
Less Financial Other Income 589 618 706 782 BVPS 23.4 30.0 36.2 42.9
Add. Other (299) (68) (79) (101) FCF 5.9 75 8.6 9.0
Op. profit before WC changes 6,258 6,233 8,105 9,168 DPS 2.0 - 2.7 3.6
Net Changes-WC (602) 253 (479) (571) Return Ratio(%)
Direct tax (1,445)  (1,416)  (1,923)  (2,203) RoCE 40.6 31.2 32.9 32.8
Net cash from Op. activities 4,211 5,070 5,703 6,393 ROIC 44.1 51.9 49.6 49.0
Capital expenditures (483) (379) (329) (721) RoE 34.1 24.7 27.0 25.9
Interest / Dividend Income 209 - - - Balance Sheet
Others 258  (4,000)  (1,000)  (1,500) Net Debt : Equity (X) 0.3) (0.4) (0.4) (0.5)
Net Cash from Invt. activities 17)  (4379) (1,329) (2,221) Net Working Capital (Days) 23 24 22 22
Issue of share cap. / premium 52 - - - Valuation(x)
Debt changes (3,088) 1,314 1,773) (1,479) PER 37.3 39.5 29.1 25.4
Dividend paid (1,506) - (1,694) (2,258) P/B 111 8.7 7.2 6.1
Interest paid (586) (424) (295) (241) P/CEPS 35.2 36.6 27.4 23.9
Others - - - - EV/EBITDA 26.7 27.2 20.5 17.7
Net cash from Fin. activities (5,128) 890  (3,761)  (3,978) EV/Sales 3.5 3.5 3.0 2.6
Net change in cash (934) 1,581 613 193 Dividend Yield (%) 0.8 - 1.0 14
Free Cash Flow 3,728 4,691 5,374 5,671 Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m)
Y/e Mar Q2FY20 Q3FY20 Q4FY20 QIFY21
Net Revenue 10,758 10,713 10,181 7,132

YoY gr. (%) 3.7 4.0 (15.6) (47.0)
Raw Material Expenses 7,327 7,290 6,961 4,814
Gross Profit 3,431 3,423 3,220 2,318

Margin (%) 31.9 32.0 31.6 325
EBITDA 1,295 1,369 1,384 988

YoY gr. (%) 45 8.6 (17.9) (48.5)

Margin (%) 12.0 12.8 13.6 13.9
Depreciation / Depletion 64 64 82 80
EBIT 1,231 1,304 1,302 908

Margin (%) 11.4 12.2 12.8 12.7
Net Interest 87 87 83 108
Other Income 122 174 119 188
Profit before Tax 1,267 1,391 1,339 988

Margin (%) 11.8 13.0 13.2 13.9
Total Tax 154 355 341 251

Effective tax rate (%) 12.1 255 255 25.4
Profit after Tax 1,113 1,036 998 737
Minority interest - - - -
Share Profit from Associates - - - -
Adjusted PAT 1,113 1,036 998 737

YoY gr. (%) 447 30.1 (11.8) (39.9)

Margin (%) 10.3 9.7 9.8 10.3
Extra Ord. Income / (Exp) - 574 - -
Reported PAT 1,113 1,610 998 737

YoY gr. (%) 44.7 102.1 (29.5) (39.9)
Margin (%) 10.3 15.0 9.8 10.3
Other Comprehensive Income - - - -
Total Comprehensive Income 1,113 1,610 998 737
Avg. Shares O/s (m) 627 627 627 627
EPS (Rs) 1.8 1.7 1.6 1.2
Source: Company Data, PL Research
September 28, 2020 8
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Price Chart Recommendation History

R No. Date Rating TP (Rs.) Share Price (Rs.)
%00 1 27-Jul-20  BUY 288 247
o 2 07-Jul-20  BUY 287 241
3 18-May-20 BUY 267 199
28 4 13-Apr-20 BUY 291 224
217 5 30-Jan-20 BUY 306 267
6 03-Jan-20 BUY 292 241
. 5 S H 2.’ g & Q 7 24-Oct-19 BUY 303 255
& g & g & g & 8 03-Oct-19  BUY 300 244
Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 AsanPants  Accumulate 189 1717
2 Avenue Supermarts Hold 2,055 2,163
3 Bajaj Electricals BUY 500 436
4 Britannia Industries BUY 4,316 3,785
5 Colgate Palmolive Reduce 1,344 1,448
6 Crompton Greaves Consumer Electricals BUY 288 247
7 Dabur India Hold 469 494
8 Emami BUY 419 257
9 GlaxoSmithKline Consumer Healthcare Hold 9,377 9,247
10 Havells India Reduce 524 595
11 Hindustan Unilever Hold 2,304 2,249
12 ITC BUY 262 200
13 Jubilant FoodWorks Hold 2,255 2,251
14 Kansai Nerolac Paints BUY 501 443
15 Marico Hold 355 350
16 Nestle India Reduce 14,089 17,095
17 Pidilite Industries Hold 1,415 1,378
18 Titan Company Hold 1,057 1,108
19 Voltas Accumulate 660 629
PL’s Recommendation Nomenclature (Absolute Performance)
Buy > 15%
Accumulate : 5% to 15%
Hold : +5%to -5%
Reduce : -5% to -15%
Sell 1 <-15%
Not Rated (NR) . No specific call on the stock
Under Review (UR) : Rating likely to change shortly
September 28, 2020 9
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ANALYST CERTIFICATION
(Indian Clients)

We/l, Mr. Amnish Aggarwal- MBA, CFA, Mr. Paarth Gala- B.Com 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.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”") is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.
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