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FY19 - a challenging year for Room AC segment

Voltas-Beko facility to be ready by Dec’19

We met VOLT’s management. Key takeaways from the meeting are as below:

UCP sales seen flattish in FY19

Voltas’ 1HFY19 room air-conditioner (AC) sales saw muted growth of 6% as a
result of unseasonal rains and hailstorms across North and South India.
Although, 3QFY19 sales witnessed a pick-up in the western region due to a rise
in temperature, rest of India saw tepid sales given a seasonally weak quarter
(3QFY18 was a very strong quarter for the UCP segment on inventory clearance
done by VOLT as new Energy norms came into existence from Jan’18). Given
that Voltas has two months inventory yet to be cleared from the system, the
company anticipates FY19 to be flattish for the UCP segment.

VOLT has been unable to take price hikes given (a) demand weakness in the
Room AC segment, and (b) higher inventory prevailing in the system. Thus,
margins are facing downward pressure on account of high competitive
intensity, INR depreciation, and import duty hike in the segment.

Voltas currently imports indoor units and compressors whereas outdoor units
are assembled at its Pantnagar facility for requirements in the northern region.
For rest of India, it is outsourced to domestic OEMs. by FY20, VOLT plans to
manufacture its own molds for indoor units to de-risk its business model from
Chinese imports.

Voltas expects inverter AC share to stabilize around current levels (40-45% of
the total Room AC sales) given that incremental growth is seen coming from
tier-11/11l cities where quality of electricity supply is still inferior as compared to
tier-I cities. For VOLT, top 35 cities constitute 75% of the total volume.

The structural growth story in room ACs remains intact for the next few years
(despite near-term hiccups of a weak summer), driven by low penetration
levels, rising income levels and increased distribution in tier-1I/1l cities. VOLT
has ~15,000 touch points across the country.

Arcelik JV facility to be up for manufacturing by Dec’19

Post the commercial launch of its products, VoltBeko has been selectively
available in metro cities and Exclusive Brand Outlets established in tier-Il cities
(Bokaro, Ranchi, etc.). VoltBeko products are available through its parent
owned ecommerce portal ‘Tata Clig’ and the company is in the process to tie
up with other major ecommerce players.

Currently, VoltBeko products are imported except for the twin-tub top-loading
washing machine, which is sourced from domestic OEMs. VoltBeko factory
should be ready by Dec’19 for manufacturing refrigerators, washing machines,
microwave ovens and dishwashers. The initial capital commitment by the JV
partners is INR6.5b, but as the manufacturing and distribution operations
expand, the partners would infuse more equity capital in the JV.
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Voltas

m Current focus is on getting the peripheral ecosystem ready (sales network, after
sales service network and dealer network) and then push the products through
the existing Room AC distribution network. VOLT has existing distribution
network of 15,000+ touch points, of which it plans to use 85% for its white
goods products.

m  VOLT expects product penetration to happen gradually. Products should be
available at its existing distribution network for the Apr’'19 season.

m  VOLT expects the JV to attain break-even in the next 2-3 years and targets to
reach INR100b revenue by 2025. It aims to rank amongst the top-3 players in
the market.

Project segment — government orders the primary driver

m  Ordering is primarily driven by rural electrification and urban infrastructure
projects by the government. Key end markets are seeing an uptick, including
metro rail, modernization of airports, hospitals and educational institutions.
Private capex remains weak and is yet to see any significant on-the-ground
revival.

®  Orders in the Middle East are being driven by UAE (primarily in Dubai) and
Oman. VOLT as of now intends to refrain from participating in the tenders for
Qatar FIFA 2022 world cup orders given the current embargo. Current
outstanding orders from Qatar stands at INR2b, which it intends to complete by
Mar’19.

m  Dubai Expo related ordering is now almost complete and it does not expect any
further orders related to it in the future. VOLT has received orders for the Dubai
Expo Convention Center.

m  MEP segment margins are supported by INR depreciation and better margin
rural electrification projects. VOLT expects margins to be stable at 7.0-7.5% for
its current order backlog of INR50b.

Valuation and view

We cut our earnings by 3% for FY19 and FY20 to factor in lower sales in the UCP
segment. We build in flattish growth from the UCP segment in FY19 versus our earlier
estimate of 5% growth. We maintain our Neutral rating, with a revised SOTP-based
price target of INR600 as we roll forward our target price to FY21 (UCP business at 35x
FY21E EPS; EMP and Engineered Products business at 15x FY21E EPS).

Exhibit 1: Change in estimates

Description New Estimate Old Estimate Change in estimate (%)
FY18 FY19 FY20 FY19 FY20 FY19 FY20
Sales 64,044 72,109 78,611 73,722 80,466 -2 -2
EBITDA 6,626 7,397 8,340 7,604 8,591 -3 -3
Margin (%) 10.3 10.3 10.6 10.3 10.7 -0.1 -0.1
PAT 5,718 5,746 6,466 5895 6647 -3 -3
EPS 17.3 17.4 19.5 17.8 20.1 -3 -3

Source: Company, MOSL
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Exhibit 2: Voltas SOTP valuation

Voltas

Name of segment Mar-21 Multiple Value/Share
Unitary Cooling Products 13.1 35 460
Engineered Products Services 2.5 15 37
Electro Mechanical Products 6.8 15 103
Total 600
Source: MOSL
Exhibit 3: Operating matrix
INRM FY16 FY17 FY18 FY19E FY20E FY21E
Order Book 39,140 43,210 50,620 52,375 56,419 61,629
Domestic 25,441 30,247 35,434 36,663 39,493 43,140
International 13,699 12,963 15,186 15,713 16,926 18,489
YoY 3.6% 15.7% 9.6% 13.9% 13.9% 13.9%
Order Inflows 22,500 27,850 34,440 37,884 41,672 45,840
Segmental Revenues
Electro mechanical projects 28,288 26,550 28,450 36,129 37,629 40,629
Engineering Products 3,706 3,318 3,099 3,254 3,417 3,588
Unitary Cooling products 25,209 30,469 32,260 32,260 37,099 42,664
Others 0 0 0 0 0 0
Total Revenues 57,204 60,337 63,809 71,643 78,145 86,881
EMP, % YoY 28.1% -6.1% 7.2% 27.0% 4.2% 8.0%
Engg Products, % YoY 2.9% -10.5% -6.6% 5.0% 5.0% 5.0%
z 0.4% 20.9% 5.9% 0.0% 15.0% 15.0%
Segmental PBIT
Electro mechanical projects 550 849 1,854 3,252 3,387 3,657
Engineering Products 1,127 956 992 1,107 1,162 1,220
Unitary Cooling products 3,381 4,403 4,749 4,129 5,008 5,760
Total PBIT 5,058 6,208 7,595 8,488 9,557 10,637
Segmental PBIT, %
Electro mechanical projects 1.9 3.2 6.5 9.0 9.0 9.0
Engineering Products 30.4 28.8 32.0 34.0 34.0 34.0
Unitary Cooling products 13.4 14.5 14.7 12.8 135 13.5
Total PBIT 8.9 9.5 9.5 9.0 10.1 11.2
EPS (INR/sh) 11.0 15.4 17.3 17.4 19.5 22.0
NWC (Days) 40.8 35.5 42.0 33.0 38.0 43.0
EPS Composition (INR/sh) 11.0 15.4 17.3 17.4 19.5 22.0
Electro mechanical projects 1.0 2.7 4.5 5.9 5.8 6.4
Engineering Products 2.4 2.8 2.0 2.1 2.3 2.5
Unitary Cooling products 7.7 10.0 10.8 9.4 11.4 13.1
20 December 2018 3
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Financials and valuations
Income Statement (INR Million)
Y/E March 2016 2017 2018 2019E 2020E 2021E
Total Revenues 57,198 60,328 64,044 72,109 78,611 87,347
Change (%) 10 5 6 13 9 11
Raw Materials 40,871 42,359 45,675 51,908 56,875 64,022
Staff Cost 6,351 6,184 5,867 6,535 6,829 7,137
Other Expenses 5,646 5,994 5,875 6,268 6,566 6,880
EBITDA 4,330 5,791 6,626 7,397 8,340 9,308
% of Total Revenues 7.6 9.6 10.3 10.3 10.6 10.7
Other Income 1,367 1,998 1,741 1,243 1,380 1,501
Depreciation 264 245 244 252 263 273
Interest 158 160 119 184 226 192
Exceptional Items 289 11 6 0 0 0
PBT 5,275 7,395 8,011 8,203 9,231 10,345
Tax 0 2,089 2,270 2,297 2,585 2,896
Rate (%) 0 28 28 28 28 28
Adjusted PAT 3,642 5,114 5,779 5,826 6,546 7,348
Extra-ordinary Income (net) 0 0 0 0 0 0
Reported PAT 3,931 5,114 5,779 5,826 6,546 7,348
Change (%) 2 30 13 1 12 12
Adj. Consolidated PAT 3,931 5,114 5,724 5,746 6,466 7,268
Change (%) 16 30 12 0 13 12
Balance Sheet (INR Million)
Y/E March 2016 2017 2018 2019E 2020E 2021E
Share Capital 331 331 331 331 331 331
Reserves 27,780 32,735 38,721 42,926 47,657 52,975
Net Worth 28,111 33,066 39,052 43,257 47,988 53,306
Minority Intetest 267 285 317 317 317 317
Loans 2,707 1,709 1,423 3,423 3,423 3,423
Deferred Tax Liability (311) (198) (46) 74 254 434
Capital Employed 30,775 34,863 40,746 47,071 51,982 57,480
Gross Fixed Assets 5,218 5,165 5,262 5,475 5,688 5,901
Less: Depreciation 2,890 2,889 3,013 3,266 3,528 3,801
Net Fixed Assets 2,327 2,276 2,248 2,209 2,159 2,100
Capital WIP 13 6 41 - - -
Investments 19,458 22,679 27,536 29,536 30,536 31,536
Goodwill 723 723 723 723 723 723
Curr. Assets 35,863 38,808 42,370 52,599 58,909 66,753
Inventory 7,247 9,070 8,130 9,154 9,979 11,088
Debtors 13,672 14,541 15,703 17,680 19,275 21,416
Cash & Bank Balance 1,855 3,314 2,837 8,087 10,384 12,836
Loans & Advances 935 935 1,218 1,372 1,495 1,662
Current Liab. & Prov. 27,610 29,628 32,172 37,997 40,346 43,633
Creditors 17,488 19,946 21,764 23,517 24,561 26,094
Other Liabilities 10,122 9,682 10,408 14,479 15,785 17,539
Net Current Assets 8,253 9,180 10,198 14,602 18,563 23,121
Application of Funds 30,775 34,863 40,747 47,070 51,982 57,480
20 December 2018 4
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Financials and valuations
Ratios
Y/E March 2016 2017 2018 2019E 2020E 2021E
Basic (INR) 11.9 15.5 17.3 17.4 19.5 22.0
Adj EPS 11.9 15.5 17.3 17.4 19.5 22.0
Cash EPS 12.7 16.2 18.0 18.1 20.3 22.8
Book Value 85.0 100.0 118.0 130.7 145.0 161.0
DPS 2.6 3.5 4.0 4.0 4.5 5.1
Payout (incl. Div. Tax.) 27.1 26.2 26.8 26.8 26.8 26.8
Valuation (x)
P/E 52.7 37.6 33.6 334 29.7 26.4
Cash P/E 49.1 35.9 32.2 32.0 28.5 25.5
EV/EBITDA 44.5 32.9 28.8 25.3 22.2 19.6
EV/Sales 3.4 3.2 3.0 2.6 2.4 2.1
Price/Book Value 6.8 5.8 49 4.4 4.0 3.6
Dividend Yield (%) 0.4 0.6 0.7 0.7 0.8 0.9
Profitability Ratios (%)
RoE 14.8 18.0 15.9 14.0 14.2 14.4
RoCE 13.9 16.5 15.3 13.9 13.9 14.0
RolC 29.4 41.8 46.1 51.4 56.4 53.6
Turnover Ratios
Debtors (Days) 87.2 88.0 89.5 89.5 89.5 89.5
Inventory (Days) 46.2 54.9 46.3 46.3 46.3 46.3
Creditors. (Days) 111.6 120.7 124.0 119.0 114.0 109.0
Asset Turnover (x) 1.9 1.7 1.6 1.5 1.5 1.5
Leverage Ratio
Debt/Equity (x) 0.1 0.1 0.0 0.1 0.1 0.1
Cash Flow Statement
Y/E March 2016 2017 2018 2019E 2020E 2021E
PBT before EO Items 5,275 7,384 8,005 8,203 9,231 10,345
Add : Depreciation 264 245 244 252 263 273
Interest - - - = = =
Less : Direct Taxes Paid (1,696) (2,089) (2,270) (2,297) (2,585) (2,896)
(Inc)/Dec in WC (537) 533 (1,496) 846 (1,664) (2,105)
CF from Operations 3,384 6,084 4,483 7,005 5,244 5,615
(Inc)/Dec in FA (213) (213) (213) (213) (213) (213)
Free Cash Flow 3,171 5,871 4,270 6,792 5,031 5,402
Investment in liquid assets (8,520) (3,221) (2,922) (2,000) (1,000) (1,000)
CF from Investments (8,733) (3,434) (3,135) (2,213) (1,213) (1,213)
(Inc)/Dec in Debt 1,491 (998) (286) 2,000 - -
Less : Interest Paid - - - - - -
Dividend Paid (988) (1,337) (1,534) (1,542) (1,735) (1,950)
CF from Fin. Activity 4,650 (1,157) (1,821) 458 (1,735) (1,950)
Inc/Dec of Cash (699) 1,493 (473) 5,250 2,297 2,452
Add: Beginning Balance 2,516 1,817 3,310 2,837 8,087 10,384
Closing Balance 1,855 3,314 2,837 8,087 10,384 12,836
20 December 2018 5
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modifications and alternations to this statement as may be required from time to time without any prior approval. MOSL, its associates, their directors and the employees may from
time to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to
perform investment banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a
separate, distinct and independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of
information that is already available in publicly accessible media or developed through analysis of MOSL. The views expressed are those of the analyst, and the Company may or
may not subscribe to all the views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on,
directly or indirectly, to any other person or published, copied, in whole or in part, for any purpose. 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 MOSL 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. Neither
the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue
or lost profits that may arise from or in connection with the use of the information. The person accessing this information specifically agrees to exempt MOSL or any of its affiliates
or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSL or any of its affiliates or employees responsible for any such misuse
and further agrees to hold MOSL or any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing
this information due to any errors and delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022-3980
4263; www.motilaloswal.com. Correspondence Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 3080
1000. Compliance Officer: Neeraj Agarwal, Email Id: na@motilaloswal.com, Contact No.:022-38281085.

Registration details: MOSL: SEBI Registration: INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL: IN-DP-16-2015; NSDL: IN-DP-NSDL-152-2000; Research Analyst: INH000000412.
AMFI: ARN 17397. Investment Adviser: INA0O00007100. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration No.: INP000000670) offers PMS and Mutual
Funds products. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.: INP000004409) offers wealth management solutions. ~ *Motilal Oswal Securities Ltd.
is a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, NCDs, Insurance and IPO products.  *Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd. offers Real Estate
products. * Motilal Oswal Private Equity Investment Advisors Pvt. Ltd. offers Private Equity products.

* MOSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National
Company Law Tribunal, Mumbai Bench. The existing registration no(s) of MOSL would be used until receipt of new MOFSL registration numbers.
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