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V-Guard Industries Ltd

Banking on recent acquisitions

Capital Goods Sharekhan code: VGUARD
Reco/View: Buy o CMP: Rs. 465 Price Target: Rs. 540 N
/]\ Upgrade € Maintain \l/ Downgrade
Summary

¢ We maintain a Buy on V-Guard Industries with a revised PT of Rs 540, factoring in the growth from the
Electronics, Electricals, and Kitchen appliances segments. V-Guard currently trades at 63x/48x/41x its
FY2025/2026/2027 EPS, respectively.

¢ Strong performance across segments boosted revenues growth to 13.0% in FY24, and margin
improvement was driven by a decline in commodity costs and operational efficiency from the stabilizer
plant in Pantnagar.

¢ Sunflame business integration progressed smoothly in FY24 with the set up of professional and strong
leadership at Sunflame.

¢ We expect Revenue/PAT CAGR of ~17%/~28% over FY2024-FY2027E EPS.

In its FY24 annual report, V-Guard reaffirmed the company’s focus on expansion in the south region,
new product launches, and stabilising the Sunflame integration. The company’s strategy includes
adding 3000-4000 new retailers annually to support sales acceleration initiatives across various
product categories.InFY24 standalone revenues stood at Rs 4,559 crore up 13% y-o-y. EBITDA jumped
by 17.5% y-o-y due to lower raw material cost costs and pricing actions in certain categories. The
interest cost was higher due to additional debt raised to acquire Sunflame. The standalone PAT grew
by 28.6% led by strong growth and improvement in OPM. Management expects demand momentum
to continue in the coming quarters for FY2025, with EBITDA margins expected to revert to 10-10.5%.
The recently commissioned battery and kitchen appliance factories are expected to deliver benefits
in FY2025. With new facilities coming online, in-house manufacturing is expected to go about 75%
over the next 12-18 months from 65%, which would partly support gross margins and help become
more competitive.

+ Focus on non-south markets: V-guard is a very well-known brand in South India and is making great
efforts to expand its reach to non-south regions by increasing its touch points in non-south regions.
The contribution from the non-south areas has significantly increased from 40% in FY20 to 46% in FY24.
Non-south markets grew at a faster pace of 13.9% in FY24 than South markets (+11.5%). The company
aims to improve its non-South contribution by ~200bps every year for the next 4-5 years and has made
inroads into newer markets through its merger with Sunflame, which has strong presence in the North.
For Q1FY25 The Non-South business grew faster, by 30% contributing 51% of Q125 revenues, whereas
South markets grew by 17%.

¢ Inhouse manufacturing to support growth: The company has revamped its in-house manufacturing,
contributing significantly, around 65% in FY24 vs 40-45% in FY20. This shift towards in-house
manufacturing has ensured 1) superior quality & finish, 2) product differentiation and 3) cost advantages.
Further Sunflame’s chimneys & hoods facility that operationalised ahead of merger at Faridabad could
potentially be an in-sourcing opportunity with cost advantage of ~7-10%.

¢+ Managementguidance: As per the management, the strong demand of summer led products has led the
robust performance in the quarter. Management expects the growth in similar fashion from Electronics
and Consumer Durables segment for FY25. The company expects to revert to EBITDA margin of 10-10.5%
on account of pricing actions across some of its summer products (2% in Q4 and 1% in Q1FY25) apart from
other initiatives.

+ Revision in estimates - We maintain our estimates for FY2025-FY2026E and introduce FY27 estimates.
Our Call

Valuation - Maintain Buy with a revised PT of Rs. 540: V-Guard is on the cusp of a high-growth trajectory,
asitis deploying multiple levers for the next level of growth. We are also positivelyupbeat about its acquisition
of Sunflame, as it would help the company expand its presence in the fast-growing kitchen appliances
segment. The acquisition has a huge potential as V-Guard can leverage Sunflame’s strong presence in
traditional channels, scale up its own Sunflame’s strong presence in conventional channels, and scale up its
presence in modern trade and e-commerce platforms. We expect Revenue/PAT CAGR of ~17%/~28% over
FY2024-FY2027E EPS. Hence, we retain a buy recommendation on V-Guard with a price target (PT) of Rs. 540,
increasing our valuation multiple times considering its strong earnings growth trajectory over the coming
years.

Key Risks
A relatively weak demand environment in some product categories may affect earnings.

Valuation (Standalone) Rscr
Net sales 4,051 4,559 5,446 6,361 7,262
OPM (%) 7.4 7.8 9.7 10.5 10.5
Net profit 180 231 320 420 485
Adjusted EPS (Rs.) 4.2 53 74 9.7 11.2
Y-o-Y growth (%) (20.8) 28.6 387 31.1 15.4
P/E 111.9 87.0 62.7 47.8 41.4
P/B 12.7 1.4 9.9 8.3 7.1
EV/EBITDA 62.1 48.2 36.0 28.3 24.5
RoCE (%) 151 16.6 21.2 23.7 24.2
RoNW (%) 12.0 13.8 16.8 18.8 19.2

Source: Company; Sharekhan estimates
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Key highlights from Chairman and MD dialect

¢ The strategic focus was on pan-India expansion, coupled with an expanded distribution network and a robust
multi-channel approach. V-Guard has forayed into the canteen Sales Department (CSD) and is focussing
progressively on expanding its portfolio.

¢ In FY24, the kitchen appliances sector faced industry-wide challenges with subdued demand. Sunflame
performance was impacted by sector muted growth but gradually picked up growth in 2nd half of 2024.

¢ The company has made good progress in integrating Sunflame into V-Guard’s systems and processes,
strengthening backend operations, compliance and controls. Despite challenges faced by the kitchen appliance
industry, Sunflame showed resilient performance, notably in the latter half of FY24. V-Guard has strategised the
growth plan, which includes brand positioning, Portfolio expansion, Geographical diversification, innovation and
channel optimisation. V-Guard also looks to unlock synergies via Sunflame integration and increase profitability.

¢ Company focussing on innovation investing in a state-of-the-art innovation campus spanning approximately 1.1
lakh square feet. This facility will be the crucible of new thinking and the incubator of groundbreaking ideas.

¢ In FY24, the company established a dedicated manufacturing facility in Vapi for Mixer grinders and stoves and
in Hyderabad for Batteries. These new facilities enhance the company’s ability to compete and grow in these
categories, positioning us for sustained market leadership and growth in the future. V-Guard will also set up a TPW
fans plantin FY25.

New Products launch:

*

A total of 800+ SKU’s were added across product categories in FY24

*

Launched a power backup stabilizer and new mixer grinder for the e-commerce channel.

*

Launch of INSIGHT-G, a high-speed premium BLDC fan.

*

Launched CONTINO, a tankless water heater.

*

Launched Requpro a water purifier with 8 stage advanced purification.
Strategic Objectives and Initiatives:

¢ Company’s long-term strategy is to increase the scale of business, providing high-quality innovative products
leveraging technology and digital initiatives. The company’s strategy is to add up to 3000-4000 new retailers
annually.

¢ The Company has invested an additional Rs 24 crore in Gegadyne Energy Labs Private Limited (GEL), which is an
innovative deep tech energy storage startup in alternative battery technology. GEL has made significant progress
towards achieving both technical and commercial milestones. It has transitioned from a basic laboratory scale to
a pilot plant level. The next-generation battery technology is expected to find use in V-Guard products, enabling
superior performance of the products.

¢ In FY23, V-Guard acquired and merged Simon Electric Pvt Ltd (SEPL), a subsidiary of the global conglomerate
Simon Group headquartered in Spain. In FY24, SEPL has seamlessly integrated into V-Guard’s operations, with
most backend processes aligned and the entire SEPL team becoming part of V-Guard.

¢ V-Guard completed the acquisition of a 100% stake in Sunflame Enterprises Private Ltd. (Sunflame) on January
12, 2023, for a total consideration of ¥ 680.33 crore. Sunflame brand has a rich legacy in the Kitchen and Small
Domestic Appliances industry and its portfolio includes Gas Cooktops, Chimneys, Induction Cooktops, Hobs,
Cookers, Cookware and Other Home and Small Appliances. Business integration efforts progressed swiftly over
FY24 starting with setting up a professional and experienced leadership team at Sunflame.
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¢ The company also initiated the Digital Supply Chain 2.0 program to elevate its supply chain to the next level. This
programfocuses on key aspects such as planning, warehousing, transportation, and vendor relations. The company
also launched a Direct-to-consumer platform to enhance market reach and improve consumer engagement.

¢ The company’'s growth strategy includes brand positioning, product portfolio expansion, geographical
diversification, innovation, and channel optimisation.

Financial and Operating performance:

¢ FY24 consolidated revenue was at Rs 4,857 crore a 18% growth y-o-y. The Electronics, Electricals and Consumer
Durables segments depicted a growth of 17.2%, 9.7% and 13.1% YoY, respectively. Sunflame also registered a
revenue growth, albeit on a low base, with revenue at ¥ 274.12 crore. Non-south region contribution to revenues
stood at 45.8% vs 45.2% in FY23.

* Segments performance overview:

¢ The Electronics business posted 17.2% revenue growth, and margins improved to 14.1% from 13.2% in FY23,
aided by a decline in commodity costs and benefits associated with the scale-up of its Stabilizer and Digital
UPS facility at Pantnagar.

¢ The electrical business grew 9.7%, with segment margins up to 8.6% vs 7.7% in FY23, recovering largely due to
the softening of commodity prices and targeted pricing actions.

¢ The consumer durables business grew 13.1% YoY, led by strong summer momentum in fans and air cooler
category. Margins for the segment improved sequentially from 0.6% in FY23 to 1.2% in FY24 with softening of
commaodity prices.

* Marginsimproved sequentially over the last year, helped by the softening of commodity prices and pricing actions
in certain categories. Gross margins for the year stood at 33.6% vs. 30.1% in FY23, an expansion of 350 bps YoY

¢ In the fiscal year, advertising and promotional (A&P) spending returned to normative levels of 2.6% compared to
2.2% in FY23. EBITDA margins for FY24 stood at 8.8%, representing a growth of 100 bps from 7.8% in FY23.

Balance Sheet- Operating cashflows and FCF better y-o-y.
¢ Cash from operations stood at Rs 393 crore vs Rs 424 crore in FY23.

+ Net debt stood at Rs 203 crore vs Rs 357 crore in FY23. Further debt is expected to be reduced as the repayment
of sunflame acquisition debt is started.

¢ The working capital cycled cycle was reduced to 74 days vs. 83 days in FY23.
¢ The company paid a dividend of Rs. 1.4 per share in FY2024 (dividend payout ratio stood at 24.0%).

¢ RoE and RoCE improved to 14.2% and 15.7% in FY2024 versus 11.8% and 12.0% in FY2023, respectively, due to
revenue growth and improvement in margins.

Peer Comparison

P/E (x) EV/EBITDA (x) RoCE (%)
FY24| FY25E| FY26E|  FY24| FY25E| FY26E|  FY24| FY25E| FY26E

V-Guard 87 62.7 47.8 48.2 36.0 28.3 16.6 21.2 23.7
Havells India 92 70 57 62 48.7 39.3 16.0 18.4 19.2
Source: Company, Bloomberg
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Steady growth in Revenue and PAT
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Improvement in EBITDA margins
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Outlook and Valuation
B Sector View - Uncertain environment likely to normalise in the medium term

The consumer durables/electrical industry has seen good demand since H2FY2021, the momentum of which is
expected to continue further. The government’s Atmanirbhar Bharat program would benefit from capital subsidies
and industrial benefit policies being doled out to give a push to in-house manufacturing. Further, demand for
electricals and electronics from the housing sector has been robust due to low-interest costs and ease of financing.
Management expects better supply security and margin improvement with increased in-house manufacturing.

Healthy cash positions are likely to aid companies in inorganic growth opportunities, as organised players benefit
from a tough environment.

B Company Outlook - Multiple growth levers

Management expects healthy growth to be sustained going forward. The company remains focused on 1) Evolving
category mix and product mix, 2) Go-to-market with a focus on e-commerce and modern trade, and 3) Distribution
enhancement in smaller towns and rural areas, with a focus on the non-south region. The company expects to add
3,000-5,000 retailers every year in the non-south regions. V-Guard has more than 1lakh retail points. Overall, the
management is focusing on maintaining a healthy cash position, cost rationalisation, and expediting digitisation. The
acquisition of a leading kitchen appliances brand — Sunflame - is in line with its strategy to become a significant player
in the domestic kitchen appliances industry, which currently forms just 4-5% of its total revenues.

H Valuation — Maintain Buy with a revised PT of Rs. 540

V-Guard is on the cusp of a high-growth trajectory, as it is deploying multiple levers for the next level of growth.
We are also positive about its acquisition of Sunflame, as it would help the company expand its presence in the fast-
growing kitchen appliances segment. The acquisition has a huge potential as V-Guard can leverage on Sunflame’s
strong presence in traditional channels and scale up its own presence in modern trade and e-commerce platforms.
We expect Revenue/PAT CAGR of ~17%/~28% over FY2024-FY2027E EPS. Hence, we retain a Buy recommendation on

V-Guard with a price target (PT) of Rs. 540, increasing our valuation multiple considering its strong earnings growth
trajectory over the coming years.
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About company

V-Guard is India’s major electrical appliances manufacturer and the largest in Kerala. The company is one of India’s
consumer goods companies with diversified product offerings. Headquartered in Kochi, Kerala, the company now
has over 500 distributors, 30,000 retailers, and numerous branches across India. The company manufactures voltage
stabilisers, electrical cables, electric pumps, electric motors, geysers, solar water heaters, air coolers, and UPSs. The
company'’s business segments comprise electronics, electricals, and consumer durables, contributing 24.1%, 43.6%,
and 30.9% to FY2023 revenue. Sunflame contributed ~1.4% to the company’s consolidated revenue.

Investment theme

V-Guard is an established electrical and household goods brand, particularly in South India. Over the years, the
company has successfully ramped up its operations and network to become a multi-product company. The company
is also aggressively expanding in non-south markets and particularly focuses on tier-1l and tier-ll cities, where demand
isincreasing for consumer electrical products. Non-south markets’ contribution has increased from 5% of total revenue
in FY2008 to around 45% of total revenue in FY2023. Significant investments continue to be made to expand its outlet
coverage in non-south geographies and become a dominant pan-India player. V-Guard has a diversified client base
and an extensive marketing and distribution network. The client base differs from product to product and includes
direct marketing agents, distributors, and retailers.

Key Risks

¢ Arelatively weak demand environment in some of the regions may affect V-Guard'’s earnings in the near term.

+ Intensifying competition and weak performance of consumer durables is a key concern.

Additional Data

Key management personnel

Kochouseph Chittilappilly Chairman Emeritus
Mithun K Chittilappilly Managing Director
V. Ramachandran Director and Chief Operating Officer
Sudarshan Kasturi Senior VP and CFO

Source: Company Website

Top 10 shareholders

Sr.No. Holder Name Holding (%)
1 SBI Funds Management 8.10
2 Kotak Mahindra Asset Management 6.49
3 Nalanda India Equity Fund 3.99
4 Aditya Birla Sun Life Asset Management 2.09
5 FundRock Management 1.54
6 Vanguard Group Inc. 1.47
7 Canara Robeco Asset Management 1.11
8 Blackrock Inc. 0.74
9 Credit Agricole Group 0.54
10 ICICI Prudential Asset Management 0.44

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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Right Sector
Positive

Neutral

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 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 commaodity 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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DISCLAIMER

This information/document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity to which it is
addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation and any review, retransmission,
or any other use is strictly prohibited. This information/ document is subject to changes without prior notice.

Recommendation in reports based on technical and derivatives analysis is based on studying charts of a stock’s price movement, trading volume,
outstanding positions, as opposed to focusing on acompany’s fundamentals and as such, may not match with a report on acompany’s fundamentals.
However, this would only apply for information/document focused on technical and derivatives research and shall not apply to reports/documents/
information focused on fundamental research.

This information/document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may receive this report
at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this information/report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN has not
independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While we would endeavour
to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies, their directors and employees
(“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other
reasons that may prevent SHAREKHAN and affiliates from doing so. This document is prepared for assistance only and is not intended to be and must
not alone be taken as the basis for an investment decision. Recipients of this report should also be aware that past performance is not necessarily
a guide to future performance and value of investments can go down as well. The user assumes the entire risk of any use made of this information.
Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in
the securities of companies referred to in this document (including the merits and risks involved) and should consult its own advisors to determine
the merits and risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake
to advise you as to any change of our views. Affiliates of Sharekhan may have issued other recommendations/ reports that are inconsistent with and
reach different conclusions from the information presented in this recommendations/report.

This information/recommendation/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 SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all 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.

The analyst certifies that the analyst might have dealt or traded directly or indirectly in securities of the company and that all the views expressed in
this document accurately reflect his or her personal views about the subject company or companies and its or their securities and do not necessarily
reflect those of SHAREKHAN. The analyst and SHAREKHAN further certifies that either he or his relatives or Sharekhan associates might have
direct or indirect financial interest or might have actual or beneficial ownership of 1% or more in the securities of the company at the end of the
month immediately preceding the date of publication of the research report. The analyst and SHAREKHAN encourages independence in research
report/ 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
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