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Company details

Market cap: Rs. 24,256 cr
52-week high/low: Rs. 4,730/2,553
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Dixon Technologies Ltd
Margin dents good revenue show, maintain Hold

Capital Goods Sharekhan code: DIXON
Reco/View: Hold © CMP: Rs. 4,087  Price Target: Rs. 4,300 NN
N Upgrade € Maintain /' Downgrade

Summary

+ Consolidated Q1FY24 performance was mixed as despite “15% revenue growth, the company missed OPM
estimates. Adjusted PAT growth was strong at 51% y-o-y.

+ Management expects new customer additions, a robust order book in all key segments and scaling up of new
verticals would drive growth.

+ OPM are likely to expand owing to operating leverage, backward integration and an increase in revenue
contribution through ODM solutions in consumer electronics and lighting segments.

+ We have built-in revenue/earnings CAGR of 28%/42% (FY23-FY25E). We believe ramp up in its mobile division
and traction in new verticals are the key growth catalysts. Currently, the stock trades at “63x/~48x FY24/FY25E
EPS. Given rich valuations, we continue to maintain Hold on Dixon with a revised PT of Rs 4,300.

Dixon Technologies Q1FY24 results were mixed as revenue was above estimates, but OPM missed
estimates. Sales grew by 14.6% Y-o-Y to Rs. 3,272 crore (versus our expectation of Rs. 3,042 crore).
The mobile & EMS division drove the revenue growth, which grew by 38% y-o-y to Rs. 1,795 crore. The
operating profit for the quarter rose 32% y-o-y to Rs. 132 crore as against Rs 100 crore in the same quarter
last year and in line with our expectations of Rs. 131 crore. OPM improved by 52 bps y-o-y to 4% but missed
our expectations of 4.3%. The miss in the OPM results from low volumes in most of the key segments.
Consolidated adjusted PAT for the quarter was Rs 69 crore against Rs 46 crore in the same period last
year- a growth of “51% (vs our estimate of Rs. 65 crore).

Key positives

+ Strong revenue growth of “38% in mobile & EMS division (V55% of total revenue).

+ OPM in the mobile division were up by 40 bps y-o-y to 2.9%.

+ Order book is strong in all key segments

+ Debt/equity is low at 0.14 and net working capital is negative at 6 days.

Key negatives

+ The margin missed the estimates as all key segments had soft volumes.

+ The traditional lighting products are witnessing slowdowns and steep price corrections.

+ LED TV demand is also weak, including Xiaomi and competitive intensity has also increased.
Management Commentary

+ The company is confident of healthy growth in the long-term, which will be led by new customer additions
mainly in mobile and consumer electronics segments

+ The company would incur a capex of “Rs.400-420 crore, directed mainly in the mobile followed by
refrigerator and semi-auto washing machines. The company incurred a capex of Rs. 110 crore in Q1FY24.

¢ The company added Voltas Beko as its customer in consumer electronics. Demand for LED TV is muted.
However, Dixon has maintained its market share. The TV volumes were 0.71mn vs. 0.74mn in Q1FY23

+ Mobile division order book is strong in India, which is being driven by customer additions. The margin
profile of this business would be somewhere in the range of 2.3% to 2.7%. For Xiaomi’s phones, the
capacity will be operational from September 2023 onwards.

+ In mobile, the company added Itel as its customer - India’s 5th largest smartphone company. Dixon would
also be manufacturing Jio Bharat phones which is a huge long-term opportunity.

+ In lighting, Dixon would also enter into products such as downlights, ceiling lights, ropes and other
innovative products that are witnessing high demand and could aid revenue growth in the future.

Revision in estimates — We have marginally revised our revenue estimates for FY2024-25E to build in better
revenue growth.

Our Call

Valuation — Maintain Hold with a revised PT of 4,300: Dixon Technologies has reported mixed numbers
for QIFY24 as it missed the margin estimates despite better-than-expected revenues driven by the mobile
segment. We believe, in the long-term, Dixon could benefit from scaling up its existing verticals, new customer
additions and expansion into other verticals such as refrigerators, LED monitors, AC components, and other
hardware products. We expect sales/PAT CAGR of ¥28%/42% over FY23-FY25E and margin expansion of
~25-30 bps to 4.5% over the same period. However, we advise investors wait for a better entry point, given
the expensive valuation as the stock trades at ¥63x/“48x FY24/FY25E EPS. We maintain that scalability in
the mobile division and expansion in new verticals holds the key to growth in the future. We value the stock
on FY25E EPS and maintain Hold with a revised PT of Rs. 4,300.

Key Risks

+ A slowdown in consumer discretionary spending and discontinuation or delay in the finalization of
business from its key customers might affect revenue growth.

+ Adverse raw-material prices, a delay in passing on price hikes adequately, and adverse forex fluctuations
might affect margins.

Valuation (Consolidated) Rs cr
Revenue 10,697 12,192 16,901 20,061
OPM (%) 35 4.2 43 45
Adjusted PAT 190 252 389 506
% y-o-y growth 19.4 324 54.6 30.0
Adjusted EPS (Rs.) 321 423 65.4 85.0
P/E (x) 127.5 96.6 62.5 481
EV/EBITDA (x) 64.4 473 336 26.6
RoCE (%) 21.8 23.2 29.4 30.5
RoNW (%) 219 221 26.4 26.5

Source: Company Data; Sharekhan Research
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Lower OPM weighs on Q1FY24 performance

Dixon Technologies Q1FY24 results were mixed as revenue exceeded estimates, but OPM missed estimates.
Sales grew by 14.6% Y-0-Y to Rs. 3,272 crores (versus our expectation of Rs. 3,042 crores). The mobile & EMS
division drove the revenue growth, which grew by 38% y-o-y to Rs. 1,795 crore. The operating profit for the
quarter rose 32% y-o-y to Rs. 132 crore as against Rs 100 crore in the same quarter last year and in line with
our expectations of Rs. 131 crore. OPM improved by 52 bps y-o-y to 4% but missed our expectations of 4.3%.
The miss in the OPM results from low volumes in most key segments. Consolidated adjusted PAT for the
quarter was Rs 69 crore against Rs 46 crore in the same period last year: a growth of “51% (vs our estimate

of Rs. 65 crore).

Q1FY2024 conference call highlights

*

Optimistic outlook: The company is confident of healthy growth led by new customer additions, mainly in
mobile and consumer electronics segments.

Capex Guidance: The company would incur a capex of YRs.400-420 crore, directed mainly in the mobile,
followed by refrigerators and semi-auto washing machines. The company incurred a capex of Rs. 110 crore
in QIFY24.

Consumer Electronics: The company added Voltas Beko as its customer. The open cell prices went up to
Rs. 12,000 vs Rs. 11,400 last year. Revenue in the segment was down 5% y-o-y, while OPM was up by 100
bps y-o-y to 3.4%. ODM’s share in the total revenue increased to 30% vs 7% last year and the company
expects it to increase to 40% by FY24. Demand for LED TV is muted. However, Dixon has maintained its
market share. The TV volumes were at 0.71mn vs. 0.74mn in Q1FY23

Mobile division: The revenue in the segment grew by 38% y-o-y to Rs.1,795 crore. OPM came in at 2.9%,
up 40 bps y-o-y. The mobile order book is strong in India, driven by customer additions. The margin profile
of this business would be somewhere in the range of 2.3% to 2.7%. Its capacity expansion in Noida would
come on-stream by August 2023. For Xiaomi’s phones, the capacity will be operational from September
2023 onwards. Motorola sales continue to be weak and were flattish at 1 mn units but the company expects
a quarterly run rate of 1.4 mn units for the remaining FY24. The company added Itel as its customer, India’s
5th largest smartphone company. The company would also be manufacturing Jio Bharat phones which
is a huge opportunity.

Lighting: Lighting revenue is down due to a significant value erosion in led bulb prices. However, due to
the high ODM mix, OPM came in high at 8.7%, up 150 bps y-o-y. Dixon would also enter into products
such as downlights, ceiling lights, ropes and other smart products which are witnessing high demand and
could aid revenue growth going forward. Also, exports opportunity to the tune of Rs. 100 crore exists in
markets like the US, Europe and UAE markets. The company is also focusing on the professional lighting
segment, which is a substantial part of the entire lighting industry. It expects to launch products in this
vertical by Q4FY?24.

IT hardware: The government has recently announced a revised PLI scheme for IT hardware products with
a higher incentive payout and Dixon will be participating in the same. For this purpose, the company is in
discussions with some large global brands. Currently, the company’s focus is notebooks, which could also
be extended to desktops and tablets.
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Results (Consolidated) Rs cr
Particulars | Q4FY23| Q4FY22 | Yo (%) | Q3FY23| QoQ (%)
Revenue 3,272 2,855 14.6 3,065 6.7
Operating Expenses 3,140 2,755 14 2,909 79
Operating profit 132 100 317 156 -15.6
Other Income 3 0 578.6 1.8 56.6
Interest 14 14 -3 15 -7.5
Depreciation 34 24 401 32 3.9
PBT 87 62 40.2 M -21.3
Tax 23 17 381 31 -274
Reported PAT 67 45 479 81 -16.7
Adjusted PAT 69 46 50.6 77 -10.6
Adj. EPS (Rs.) 1.6 77 50.6 13 -10.6
Margin bps bps
OPM (%) 40 35 52 5.1 -107
NPM (%) 21 1.6 46 2.6 -58
Tax rate (%) 26.3 26.7 -39 28.5 -222

Source: Company Data; Sharekhan Research
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Outlook and Valuation
B Sector View — Promising long-term demand outlook

The Indian electronics and consumer durable industry are “Rs. 4,00,000 crore and proliferating. 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 — Client addition and margin expansion would be key growth catalysts

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, will likely
drive revenue growth momentum. In contrast, the margin may expand due to the lighting business’s economies
of scale and automation. 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, loT
devices), which augurs well for long-term growth opportunities.

B Valuation — Maintain Hold with a revised PT of 4,300

Dixon Technologies has reported mixed numbers for Q1FY24 as it missed the margin estimates despite better-
than-expected revenues driven by the mobile segment. We believe, in the long-term, Dixon could benefit
from scaling up its existing verticals, new customer additions and expansion into other verticals such as
refrigerators, LED monitors, AC components, and other hardware products. We expect sales/PAT CAGR of
~28%/42% over FY23-FY25E and margin expansion of “25-30 bps to 4.5% over the same period. However, we
advise investors wait for a better entry point, given the expensive valuation as the stock trades at “63x/~48x
FY24/FY25E EPS. We maintain that scalability in the mobile division and expansion in new verticals holds
the key to growth in the future. We value the stock on FY25E EPS and maintain Hold with a revised PT of Rs.
4,300.
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About the company

Founded by Mr Mr Sunil Vachani, Dixon is a leading manufacturer of products for key consumer durable brands
in India. The company currently has ten 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 home-grown, design-
focused products and solutions company.

Investment theme

Local manufacturing is expected to boost due to the 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 benefits
in the electronic outsourcing business with a leadership position in key business segments. The company
is foraying into new business verticals and expanding its product portfolio of existing business verticals.
Moreover, its eying export markets for its products augurs well for long-term growth. An increase in the share
of ODM revenues would also lead to margin expansion, thereby setting a healthy growth trajectory for the
long term.

Key Risks

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

+ Adverse raw-material prices, a delay in passing 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 Life Insurance Corporation of India 57
2 LIC ASM 5.0
3 Nippon Life India Asset Management 2.6
4 ICICI Prudential Life Insurance 2.4
5 HDFC Asset Management 2.0
6 Vanguard Group Incorporation 19
7 Kotak Mahindra Asset Management 1.9
8 PGIM India Asset Management 1.2
9 Steadview Capital Mauritius 11
10 DSP Investment Managers 1.0

Source: Bloomberg

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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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 significant increase 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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material preparation and strives to minimize conflict in preparation of research report. The analyst and SHAREKHAN does not have any material conflict
of interest or has not served as officer, director or employee or engaged in market making activity of the company. The analyst and SHAREKHAN has not
been a part of the team which has managed or co-managed the public offerings of the company, and no part of the analyst’s compensation was, is or
will be, directly or indirectly related to specific recommendations or views expressed in this document. Sharekhan Ltd or its associates or analysts have
not received any compensation for investment banking, merchant banking, brokerage services or any compensation or other benefits from the subject
company or from third party in the past twelve months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make market, act as
principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested in any of the securities or related
securities referred to in this report and they may have used the information set forth herein before publication. SHAREKHAN may from time to time
solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in no event shall
SHAREKHAN, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages
of any kind.

Forward-looking statements (if any) are provided to allow potential investors the opportunity to understand management’s beliefs and opinions in
respect of the future so that they may use such beliefs and opinions as one factor in evaluating an investment. These statements are not a guarantee
of future performance and undue reliance should not be placed on them. Such forward-looking statements necessarily involve known and unknown
risks and uncertainties, which may cause actual performance and financial results in future periods to differ materially from any projections of future
performance or result expressed or implied by such forward-looking statements. Sharekhan/its affiliates undertakes no obligation to update forward-
looking statements if circumstances or management’s estimates or opinions should change except as required by applicable securities laws. The reader/
investors are cautioned not to place undue reliance on forward-looking statements and use their independent judgement before taking any investment
decision.

Investment in securities market are subject to market risks, read all the related documents carefully before investing. The securities quoted are for
illustration only and are not recommendatory. Registration granted by SEBI, and certification from NISM in no way guarantee performance of the
intermediary or provide any assurance of returns to investors.

Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com

Registration and Contact Details: Name of Research Analyst - Sharekhan Limited, Research Analyst Regn No.. INHO00006183. (CIN): -
U99999MH1995PLC087498. Registered Office: The Ruby, 18th Floor, 29 Senapati Bapat Marg, Dadar (West), Mumbai — 400 028, Maharashtra, INDIA.
Tel: 022-6115000.

Other registrations of Sharekhan Ltd.: SEBI Regn. Nos.: BSE / NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-
DP-365-2018; PMS: INPO00005786; Mutual Fund: ARN 20669.

Compliance Officer: Ms. Binkle Oza; Tel: 022-61169602; email id: complianceofficer@sharekhan.com
For any complaints/grievance, email us at igc@sharekhan.com or you may even call Customer Service desk on - 022- 41523200/022- 33054600



