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Management meeting takeaways
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We recently interacted with Voltas’ management. Key takeaways:

Unitary cooling products (AC business)

e Favorable season resulted in a strong pick-up in primary sales of room air-conditioners
(RACs) mainly on a good summer season. Sales of window ACs in north India saw strong
growth yoy. East India growth was healthy.

e Strong volumes in April 2019 led to lower channel inventory; RAC inventory fell to less
than one month in Q1FY20. The north market still has some more inventory, mainly
because summer season is still on in the north.

e While Voltas saw higher volume growth yoy, high competitive intensity capped price
hikes.

e Its air coolers have received positive feedback from consumers and are giving good
competition to market leaders.

e Management maintains its EBIT margin guidance of 11% for FY20.

e The company’s new factory in Tirupati (Tamil Nadu) would be an assembly and
manufacturing unit like its existing Pantnagar factory.

e Its move to in-house manufacturing will be calibrated and signifies a change in strategy
— it is moving away from assembly towards captive manufacturing.

Voltbek

e Voltbek (consumer appliances JV between Beko and Voltas) will use ¢.85% of VOLT’s
distribution channel for its products; Voltas has already displayed VOLTBEK products on
many shops.

e It will strategically set up a franchisee and company-owned standalone stores in cities
and towns where there are no multi-brand stores (majorly in tier-2 and 3 cities).

e VOLT is aggressively increasing the visibility of Beko products in tier 2 and 3 markets by
launching EBOs (exclusive brand outlets; currently has c.100). It is also increasing its
presence on e-commerce platforms.

e The Voltbek JV will remain in the investment phase for at least 2-3 years.

e VOLT is currently selling only frost-free refrigerators since all its products are imported.
It will introduce direct-flow range of products (60% of industry refrigerator volume)
when its local factory in city (state) commissions by December 2019.

Electro-mechanical project (MEP)

e Long-term focus is on water, metro-rail, modernization of small airports, smart cities,
and the third leg of rural electrification (feeder segregation) in the domestic market.

e For the next 2-3 years, revenue growth will come from its current order book of c. Rs
50bn. International revenues will moderate as VOLT is being very selective about
orders.

e Management expects sustainable margins for MEP at 7.0-7.5%.

Outlook and valuation: We expect UCP sales to revive in Q1, but in the long term, Voltas’
margins will be capped due to high competitive intensity. Current valuations at 35x on FY21
PE look expensive in view of 12% CAGR in FY19-21 earnings and start-up losses in the
Voltbek JV, which will have to find its footing in the consumer-appliances segment.

Our FY21 estimates factor a demand recovery for RACs with a better summer season this
year. We ascribe a 40x PE for VOLT’s UCP segment valuing it at Rs 417/share, value its MEP
and EPS (engineering product and services) segments at 15x FY21 EPS, and Voltbek at Rs
12/share based on DCF. This brings our SOTP target to Rs 578 (Rs 550 earlier). We find
valuations at current market price expensive, so we maintain Neutral.
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Key Focus Charts
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Voltas’ SoTP valuation

Voltas - SOTP Valuation FY21E Multiple (Rs share)
Unitary Cooling Products (UCP) 10.4 40 417
Electro Mechanical Products (EMP) 7.0 15 104
Engineering Products & Services (EPS) 2.5 15 38
Unallocated 0.7 10 7
Voltas 566
Voltbek 12
SOTP Value 578

Source: Company, PhillipCapital India Research
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY18 FY19 FY20E FY21E Y/E Mar, Rs mn FY15 FY16 FY17 FY18
Gross Sales 64,044 71,241 77,328 86,886 Pre-tax profit 7,827 7,410 8,528 9,676
Less: Excise Duty 6 11 9 12 Depreciation 244 240 279 300
Net Sales 45,675 -52,622 -55,678 -62,560 Chg in working capital -1,496 -5,583 1,745 -3,917
Increase/Decrease in Stock -5,867 -6,419 -7,202 -8,080 Total tax paid -2,118 -2,582 -2,438 -2,856
Raw Material Consumed -5,766 -6,083 -7,153 -7,907 Cash flow from operating activities 3,253 1,677 10,035 5,168
Power & Fuel Cost 6,736 6,117 7,295 8,339 Capital expenditure -261 -799 -751 -1,000
Employee Cost 16.3 (9.2) 19.3 14.3 Chg in investments -4,848 3,662 -1,700 -1,100
Other Manufacturing Expenses 10.5 8.6 9.4 9.6 Cash flow from investing activities -1,992 364 -4,675 -4,207
General and Administration Exp -244 -240 -279 -300 Free cash flow 1,261 2,041 5,360 961
Selling and Distribution Expenses 6,492 5,877 7,016 8,039 Debt raised/(repaid) -287 1,724 -1,000 0
Miscellaneous Expenses 17.0 (9.5) 19.4 14.6 Dividend (incl. tax) -1,595 -1,595 -1,475 -1,723
Total Expenditure 10.1 8.2 9.1 9.3 Other financing activities 53 -1,248 184 389
Operating Profit (Excl Ol) -119 -330 -204 -164 Cash flow from financing activities -1,814 -1,667 -2,799 -1,639
Other Income 1,454 1,863 1,716 1,801 Net chg in cash -553 374 2,560 -679
Operating Profit 7,827 7,410 8,528 9,676
Interest -2,270  -1,635 -2,388  -2,806
PBDT 5,557 5,775 6,140 6,870 Valuation Ratios
Depreciation 5,540 5,197 5,562 6,494 FY1s FY16  FY17 FYis
PBT & Exceptional Items 11.1 (6.2) 7.0 16.8
Exceptional Income / Expenses 5,540 5,197 5,562 6,494 Per Share data
Profit Before Tax 64,044 71,241 77,328 86,886 EPS (INR) o7 157 168 196
o ! ' ! ’ Growth, % 111 (6.2) 7.0 16.8
Provision for Tax 6 1 9 12 Book NAV/share (INR) 1181 1243 1363 1514
Profit After Tax -45,675 -52,622 -55,678 -62,560 FDEPS (INR) 16.7 157 168 19.6
CEPS (INR) 17.5 16.4 17.7 20.5
CFPS (INR) 9.1 (7.2) 193 4.2
Balance Sheet DPS (INR) 40 40 37 43
Y/E Mar, Rs mn FY15 FY16 FY17 FY18 Return ratios
Cash & bank 2,837 3,211 5,771 5,093 Return on assets (%) 8.2 8.1 7.9 8.1
Debtors 15,703 18,330 18,643 20,948 Return on equity (%) 15.4 13.0 129 137
Inventory 8,130 10,907 10,678 11,998 Return on capital employed (%) 149 14.3 139 142
Loans & advances 15,700 14,268 16,648 18,081 Turnover ratios
Total current assets 42,370 46,715 51,741 56,120 Asset turnover (x) 7.0 5.5 5.0 5.1
Investments 27,983 24,321 26,021 27,121 Sales/Total assets (x) 0.9 1.0 1.0 1.0
Gross fixed assets 5,423 5,627 5,923 6,223 Sales/Net FA (x) 25.1 25.0 23.0 220
Less: Depreciation -2,899 -2,659  -3,418 -3,718 Working capital/Sales (x) 0.1 0.2 0.1 0.2
Add: Capital WIP 41 157 1,091 1,791 Working capital days 42.0 66.3 529 63.5
Net fixed assets 2,565 3,124 3,596 4,297 Liquidity ratios
Non-current assets 178 1,059 1,059 1,059 Current ratio (x) 1.3 1.5 1.5 1.6
Total assets 73,097 75,220 82,417 88,597 Quick ratio (x) 1.1 1.2 1.2 1.2
Current liabilities 29,348 28,297 31,465 32,582 Interest cover (x) 54.5 17.8 344 491
Provisions 2,824 2,263 3,305 3,329 Dividend cover (x) 4.2 39 45 45
Total current liabilities 32,172 30,560 34,770 35,911 Total debt/Equity (%) 3.6 7.7 48 43
Non-current liabilities 1,555 3,212 2,162 2,112 Net debt/Equity (%) (3.6) (0.2) (8.0) (5.9)
Total liabilities 33,727 33,772 36,932 38,023 Valuation
Minority Interest 317 348 418 488 PER (x) 36.4 388 363 311
Paid-up capital 331 331 331 331 Price/Book (x) 5.2 4.9 45 40
Reserves & surplus 38,721 40,769 44,736 49,755 Yield (%) 0.7 0.7 06 07
Shareholders’ equity 39,369 41,447 45,485 50,573 EV/Net sales (x) 3.1 2.8 26 23
Total equity & liabilities 73,096 75,220 82,417 88,597 EV/EBITDA (x) 29.7  33.0 272 238
EV/EBIT (x) 30.9 343 282 247

Source: Company, PhillipCapital India Research Estimates
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one
year.

Rating Criteria Definition

BUY >= +15% Target price is equal to or more than 15% of current market price

NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%

SELL <=-15% Target price is less than or equal to -15%.

Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained in
the report were considered by PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:
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Unless specifically mentioned in Point No. 9 below:

1.  The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of No
the company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.

Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice.
Furthermore, PCIPL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall PCIL, any of its
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. Investment in securities market are
subject to market risks, you are requested to read all the related documents carefully before investing. You should carefully consider whether
trading/investment is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances. PhillipCapital and any of
its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by you. You are further cautioned that
trading/investments in financial markets are subject to market risks and are advised to seek independent third party trading/investment advice outside
PhillipCapital/group/associates/affiliates/directors/employees before and during your trading/investment. There is no guarantee/assurance as to returns or
profits or capital protection or appreciation. PhillipCapital and any of its employees, directors, associates, and/or employees, directors, associates of
PhillipCapital’s group entities or affiliates is not inducing you for trading/investing in the financial market(s). Trading/Investment decision is your sole
responsibility. You must also read the Risk Disclosure Document and Do’s and Don’ts before investing.

Kindly note that past performance is not necessarily a guide to future performance.

For Detailed Disclaimer: Please visit our website www.phillipcapital.in

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report is a product of PhillipCapital (India) Pvt. Ltd. which is the employer of the research analyst(s) who has prepared the research report.
PhillipCapital (India) Pvt Ltd. is authorized to engage in securities activities in India. PHILLIPCAP is not a registered broker-dealer in the United States and,
therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research analysts. This research report is provided
for distribution to “major U.S. institutional investors” in reliance on the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act
of 1934, as amended (the “Exchange Act”). 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, which is not a
Major Institutional Investor.
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Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on the information
provided in this research report should do so only through Rosenblatt Securities Inc, 40 Wall Street 59th Floor, New York NY 10005, a registered broker dealer
in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell securities or related financial
instruments through PHILLIPCAP. Rosenblatt Securities Inc. accepts responsibility for the contents of this research report, subject to the terms set out below,
to the extent that it is delivered to a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry Regulatory Authority
(“FINRA”) and may not be an associated person of Rosenblatt Securities Inc. and, therefore, may not be subject to applicable restrictions under FINRA Rules on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Ownership and Material Conflicts of Interest

Rosenblatt Securities Inc. or its affiliates does not ‘beneficially own,” as determined in accordance with Section 13(d) of the Exchange Act, 1% or more of any of
the equity securities mentioned in the report. Rosenblatt Securities Inc, its affiliates and/or their respective officers, directors or employees may have
interests, or long or short positions, and may at any time make purchases or sales as a principal or agent of the securities referred to herein. Rosenblatt
Securities Inc. is not aware of any material conflict of interest as of the date of this publication

Compensation and Investment Banking Activities

Rosenblatt Securities Inc. or any affiliate has not managed or co-managed a public offering of securities for the subject company in the past 12 months, nor
received compensation for investment banking services from the subject company in the past 12 months, neither does it or any affiliate expect to receive, or
intends to seek compensation for investment banking services from the subject company in the next 3 months.

Additional Disclosures

This research report is for distribution only under such circumstances as may be permitted by applicable law. This research report has no regard to the specific
investment objectives, financial situation or particular needs of any specific recipient, even if sent only to a single recipient. This research report is not
guaranteed to be a complete statement or summary of any securities, markets, reports or developments referred to in this research report. Neither
PHILLIPCAP nor any of its directors, officers, employees or agents shall have any liability, however arising, for any error, inaccuracy or incompleteness of fact or
opinion in this research report or lack of care in this research report’s preparation or publication, or any losses or damages which may arise from the use of
this research report.

PHILLIPCAP may rely on information barriers, such as “Chinese Walls” to control the flow of information within the areas, units, divisions, groups, or affiliates
of PHILLIPCAP.

Investing in any non-U.S. securities or related financial instruments (including ADRs) discussed in this research report may present certain risks. The securities
of non-U.S. issuers may not be registered with, or be subject to the regulations of, the U.S. Securities and Exchange Commission. Information on such non-U.S.
securities or related financial instruments may be limited. Foreign companies may not be subject to audit and reporting standards and regulatory
requirements comparable to those in effect within the United States.

The value of any investment or income from any securities or related financial instruments discussed in this research report denominated in a currency other
than U.S. dollars is subject to exchange rate fluctuations that may have a positive or adverse effect on the value of or income from such securities or related
financial instruments.

Past performance is not necessarily a guide to future performance and no representation or warranty, express or implied, is made by PHILLIPCAP with respect
to future performance. Income from investments may fluctuate. The price or value of the investments to which this research report relates, either directly or
indirectly, may fall or rise against the interest of investors. Any recommendation or opinion contained in this research report may become outdated as a
consequence of changes in the environment in which the issuer of the securities under analysis operates, in addition to changes in the estimates and forecasts,
assumptions and valuation methodology used herein.

No part of the content of this research report may be copied, forwarded or duplicated in any form or by any means without the prior written consent of
PHILLIPCAP and PHILLIPCAP accepts no liability whatsoever for the actions of third parties in this respect.

PhillipCapital (India) Pvt. Ltd.
Registered office: 18th floor, Urmi Estate, Ganpatrao Kadam Marg, Lower Parel (West), Mumbai — 400013, India.
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