g ICICI

Research
HOLD

VOLTAS
Particulars |

Voltas Ltd (votas)

CMP: X 766

Target: ¥ 845 (10%)

Target Period: 12 months
November 10, 2020

Strong performance of UCP segment...

Voltas’ unitary cooling product (UCP) segment performance was better than
our estimate both in terms of topline, profitability. The company clocked

volume grqwth of ~11% in the room AC division, better_ than our estimate :,lzrrr:tuézzj (ZCrore) Azgt%uo'ff
of -10%. Air cooler sales also came in ahead of our estimate with volume Total Debt (FY 20) (Crore) 217.9
growth of 28% YoY. Better product mix and various cost optimisation Cash & Inv (FY 20) (ZCrore) 828.9
measures help drive segment EBIT margin up 230 bps YoY to 11%. On the EV (Crore) 20,159.0
other hand, timely closure of some overseas projects help drive the electro 52 week H/L 741 /427
mechanical project and services (EMPS) segment revenue growth of 15% Equity capital (XCrore) 33.1
YoY in Q2FY21. However, cost overruns of some old projects led to a decline Face value (3 1.0

in EBIT margin by ~450 bps YoY to 2.5%. According to the management,
the domestic projects business witnessed improvement post easing of
lockdown. We believe execution of domestic and international project

Key Highlights

business is likely to pick up with opening up of the economy. We also believe ® UCP segment growth led by
normalised RAC inventory at dealer level and pent up demand from metro, ~11% volume growth in RAC
tier 1 cities would further help in demand recovery of room ACs in H2FY21. segment

While we maintain our positive stance on Voltas due to its robust balance

sheet and well distributed dealer network, we believe the recent run up in ® Market share gain in RAC

the stock captures all near term positives. We introduce our FY23 estimates.

Revenue growth amid challenging scenario

segment. Strong EBIT margin of
UCP segment led by change in

product mix, various cost
, . control measure
Voltas’s consolidated revenue growth of ~13% YoY was much ahead of our
estimates led by strong revenue growth in all three segments. The unitary ® EMPS segment performance

cooling product (UCP), EMPS and engineering products & services
segments reported revenue growth of ~9%, ~15% and ~16%, respectively
in Q2FY21. Despite a weak season, the strong UCP performance was
supported by its robust supply chain management and pan-India distribution
network (~19,000 touch points) resulting in market share gains (YTD market
share of 26.4%) in Q2FY21.

UCP segment leads strong margin recovery

While UCP segment EBIT margin was up 223 bps YoY to 11%, EMPS
segment margin was largely hit by cost overruns of old projects. As a result,
margin fell ~450 bps YoY to 2.5%. We believe while the UCP segment
margin is likely to sustain at ~11-12%, the projects segment margin would
improve with better execution rate after opening up of economy.

Valuation & Outlook

We introduce our FY23 estimates with revenue, earning CAGR of ~9% and
~24%, respectively. We believe at the CMP all near term positives are priced
in. Hence, we downgrade our rating from BUY to HOLD. We roll over our
valuation on FY23, and ascribe PE multiple 8x, 8x and 36x to EMPS, EPS and
UCP segment, respectively with a revised target price of T 845/share.

likely to improve further with
execution of high margin orders

® Revise our rating from BUY to
HOLD with revised target price
of ¥ 845/share

Research Analyst

Sanjay Manyal
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Key Financial Summary

% Crore) FY19 FY20 FY21E FY22E FY23E CAGR (20-23E)
Net Sales 71241 7658.1 6988.3 8820.5 9818.2 8.6
EBITDA 611.7 686.7 464.7 859.8 1047.1 15.1
EBITDA Margin (%) 8.6 9.0 6.6 9.7 10.7

Net Profit 513.9 521.0 406.9 746.9 982.7 23.6
EPS (%) 15.5 15.8 12.3 22.6 29.7

P/E(x) 49.3 48.6 62.3 33.9 25.8

Price/Book (x) 6.2 5.9 5.7 5.2 4.4

Mcap/Sales (x) 3.6 3.3 3.6 2.9 2.6

RoE (%) 12.7 13.0 9.1 15.3 17.1

RoCE(%) 17.3 19.5 12.8 20.1 21.1

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

Q2FY21 Q2FY21E Q2FY20 YoY (%) Q1FY21 QoQ (%) Comments

Revenue 1,612.5 1,260.6 1,421.9 13.4 1,296.9 24.3 Better-than-expected recovery in all three business
Other Income 38.3 61.7 72.6 -47.3 67.4 -43.2  Lower investment income drags other income
Raw Material Exp 869.8 555.6 710.2 22.5 534.8 62.7

Employee Exp 143.2 143.2 157.6 -9.1 157.4 -9.0

Purchase of Traded goods 322.8 321.0 307.9 4.8 373.5 -13.6

Other Expenses 171.9 148.2 131.1 31.1 156.1 10.1

EBITDA 98.0 86.9 105.9 -1.5 66.7 46.8

Sharp increase in margin of UCP segment (up 223 bps YoY)
completely offset by decline in EBIT margin of EMPS

EBITDA Margin (%) 6.1 6.9 7.4 137 bps 5.1 93 bps .
segment mainly due to cost overruns of some overseas
projects

Depreciation 8.4 9.6 8.0 4.6 8.2 2.1

Interest 5.8 6.6 4.9 17.6 6.7 -13.5

Exceptional items 0.0 0.0 6.1 0.0

Profit/(loss) from Asso & (7.1) (11.4) (9.2) (11.7) _LOSS from joint venture and associates companies, which

JVs includes losses from Voltas-Beko

PBT 115.0 121.1 150.3 -23.5 107.5 6.9

Total Tax 35.3 30.4 43.0 -17.8 25.8 37.2

PAT 79.7 90.7 107.3 25.7 81.8 26 Lower EBITDA margin and decline in other income drags

PAT

Key Metrics
Higher revenue largely attributable to international business
EMPS 928 690 809 14.6 518 79.1  wherein better labour availibility and government support to
access sites help complete project
Focus on after sales service, additional maintenance
EPS 93 72 80 16.2 48 4.1 contracts in Mozambique in mining and construction
equipment drive sales
Swift recovery post ease in lockdown restrictions help

ucp 571.7 473 526 8.8 707 -19.2
drive volume growth of room AC by 11% YoY

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

(% Crore) FY21E FY22E FY23 Comments
old New % Chg old New % Chg Introduced
Revise our estimate factoring in current quarter performance.

Revenue 6,003.9 69833 164 8317.6 8,820.5 6.0 9,818.2 We believe recovery will start from H2FY21E onwards
EBITDA 394.2 464.7 179 857.6 859.8 0.3 1047.1
Better operating leverage in project business and intact margin
EBITDA Mar(%) 6.6 6.6 5bps 10.3 9.7 -55bps 10.7 profile of UCP segment to help drive overall EBITDA margin,
going forward
PAT 353.7 406.9 15.0 751.4 746.9  (0.6) 982.7
EPS () 10.7 12.3 15.0 22.7 226 (0.5 29.7

Source: Company, ICICI Direct Research

Exhibit 3: Assumptions

Current FY23E Earlier Comments
FY20 FY21E FY22E Introduced FY21E  FY22E
We build in 7% revenue CAGR in FY20-23E supported by pick-up in
infrastructure activities
EPS 6.4 -3.8 11.6 8.0 -10.2 11.8 Improved traction from after sales service to help drive segment revenue
We model UCP segment revenue CAGR of ~10% for FY20-23E led by same
amount of volume CAGR in RAC segment

EMPS -10.3 -1.1 15.9 8.2 -21.3 43.1

ucep 29.1 -16.8 38.7 14.0 -23.8

Source: Company, ICICI Direct Research
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Conference call highlights

Unitary cooling products

e The AC industry reported a recovery of ~40% in H1FY21 while
Voltas’ recovery was higher at ~43%

e Volume growth in RAC, commercial refrigeration and air cooler
segment came in at 11%, 20% and 28%, respectively. Volume in
RAC was further driven by 36% growth in inverter AC

e The company gained market share with its YTD market share at
26.4% in Q2FY21 vs. 26.2% in Q1FY21

e It reached the No. 2 spot in the air cooler business with July exit
market share of 10.8%. Growth was largely driven by additions of
distributors

e Voltas started building inventory in anticipation of strong demand in
the upcoming summer

o Despite multiple problems amid lockdowns, Voltas Beko stepped up
production of refrigerators to 35000 units at its Sanand facility

e Production of frost free refrigerators and automatic top/front load
washing machines and dishwashers will also commence in a phased
manner

o Voltas Beko currently has ~ 6000 touch points, which will be scaled
up, going forward

Electro-mechanical projects & services

e EMPS segment outstanding order book was at ¥ 6852 crore

e The company’s international order book was at ¥ 4529 crore while
its domestic order book was at¥ 2323 crore

e Covid-19 has not had much of an impact on international project
business as construction activity is statutorily considered an
essential service in the Middle East. Nevertheless, the pace of
execution has significantly reduced and certain mega events like
Expo 2020 have been postponed. The cost overruns of some old
orders dragged the overall segment margin

e The company has won new order worth ¥ 273 crore in Q2FY21

e The domestic order represents a healthy mix of water, metro,
airport, solar and general MEP projects
Engineering products & services

e The textile industry is passing through a difficult period of low
demand. In this scenario, the company’s focus continues on after-
sales business in both spinning and post spinning segments. In the

mining & construction equipment, Mozambique operations continue
to drive the majority of revenues

ICICI Securities | Retail Research 3
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Financial story in charts

Exhibit 4: UCP segment sales and margin trend
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Exhibit 5: EMPS segment sales and margin trend
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Source: Company, ICICI Direct Research

Exhibit 6: EPS segment sales and margin trend
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Exhibit 7: Consolidated revenue trend
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Source: Company, ICICI Direct Research

Exhibit 8: EBITDA and EBITDA margin to be in range of historical margin trend
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Exhibit 9: Sales growth, slight recovery in margin to drive PAT in FY19-22E
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ICICI Direct Research

Exhibit 10: Historical price chart
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Source: Bloomberg, Company, ICICI Direct Research

Exhibit 11: Shareholding Pattern

(in %) Sep-19
Promoter 30.3
Fll 10.2
DIl 39.0
Others 20.5

Dec-19
30.3
10.9
38.6
20.2

Mar-20
30.3
9.9
40.0
19.8

Jun-20
30.3
10.7
39.3
19.7

Sep-20
30.3
12.4
39.3
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Source: Company, ICICI Direct Research
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Financial summary

Exhibit 12: Profit and loss statement % crore @ Exhibit 13: Cash flow statement g crore

(Year-end March) FY20 FY21E FY22E FY23E | (Year-end March) FY20 FY21E FY22E  FY23E |
Net Sales 7,658.1  6,988.3 88205  9,818.2 Profit after Tax 521.0 4069  747.1  985.0
Expenses Depreciation 32.0 34.9 44.1 49.1
Raw Material Expenses 2,986.7 2,806.3 3,319.3 3,690.2 Cash Flow before working capital ct  574.1 467.8 807.0 1,042.9
(inc)/Dec in stocks - _ _ _ Net Increase in Current Assets (635.7) 76.0 (1,227.1) (533.7)
Purchase of traded goods 2,568.3 2,330.3 2,923.2 3,214.9 Net Increase in Current Liabilities 557.5  (485.8)  872.4 393.9
Employee Expenses 671.7 622.8 763.4 819.3 Net cash flow from operating Acti ~ 495.8 58.0 452.3  903.1
Other expenses 672.8 723.6 870.2 950.1 Long term loans and advances (21.5) 15.5 (42.5) (23.1)
Total Operating Expenditure ~ 6,971.4  6,523.6  7,960.7  8771.1  Othernon curent assets (17.0) 80  (21.8 (119
EBITDA 686.7 464.7 859.8 1,047.1 Liquid Investments 42.6 - 150.0 (50.0)
Other Income 230.6 172.9 219.4 273.5 (Purchase)/Sale of Fixed Assets (79.9) (50.0) (100.0) (100.0)
Interest 21.1 26.0 15.8 8.8 Others 36.2 -

PBDT 896.2 611.6 1,063.3 1,311.8 Net Cash flow from Investing Acti (39.6) (26.5) (14.3) (185.0)
Depreciation 32.0 34.9 44.1 49.1 Proceeds/(Repament) loans (96.8) 8.0 - (100.0)
PBT before Exceptional ltems 864.2 576.6 1,019.2 1,262.7 Total Outflow on account of dividenc ~ (154.8) (77.4)  (116.1) (232.2)
Less: Exceptional ltems 51.2 B _ _ Others (217.2)  (188.3)  (215.8) (8.8)
Total Tax 223.3 141.7 248.7 328.3 Net Cash flow from Financing Acti  (468.8)  (257.7) (331.9) (341.0)
PAT before MI 521.0 406.9 7471 985.0 Net Cash flow (12.6)  (226.1)  106.1 377.1
PAT after Ml 521.0 406.9 747.1 985.0 Cash and Cash Equivalent at the be¢ ~ 321.0 308.5 82.5 188.7
Profit from Associates (68.7) (28.0) (23.5) 506 _Cash 3085 825 1887  565.9
PAT 521.0 406.9 7471 985.0 Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 14: Balance sheet I crore I Exhibit 15: Key ratios 3 crore
(Year-end March) FY20 FY21E FY22E FY23E | (Year-end March) FY20 FY21E FY22E FY23E
Equity Capital 33.1 33.1 33.1 33.1 Per Share Data
Reserve and Surplus 4,247.1 4,414.3 4,845.3 5,598.2 EPS 15.8 12.3 22.6 29.8
Total Shareholders funds 4,280.2 4,447.4 4,878.4 5,631.2 Cash EPS 16.7 13.4 23.9 31.3
Total Debt 217.9 225.9 225.9 125.9 BV 129.4 134.5 147.5 170.3
Deferred Tax Liability 1.4 1.4 1.4 1.4 DPS 4.7 2.3 3.5 7.0
Other Non Current Liabilities 1.3 1.3 1.3 1.3 Operating Ratios
Total Liability 45434  4,718.6 5,149.6 5,802.5 EBITDA margin 9.0 6.6 9.7 10.7
Net Block 308.1 323.1 379.0 429.9 PAT margin 1.3 5.8 8.5 10.0
Total Fixed Assets 334.4 349.4 405.3 456.2 Return Ratios
Other Investments 1,822.9 1,872.9 1,772.9 1,872.9 RoE 13.0 9.1 15.3 17.5
Goodwill on Consolidation 72.3 72.3 72.3 72.3  RoCE 19.5 12.8 20.1 21.9
Deferred Tax Assets 72.9 72.9 72.9 72.9  RolC 16.5 9.8 16.8 19.1
Long term loans and advances 177.5 161.9 204.4 2215  Valuation Ratios
Other non current assets 91.1 83.2 105.0 116.8 EV / EBITDA 36.0 53.8 29.0 23.4
Liquid Investments 520.4 470.4 420.4 3704 PJE 48.6 62.3 33.9 25.7
Inventory 1,468.9 1,531.7 1,933.3 2,017.4 EV / Net Sales 3.2 3.6 2.8 2.5
Debtors 1,833.6 1,818.9 2,295.7 2,555.4 Sales / Equity 1.8 1.6 1.8 1.7
Cash 308.5 82.5 188.7 565.9 Market Cap / Sales 3.3 3.6 2.9 2.6
Loans and Advances 2.3 5.3 6.6 7.4 Price to Book Value 5.9 5.7 5.2 4.5
Other Current Assets 1,451.4 1,324.5 1,671.7 1,860.8  Turnover Ratios
Net Current Assets 1,452.0 1,635.8 2,096.7 2,613.8 Asset turnover 1.7 1.5 1.7 1.7
Total Assets 45433 47186  5149.7 58026  Debtors Days 87.4 95.0 95.0 95.0

Source: Company, ICICI Direct Research Creditors Days 128.2 120.0 122.0 120.0

Solvency Ratios

Debt / Equity 0.1 0.1 0.0 0.0
Current Ratio 1.6 1.9 1.8 1.8
Quick Ratio 1.1 1.3 1.2 1.3

Source: Company, ICICI Direct Research
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Exhibit 16: ICICI Direct Coverage Universe (Consumer Discretionary)

CMP M Cap EPS ) P/E (x) EV/EBITDA (x)  RoCE (%) RoE (%)
® TPR) Raing (Cr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
Asian Paints (ASIPAI) 2,225 2,440 Buy 213,378 290 289 359 76.8 771 620 47.9 458 37.4 274 242 213 305 281 317
Astral Polytecnik (ASTPOL) 1,200 1,260 Hold 18,079 166 150 233 724 80.2 5.6 36.1 393 27.8 205 17.0 231 166 131 17.9
Amber Enterprises (AMBEN 2,186 2,600 Buy 6,874 522 237 751 41.9 921 291 229 332 147 143 7.2 170 145 53 143
Bajaj Electricals (BAJELE) 496 585 Buy 5639 -09 11.8 171 NM 419 291 31.4 221 169 80 108 147 -08 83 13.0

Sector / Company

Berger Paints (BERPAI) 6563 580 Hold 63419 68 6.1 97 967 1066 67.1 51.7 55.0 37.8 26.6 220 31.3 247 19.7 2i1
EPL (ESSPRO) 252 270 Buy 7,91 67 7.0 95 376 359 266 136 124 105 156 165 194 143 139 16.3
Havells India (HAVIND) 824 835 Buy 51,409 11.7 141 164 702 584 502 425 327 284 196 215 244 17.0 185 20.0

Kansai Nerolac (KANNER) 527 605 Buy 28401 99 103 120 530 51.3 438 356 332 293 17.6 184 196 141 143 15.1
Pidilite Industries (PIDIND) 1,595 1,850 Buy 80,994 221 227 278 722 704 574 506 49.7 409 31.0 282 309 261 232 249

Polycab India (POLI) 928 1,040 Buy 13,816 51.4 584 629 180 159 148 114 11.2 95 265 21.4 232 20.0 182 18.0
Supreme Indus (SUPIND) 1,436 1,695 Buy 18,241 368 449 478 390 320 300 225 201 194 225 233 225 207 223 21.2
Symphony (SYMLIM) 846 960 Buy 5918 26.0 205 320 325 41.2 264 267 339 21.0 288 235 37.0 29.0 23.0 35.1
Time Techno (TIMTEC) 39 47 Hold 882 75 34 94 52 115 42 33 45 30 125 74 135 93 43 1.0
V-Guard Ind (VGUARD) 168 210 Buy 7195 43 37 53 389 454 31.7 282 31.0 229 248 201 252 18.6 151 19.4
Voltas Ltd (VOLTAS) 766 845 Hold 25334 158 123 226 486 623 339 360 538 290 195 128 201 13.0 9.1 153

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 8
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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%
ﬂlchl( irect.com 1 1
Investmaen uo Your Fingertips Bﬂz“)ﬂ EE"\' \
ICICI Securities Ltd. 75 S TARMINE ‘
ecu’ . Ejm stAward2012 A /
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.
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