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Johnson Controls-Hitachi Air

Conditioning
Market share loss drags revenue; maintain
Neutral

Result Synopsis

JCHAC has once again registered poor set of performance with revenue coming significantly
below ours and consensus estimates. Gross margin although has improved on sequential basis,
it remains significantly below it normalized margin. We feel that this gross margin contraction
is on account of intense competition in RAC space where other companies have become super
aggressive. Our channel checks suggest JCHAC's aggression in the mass premium segment
(multiple new SKU launches) which is 70% of the RAC industry volumes is not yielding results as
it is losing market share to players like Lloyd, LG, and Blue star. JCHAC has been losing market
share as well as margins in this super competitive environment. We feel it would be difficult to
gain market share and improve upon the margins at the same time in this hyper competitive
RAC market. Considering lower margin profile, we continue to remain neutral on the stock as
stock price has already corrected. We will turn positive once we see visible signs of some market
share gains.

JCHAC has increased its distribution presence to tier 2,3,4 cities, however they have lost the
favour of MBO'’s. Recently company has changed its strategy and is now looking for higher
volumes. JCHAC has been failing to protect its margin and simultaneously grow its market
share. Market share gains and improvement in profitability will need to be watched out for
before we become constructive on the stock. We have revised our estimated downwards and
now expect FY22-25E revenue/EBITDA/PAT CAGR of 17%/32%/91% on the lower base. Given
the headwinds company is facing, we continue to remain Neutral the stock with a revised PT of
Rs1,149 now valuing it at 35x rolling forward valuation multiple.

Result Highlights

= Quarter summary - JCHAC has once again registered revenue significantly below ours
and street estimates with revenue declining 10% yoy. Gross margin although have
expanded 325bps on sequential basis, it is still significantly below its normalized levels.

= Margins - Company continues to register loss in its cooling segment, with loss of
Rs204mn in Q3, while in design and development which consist of projects business,
has seen margins of 11% contraction of 921bps.

= Distribution - Company has been expanding its distribution reach and now with
increasing SKUs of mass premium RACs, it is aggressively looking to improve its reach
in tier 3,4,5 cities and towns.

. Market Buzz - As per our channel checks, JCHAC is losing its focus and market share,
while its concentration on mass premium segment is not yielding any result and
company is now losing favour with large MBO'’s.

Exhibit 1: Actual vs estimates

Estimate % Variation
Rsmn Actual YES YES
Consensus Consensus
Sec Sec

Sales 5183 5691 5,756 -89 9.9
EBITDA -20 114 211 NM NM  arket share loss
IE/IBaIrTinDnA(%) o 2y el i I;zf)r p:j‘glrt;gnc&ien
ﬁijT“Sted -262 41 18 NM NM

Source: Company, YES Sec
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Stock data (as on January 25, 2023)

Nifty 17,892
52 Week h/I (Rs) 2271/ 1063
Market cap (Rs/USD mn) 29937/367
Outstanding Shares (mn) 27
6m Avg t/o (Rs mn): 19
Div yield (%): NA
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Promoter 74.3%
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Others 13.1%
Ain stance
(1-Yr) New old
Rating NEUTRAL NEUTRAL
Target Price 1,149 1,418
A in earnings estimates
FY24e FY24e
EPS (New) 24.1 41.5
EPS (Old) 35.5 -
% change -32.2% NA
Financial Summary
(Rs mn) FY23 FY24E FY25E
Revenue 25,286 29,730 34,159
YoY Growth 17.1% 17.6% 14.9%
EBIDTA 405 1,516 2,220
YoY Growth -58.1 274.8 46.4
PAT -313 655 1,129
YoY Growth -294.1%  -309.5% 72.3%
ROE -2.5 8.8 13.6
EPS -1.8 241 41.5
P/E -599.0 45.5 26.4
BV 260.6 284.7 326.2
EV/EBITDA 73.6 19.3 12.8
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Exhibit 2: Quarterly snapshot (Standalone)

Particulars (Rs mn) Q3FY22 Q4FY22 | QIFY23 Q2FY23 | Q3FY23 '  y/y% a/q% 9MFY23 9MFY22 yly %
Sales 5,756 6,942 10,103 3,082 i 5,183 i -10.0 68.1 18,368 14,649 25.4
EBITDA 466 395 137 -539 i -20 i -104.2 -96.4 -422 570 (174.0)
EBITDA Margin % 8.1 5.7 1.4 -17.5 i 0.4 i 23 3.9
Depreciation 181.5 180.8 181.9 188.9 i 196.0 i 8.0 3.8 567 541 49
EBIT 284 214 -45 -728 i -216 i -175.7 -70.4 -989 30 (3,440.2)
EBIT Margin % 49 3.1 04 2361 42 54 0.2
Interest charges 18 23 19 15 | 161 -131 8.2 50 69  (27.3)
1 1
Other Income 124 29.7 38.8 274 1 3041 1452 10.9 97 51 89.8
PBT 279 214 -26 -700 -348 -225.0 -50.2 -1,074 12 (9,045.8)
Tax 72.4 56.9 -6.1 -170.0 -86.6 -219.6 -49.1 -263 8 (3,556.6)
Effective Tax Rate (%) 26.0 26.6 23.6 24.3 24.9 24.5 63.3
PAT 206 157 20 530 2621 2269 506 811 4 (18*52;
PAT Margin % 3.6 2.3 -0.2 -17.2 -5.0 -4.4 0.0
EPS (Rs) 7.6 5.8 -0.7 -19.5 9.6 -226.9 -50.6 -30 0 (18’52;
Source: Company, YES Sec
Exhibit 3: Segmental Performance
Rs mn Q3FY22 Q4FY22 QI1FY23 Q2FY23 | Q3FY23 | y/y% a/qa% 9MFY23 9MFY22 y/y %
Cooling Products for i i
comfort and commercial 5,642 6,849 9,981 2961 ' 5093 ! 9.7) 720 18034 14,341 (7.4)
use ' '
Ciesiz el . 192 159 186 187 | 168 | (12.8) (10.1) 540 543 (42.8)
Development Services v v
Less: Intersegment 78 67 64 65 i 78 i 0.3 20.6 206 235 (22.7)
Total Sales 5,756 6942 10,103 3082 ! 5183  (10.0) 681 18368 14,649 (8.9)
Segment Results
Cooling products for | |
comfort and commercial 258 226 -29 -724 -204 ¢+ (178.8) (71.9) -957 6 (202.8)
use | |
Besienidnd . 38.8 17.9 22.8 235 ! 184 1 (52.6) (21.7) 65 74 49.3)
Development Services : :
Less: Finance costs 18.3 229 19.2 14.7 15.9 (13.1) 8.2 50 69 (6.5)
Less: Exceptional items 0.0 7.4 0.0 -15.6 1 147.2 1 #DIV/O! (1,043.6) 132 0 #DIV/O!
Total PBT 279 214 -26 -700 | -348 | (225.0) (50.2) -1,074 12 (260.3)
PBIT Margins (%) 5 5 (bps) (bps) (bps)
Cooling Products for ; ;
comfort and commerical 4.6% 3.3% -0.3% -24.5% | -4.0% | (857) 2,046 (5.3) 0.0 (8)
use ' '
Design and . 20.2% 11.2% 12.3% 12.6% 1 11.0% ©  (921) (162) 12.0 13.7 1)
Development Services ' '
Total PBT 4.8% 3.1% -0.3%  -227% 1  -67% | (1,156) 1,597 (5.8) 0.1 (11)

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 4: Market share loss in RAC have resulted in Exhibit 5: Gross margin continues to remain at lower

revenue decline levels
(Rs mn) = Revenue yoy % —@— Gross margin —@— EBITDA Margin
12,000 120% 60% 38.9%
105% 36.4% 90-77 o o
32.0%
10,000 40% 30-9% 30.4% B2 28.9% 1 1or 0o 04 25:5%
13.8% 49
8000 20% I3 81% 57y @
6,000 1.0% 1.4% 1.4% -0.4%
0%
4,000
2,000 -20%
0 -40%
i i N N N N [sg] [sg] [sg] — i N N N N (s [s] [s¢]
N N N N N N N N N N N N N N N N N N
> > > > > > > > > > > > > > > > > >
[y w [T [T (' [Ty [y w [Ty [y [Ty (' [T [T w [Ty [y [y
o o o o o o o o o o o o o o o o o o
[sp) < i N [s2] < i N [ [sp) < il N [s2} < ~— N [sp)
Source: Company, YES Sec Source: Company, YES Sec

Exhibit 6: RAC performance continues to be Exhibit 7: Company has registered EBIT loss

disappointing
(Rs mn) mmmmm Cooling products yoy % (Rs mn) mmmmm Cooling products EBIT —— EBIT margin
12,000 120% 800 20%
107.4%
10,
10,000 80% 400 10%
8,000 0%
40% 0
_ 0,
6,000 . 9.7% 10%
0,
4000 0% (400) -20%
i x
2,000 -40% (800) -30%
— — N N N N [s¢] (s (s «— i N N N N (a2} (32} (3¢}
N N N N N N N N N N N N N N N N N N
> > > > > > > > > > > > > > > > > >
[y [Ty [T [T [Ty [Ty [y w [Ty [T 'y [Ty [y [Ty w [T [Ty [Ty
o o o o o o o o o o o o o o o o o o
[sp) < ~ N [s2} < -~ N s (32} < — N 3] < ~ ~N [s2}
Source: Company, YES Sec Source: Company, YES Sec

Exhibit 8: Negative operating leverage has resulted in Exhibit 9: Working capital has seen improvement

net loss
mmmm PAT  —— PAT margin (Days) —&— NWC Days
(Rs mn)
120
600 10%
400 5% 100
200 0% 80
0 -5.058 60
(200) -10% 40
(400) -15% 20
-17.2%
(600) -20% 0
i i N N N N [se] [sg] [sg] o~ o~ o o — i N N [sg]
g o2 g g g o g o P
&6 &6 &6 ¢ & & & o § & & & & & & & ¢
g ¢§ 2 8 8 ¢ ¢ g ¢ g ¢ € ¢ 2 ¢ & ¢ =B
Source: Company, YES Sec Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 3



ECURITIES

INSTITUTIONAL EQUITIES

FINANCIALS

Exhibit 10: Balance Sheet

Johnson Controls-Hitachi Air Conditioning

Y/e 31 Mar (Rs mn) FY21 FY22 FY23E FY24E FY25E
Equity capital 272 272 272 272 272
Reserves 6,944 7,127 6,814 7,469 8,599
Net worth 7,216 7,399 7,086 7,741 8,871
Debt 0 430 387 348 314
Deferred tax liab (net) 0 0 0 0 0
Other non current liabilities 1,420 1,232 1,370 1,536 1,702
Total liabilities 8,636 9,060 8,843 9,626 10,886
Fixed Asset 3,533 3,376 3,271 3,108 2,886
Investments 11 9 9 9 9
Other Non-current Assets 1,482 1,407 1,286 1,197 1,122
Net Working Capital 2,392 3,964 3,852 4,500 5,182
Inventories 7,042 8,218 8,036 9,448 10,856
Sundry debtors 2,641 4,113 4,364 5,131 5,896
Loans and Advances 16 12 12 14 15
Sundry creditors 6,339 7,210 7,274 8,552 9,826
Other current liabilities 1,247 1,496 1,668 1,989 2,273
Cash & equivalents 1,218 305 425 812 1,687
Total Assets 8,636 9,060 8,843 9,626 10,886
Source: Company, YES Sec
Exhibit 11: Income statement
Y/e 31 Mar (Rs mn) FY21 FY22 FY23E FY24E FY25E
Revenue 16,465 21,590 25,286 29,730 34,159
Operating profit 1,175 965 405 1,516 2,220
Depreciation 755 721 765 809 853
Interest expense 136 91 64 23 21
Other income 79 81 138 192 163
Profit before tax 363 233 (287) 876 1,509
Taxes 103 65 (105) 220 380
Minorities and other - - - - -
Adj. profit 260 169 (181) 655 1,129
Exceptional items (71) (7) (132) - -
Net profit 331 176 (50) 655 1,129

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Johnson Controls-Hitachi Air Conditioning

Exhibit 12: Cashflow Statement

Y/e 31 Mar (Rs mn) FY21 FY22 FY23E FY24E FY25E
Profit before tax 499 324 (223) 899 1,530
Depreciation 755 721 765 809 853
Tax paid (103) (65) 105 (220) (380)
Working capital A 2,138 (1,572) 112 (648) (682)
Other operating items
Operating cashflow 3,289 (591) 760 839 1,321
Capital expenditure (492) (564) (660) (646) (631)
Free cash flow 2,797 (1,155) 100 194 690
Equity raised - 7 (263) 0 -
Investments 0 2 = = =
Debt financing/disposal (1,587) 430 (43) (39) (35)
Interest paid (13¢6) (91) (64) (23) (21)
Dividends paid - - - - -
Net A in cash 1,042 (914) 120 387 875

Source: Company, YES Sec

Exhibit 13: Du-pont analysis
Y/e 31 Mar (Rs mn) FY21 FY22 FY23E FY24E FY25E
Tax burden (x) 0.72 0.72 0.63 0.75 0.75
Interest burden (x) 0.73 0.72 1.29 0.97 0.99
EBIT margin (x) 0.03 0.02 (0.01) 0.03 0.04
Asset turnover (x) 1.02 1.26 1.41 1.55 1.56
Financial leverage (x) 2.29 2.35 2.48 2.59 2.63
RoE (%) 3.7 2.3 (2.5) 8.8 13.6

Exhibit 14: Ratio analysis
Y/e 31 Mar FY21 FY22 FY23E FY24E FY25E
Growth matrix (%)
Revenue growth (25.1) 31.1 171 17.6 14.9
Op profit growth (31.8) (17.8) (58.1) 274.8 46.4
EBIT growth (59.8) (34.9) (168.6) (503.9) 70.2
Net profit growth (69.2) (35.1) (207.6) (461.4) 72.3
Profitability ratios (%)
OPM 7.1 4.5 1.6 5.1 6.5
EBIT margin 3.0 1.5 (0.9 3.0 4.5
Net profit margin 1.6 0.8 (0.7) 2.2 3.3
RoCE 6.4 4.3 (2.9) 11.6 17.7
RoNW 3.7 23 (2.5) 8.8 13.6

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Johnson Controls-Hitachi Air Conditioning

Y/e 31 Mar FY21 FY22 FY23E FY24E FY25E
RoA 1.6 1.0 (1.0) 34 52
Per share ratios
EPS 12.2 6.5 (1.8) 24.1 41.5
Dividend per share - - - - -
Cash EPS 37.3 32.7 21.5 53.9 72.9
Book value per share 265.4 272.1 260.6 284.7 326.2
Valuation ratios
P)le 90.0 169.3 (599.0) 45.5 264
P/CEPS 27.4 33.8 65.9 20.3 15.0
P/B 4.1 40 42 338 3.4
EV/EBIDTA 24.3 31.0 73.6 19.3 12.8
Payout (%)
Dividend payout - - - - -
Tax payout 28.4 27.7 36.7 25.2 25.2
Liquidity ratios
Debtor days 58.5 69.5 63.0 63.0 63.0
Inventory days 156.1 138.9 116.0 116.0 116.0
Creditor days 140.5 121.9 105.0 105.0 105.0
Recommendation Tracker
JCHAC Reco ====--- Nifty (RHS)
2,600 Add 21,000
2,098 Add r 19,000
2,100 o
T el 17,000
1,600 J\\-—\. 15,000
1,100 - r 13,000
r 11,000
600 -
- 9,000
100 - - 7,000
Oct-21 Nov-21 Dec-21 Jan-22 Feb-22 Mar-22 Apr-22 May-22 Jun-22 Jul-22 Aug-22 Sep-22 Oct-22

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.



‘ INSTITUTIONAL EQUITIES

DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL
and are subject to change without any notice. The report and
information contained herein are strictly confidential and meant solely
for the intended recipient and may not be altered in any way,
transmitted to, copied or redistributed, in part or in whole, to any other
person or to the media or reproduced in any form, without prior written
consent of YSL.

The information and opinions contained in the research report have
been compiled or arrived at from sources believed to be reliable and
have not been independently verified and no guarantee, representation
of warranty, express or implied, is made as to their accuracy,
completeness, authenticity or validity. No information or opinions
expressed constitute an offer, or an invitation to make an offer, to buy
or sell any securities or any derivative instruments related to such
securities. Investments in securities are subject to market risk. The value
and return on investment may vary because of changes in interest rates,
foreign exchange rates or any other reason. Investors should note that
each security's price or value may rise or fall and, accordingly, investors
may even receive amounts which are less than originally invested. The
investor is advised to take into consideration all risk factors including
their own financial condition, suitability to risk return profile and the
like, and take independent professional and/or tax advice before
investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general
nature which may not be specifically suitable to any particular investor.
Past performance may not necessarily be an indicator of future
performance. Actual results may differ materially from those set forth
in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the
use of this report. This report is not directed or intended for distribution
to, or use by, any person or entity who is a citizen or resident of or
located in any locality, state, country or other jurisdiction, where such
distribution, publication, availability or use would be contrary to law,
regulation or which would subject YSL and associates to any
registration or licensing requirement within such jurisdiction. The
securities described herein may or may not be eligible for sale in all

Johnson Controls-Hitachi Air Conditioning

jurisdictions or to certain category of investors. Persons in whose
possession this document may come are required to inform themselves
of and to observe such restriction.

YES Securities (India) Limited distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional
Investors through SEC 15a-6 rules and regulations under an exclusive
chaperone arrangement with Brasil Plural Securities LLC. The views and
sentiments expressed in this research report and any findings thereof
accurately reflect YES Securities (India) Limited analyst’s truthful views
about the subject securities and or issuers discussed herein. YES
Securities (India) Limited is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

This Research Report is the product of YES Securities (India) Limited. YES
Securities (India) Limited is the employer of the research analyst(s) who
has prepared the research report. YES Securities (India) Limited is the
employer of the YES Securities (India) Limited Representative who is
responsible for the report, are responsible for the content of the YES
Securities (India) Limited Research Report; any material conflicts of
interest of YES Securities (India) Limited in relation to the issuer(s) or
securities discussed in the YES Securities (India) Limited Research Report.
This YES Securities (India) Limited Research Report is distributed in the
United States through Brasil Plural Securities LLC (BPS). The research
analyst(s) preparing the research report is/are resident outside the United
States (U.S.) and is/ are not associated persons of any U.S. regulated
broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things,
communications with a subject company, public appearances and trading
securities held by a research analyst account. This report is intended for
distribution by YES Securities (India) Limited only to "Major Institutional
Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and
Exchange Act, 1934 (the Exchange Act) and interpretations thereof by
U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor
as specified above, then it should not act upon this report and return the
same to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any U.S. person or entity. Transactions in
securities discussed in this research report should be effected through
Brasil Plural Securities LLC (BPS) or another U.S. registered broker
dealer/Entity as informed by YES Securities (India) Limited from time to
time.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.

@ +91 22 68850521 | IX research@ysil.in
Website: www.yesinvest.in

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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DISCLOSURE OF INTEREST

Name of the Research Analyst  : Aakash Fadia, Arshia Khosla

The analyst hereby certifies that opinion expressed in this research
report accurately reflect his or her personal opinion about the subject
securities and no part of his or her compensation was, is or will be
directly or indirectly related to the specific recommendation and opinion
expressed in this research report.

=T Particulars Yes/No

No.

Research Analyst or his/her relative’s or YSL's

financial interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more

2 securities of the subject company(ies) at the end No
of the month immediately preceding the date of
publication of the Research Report

Research Analyst or his/her relative or YSL has
3 any other material conflict of interest at the time No
of publication of the Research Report

Research Analyst has served as an officer, director

or employee of the subject company(ies) N

YSL has received any compensation from the

subject company in the past twelve months No

YSL has received any compensation for
investment banking or merchant banking or
brokerage services from the subject company in
the past twelve months

No

YSL has received any compensation for products
or services other than investment banking or
merchant banking or brokerage services from the
subject company in the past twelve months

No

YSL has received any compensation or other
8 benefits from the subject company or third party No
in connection with the research report

YSL has managed or co-managed public offering
9 of securities for the subject company in the past No
twelve months

Research Analyst or YSL has been engaged in
10  market making activity for the subject No
company(ies)

Since YSL and its associates are engaged in various businesses in the
financial services industry, they may have financial interest or may have
received compensation for investment banking or merchant banking or
brokerage services or for any other product or services of whatsoever
nature from the subject company(ies) in the past twelve months or
associates of YSL may have managed or co-managed public offering of
securities in the past twelve months of the subject company(ies) whose
securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more
and/or other material conflict of interest in the securities discussed
herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL
REPORTS

Analysts assign ratings to the stocks according to the expected
upside/downside relative to the current market price and the estimated
target price. Depending on the expected returns, the recommendations
are categorized as mentioned below. The performance horizon is 12 to
18 months unless specified and the target price is defined as the
analysts’ valuation for a stock. No benchmark is applicable to the ratings
mentioned in this report.

BUY: Upside greater than 20% over 12 months

ADD: Upside between 10% to 20% over 12 months
NEUTRAL: Upside between 0% to 10% over 12 months
REDUCE: Downside between 0% to -10% over 12 months
SELL: Downside greater than -10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES
BANK LIMITED. YSL is a SEBI registered stock broker holding
membership of NSE, BSE, MCX & NCDEX. YSL is also a SEBI registered
Category | Merchant Banker, Investment Adviser and a Research
Analyst. YSL offers, inter alia, trading/investment in equity and other
financial products along with various value added services. We hereby
declare that there are no disciplinary actions taken against YSL by
SEBI/Stock Exchanges.
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