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Voltas Ltd.

Company Information

BSE Code 500575

NSE Code VOLTAS

Bloomberg Code VOLT IN

ISIN INE226A01021

Market Cap (Rs. Cr) 20323

Outstanding shares(Cr) 33.1

52-wk Hi/Lo (Rs.) 675.3 / 382.7

Avg. daily volume (1yr. on NSE) 1,515,145

Face Value(Rs.) 1

Book Value 100

Investment Rationale

Scorching summer to lead AC demand

Air conditioner manufacturers are expanding their production by

up to 20% with warm temperature in west and south pushing

demand by over 15% in February 2018 and India Meteorological

Department (IMD) is forecasting a harsh summer this year. The

white goods industry, which has been battling with poor sales for

over six months, expects air-conditioner sales to grow almost

20% this summer based on early sales trend and forecast by IMD

of average temperature being above normal by more than one

degree Celsius in most parts of the country from March to May.

AC markers are expecting a growth of minimum 15-20% in 2018

as IMD predicts that summer is going to be extended till June,

increasing disposable income and availability of power in smaller

cities. As per IMD night temperature in western and southern

region is 25 degree plus since mid February and that has become

the biggest positive development for AC industry, thereby

pushing the overall sales. The cost of ACs has increased by 10 to

15% in current fiscal due to the implementation of new ISEER

(Indian Seasonal Energy Efficiency Ratio) ratings. AC makers have

also moved to a common energy efficiency rating, ISEER rating as

mandated by the government for both inverter compressor

models and lower-priced fixed speed AC models. AC

manufacturers expect that this will boost sales as consumers can

compare the models on an even platform and realize higher

savings on their electricity bills. Further, adaptation of inverter

AC has increased in the last couple of years due to improvement

in consumer’s understanding of the technology. Thus, going

ahead inverter ACs are likely to contribute 25% of overall AC

sales amid increased adoption of inverter ACs. Voltas being the

market leader in room AC segment is well placed to capitalize on

the increasing demand for ACs.

April 02, 2018

Recommendation Buy

Closing price Rs. 620

Target price Rs. 720

Potential upside 16%

Voltas price chart

Particulars (in Rs Cr) FY16 FY17 FY18E FY19E

Net Sales 5693.0 5970.6 6687.1 7683.4

Growth (%) 9.8 4.9 12.0 14.9

EBITDA 433.1 580.4 668.7 783.7

EBITDA Margin (%) 7.6 9.7 10.0 10.2

Net profit 357.6 427.9 581.8 668.5

Net Profit Margin (%) 6.3 7.2 8.7 8.7

EPS (Rs) 10.8 12.9 17.6 20.2

Consensus Estimate: Bloomberg, Ashika Research
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Investment Rationale

Underpenetrated AC market

The penetration of AC in India is relatively low compared to China. Currently, the

penetration of ACs in India stands at around 4%, while in China it is 60%, which itself

is a huge opportunity for AC manufacturers. However, the penetration is increasing on

the back of government’s initiative by bringing electrification to remote places and

supplying quality of electricity. As per industry experts, AC is gradually becoming a

mass product owing to extended summer season, increasing disposable income and

availability of power. Earlier people who used to use AC in their work place are now

more used to it, thus propelling the demand for ACs. Presently, the Indian room AC

industry is estimated around 5.5 to 6 million units with around 15 to 20 companies

operating in this space. With the increasing disposable income of the consumers and

rise of middle class, AC has now become a necessity and is not a luxury anymore.

Further, as per industry data, the demand for ACs are picking up in tier II and III cities.

Voltas with strong distribution network would definitely reap the benefits of growing

AC demand.

Market leader in Room AC segment

Voltas dominates in the room AC market with a market share of 23.7%. Voltas being a

strong brand in the room air conditioner segment has maintained its market

leadership position in India despite rising competition and various macro level

disruptions such as demonetization and GST implementation. A strong brand coupled

with over 6,500 dealers has helped to increase its market share from 14% in FY10 to

~24% in Q4FY18. Company sustained its market leadership due to its strong reach in

tier-II and tier-III cities, where as per industry reports, demand is picking up.

Additionally, company is launching new SKUs and various marketing initiatives during

Q3FY18 in a bid to increase its market share in domestic AC market. The sales

contribution between split and window ACs was at 75% and 25%, respectively.

Inverter AC contributes ~17% to the company’s overall split AC sales. With the aim to

combat rising competition and sustain market leadership position in AC segment,

company would increase advertisement expenses going ahead. As IMD predicts hotter

summer in 2018, Voltas has ramped up its product basket with the right mix in the

energy efficiency segment which is well received in the market. The company has

~14000 touch points which is amongst the largest in the segment. Company has

launched India’s first Window AC with Inverter Technology which will be

competitively priced and is expected to receive good response from the consumers.

Further, company has witnessed a 50% growth in the air cooler sales as the shift from

the unorganized to organized sector has been growing and company is now 4th

largest in the segment. Thus it can be expected that company’s strong brand recall

would help it to sustain its market dominancy in room AC market.
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Focus on profitable Electro Mechanical projects

Voltas steadily revamped its order procurement and commercial support systems to

ensure better quality order book and is confident of achieving ~6% EBIT margin in

Electro mechanical projects. Company’s initiatives including better project selection,

execution and cost management have led to improvement in performance. GCC (Gulf

corporation council) countries witnessed slow pickup in economic activities though

they have started working towards upcoming Mega Events Expo 2020 in the

geography and projects are awarded to main contractors. Voltas has taken cautious

approach towards order booking given the political instability in Qatar. Company’s

international order book stood at Rs 1750 crore as of Q3FY18, largely led by GCC

countries. Under domestic business, company has maintained its focus in bidding

higher margin government projects including Bharatmala project, Saubhagya scheme

and Namami Gange project. During Q3FY18, Voltas received order book of Rs 225

crore with domestic order book swelling to Rs 3,100 crore. Further, company is

envisaging huge opportunities on government’s infrastructure thrust and

electrification projects. Key areas like Metro, Rural Infra, Water etc. continues to see

traction in domestic market. Electro Mechanical project accounts 44% of total

revenue, thus healthy order book would ensure strong revenue growth visibility in

future.

Foraying into consumer durable segment

Voltas has formed a JV with Arcelik, a household appliances manufacturer from Turkey

with an aim to enter into domestic consumer durable market. The new company to be

incorporated in India and will be an equal partnership joint venture. The proposed JV

company will leverage the strong brand presence and wide distribution network of

Voltas, which is the market leader for residential air conditioners in India, with over

23% market share. Arçelik will bring its strong R&D and manufacturing prowess, in

addition to a wide product range and global sourcing capabilities. Arcelik has been the

fastest growing home appliances brand in Europe for the past seven years. The brand

is the market leader in the UK and the number one freestanding white goods brand of

Europe. The proposed JV will launch refrigerators, washing machines, microwaves and

other white goods or domestic appliances in India. A manufacturing facility will be set

up in the country, and the JV Company will also source products from Arçelik’s global

manufacturing facilities and vendor base. The manufacturing facility will start

operation by H2CY18. The consumer durables market in India is poised to grow 10-

12% per annum to reach USD 12 billion by 2027, thus have immense growth

opportunity for domestic consumer durable manufacturers going ahead. The

complementary strength of two companies will help to build a sustainable consumer

durable business in India.
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Key Risks

 Company’s AC business is directly correlated with the disposable income and

economic growth, hence any slowdown in economy could adversely impact

company’s long term revenue growth.

 Any political instability in GCC countries could hurt its international electro

mechanical project business, as Voltas get huge chunk of orders from GCC

countries.

 Any volatility in raw material prices could hurt the margins of the company.

Valuation

Voltas is a market leader in domestic room AC market with market share of ~23%. IMD

predicts that temperature would be above normal level in this summer and it will be

extended to June this year. Such extended summer and high temperature would result

in higher AC sales in domestic market. We expect that Voltas with broad portfolio and

strong distribution network would be benefitted from higher demand for room AC.

Lower penetration of AC in Indian market compared to China also throws ample

growth opportunities for room AC manufacturers. Further company is forming JV with

foreign home appliance entity to enter into Indian consumer durable market, which is

expected to grow by 10-12% per annum in next 10 years. Company is also focusing

on profitable and higher margin electro mechanical projects both in international and

domestic markets. Over the years, company has maintained strong balance sheet with

steady operating cash flows. Thus, Voltas can easily fund any capex going ahead

without taking any additional leverage on its balance sheet and without any equity

dilution. Sustained profit margin over the years, helped the company to report

average RoE of over 15% in past 3 years. Hence, we recommend our investors to BUY

the scrip for a target of Rs 720 from 12 months investment perspective. Currently, the

scrip is valued at P/E multiple of 30.8x on FY19E Bloomberg consensus EPS of Rs 20.1.
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Ashika Stock Broking Limited (“ASBL”) or Research Entity has started its journey in the year 1994 and is engaged in the business of broking services,

depository services, distributor of financial products (Mutual fund, IPO & Bonds). This research report has been prepared and distributed by ASBL in the

sole capacity of a Research Analyst (Reg No. INH000000206) of SEBI (Research Analyst) Regulations 2014. ASBL is a wholly owned subsidiary of Ashika

Global Securities (P) Ltd., a RBI registered non-deposit taking NBFC Company. Ashika group (details is enumerated on our website

www.ashikagroup.com) is an integrated financial service provider inter alia engaged in the business of Investment Banking, Corporate Lending,

Commodity Broking, Debt Syndication & Other Advisory Services.

There were no significant and material disciplinary actions against ASBL taken by any regulatory authority during last three years.

Disclosure

ASBL or its associates, its Research Analysts (including their relatives) may have financial interest in the subject company(ies). However, the said

financial interest is not limited to having an open stock market position in /acting as advisor to /having a loan transaction with the subject company(ies)

apart from registration as clients.

1) ASBL or its Research Analysts (including their relatives) do not have any actual / beneficial ownership of 1% or more of securities of the subject

company(ies) at the end of the month immediately preceding the date of publication of this report or date of the public appearance. However

ASBL's associates may have actual / beneficial ownership of 1% or more of securities of the subject company(ies).

2) ASBL or their Research Analysts (including their relatives) do not have any other material conflict of interest at the time of publication of this

research report or date of the public appearance. However ASBL's associates might have an actual / potential conflict of interest (other than

ownership).

3) ASBL or its associates may have received compensation for investment banking, merchant banking, and brokerage services and for other products

and services from the subject companies during the preceding 12 months. However, ASBL or its associates or its Research analysts (forming part

of Research Desk) have not received any compensation or other benefits from the subject companies or third parties in connection with the

research report. Moreover, Research Analysts have not received any compensation from the companies mentioned herein in the past twelve

months.

4) ASBL or their Research Analysts have not managed or co–managed public offering of securities for the subject company(ies) in the past twelve

months. However ASBL's associates may have managed or co–managed public offering of securities for the subject company(ies) in the past

twelve months.

5) Research Analysts have not served as an officer, director or employee of the companies mentioned in the report.

6) Neither ASBL nor its Research Analysts have been engaged in market making activity for the companies mentioned in the report.

Disclaimer

The research recommendation and information herein are solely for the personal information of the authorized recipient and does not construe to be

an offer documents or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not for public distribution or use

by any person or entity, where such distribution, publication, availability or use would be contrary to law, regulation or subject to any registration or

licensing requirement. We will not treat recipients as customer by virtue of their receiving this report. The report is based upon the information

obtained from public sources that we consider reliable, but we do not guarantee its accuracy or completeness. ASBL shall not be in anyways responsible

for any loss or damage that may arise to any such person from any inadvertent error in the information contained in this report. The recipients of this

report should rely on their own investigations.
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