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 Top line in line with estimates: V-Guard (VGRD) reported a top line of INR3.78b

(est INR3.74b), compared to INR2.73b in 4QFY12, marking a YoY growth of

38.5%. This was primarily driven by strong revenue growth of 37.1% YoY in

the electronic segment (stabilizers, UPS and inverters) and 39.3% YoY in the

electro-mechanical segment (cables & wires, water heaters etc). In 4QFY13,

South market grew by 29% and non South market by 77%. ACompany has

spend 4.3% of sales on ad spends for FY13, compared to 3.8% in FY12, marking

an increase of 50bp and guided for 4% of sales advertisement spends for

FY14.

 Higher ad spends, fall in copper prices and one-offs impact margins: VGRD

reported EBITDA margins of 5.3% (est of 9.7%), compared to 12.1% in 4QFY12,

marking a decline of 680bp. This was primarily due to the significant increase

in ad spends (INR136m in 4QFY13, compared to INR30m in 4QFY12) on YoY

basis, which impacted margins by (360bp), MTM hit of inventory on account

of reduction in copper prices (100bp), one-off scrapping of old spares and

other one-offs (80bp), increase in freight cost (80bp) and additional discounts

in digital UPS and stabilizers segment due to extended winters and higher

inventory (80bp). Company has taken 5-6% price increase in stabilizers and

digital UPS segment in 1QFY14, which will ensure improvement in margins.

 Adjusted PAT down 53.4%: Due to lower margins, reported PAT stood at

INR89m (est INR207m), compared to INR192m in 4QFY12, marking a YoY

decline of 53.4%. Management guided for 25% plus growth in FY14 and

expects margins to bounce back to 9-9.5% range.

 Valuation and view: We cut estimates by 4% for FY14E and largely keep FY15E

unchanged to factor the impact of decline in copper prices and higher ad

spends. The stock trades at 16x and 12x FY14E and FY15E earnings respectively.

We value VGRD at 15x FY15E EPS of INR41.1 and arrive at a target price of

INR617. Maintain Buy.

Financial summary (INR b)

Y/E March 2013 2014E 2015E

Sa les 13.6 17.4 22.0

EBITDA 1.1 1.6 2.0

NP 0.6 0.9 1.2

EPS (INR) 21.1 31.0 41.1

EPS Gr. (%) 23.8 47.2 32.5

BV/Sh. (INR) 87.6 112.2 145.1

RoE (%) 26.6 31.0 31.9

RoCE (%) 27.6 32.4 36.7

Valuations

P/E (x) 23.1 15.7 11.8

P/BV (x) 5.6 4.3 3.3

EV/EBITDA (x) 14.6 10.3 7.8

Div. Yield (%) 0.7 1.1 1.4
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Strong top line growth across segments, price increase to improve margins
 Company reported a top line of INR3.78b (est INR3.74b), compared to INR2.73b in

4QFY12, marking a YoY growth of 38.5%.

 This was primarily driven by strong revenue growth of 37.1% YoY in the electronic

segment (stabilizers, UPS and inverters) and 39.3% YoY in the electro-mechanical

segment (cables & wires, water heaters etc).

 Company offered additional discounts in 4QFY13 for stabilizers and digital UPS

primarily due to extended winters and temporary withdrawal of power cuts in

Kerala and Tamil Nadu due to students' exams and lesser power cuts in Karnataka

due to elections.

 South market grew at 32.2%, with non South growing at 55.5% in FY13. Hence,

share of non South market's percentage of revenue improved from 22% in FY12 to

25% in FY13. Management expects it to further improve to 40% going forward,

thereby driving growth.

 VGRD took 5-6% price increase in stabilizers and digital UPS, which will reflect

completely, post 1QFY14 results. Also, on account of lower ad spends post 1QFY14,

complimented by positive impact of price increases, we expect margins to improve

significantly.

Segmentwise revenue growth (INR m)

Segments 4QFY13 4QFY12 Growth % 3QFY13 Growth %

Electronics 1,271 918 38.4 1034 22.9

Electrical / Electromechanical 2,413 1,732 39.3 2,349 2.7

Others 103 84 23.0 107 -3.6

Total 3,787 2,734 3,490

Source: Company, MOSL

Product wise revenue growth (INR m)

Segments 4QFY13 4QFY12 Growth % 3QFY13 Growth %

STABLIZER 596 531 12.2 501 15.5

Pumps 676 479 41.1 490 37.9

House wiring cables 1,049 752 39.5 1,000 4.9

Power cables 164 150 9.3 179 -8.5

Water Heaters 161 120 33.8 460 -65.1

Solar Water Heaters 88 62 40.7 109 -19.4

UPS 115 108 7.0 111 3.9

FAN 281 227 23.9 140 100.9

DIGI UPS 576 305 89.1 410 40.6

SWITCH Gear 46 30 52.0

INDUCTION cooktop 36 60 -40.2

Total sales 3,787 2,734 38.5 3,490 8.0

Source: Company, MOSL
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Breakup for decline in EBITDA margins

Particulars Amount Impact on Margins

(INRm) (% of revenues)

Advertisment expenses 136 3.6

Inventory write down due to copper price reduction 40 1.1

Scrpping due to shifting of Solar water heater factory 30 0.8

Additional gratuity due to higher provision 10 0.3

Increase in freight cost 30 0.8

Additionla discount on digital UPS and stabilizers 30 0.8

Total 236 7.3

Source: Company, MOSL

Revenues breakup geographical wise (INR m) Sales and EBITDA margin trend quarter wise

Source: Company, MOSL

Higher ad spends, fall in copper prices and one-offs impact margins
Company reported EBITDA margin of 5.3% (est of 9.7%), compared to 12.1% in 4QFY12,

marking a decline of 680bp. This was primarily due to the following reasons:

1) Significant increase in ad spends (INR136m in 4QFY13, compared to INR30m in

4QFY12) on YoY basis, which impacted margins by 360bp. VGRD spent 4.3% of sales

on ad spends for FY13, compared to 3.8% in FY12, marking an increase of 50bp and

guided for 4% of sales advertisement spends for FY14.

2) MTM hit of inventory on account of reduction in copper prices (100bp).

3) One-off scrapping of old spares due to shifting of solar water heater factory and

other one-offs impacted margins by 80bp.

4) Increase in freight cost impacted margins by 80bp as the cost increase is passed on

with a lag.

5) Additional discounts in digital UPS and stabilizers segment due to extended

winters and higher inventory of 80bp.
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Increase in ad spends % of sales Decline in copper prices

Source: Company, MOSL

Strong guidance for FY14, with improvement in working capital
 Management guided for 25% plus growth for FY14, with EBITDA margin guidance

of 9-9.5%, compared to 8.1% in FY13.

 Top line growth in FY14 would be largely driven by increased traction in non South

market, where company plans to spend 10% of its revenue on ad spends.

 Management also guided for an improvement in net working capital cycle by 10

days, going forward, which will further improve RoCE and RoE.

 We believe PAT in 1QFY14E is also likely to be lower primarily due to higher ad

spends on account of IPL (INR220m v/s INR100m), post which we expect significant

improvement in margins, thereby driving higher bottom line growth.

Strong distribution network, focus to improve revenue per distributor
 VGRD has a strong network of 217 distributors and 3,000 direct dealers.

 It plans to increase the retailers under distributors going forward, thereby

increasing revenue contribution per distributor.

 Revenue/distributor for FY13 stood at INR85.4m/distributor for South and

INR35.8m/distributor for non South. Company plans to improve non South

revenue/distributor to INR75m per distributor, thus driving growth and operating

leverage.

We largely maintain our earnings estimates for FY15E (INR b)
                                                               Old                   Revised                   Change (%)

FY14 FY15 FY14 FY15 FY14 FY15

 Sales  17,502  22,053  17,421  22,021 (0.5) (0.1)

 EBITDA  1,601  2,029  1,559  2,000 (2.6) (1.4)

 PAT  969  1,234  925  1,226 (4.5) (0.7)

 EPS (INR)  32  41  31  41 (4.5) (0.7)

Source: MOSL
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FY08-FY13 snapshot segment wise (INR m)

FY08 FY09 FY10 FY11 FY12 FY13

PVC Insulated Cable  601  695  1,199  2,061  2,826  3,734

Stabil izers  938  968  1,221  1,668  2,010  2,377

Pumps  562  662  853  1,207  1,519  2,052

Electric Fans  85  130  255  532  638  796

LT Cables  -  -  152  411  582  728

Solar Water Heaters  126  155  163  214  260  309

Water Heater  271  368  370  600  863  1,103

UPS  169  162  174  272  421  483

Digi UPS  -  11  88  216  727  1,732

Induction cooktops and switchgears  -  268

Total sales  2,781  3,168  4,541  7,263  9,936  13,583

% of sales

PVC Insulated Cable  21.6  21.9  26.4  28.4  28.4  27.5

Stabil izers  33.7  30.6  26.9  23.0  20.2  17.5

Pumps  20.2  20.9  18.8  16.6  15.3  15.1

Electric Fans  3.1  4.1  5.6  7.3  6.4  5.9

LT Cables  -  -  3.4  5.7  5.9  5.4

Solar Water Heaters  4.5  4.9  3.6  2.9  2.6  2.3

Water Heater  9.8  11.6  8.1  8.3  8.7  8.1

UPS  6.1  5.1  3.8  3.7  4.2  3.6

Digi UPS  -  0.3  1.9  3.0  7.3  12.8

Induction cooktops and switchgears  -  -  -  -  -  2.0

Growth %

PVC Insulated Cable  50.4  15.6  72.4  71.9  37.1  32.2

Stabil izers  (1.4)  3.3  26.1  36.7  20.5  18.3

Pumps  29.3  17.8  28.8  41.6  25.8  35.1

Electric Fans  48.0  51.8  96.4  109.1  19.8  24.8

LT Cables  -  -  -  169.4  41.8  25.2

Solar Water Heaters  31.7  22.9  5.1  31.5  21.4  19.2

Water Heater  63.3  35.6  0.5  62.3  43.7  27.9

UPS  111.9  (3.8)  7.0  56.8  54.6  14.7

Digi UPS  -  -  719.6  146.4  236.3  138.4

Source: Company, MOSL

Geographical distribution break up Revenue/distributor geographical wise

Source: Company, MOSL
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Company description
Established in 1977, V-Guard Industries is a dominant

player in south India in the light electrical industry.

Beginning with its flagship product, voltage stabilizers

(in which it is the market leader), company has over the

last 10 years expanded its product profile to include

PVC insulated cables, LT power cables, fans, geysers,

solar water heaters, pumps, UPS and inverters. It went

public in 2008 and has seen revenue CAGR of 35% and

PAT CAGR of 31% in the past five years.

Key investment arguments
 Diversified model; INR1b ad spends to project pan

India visibility.

 Strong distribution network in place to boost

penetration.

 Asset light business model leading to higher return

ratios.

 Increased contribution from non South markets to

drive growth.

Investment risks
 Significant decline in copper prices could impact

margins.

 Poor summer season can affect growth.

Shareholding pattern (%)
Mar-13 Dec-12 Mar-12

Promoter 65.3 65.2 67.4

Domestic Inst 3.8 3.6 2.2

Foreign 13.8 13.1 8.6

Others 17.2 18.2 21.8

V-Guard Industries : an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

FY14 31.0 32.0 -3.1

FY15 41.1 40.3 2.1

Recent developments
 Recently commissioned a new solar water heater

plant.

 Commissioning of new PVC cable plant in Kashipur.

 Improvement in copper prices to lead to margin

improvement.

Valuation and view
 We expect top line to post 27.2% CAGR and PAT

39.2% over FY13-15E, primarily driven by strong

volume growth in cables, pumps and digital UPS

segment.

 We cut estimates by 4% for FY14E and largely keep

FY15E unchanged to factor the impact of decline in

copper prices and higher ad spends. The stock trades

at 16x and 12x FY14E and FY15E earnings respectively.

We value VGRD at 15x FY15E EPS of INR41.1 and

arrive at a target price of INR617. Maintain Buy.

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

488 617 26.4 Buy
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Financials and Valuation
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