Dixon Technologies (India) (pixTeC)

CMP: X 4,380 Target: ¥ 5,050 (15%)

Target Period: 12 months
July 28, 2021

Broadening revenue streams...

About the stock: Dixon Technologies is India’s leading electronic manufacturing
(EMS) provider and one of the largest beneficiaries of the government’s PLI scheme.

e Dixon operates in both original equipment manufacturing (OEM) and
original design manufacturing (ODM)

e Strong RoE, RoCE at ~20%, ~24%, respectively (three year’'s average)

Q1FY22 Results: Adverse product mix and operating leverage impacted the
EBITDA margin.

e Revenue grew ~261% YoY to ¥ 1867 crore aided by customer addition and
lower base

e EBITDA margin contracted ~70 bps to 2.6% due to a change in product mix
with higher contributions from products with lower margins, adverse
operating leverage and higher input costs

e PAT increased to % 18 crore (9x growth YoY) favoured by a low base and
higher revenues

What should investors do? Dixon's share price has grown by ~8x over the past
three years (from ~3% 566 in July 2018 to ~X 4,380 levels in July 2021).

o We maintain our BUY rating on the stock

Target Price and Valuation: We value Dixon at % 5050 i.e. 52x P/E on FY23E EPS

Key triggers for future price performance:

e Indian EMS industry is valued at ~$23.5 billion and Dixon currently has a
market share of ~3-4%, which leaves opportunity to expand and grow

e Domestic mobile production is set to grow 5x under the PLI scheme. Dixon
is one of the main beneficiaries

e New segments such as electronics/IT products, telecom products and LED
lights & AC component will drive future revenue for Dixon

Alternate Stock Idea: Apart from Dixon, we also like Havells in our coverage

e Trigger for Havells’ future revenue growth would be a revival in Lloyds
revenues and improvement in margin
e BUY with a target price of ¥ 1345

Key Financial Summary

4 Year CAGR
(X crore) FY19 FY20E FY21E (FY17-21)
Net Sales 2984.5 4400.1 6448.2 27%
EBITDA 134.9 223.1 286.5 33%
EBITDA Margin (%) 4.5 5.1 4.4
Net Profit 63.3 120.5 159.7 35%
EPS (%) 11.2 20.6 21.3
P/E (x) 391.5 212.8 160.6
RoE (%) 16.7 22.3 21.7
RoCE (%) 22.4 26.3 23.5
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Particular Ammount
Market cap (% crore) 25732.4
Total Debt (FY21) (% crore) 151.3
Cash & Inves (FY21) (3 crore) 68.8
EV (% crore) 25814.9
52 Week H/L 4731/1402
Equity Capital (% crore) 11.7
Face Value(3) 2.0

Shareholding pattern

(in %) Jun-20 Sep-20 Dec-20 Mar-21 Jun-21
Promoter 3.1 360 31 30 30
Fil 123 162 203 198 199
DIl 29 176 152 110 95
Others 297 302 294 342 36
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Recent event & key risks

Key Risk: (i) Shortage of chips
supply from importing countries
(ii) Business is exposed to rapid
changes in technologies.

Research Analyst

Sanjay Manyal
sanjay.manyal@icicisecurities.com

Hitesh Taunk
hitesh.taunk@icicisecurities.com

2 Year CAGR

FY22E FY23E (FY21-23)

12098.9 18915.1 71%

472.3 829.0 70%
3.9 4.4

306.1 570.5 89%
52.3 97.4
83.8 45.0
33.9 41.7
34.6 47.4

Source: Company, ICICI Direct Research
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0 Result Update | Dixon Technologies

Key takeaways of recent quarter & conference call highlights

Q1FY22 Results:

e Revenues were up YoY by ~261% YoY due to customer additions along
with price hikes and volume growth

e EBITDA margin contracted ~70 bps to 2.6% YoY due to lower gross
margins due to unfavourable operating leverage and higher input costs

e PAT grew 9x to ~¥ 18 crore YoY due to a low base and higher sales
Q1FY22 Earnings Conference Call highlights

e Demand Outlook:
o Order book is strong for the coming quarter and the company
expects normalcy for the rest of FY22
o The management has guided a revenue target of ~3 20,00 crore by
FY24
e Consumer Electronics segment:
o Topline for this segment grew ~262% to ¥ 1262 crore aided by
price hikes and strong volume growth
o Additional 5.5 million (mn) capacity is being added for LED TVs

e Lighting Products segment:

o Revenue for this segment increased ~98% to I 154 crore but
operating margin dropped 290 bps due to adverse operating
leverage and higher input costs

o The management expects margins to normalise from Q2FY22 and
return to normal levels of ~8-9%

o The company is awaiting approval from various countries to start
exports in this segment

¢ Home appliances segment:

o Revenue grew ~193% to X 71 crore and operating margin
increased ~460 bps due to price hikes passed on to principal
customers to offset higher input cost

o The order book is strong and the management expects
normalisation of margins from Q2 onwards

¢ Mobile and EMS segment:

o Topline increased ~476% to ¥ 306 crore but operating margins
contracted 240 bps due to initial ramp up costs in this segment and
adverse operating leverage

o The management has indicated an increase in the current capacity
of 3mnto ~15 mn
Dixon will soon start export of 5G phones to the US

o The company plans to open a facility in Noida to produce mobile
phones.

e  Security Systems segment:

o Revenue for this segment grew ~462% to I 75 crore

o The management believes this segment has returned to normal
utilisation levels. The company aims to expand capacities further
for this segment

e PLlrevenue for new Products:
o The company expects the following annual revenue estimates
under the PLI scheme for new products that they are producing:
» IT Hardware and laptops- ~% 800-1000 crore
» Telecom- ~X 2000 crore
» A/C PCBs- ~% 400-450 crore
» Refrigerator- ~% 500-600 crore

o The management has guided at an EBITDA margin of ~2.8-3.5%

for the new additions

ICICI Securities | Retail Research
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ﬂ Result Update | Dixon Technologies ICICI Direct Research
Exhibit 1: Variance Analysis

Q1FY22 Q1FY21 YoY (%) Q4FY21 QoQ (%) Comments

Revenue 1867.3 516.9 261.2  2109.7 -11.5  Topline growth led by consumer electronic segment
Other Income 0.4 0.2 81.0 1.0 -61
Raw Material Exp 17291 455.0 280.0 1896.0 88 $:$nge in product mix dragged overall gross margins by 460 bps
Employee cost 36.1 19.8 82.8 43.7 -17.4
Other Expenditure 54.1 25.3 114.1 90.2 -40.0
Total Expenditure 1819.4 500.1 263.8 2029.9 -10.4
EBITDA 47.9 16.9 183.5 79.8 -40.0

. r r Sharp decline in gross margins was partially offset by savings in
EBITDA Margin (%) 2.6 3.3  -70 bps 3.8 -122 bps

employee and other costs

Depreciation 15.0 9.3 62.6 12.3 22.4
Interest 9.1 5.7 60.5 7.1 28.1
PBT 241 2.2 1015.7 61.4 -60.7
Total Tax 5.9 0.5 1088.0 171 -65.3
PAT 18.2 1.7 994.0 44.3 -59.0  PAT growth is largely tracking strong sales growth in Q1FY22

Key Metrics*

Consumer Electronics 1,262.3 347.3 263.4 1,178.6 7.1 Strong revenue growth in both TV & AC PCB segment

Lighting Products 153.5 71.7 97.5 381.7 -59.8 Favourable base helped in revival in lighting business

Home appliances 70.6 241 193.0 146.5 -51.8  Favourable base helped in revival in washing machine business
Mobile & EMS 305.9 53.1 476.3 289.9 5.5 Low base and customer addition under PLI helped drive revenue
Security Systems 75.1 13.4 461.6 109.2 -31.2  Strong reival in demand of security systems

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

[ crore) FY22E FY23E Comments
0id Actual % Chg old New % Chg
We tweak our estimates upward for FY22E-23E considering

Revenue 11,162.6 12,098.9 8.4 17,223.1 18,915.1
new product revenues under PLI

EBITDA 494.7 472.3 (4.5) 817.9 829.0 1.4

EBITDA Margin (%) 44 3.9 -50bps 47 44 -32bps We sllghtIY tweak. our margln gstlmates downward considering
product mix and higher input prices

PAT 320.7 306.1 (4.5) 560.6 570.5 1.8

EPS R) 54.8 52.3 (4.6) 95.8 97.4 1.7

Source: ICICI Direct Research

Exhibit 3: Assumptions

Current (%) Previous Comments
FY19 FY20E FY21E FY22E FY23E FY22E FY23E
1 Capacity expansion, entry into new product category to drive segment
revenue growth
Lighting Produc  18.8  24.0 -3.2 70.1 92.0 679 92.0 Strong future growth considering export opportunities
Entry into fully automatic and new customer addition to drive revenue
growth, going forward
Entry into new product category, customer additions and export opportunities
to drive future revenue growth of mobile & EMS segments
Security Syster NM  93.1 0.5 52.2 63.9 31.0 39.9 Strong order pipeline in the security system to drive revenue
Source: ICICI Direct Research

Consumer Electt 11.2  75.5 83.4 50.2 41.8 271

Home appliance  49.6 5.9 8.8 68.0 44.3  47.6

Mobile & EMS ~ -47.0 51.3 56.4 302.3 63.5 3155

w
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Exhibit 5: Consumer electronics segment EBITDA margin

Exhibit 4: Consumer electronics segment revenue growth
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Exhibit 6: Lighting segment revenue growth trend Exhibit 7: Lightings EBITDA margin trend
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Exhibit 8: Home appliances segment revenue trend Exhibit 9: Home appliances EBITDA margin trend
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Exhibit 10: Mobile & EMS segment revenue trend Exhibit 11: Mobile & EMS EBITDA margin trend
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Exhibit 13: Security system EBITDA margin trend

Exhibit 12: Security systems segment revenue trend
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Exhibit 14: Strong growth in ODM revenue Exhibit 15: ODM share of business
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Exhibit 16: Revenue growth trend
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Exhibit 17: EBITDA margin movement
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Exhibit 18: PAT growth trend
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Financial Summary

Exhibit 19: Profit and loss statement X crore
(Year-end March) FY20 FY21 FY22E FY23E  (Year-end March) FY20  FY21 FY22E FY23E
Revenue 4,400.1 6,448.2  12,098.9  18,915.1  Profitafter Tax 1205  159.7 306.1 5705
Growth (%) 47.4 46.5 87.6 56.3 Add: Depreciation 36.5 43.7 50.8 58.6
Raw material expense 3,913.3 57535 11,0861  17,090.3 nc/decinCurrent Assets 273 8809 1219.9 -1983.3

Inc/(dec) in CL and Provisions 7.0 839.5 1090.6 1633.1
Employee expenses 118.0 1371 213.6 327.3 Others 35.0 274 16.1 111
Other expenses 198.9 254.8 389.4 6685  CF from operating activities 2263 1894 2438  293.1
Total Operating Exp 4,177.1 6,161.7 11,626.5 18,086.1 (Inc)/dec in Investments 76 95.3 40.0 50.0
EBITDA 223.1 286.5 472.3 829.0 (Inc)/dec in Fixed Assets -192.3  -242.8 -150.0 -200.0
Growth (%) 65.4 28.4 64.9 75.5  Others 67.4 39.9 5.0 5.0
Depreciation 36.5 43.7 50.8 58.6 CF from investing activities -117.2 2981 -105.0 -145.0
Interest 350 27.4 16.1 14.1 Issue/(Buy back) of Equity 0.2 0.1 0.0 0.0
Other Income 52 16 3.4 5.7 Inc/(dec) in loan funds -53.3 68.5 20.0 -60.0

Dividend paid & dividend tax -8.3 -35.1 -70.3  -105.4
PBT 156.8 216.9 408.8 761.9 Others 157 138 863 144
Total Tax 36.3 51.2 102.7 1914 CF from financing activities -45.6 773 -136.6 -179.5
PAT 120.5 159.7 306.1 570.5 Nt Cash flow 634 313 22 314
Growth (%) 90.2 325 91.7 86.4  Opening Cash 367 1001 688  71.1
EPS () 20.6 21.3 52.3 97.4  Closing Cash 100.1 68.8 71.1 39.7

ICICI Direct Research

Source: Company, ICICI Direct Research

Source: Company, ICICI Direct Research

Exhibit 21: Balance Sheet % crore [ Exhibit 22: Key ratios

(Year-end March) FY20 FY21 FY22E FY23E (Year-end March) FY20 FY21 FY22E FY23E
Liabilities Per share data ()
Equity Capital 11.6 1.7 1.7 117 EPS 20.6 21.3 52.3 97.4
Reserve and Surplus 529.8 725.6 891.3 1,356.4 CashEPS 26.8 34.7 61.0 107.5
Total Shareholders funds 541.3 731.3 903.0 1,368.1 BV 92.5 125.9 154.2 233.7
Total Debt 82.8 151.3 171.3 1113 DPS 1.4 6.0 12.0 18.0
Other non current liabilities 104.4 148.9 153.9 158.9  Operating Ratios (%)
Total Liabilities 7285  1,037.5 1,228.2 1,638.3 EBITDAMargin 5.1 4.4 3.9 44
Assets PAT Margin 2.7 2.5 2.5 3.0
Gross Block 488.4 7312 8812 1,812 AssetTumover 9.0 8.8 13.7 17.5
Less: Acc Depreciation 82.5 126.2 177.0 235.7 Inventory Days M3 421 42.0 45.0
Total Fixed Assets 415.5 614.5 7137 ge.g  DeptorDays 42.1 61.6 45.0 45.0
nvestments 00 053 6 3 63 Creditor Days 77.9 96.8 82.0 82.0

Return Ratios (%)
Inventory 4978 7433 1,392.2 2,332.0

RoE 22.3 21.7 33.9 41.7
Debtors 515.1 1,089.1 1,491.6 23320 o o 26.3 225 206 74
Loans and Advances 0.0 25 2.5 2.5 RolC 310 26.7 348 430
Other CA 133.1 192.1 360.5 563.6  \aluation Ratios (x)
Cash 100.1 68.8 71.1 97 b 2135 161.2 84.1 e
Total Current Assets 1,246.2 2,095.8 3,317.9 5,269.8 EV/EBITDA 115.3 89.8 54.6 311
Creditors 939.1 1,709.7 2,718.1 42494 py/Net Sales 58 40 21 14
Provisions 10.9 14.4 22.9 35.7  Market Cap / Sales 5.8 4.0 2.1 14
Other CL 18.7 84.1 151.9 2468 Price to Book Value 415 34.9 285 18.8
Total Current Liabilities 968.7 1,808.2 2,898.8 4,532.0  solvency Ratios
Net current assets 2715 281.6 4191 737.9  Debt /Equity 0.2 0.2 0.2 0.1
Other non current assets 35.6 40.1 40.1 40.1  Current Ratio 1.2 1.2 1.2 1.2
Total Assets 728.5 1,037.5 1,228.2 1,638.3  Quick Ratio 0.7 0.7 0.7 0.7

Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Exhibit 23: ICICI Direct Consumer Discretionary universe

Sector / Company CMP M Cap EPS ) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)
(%) TPR) Rating (3 Cr) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22EFY23E FY21 FY22E FY23E FY21 FY22E FY23E
Asian Paints (ASIPAI) 3,063 3,665  Buy 293742 334 395 504 916 775 608 615 532 424 250 276 307 296 326 36.8

Astral Polytecnik (ASTPOL) 2,052 1,915  Hold 30916 203 218 29.3 101.0 942 701 550 518 396 275 27.0 314 215 207 239
Amber Enterprises (AMBEN) 3,020 3,130  Buy 9,497 247 457 882 1222 660 342 388 275 165 77 115 183 52 92 152
Bajaj Flectricals (BAJELE) 1,142 1,280  Buy 12,983 165 238 357 649 450 300 409 296 207 151 200 26.1 107 168 206
Berger Paints (BERPAI) 849 835  Hold 82455 74 93 123 1146 91.6 69.1 647 562 435 249 283 346 213 243 284
Crompton Greaves(CROGR) 467 480 Buy 29281 98 92 119 475 51.0 393 331 325 254 344 361 421 319 287 332
Dixon Technologies (DIXTEC) 4,380 5050  Buy 25,645 273 523 974 1606 83.8 450 89.8 546 31.1 235 346 474 217 339 417
EPL (ESSPRO) 243 275 Hold 7667 7.7 92 114 314 263 213 135 122 102 162 176 206 148 163 187
Havells India (HAVIND) 1162 1,345  Buy 72497 167 188 243 69.7 613 478 449 409 318 249 256 31.1 201 213 257
Kansai Nerolac (KANNER) 617 655  Buy 33251 99 121 144 626 509 429 366 311 262 172 203 215 132 157 166
Moldtek Packaging (MOLPLA 520 600  Buy 1,442 165 208 280 316 250 186 154 126 98 207 236 278 199 209 23.1
Pidilite Industries (PIDIND) 2,321 2,035  Hold 117,860 222 26.3 318 1047 882 730 559 473 399 238 239 299 202 201 252

Polycab India (POLI) 1,858 2,100  Hold 28,138 594 592 777 318 31.9 243 233 215 166 21.9 211 242 185 165 185
Supreme Indus (SUPIND) 2,093 2450  Buy 26587 770 641 759 273 328 276 202 230 188 331 251 259 309 234 235
Symphony (SYMLIM) 993 1,050  Hold 6947 153 208 33.0 649 478 309 487 376 243 152 221 318 149 211 30
Time Techno (TIMTEC) 83 100 Buy 1877 48 85 108 174 97 77 65 52 44 87 121 137 57 97 113
V-Guard Ind (VGUARD) 254 320 Buy 10879 47 55 7.3 590 504 381 373 354 273 239 251 29.0 167 192 225
Voltas Ltd (VOLTAS) 1,026 1,150  Buy 33933 160 212 289 642 485 355 508 41.8 298 150 195 230 106 144 171

Source: Bloomberg, 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%
‘ﬁICICI(mm‘[ com| 1 1 z
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a'yetmwa'd D
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

I/We, Sanjay Manyal (MBA Finance), 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory
Development Authority of India Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number -
INH000000990. 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 and its analysts, persons reporting to
analysts and their relatives are generally prohibited 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 endeavor 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 ICIC| 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
materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other
assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report
for services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did
not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI
Securities nor Research Analysts and their relatives have any material conflict of interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day
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