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Dixon Technologies Ltd
Strong volumes but margins stay range-bound

Capital Goods Sharekhan code: DIXON
Reco/View: Buy © CMP: Rs. 4,325  Price Target: Rs. 4,960 &
N Upgrade € Maintain /' Downgrade

Summary

+ We retain a Buy on Dixon Technologies (Dixon) with an unchanged PT of Rs. 4,960 given its leadership in
outsourcing consumer electronics/EMS industry, approvals under PLI schemes, a diversified product mix, and
robust long-term growth outlook.

¢+ Consolidated Q2FY23 performance was better than estimates with a slight miss on OPM. Sales growth was
led by the mobile and home appliances segments. OPM was restricted to 3.8% due to margin drop in mobile
segment.

¢ Management expects “40% y-o-y growth in revenues and OPM to be @ 3.8-4% in FY23. Long-term margin
expansion would be led by backward integration and increasing share of ODM revenues.

¢ Healthy balance sheet, low working capital and strong revenue/PAT CAGR of ~31%/V47% over FY22-25E justify
its rich valuation.

Dixon Technologies (India) Limited’s (DIXON)’s consolidated Q2 sales were better than our expectations. The
top-line increased by “38% y-o-y to Rs 3,867 crore. Operating profit jumped 32% y-o-y to Rs 145crore (vs our
expectations of Rs 110crore) led by strong sales. OPM, however, declined by 17 bps to 3.8% in Q2FY23 as the
margin decreased in the mobile segment. Adjusted PAT increased by “23% y-o-y to “Rs 77 crore (vs our estimate
of Rs 69 crore). Segment-wise — Mobile phones (41% to total revenue) revenue grew by 166% y-o-y due to the
ramp-up of production for existing customers to Rs 1,594 crore, while operating margin declined by 57 bps y-o-y
to 2.7%. Consumer electronics (39% of total revenue) remained flattish at Rs 1,500 crore due to a significant
decline in open cell prices which led to lower realization for LED TVs, however, operating margin has improved
by 43 bps y-o-y to 2.9%. There was a remarkable improvement in home appliance sales at Rs 362 crore (up 62%
y-o-y and 42% g-o-q). OPM also increased by 53 bps to 9%. Lighting products sales dropped by 26.6% y-o-y to Rs
290 crore, while the margin improved by 22bps y-o-y to 8.2% in Q2FY23.

Key positives

+ Strong revenue growth in mobile phones (“41% of revenue) and home appliances (¥9% of revenue).

+ OPM improved g-o-q for all the business segments indicating the impact of the decline in raw material cost and
ramp-up in volumes on a g-o-q basis.

+ Marginin lighting products has improved owing to price hikes and cost optimization measures.

¢ Long-term OPM guidance @ 3.8-4.5% driven by backward integration and increasing operating leverage.

Key negatives

+ Declineinrevenues in the lighting products (down 26.6% y-o-y) due to liquidation of inventory.

* Operating margin declined by 17 bps y-o-y due to a dip in OPM in the mobile segment owing to increase in
production ramp up cost.

+ The company refrained from increasing its revenue and margin guidance for FY23 despite the likely addition of
new customers and new products.

Management Commentary

* The recent agreement with Google would help the company address 65% of the Indian LED TV market. Further,
many existing brands are also on the Android platform and Dixon is in active discussion with those brands.

* Margin in lighting products has improved as the company has passed on the impact of commodity price hikes
coupled with operating leverage and cost optimization measures.

+ The company has hired a senior person to help it churn out more ODM solutions in lighting. Capital employed in
this business has been reduced by Rs 85 cr due to better asset management.

¢ The company manufactures features phones for Itel and smartphones and feature phones for Nokia. It is likely
to get large orders from a couple of brands from both domestic and export markets and production will begin
in Q4FY23.

¢+ The company is confident of more attractive PLI schemes to be launched by the government in IT hardware
space.

Revision in estimates — We have marginally tweaked our estimates for FY2023-25E building in the management
guidance.

Our Call

Valuation —Retain Buy with an unchanged PT of 4,960: Dixon Technologies with its leadership in outsourcing
EMS industry is well poised to be one of the key beneficiaries of the government’s impetus on increasing domestic
manufacturing through PLI schemes. The company has been continuously expanding capacities in its existing
verticals and is now backward integrating and expanding into other verticals such as refrigerators, LED monitors,
AC components, and other hardware products. The company is set for a strong growth trajectory over the next
3-4 years with the management targeting to triple its size through customer acquisition across verticals, foray into
new products, backward integration, and growth in exports. Further, margins are expected to improve backed by
backward integration, cost optimization and operating leverage. We envisage revenue/PAT CAGR of ~¥31%/%47% over
FY22-25E. We value the stock on September FY24E EPS and maintain our Buy rating on the stock with an unchanged
PT of Rs. 4,960.

Key Risks

+ Slowdown in consumer discretionary spending and discontinuation of business from key customers might affect
revenue growth.

+ Adverseraw-material prices, delay in the ability to pass on price hikes adequately, and adverse forex fluctuations
might affect margins.

Valuation (Consolidated) Rs cr
Revenue 10,697 14,942 19,818 24,189
OPM (%) 35 3.8 4.2 4.4
Adjusted PAT 190 295 454 609
% y-o-y growth 191 55.3 53.8 339
Adjusted EPS (Rs.) 321 49.8 76.6 102.5
P/E (x) 134.9 86.9 56.5 42.2
EV/EBITDA (x) 681 45.4 315 24.2
RoCE (%) 21.8 25.2 31.8 338
RoNW (%) 219 259 30.3 301

Source: Company; Sharekhan estimates
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Mobile and home appliances lead the show

Dixon Technologies (India) Limited’s (DIXON)’s consolidated Q2 sales were better than our expectations.
Top-line increased by “38% y-o-y to Rs 3,867 crore. Operating profit jumped 32% y-o-y to Rs 145cr (vs our
expectations of Rs 110cr) led by strong sales. OPM, however, declined by 17 bps to 3.8% in Q2FY23 as the
margin decreased in mobile segment. Adjusted PAT increased by “23% y-o-y to YRs 77 crore (vs our estimate
of Rs 69 crore). Segment-wise — Mobile phones (41% to total revenue) revenue grew by 166% y-o-y due
to ramp up of production for existing customers to Rs 1,594 crore, while operating margin declined by 57
bps y-o-y to 2.7%. Consumer electronics (39% of total revenue) remained flattish at Rs 1,500 crore due to
significant decline in open cell prices which led to lower realization for LED TVs, however, operating margin
has improved by 43 bps y-o-y to 2.9%. There was a remarkable improvement in home appliance sales at
Rs 362 crore (up 62% y-o-y and 42% g-o-q). OPM also increased by 53 bps to 9%. Lighting products sales
dropped by 26.6% y-o-y to Rs 290 crore, while the margin improved by 22bps y-o-y to 8.2% in Q2FY23.

New customers and additional revenue streams to drive future growth

In lighting, Dixon has received its first export order from UAE and the company expects orders from USA
market as well. Dixon is likely to enter into a contract with a large Japanese brand in fully automatic top
load (FATL) washing machines for both domestic and global markets. The total capacity of FATL is 600,000
units. In FY23, the company aims to produce ~2,75,000 units. In mobile phones and EMS divisions, Motorola
business volumes have a monthly run rate of 400,000 per month. The company has a strong order book
of around 1.5 million per quarter. The order book for security surveillance system is also healthy. Its JV
with Rexxam to manufacture inverter controller boards for air conditioners is now operational in Noida. This
vertical has strong revenue potential with healthy EBITDA margins and a large export market opportunity.
Dixon has forayed into refrigerators, wherein it is building a capacity of 1.2 million DC refrigerators in the
categories of 190-235 liters in Noida.

Dixon Technologies Q2FY2023 conference call highlights

Consumer electronics: Consumer Electronics volumes have grown by 54% y-o-y. However, the value growth
has been flattish at Rs 1,500 crore due to prices of open cells decreasing significantly in the international
markets. Margin expansion is due to an increase in ODM/JDM business. The company is in active discussion
to offer ODM/JDM solutions to its existing customers. The recent agreement with Google would help the
company address 65% of the Indian market. Further, many existing brands are also on Android and Dixon is
in active discussion with those brands. The company is setting up an injection moulding plant which should
be operational in Q4FY23. In monitors, the company has received an order from DELL for 0.2 mn volumes.

Home appliances — Margins in this category have improved as the company has passed on the impact of
commodity price hikes coupled with operating leverage and cost optimization measures. The company has
2.4 mn capacity for 6 kg to 14 kg semi-automatic machines and achieved 1.6 lakh volumes in September
month. In fully automatic, the company has 0.6 mn capacity. Bosch is its anchor customer followed by Lloyd
and Croma. The company is cloaking volumes of 20-25kper month in this category. The company is in the
final stage of getting a contract from a large Japanese brand for its domestic and international markets. The
order book is robust and the company is looking to add more customers.

Lighting — Operating margin expanded in line with the company’s guidance. Demand is normalizing due
to liquidation of inventory and reduction in input price. Dixon is the largest ODM player in lighting and has
the largest capacities in LED bulbs. The company would be introducing strips and rope lighting by Q4FY23.
The company is working on RFQ for anchor customer in the US market. The company would be making an
acquisition for access to blue tooth mesh technology and would be closing the deal in the current quarter
with new launches expected in Q1FY24. The company has hired a senior person to help it churn out more
ODM solutions. Capital employed in this business has been reduced by Rs 85 crore due to better asset
management. The company’s first export order in lighting of multiple home solutions will be shipped in current
month. The company believes export will be a high point of this business in the next couple of quarters.

Mobile — The company manufactured 1 mn devices for Motorola in Q2FY23. It is planning to deepen the
backward integration line. The company manufactures features phones for ITEL and smartphones and
feature phones for Nokia. It is likely to get large orders from a couple of brands from both domestic and
export markets and production will take off in Q4FY23. It has orders of 3.3 mn units and 2.6 mn units for 2G
and 4G respectively for Samsung. The company has hired an R&D head for mobile division.
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Security systems — The company is expanding capacity from 10 mn to 14 mn. The company is also backward
integrating in this segment through moulding and power supplies.

Telecom — The company has bagged large order from Airtel for set-top boxes for which the production would
begin from Q2FY24. The PLI scheme in telecom has been extended by 1 year. The company is in talks with
large global brands and aims to launch new products in this business.

Laptop /tablets/IT hardware — Apart from Acer, Dixon would be manufacturing 300k tablets per year for
Lenovo. The company is confident of more attractive PLI schemes to be launched by the government in IT
hardware space.

Inverter control board for ACs — The company has started manufacturing inverter control boards for ACs in
JV with Rexxam. The revenue and profit potential are quite strong in both domestic and export markets. The
JV (40:60) would be investing Rs 51 crore over 5 years in this space of which Dixon’s share would be Rs 20
crore.

Wearables and hearables — This is the fastest growing market in India. Dixon has a partnership/ JV with Boat
and has achieved production of 1 million devices per month. Dixon would also manufacture neckbands and
model watches. It is setting up a new plant in Noida which is expected to be operational by December 2022.
The company is doing backward integration in this space through SMT lines.

Revenue and margin guidance intact — The company maintained guidance of “Rs 15,000 crore (+40% y-o-y
growth) revenue and OPM @3.8-4% for FY2023. Despite the addition of new products and customers, Dixon
has opted for conservative guidance as prices of open cells for LED TVs are still impacting revenue growth.
Further, the delay in the ramp of IT hardware and telecom segments and a slowdown in the mobile industry
led to delay in order finalization from its anchor customer.

Capex, debt and cash status — Dixon incurred a capex of Rs 185 crore and has guided for capex of Rs 330
crore in FY2023. The capex will be incurred for capacity expansion for PLI scheme and more backward
integration in most of the products. The company has a net debt of Rs 140 crore and cash & cash equivalents
at Rs 260 crore.

Results (Consolidated) Rs cr
Particulars Q2FY23 Q2FY22 YoY (%) Q1FY23 QoQ (%)
Revenue 3,867 2,804 379 2,855 354
Operating Expenses 3,722 2,694 38.2 2,755 351
Operating profit 145 10 320 100 45.0
Other Income 1 1 (4229) 0.4 31.0
Interest 16 9 73.4 14 97
Depreciation 29 22 34.8 24 21.0
PBT 101 80 25.6 62 62.4
Tax 23 18 312 17 395
Reported PAT 77 63 231 45 69.8
Adjusted PAT 77 63 233 46 69.0
Adj. EPS (Rs.) 13.0 10.6 233 77 69.0

bps bps
OPM (%) 3.8 39 (17) 35 25
NPM (%) 2.0 2.2 (24) 1.6 40
Tax rate (%) 229 21.9 98 26.7 (375)

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - Demand outlook encouraging, healthy growth prospects

The Indian electronics and consumer durable industry are “Rs. 4,00,000 crore and growing rapidly.
Manufacturing can be a significant growth driver from a medium to long-term perspective, providing enormous
opportunities owing to the shift in manufacturing bases outside China and the Government’s incentives to
enhance manufacturing through the Make in India initiative like the PLI scheme which aims to kick-start the
process, with strong industry participation.

B Company outlook - Promising outlook ahead

Dixon’s leadership position is a key benefit in the electronic outsourcing business. The company’s Tirupati
facility is expected to add a new dimension to growth prospects as it will foray into new business verticals,
expand the product portfolio of existing business verticals, and penetrate further into South India by forging
alliances with original equipment manufacturers (OEMs) and add them as clients. Expanded capacity in
consumer electronics and home appliances coupled with a PLI scheme license for mobile phones is likely to
drive revenue growth momentum, while the margin may expand due to economies of scale and automation
in the lighting business. The company is also applying for PLI schemes in 1) IT (laptops, tablets, hardware) 2)
Lighting (extrusions, batons, plastics, mechanicals) 3) AC components and 4) Telecom (modems, routers, 10T
devices) which augurs well for long-term growth opportunities.

B Valuation - Retain Buy with an unchanged PT of 4,960

Dixon Technologies with its leadership in outsourcing EMS industry is well poised to be one of the key
beneficiaries of the government’s impetus on increasing domestic manufacturing through PLI schemes. The
company has been continuously expanding capacities in its existing verticals and is now backward integrating
and expanding into other verticals such as refrigerators, LED monitors, AC components, and other hardware
products. The company is set for a strong growth trajectory over the next 3-4 years with the management
targeting to triple its size through customer acquisition across verticals, foray into new products, backward
integration, and growth in exports. Further, margins are expected to improve backed by backward integration,
cost optimization and operating leverage. We envisage revenue/PAT CAGR of ~31%/%47% over FY22-25E. We
value the stock on September FY24E EPS and maintain our Buy rating on the stock with an unchanged PT of
Rs. 4,960.
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About company

Founded by Mr. Sunil Vachani, Dixon is a leading manufacturer of products for key consumer durable brands
in India. The company currently has 10 state-of-the-art manufacturing units, four in Noida (Uttar Pradesh) and
three each in Dehradun (Uttarakhand) and Tirupati (Andhra Pradesh). The company manufactures products
with a capacity of 3.4 million LED TVs per year in the consumer durables segment, 20 million LED bulbs per
month in the lighting segment, 1.2 million washing machines per year in home appliances, mobile phones,
7 lakh CCTVs, and 1.5 lakh DVDs per month in the security devices segment in India. The company also
provides solutions in reverse logistics i.e., repair and refurbishment services of STBs, mobile phones, and
LED TV panels. Based on a report, ‘Project Rise’ by Frost & Sullivan India, Dixon is the largest home-grown,
design-focused products and solutions company.

Investment theme

Local manufacturing is expected to get a boost due to increasing emphasis on Make in India and the
Government’s PLI scheme. The EMS industry is expected to witness a higher CAGR of 30.8% during the same
period, as players scale up their offerings from assembly-only to design-led manufacturing. Dixon stands
to benefit in the electronic outsourcing business with a leadership position in key business segments. The
company’s Tirupati facility is expected to add a new dimension to the company’s growth prospects, as it will
foray into new business verticals, expand the product portfolio of existing business verticals, and penetrate
further into the South Indian market by forging an alliance with OEMs and add them as clients. Moreover,
eyes are on the PLI scheme in the mobile phones vertical for which the company has filed a few applications.

Key Risks

¢ A delay in the commissioning of capex projects, slowdown in consumer discretionary spends, and the
discontinuation of business from key customers might affect revenue growth.

* Adverse raw-material prices, delay in the ability to pass on price hikes adequately in time, and adverse
forex fluctuation might affect margins.

Additional Data

Key management personnel

Sunil Vachani Executive Chairperson

Atul B. Lall Executive Director

Saurabh Gupta Chief Financial Officer

Abhijit Kotnis Chief Operating Officer

Ashish Kumar Company Secretary & Compliance Officer

Source: Bloomberg

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Sunil Vachani 26.54
2 Kamla Vachani 744
3 Gayatri Vachani 6.64
4 Life Insurance Corporation Of India 5.68
5 Atul B Lall 3.53
6 ICICI Prudential Life Insurance Company Limited 2.05
7 Steadview Capital Mauritius Limited 2.00
8 Nippon Life India Trustee Ltd 167
9 Icici Prudential Midcap 150 ETF 137
10 Suresh Vaswani 110

Source: Capitaline, Bloomberg old data

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Right Sector
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Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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