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Summer-19 to end with a bang!

Growth for cooling products was muted in FY19 owing to
erratic summer which impacted offtake. Weak volume
growth, commodity headwinds and stiff competitive
intensity led to margin pressure across the board. We
continue to believe these headwinds will reverse in FY20.
We expect 15-20% volume growth coupled with margin
expansion for cooling appliances in FY20. Here’s why:

®  Summer 2019 to end on a hotter note: On a pan-India
basis, summer 2019 (upto 31-May) was slightly cooler
vs. 2017/2018 (-0.23/-0.08°C YoY). This was led by a
delay in onset of summer in North. Rest of India
witnessed a hotter season (unlike 2018). Mercury
levels are now rising in North driven by a heat wave
which is expected to sustain over the next few days in
June. This will result in a _hotter summer in 2019 vs.
2018 and 2017.

®  South grew in high double digits: As per our channel
checks, RAC grew >20% led by a hotter summer
(+1.38°C vs. 2018). LG, Voltas and Blue Star continued
to gain market share. Channel financing is driving
higher penetration. RAC growth has outperformed
other appliances. Air cooler grew in mid-teens with
organized players gaining share.

®  West and East grew in low double digits: Summer in
west was slightly cooler (-0.41°C vs. 2018) primarily led
by delay in onset of summer. RAC and air cooler
offtake was healthy in Apr and early May. East
witnessed a warmer season (+0.38°C vs. 2018)
resulting in healthy offtake for RAC and air cooler.

®  North is expected to grow in mid-teens: Offtake in
summer 2019 began on a weak note owing to
extended winter. Offtake (until May) for RAC grew in
low double digits while air cooler grew in mid single
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digits. However, June has begun on a strong note led
by a heat wave. If the weather pans out as per June
predictions, there maybe stock outs. We expect
RAC/Air cooler to grow in mid-teens/low double digit in
summer 2019.

®  Channel inventory has normalized: Spill over impact
from summer 2018 led to heavy channel inventory
during FY19. This impacted primary performance
during the vyear. Hereon, healthy offtake and
normalized channel inventory will result in robust
growth in FY20. Normalized channel inventory will also
result in pricing power returning, opportunity for new
launches and healthy trade sentiments.

®  Commodity headwinds to reverse: In FY19, EBIT
margin was impacted by INR depreciation, higher
import duties and volatile commodity costs. We expect
this trend to reverse in FY20 led by (1) Healthy volume
growth, (2) Higher in-house manufacturing along with
local sourcing and (3) Benign commodity inflation.

®  Key trends: Consumer buying in RAC has shifted
towards lower priced products (Voltas to gain further
market share). Consumer financing for RAC is now at
45% vs. 35% mix in 2018. In air coolers, fans and
stabilizer demand is healthy across markets.

Top Picks

We remain bullish on cooling appliances despite a weak
season in 2018. Low penetration, rising temperatures,
higher affordability, consumer financing and Govt’s
electrification drive remain key drivers for growth. With
summer 2019 expected to end on a strong note, we
expect a mean reversion in growth in FY20. Our top picks
are Voltas, Symphony, Crompton and V-Guard.

MCap

CMP TP
Companies Ll:r; (Rs) Reco. (Rs)
Havells 481 770 NEU 743
Voltas 196 591 BUY 675
Crompton 152 243  BUY 300
Symphony 104 1,486 BUY 1,634
V-Guard 100 234  BUY 249
TTK Prestige 83 7,139 NR 7,464
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Total Number of Households (HHs) by
Region

Region HHs (mn no.) | Mix of HHs
North 87.2 28%
West 61.9 20%
South 71.8 23%
East 85.2 28%
India 306.2 100%

Source: Census 2011, HDFC sec Inst Research

Summer 2019 is slightly cooler
(until 31-May) vs. 2018 and
2017.

Summer in South was strong on
all parameters (vs. 2018, 2017,
historic average etc)

Heat wave in North during June
may result in a hotter summer

Pan-India weather study

2018 was a washout year for cooling products owing to an
erratic summer and volatile cost inflation environment.
To assess summer 2019, we ran a 26 city weather data
study across India along with dealer checks.

On a pan-India basis summer was slightly cooler vs.
2017/2018 (-0.23/-0.08°C). However this trend is
expected to reverse over the next few days led by a sharp
uptick in mercury levels in the North. North is a large
market for cooling products and hence can move the
needle meaningfully.

Summer in South was harsh, East slightly warmer, West
slightly cooler while in North it was delayed...

1 Mar -31 May Pan-India  North West East South
Day High: 2019 vs. 10 Yr 0.95 0.44

Day High: 2019 vs 2018 (0.08) (0.41) 0.38

Day Low: 2019 vs. 2018 (0.14) (0.39) 047 084
Day High: 2019 vs 2017 (0.23) (0.18) (0.13) 0.37
Day Low: 2019 vs. 2017 (0.07) 0.08 0.15 0.14

Source: Accuweather, HDFC sec Inst Research
..Heat wave in North may result in stock out!

Exp. of summer in North - June to make up for lost ground
1-15 16-30 1Mar-30

YoY deviation (°C) Jun Jun Jun

Day High: 2019 vs. 10 Yr Avg

Day High: 2019 vs 2018

Day Low: 2019 vs. 2018

Day High: 2019 vs 2017

Day Low: 2019 vs. 2017

Source: Accuweather, HDFC sec Inst Research
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Pan-India: Daily Change in High Temperature (YoY)
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Source: Accuweather, HDFC sec Inst Research

®  North Region: North witnessed a delayed start to
summer (delayed by ~20 days). Offtake for cooling
products was weak in Mar but improved in Apr. If the
weather pans out as per June predictions, there maybe
stock outs for key brands and SKUs.

North Region: Daily Change in High Temperature (YoY)
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Source: Accuweather, HDFC sec Inst Research
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North Region Expectations (YoY): Heat wave has hit North " South Region: Summer in South was strong on all

North has been hit by a heat °C parameters (vs. 2018, 2017, historic average etc). As a
Heat wave has hit North. . . . . ..

8.0 Expected to sustain result, all cooling appliances grew in high double digits

with key SKUs witnessing stock outs. Growth in South

wave. After a delay in onset of

summer, mercury levels are 6.0 ) . .
expected to remain hiah in June 40 was the strongest across all regions. Cooling appliances
p g9 ' players with strong presence in South (Blue Star, V-
2.0 Guard, LG etc.) will benefit. The season has now ended.
) ‘ South Region: Daily Change in High Temperature (YoY)
(2.0) °
(4.0) c Hot Apr and May
T o o h > hY Dy D B O 50 - drove robust offtake
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Source: Accuweather, HDFC sec Inst Research 1.0
. LA
B West Region: West witnessed a slightly cooler summer
(3.0)

primarily led by delay in onset of summer. Few pockets
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Consumer offtake in West and in West have witnessed harsh weather driving robust T L I

5 . . © @ © © ©

East was healthy during the offtake. Overall offtake in West was healthy in Apr and > >>3>><9 << <L >33 ==
i 0 N N ()]

season early May. = & W - =< 8 " 3 5 3 5

Source: Accuweather, HDFC sec Inst Research

East Region: East witnessed a mildly warmer summer.

West Region: Daily Change in High Temperature (YoY) .
Offtake was healthy in Apr and May.

°C Hot Apr Offtake . . . .
a0 drove moderat East Region: Daily Change in High Temperature (YoY)
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Source: Accuweather, HDFC sec Inst Research

Source: Accuweather, HDFC sec Inst Research
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City-wise YoY deviation in daily high temperatures for summer 2019 (Mar-Apr-May)

< 2 ® © - - - =} — 2 - g
2| S| 2| | 3| 8|8 || 8|82 |¢e| 3|2 |5|2|2|g|E|5|2|2|8|5|%|¢s
7] B 2 o0 € -] S @ TS g S 8o @ % © S ® S = oo E b S o g
a 5|3 R R - g | s |5 || 2|2 |5|35|8|*|=|2 g |5 2| = g *
1-Mar-19 (6) | (6) [(10) | (6) | (10) | (9) | (10) | (6) | (4) | (6) | (1) | (1) | (5) [ (2) | (9) | (6) | (6) | (8 | (7) | (7) | 1 | (1) | (3) | 3 2 | (1)
2-Mar-19 (13) | (12) | (9) | (33) | (9) | (3) | (4) | (1) | (@) | (1) | (2 | 1 | (4 | (4 [(10 | (1) | 6) | (7) | (7) | (8) | (1) | 2 | (4 | - | (1) | (1)
3-Mar-19 (10) | (4) | (9) [(10) | (9) | (2) | (2) | (4) [ (6) | (4 | (5) | (2) | (2) | 3 | (9) | (4 | (6) | (8) | (8 | (8 | (2) | 3) | (1) - 1@ ] 1
A-Mar-19 (7) | (4) | (6) | (8) | (6) | (4 [ (10) | (5) | (4) | (5) | (2) | (2) | - - 6 | (5) | B | (@) | (7) | (@) - (1) - -1 @] -
b-Mar-19 (6) | (5) [ (4) | (6) | (4) | (5) | (6) | (4 | (4 | (4 | (3 | B) | B[ 2 | (4|4 |(6)](@)]I((5]|I(®6) - 4 | (3 | 4 - (1)
6-Mar-19 (4 | (2) [ (4 |4 | @@ ][@|@[6) (@66 1266 ]@ |6 |B)|[M@[6)|] 1|4 ]@]5 - -
7-Mar-19 B) B [ BB [B) @)@ ]@]6B)]@]@ @6 @6 ][@]G 66|63 4 1 (1| 6 3 -
8-Mar-19 BG) | (@ [ B | (B)|B) | (@)] 4 |B)]|(6)]B)]| - - 1 16 | @B [B)]B)[@]6B)]QB]S3 1 1@ ] 411
9-Mar-19 (5) | (6) | (1) | (5) | (1) | (2 | (2) | (4 | (1) | (4) - 1 6 [ (4 | (5 | (4| @@ (@2]@Q) - 1 - 3 1 ] ()
10-Mar-19 6 | (3) | B) | (6) | B) || @)|(@](€Q]E@] - - 1 1416 [ @ ](6B) @) |@]@]1 1 - 5 1 -

11-Mar-19 (4 (1) | (2) | (5) [ (2) | B) | (3) | (6) | (6) | (6) | (7) | (1) | 4 | (4 | (5 [ (6) | (6) | (2) | (3 | (3) | 1 2 1 2 2

12-Mar-19 (7) | (5) | () | (7) | (@) | (4) | (4 | (4 | (4 | (4 | (5 - 2 4 (6) | (4) | (9) 1 1 (1) 1 3 1 2 3
13-Mar-19 (15) | (13) | (4) | (12) | (4) | (4 | 3) | (2) | (4) | (2) | (4) | (1) - 1 1(12) ) (2) | (6) | (1) | (1) | (1) | 2 - 1 4 6 1
14-Mar-19 9 |(11) ] @) | 8 | (1) |2 |2 |G [@) |G |(6B)| @)@ | 1 6|6 |(]@)](@]06]|?2 2 - 3 6 2
15-Mar-19 6) | (6) [ (3) | (6) | (3) | (2 | B3 | (2 | 3 | ()| 8 4 1 (@) (6| ((2)| (5 - (2 | (1) | 1 1 3 - 3 -
16-Mar-19 (5) (4) (3) (5) (3) (2) (4) (3) = (3) (2) 10 10 3 (5) (3) (5) (2) = 2 1 7 (1) 1 1
17-Mar-19 B) [ (2 [ (4 | (2| @ (@ ](®]@]@1]@®]@OB]|4 3 5 1B (2 6] @1 - 5 2 3 6 1 -
18-Mar-19 (4 | (3 [ (4 | B |@ B |G |@]2]@)]1 3 1@ 416G |1@][@|@](6B |63 1 - 1 1 -
19-Mar-19 (4) 1 (1) | 3) | 3) | (3) | (2) (2) 3 2 3 (1) 1 (1) 2 1 3 - (3) (3) | (2) 3 - 1 2 3 2
20-Mar-19 2@ (6 |@]6) |1 1 -1l @p - 1@y 2 @@ 1@ -10@7]@]6|@;] - 1 /(@] 1 )
21-Mar-19 (2) - v @@ - (2) - - - 0 ) O B ) I I ) - 2 || @ @] 1)@ @ - - -
22-Mar-19 = (1) | (2) | (1) | (2) 1 = 3 3 3 1 2 (1) 3 (1) 3 2 (1) | (2) 1 1 (3) | (1) | (1) = 2
23-Mar-19 1 (2) (3) - (3) - (1) 3 3 3 3 (1) 4 2 3 2 (5) (4) (1) - - - (1) 2 -
24-Mar-19 (1) | (4) 1 = 1 1 1 1 1 1 4 1 (1) 1 2 1 = (3) = = 3 1 (1) 1 2 1
25-Mar-19 (2) (4) - (3) - 1 3 (1) - (1) (1) 3 - (1) (1) (1) (3) - 1 2 1 2 3 2 2
26-Mar-19 ) | 4 | B3) | @4 |G| @] @] (@ ](@]I@ 1 1 1 3 4) | 2 | B) | @) | (2 1 1 3 3 3 1
27-Mar-19 6) | (4 | (4 | (5 | (4 | B | ((3) - (1) - 1 1M 5 1@ - - 4 | 3 | (1) ] 1 - - 1) [ 2 | (1)
28-Mar-19 (5) | B [ 6B | B |G| - @] 2 - 3 /@2 ] 1 (@] 2 - 131 B @] 2 3 1 (@] - 3 3
29-Mar-19 - (2) - 1 - 1 1 1 - 1 1 1 - 1 1 - (3) (3) - 1 (2) - 1 1
30-Mar-19 3 = 2 3 2 1 2 = (1) = (1) 2 2 3 1 = (1) 3 (2) = = 1 = = 2 1
31-Mar-19 - - 3 - 3 - 1 (2) 1 - 2 4 (2) 1 (3) 6 4 5 1 1 2 1 1 3
1-Apr-19 1 (1) 2 (1) 2 (1) 2 1 2 1 = 2 (1) 2 (1) | (1) 2 1 2 4 1 2 2 1
2-Apr-19 - 1 (1) 1 - - 2 2 2 - 3 - (2) 2 1 1 9 7 1 2 5 1 1 1
3-Apr-19 (1) | (1) = (2) = 1 1 2 2 2 2 2 1 3 (1) 2 2 2 5 2 3 2 3 = 2 1
4-Apr-19 - (1) (1) (1) (1) 2 1 4 3 4 (1) 3 3 - 4 3 (1) 3 - 2 1 2 - 2 1
5-Apr-19 2 = 1 1 1 1 1 2 2 2 = (1) 3 5 2 3 4 4 (1) 2 1 2 1 (1) =
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< 2 ® © - ) s 2

z | 5| 38| | 5| ¢ |E| 8|85 | 5| 8| e«|5|%|5| 3|38 |c|s|&8|5|E8|28|8|¢2|:z

s| T || 5| 28| S|8|s|%|8|c|5|&8|8|&8| 5|5 | 5|8/ |s|/s5|5/3|2/|:%8

SIE|E|F| &8s |52 |2 2|58 Bl e 25 6|2 2|5|"
14-May-19 (2) 3 5 (1) 5 (1) (1) 1 (1) 3 (3) 1 (2) 6 6 3 4 1 4 4 2
15-May-19 (4) | (3) 4 (2) 4 - 1 3) | 3 | 3 - - 2 1 2 | 3) | 3 3 2 3 - 6 3 1 (1)
16-May-19 (5) | (5) 2 (3) 2 2 1 @11 6| @ a3 - (1) 1 1 2 | 3) | 4 4 3 6 3 1 3 4 2 3
17-May-19 (6) | (10) 1 (5) 1 (3) - (4) (4) (4) (1) (2) - 4 (4) (4) | (11) 8 6 3 2 1 2 4 3 2
18-May-19 (8) | (3) (1) (8) (1) | 3) | (4 | 4) (3) (4) - 2 (2) 2 (6) (4) | (7) 5 1 2 3 2 2 4 2
19-May-19 (5) | (2) (2) (4) (2) 1 (2) | 3) | (1) (2) (1) 1 2 (2) - (3) (1) | (4) 3 2 2 3 - 2 4 5 3
20-May-19 3) | (1) 1 (1) 1 @1 @16 | @ - 3 (2) - 2 | @ | 3 6 4 2 2 2 1 2 5 2
21-May-19 (3) - - (1) - - - 1 | @ | @ | @) 2 1 1 (1 | @) | 3 5 5 2 4 1 2 4 5 2
22-May-19 ?1 @@/ 6| @] @ - (3) - (1) 3 2 (1) | (4 - (3) 3 5 2 3 3 1 2 4 3
23-May-19 (5) (6) = (3) 3 (1) = (2) (2) (2) = 2 3 (3) (4) (2) (3) 4 2 4 2 3 4 2 4 2
24-May-19 (10) | (7) 1 (9) 1 3) | 2) | (1) (2) (1) (1) 4 1 1 (5) (1) | (3) 1 5 2 2 2 - 3 5 2
25-May-19 (7) | (7) (3) (6) 3) | (2) | (2) - (1) - - 1 3 (3) - (2) | (4) 1 - 3 3 2 6 8 4
26-May-19 (7) | (6) (4) (6) (4) 1 (1) | 2 | (1) - (1) - (1) 3 6 (2) (1) | (3) - 1 1 3 4 4 8 4 -
27-May-19 4) | (2) 1 (2) 1 2) | @) | 2 2 | @) | () 7 6 3) | @ | () 4 3 1 2 1 4 6 4 3
28-May-19 2) | (2) 2 (2) 2 - (1) - 1 - - 2 4 4 (1) - - 4 5 1 2 2 2 6 4 4
29-May-19 (4) - 6 (1) 6 - (1) 1 1 1 (1) 5 (1) - - 1 1 7 6 2 3 (1) | (1) 5 3 5
30-May-19 2 6 9 3 9 2 1 2 1 2 (1) 3 (2) - 3 2 2 4 6 1 3 (5) | (1) 4 4 2
31-May-19 (1) 4 2 1 2 1 1 2 (1) 2 - 1 2 9 2 2 - (1) 3 (2) 2 (1) 1 1 2 (1)
City Avg. (2.14)((1.71)| 0.02 |(1.73)| 0.07 |(0.92)|(1.09)|(0.48)|(1.01)|(0.48)|(0.50)| 0.67 | 0.45 | 1.15 |(2.00)|(0.48)|(1.45)| 0.60 | 0.51 | 0.04 | 1.54 | 0.98 | 0.91 | 2.03 | 1.85 | 0.98

Source: Accuweather, HDFC sec Inst Research
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Consumer financing is driving
growth with financing share at
45% vs. 35% in 2018

Voltas has the widest SKU
range in both inverters and
fixed speed

In 2019 summer, demand for
low priced products is higher
(vs. 2018). Hence, Voltas is
expected to gain further
market share

SECTOR UPDATE : COOLING PRODUCTS

Key trends for cooling products in Summer-19
RAC

Market is growing at ~20% led by a scorching
summer, pent-up demand and broad-based offtake
Consumers are opting for lower priced productsi.e.
fixed speed RACs instead of high-end inverters
(unlike 2018). We expect Voltas to benefit from this
trend as its pricing strategy (mid-segment) and fixed
speed mix is in contrast to its peers (LG, Daikin,
Lloyd, Blue Star etc)

Consumer financing is driving growth with financing
share at 45% vs. 35% in 2018. RAC market has not
witnessed liguidity stress in terms of consumer
financing

Tier 2,3,4 and 5 cities are growing faster than Tier 1
cities and metros as affordability rises coupled with
lower penetration

Prices are stable with no discounting as volume
growth was healthy

Avg. Selling Price for RAC (2019 model)

Channel inventory has reduced (unlike last year)
and hence players will enjoy off-season stocking

Air Cooler

Air cooler market is growing in mid-teens led by
hotter summer vs. 2018

Mid-priced products and premium products are
growing at a healthy clip

During May-June prices are stable with no
discounting, resulting in healthy EBIT margins

Air cooler growth in tier 3-4 cities is faster vs.
metros

Symphony’s channel inventory is at lower levels and
hence co. will benefit from off-season sales also

during FY20

Fans and Stabilizer

Stabilizer growth has rebounded after 2 years of
muted growth driven by healthy RAC offtake

Growth in fans has improved led by hotter summer
Companies continue to drive premiumisation in fans

Number of Split RAC SKUs
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Prices are for Inverter, 3 Star, 1.5ton

Source:
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The key strategy among RAC
players is (a) Premiumisation,
(b) Distribution expansion in
tier 3 and 4 cities and (c) Local
Manufacturing

Voltas is the only co. which
believes that the market for
fixed speed RAC is here to stay.
Based on (a) Price sensitive
consumers and (b) Higher
residential use which limits the
need for superior energy
efficient RAC

LG and Daikin continue to be
the most aggressive MNC
players in the RAC industry

Fujitsu General (OGeneral)
predicated that India will grow
into the third largest market in
the world in the near future

SECTOR UPDATE : COOLING PRODUCTS

Strategy of leading RAC players in Summer 2019

Volume
Companies Market Strategy
Share
®  Focus on both fixed-speed and Inverter. The co. believes there is a market for fixed
speed given low penetration in RAC (price-sensitive consumers)
Voltas 24%

B Cos strategy is to drive distribution and market share gains supported by aggressive
pricing and marketing spend
®  |n 2019, LG will focus on 5 star inverter RAC range (22 models are 5 star out of 54)
®  The co. has cut prices to drive affordability in the premium 5-star range
LG 17% -

LG expects 70% of overall AC sales to come from 5-star range

®  |n 2017, LG had changed its strategy to retail 100% inverter RACs (vs. 20% mix for
industry in 2017)

B Daikin's key strategy in India is 2 fold:
(a) Expanding distribution in Tier 3 and 4 cities
Daikin 11% (B) Accelerating market conversion to inverter RAC

®  The co. will also strengthen (a) Multi-split type AC in residential market and (b) After
sales service business so as to secure VRV maintenance contracts

®  Sustain and strengthen premium imagery
®  Focus on inverter technology and energy efficient products
® Distribution expansion in Tier 3, 4 and 5 cities
Blue Star 11%
® Increased focus in North India (lower share currently)

®  Aiming for 15% market share over the next 5 years (vs. 11% currently)

®  Backward integration for higher value addition

Page | 9
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Fujitsu General (OGeneral)
predicated that India will grow
into the third largest market in
the world in the near future

SECTOR UPDATE : COOLING PRODUCTS

Volume
Companies Market Strategy
Share
®  Havells is repositioning Lloyd to a mid-premium brand from mass segment (also
resulted in price hike)
Lloyd 10% " Co. will reinvest price hike in higher marketing spend and R&D
B Havells is setting up in-house manufacturing for RAC instead of depending on imports
from China
®  Focus on premium energy efficient ACs with self cleaning feature (minimizing need
Hitachi 6% for service)

®  Expanding reach in tier 2 and 3 markets

®  Focus on inverter segment and premiumisation in AC (5-star)
Panasonic 6% ®  Premium sales account for 60% share
" Aim for 15% market share by 2021 vs. 5% currently

®  Entry into market of "standard model" in residential AC
O General 5% ®  Strengthen cost competitiveness by local production
B Establishment of subsidiary to plan and action India strategy

®  Focus on mid and high-end products
Haier na B Stronger player in Refrigerators vs. RAC
®  |n 2019, co is pushing products with automatic self cleaning and air purifier features

Source: Industry, HDFC sec Inst Research
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RAC production (-8% in FY19)
has lagged RAC industry
growth (-3% in FY19), implying
the channel inventory has now
normalized

FY19 production volumes
suggest a clear change in mix
(skewed towards inverters)
resulting in value growth >
volume growth for the industry

FY19 3 star rated ACs used to
be 5star rated ACs in 2017
owing to change in energy
efficiency norms

SECTOR UPDATE : COOLING PRODUCTS

RAC Industry Production: Inverter grew by 74% in FY19

Volume FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19
Star 1 107,525 260,019 223,016 88,326 39,782 1,505 415,913 78,314
Star 2 1,064,021 1,286,143 1,131,687 927,755 561,870 429,452 538,926 4,29,795
Star 3 894,352 1,017,074 1,342,260 2,486,797 2,785,931  3,629,764| 2,846,892| 23,03,627
Star 4 147,176 245,353 207,138 130,471 47,836 37,009 99,109 13,853
Star 5 541,648 458,976 578,454 1,006,012 1,240,603 1,641,909 1,038,727 1,43,329
Inverter - - - - 25,006 702,652 1,964,640| 34,17,175
Total 2,754,722 3,267,565 3,482,555 4,639,361 4,701,028 6,442,291 6,904,207| 63,86,093
Growth YoY (%) FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19
Star 1 142% -14% -60% -55% -96% 27535% -81%
Star 2 21% -12% -18% -39% -24% 25% -20%
Star 3 14% 32% 85% 12% 30% -22% -19%
Star 4 67% -16% -37% -63% -23% 168% -86%
Star 5 -15% 26% 74% 23% 32% -37% -86%
Inverter 2710% 180% 74%
Total 19% 7% 33% 1% 37% 7% -8%
Mix (%) FY12 FY13 FY14 FY15 FY16 FY17 FY18 FY19
Star 1 4 8 6 2 1 0 6 1
Star 2 39 39 32 20 12 7 8 7
Star 3 32 31 39 54 59 56 41 36
Star 4 5 8 6 3 1 1 1 0
Star 5 20 14 17 22 26 25 15 2
Inverter - - - - 1 11 28 54
Total 100 100 100 100 100 100 100 100

Source: BEE, HDFC sec Inst Research
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LG is the leader in inverter RAC
segment followed by Voltas

Inverter production grew by
74% in FY19 vs. -40% for non-
inverters

SECTOR UPDATE : COOLING PRODUCTS

Inverter share rising: India plays catch up

" In developed economies (like Japan, Australia, UK India RAC Production: Fixed Speed Vs. Inverter Mix
etc), inverter RAC has grabbed >95% of the RAC
market (U.S. is an exception). These countries have M Fixed Speed RAC Inverter RAC
focused on driving the sales of higher energy efficient 99%
RACs with better quality refrigerants which are not 100% 1 89%
harmful to the environment. However in emerging
economies (China, Thailand, Vietnam, India etc) fixed 80% 1 72%
speed ACs still command a meaningful share. China 60% -
has gradually grown its inverter mix from 7/50/67%
over 2009/14/17. 40% -
B Qver the last 3 years, India played catch-up w.r.t. 20% - 11%
inverter mix vs. other emerging economies. We don’t 1%
expect meaningful change in technology (energy 0% - . .
efficiency) in the near-term as India is now at par FY16 FY17 FY18 FY19

with global norms. However, we do expect inverter
share to rise further over the next few vears.

Source: BEE, HDFC sec Inst Research

Worldwide RAC Market: Inverter RAC Grabs Share

Total RAC Units (in 10,000) Inverter mix
Regions/Countries CAGR (2009-17)

2009 2017 2009 2017
China 2,430 4,349 8% 7% 67%
Other countries in Asia 690 1,574 11% 12% 41%
Japan 678 893 4% 100% 100%
North America 373 545 5% 8% 17%
Europe 422 583 4% 40% 94%
Middle East and Africa 258 675 13% 0% 4%
Oceania 68 73 1% 45% 100%

Source: Daikin
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Mean reversion is coming in
cooling appliances

In FY20, Symphony and Voltas
are expected to outperform in
terms of volume growth

We expect Lloyd to bounce
back after a tough FY19

V-Guard'’s stabilizer is expected
rebound after healthy RAC
offtake

Crompton is set to benefit from
its GTM initiatives

Our Expectations: Bullish on cooling appliances

Volume growth in FY20 to drive margin expansion

SECTOR UPDATE : COOLING PRODUCTS

Particulars 1QFY18 1QFY19| 1QFY20E FY18 FY19 FY20E FY21E
Revenue Gr. YoY (%)

Havells (ECD) 2.0% 43.0% 18.5% 21.0% 30.0% 18.9% 19.5%
Havells (Lloyd) 20.0% 14.0% 20.0% 11.0% 6.4% 16.0% 15.0%
Voltas (UCP) 1.3% -1.7% 22.0% 15.0% -2.2% 22.6% 16.5%
Crompton (ECD) -8.6% 23.0% 14.0% 5.0% 15.9% 13.5% 13.5%
V-Guard (Company) 1.4% 19.0% 15.8% 15.0% 10.6% 16.8% 16.1%
Symphony (Domestic) -18.2% -40.7% 72.0% 5.0% -24.8% 39.1% 20.8%
EBIT Margin (%)

Havells (ECD) 22.8% 28.7% 29.0% 26.9% 26.8% 27.6% 27.8%
Havells (Lloyd) 4.8% 9.3% 9.5% 8.0% 5.3% 8.0% 8.5%
Voltas (UCP) 14.1% 12.5% 12.9% 14.7% 10.3% 12.4% 12.8%
Crompton (ECD) 17.5% 19.5% 19.7% 18.9% 19.2% 19.4% 19.6%
V-Guard (Company) 5.6% 7.0% 8.7% 7.7% 8.4% 10.6% 11.1%
Symphony (Domestic) 22.6% 1.5% 25.5% 37.6% 30.2% 36.7% 37.1%
Margin YoY Chg (bps)

Havells (ECD) (320) 595 30 158 (10) 78 21
Havells (Lloyd) na 452 19 na (265) 268 50
Voltas (UCP) (80) (155) 37 12 (441) 213 37
Crompton (ECD) (63) 194 25 181 27 18 22
V-Guard (Company) (585) 141 169 (213) 67 215 56
Symphony (Domestic) (380) (2,102) 2,396 15 (739) 652 40

Source: Company HDFC sec Inst Research
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Investment Rationale
Havells
(CMP Rs 770, TP Rs 743, NEUTRAL)

Investment Rationale

In FY19, Havells attained great success in its ECD
segment (up 30% despite a base of 21% in FY18)
which consistently led to revenue beat. However,
EBITDA growth was challenged (14%). In FY20, we
expect the co. to continue to scale its new launches,
improve Lloyd’s performance and benefit from
higher B2B spend. We expect Lloyd’s performance
to improve over FY20-21E as the season has turned
favorable, in-house manufacturing will rise and
pricing power will return in the industry.

We also expect segment margins to revive (FY17-
FY18 band) resulting in robust EBITDA growth. We
don’t expect a re-rating in the stock (high implied
valuation for ECD) and believe most near term
positives are factored in the stock.

Valuation & Recommendation

We maintain our NEUTRAL stance as we believe
most of the near-term positives are priced-in. We
value at 36x on Mar-21 EPS, arriving at a TP of Rs
743.

Financial Summary

YE Mar (Rs mn) FY17 FY18 FY19P| FY20E FY21E
Net Sales 61,353 81,386 100,576|117,097 135,728
EBITDA 8,241 10,493 11,922| 15,476 18,358
APAT 5967 7,036 7,916 10,688 12,916
Diluted EPS (Rs) 95 113 127/ 171 206
P/E (x) 80.6 684  60.8/ 451 373
EV / EBITDA (x) 56.1 445 39.2 29.9 24.8
Core RoCE (%) 355 339 27.7| 323 369

Voltas
(CMP Rs 591, TP Rs 675, BUY)

Investment Rationale

In an otherwise dull FY19, Voltas maintained
industry leading RAC margins and still gained
market share (23.9% Feb YTD vs. 22.1% YoY). This
validates the co’s focus on the mass-premium
segment and deep distribution, unlike premium
hunting peers. We expect Voltas’ UCP segment to
grow by 23% in FY20 given (a) Healthy offtake in
summer, (b) Lower channel inventory, (c) Market
share gains and (d) Favorable base.

Low RAC penetration, higher incomes and rising
cultural affinity for cooling in India drives our long-
term structural stance. Additionally, entry in other
categories (via the Volt-Beko JV) only bolsters the
multi-year growth story at Voltas.

We increase our EPS by 2% driven by higher growth
in UCP led by scorching summer and market share
gains (higher offtake in fixed speed).

Valuation & Recommendation

Our SOTP for Voltas values EMPS/EPS/UCP at
17/20/35x Mar-21E EPS and Volt-Beko at 1x P/S,
translating to a TP of Rs 675 (earlier Rs 658).
Maintain BUY.

Financial Summary

Source: Company HDFC sec Inst Research

YE Mar (Rs mn) FY17 FY18 FY19P| FY20E FY21E
Net Sales 60,328 64,044 71,241 83,040 95,740
EBITDA 5791 6,626 6,117 7,917 9,815
APAT 5082 5,719 5,168 6,641 7,993
Diluted EPS (Rs) 154 173 156 201 242
P/E (x) 373 342 378 294 245
EV / EBITDA (x) 286 254 271 213 173
Core RoCE (%) 39.2 43.6 31.4 29.6 31.7

Source: Company HDFC sec Inst Research
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Symphony
(CMP Rs 1,486, TP Rs 1,634, BUY

Investment Rationale

A key concern for investors over the last 2 years has
been that there is no growth in air coolers. We
remain contrarians, as we believe performance was
primarily impacted due to seasonality factors rather
losing market share by Symphony. A consumer will
purchase coolers when summer is strong (impulse
based).

Our channel checks suggests that offtake was strong
in South, healthy in West and modest in North (key
market). However, next few days are key for
Symphony. Weather predictions suggest a hot June
in North. A good June will result in robust growth in
FY20 as the co. will return to off-season channel
filling and tech-rich new launches (after 2 years).
Besides, its international performance will improve
given the various initiatives undertaken.

Valuation & Recommendation

We value the co. at 45x on Mar-21 EPS, arriving at a
TP of Rs 1,643. We believe at current price, the risk-
reward is favorable. Maintain BUY.

Financial Summary

Crompton Consumer
(CMP Rs 243, TP Rs 300, BUY)

Investment Rationale

Crompton has been focusing on building long term
structural platform (distribution) rather than
reaping low hanging fruits. Management is focusing
on (1) Strengthening leadership in fans (NPD for
wider price points, offering 5 year warranty vs. 1-2
year by peers), (2) Leveraging distribution (GTM
benefits), (3) Brand leveraging via entering in newer
categories and (4) Cost reduction and product mix
to drive margins. We model 20% EPS CAGR over
FY19P-21E.

Valuation & Recommendation

Stock was flat in FY19 due to lack of fireworks in
their performance. We expect a re-rating in the
stock in FY20 (led by outperformance vs. peers). We
value at 35x on Mar-21 EPS, arriving at a TP of Rs
300. Maintain BUY.

Financial Summary

YE Mar (Rs mn) FY17 FY18 FY19P| FY20E FY21E
Net Sales 7,680 7,983 8,440 11,627 13,594
EBITDA 2,009 2,193 1,320 2,738 3,282
APAT 1,691 1,926 1,318 2,086 2,541
Diluted EPS (Rs) 242 275 154/ 298 36.3
P/E (x) 61.5 540 965 49.9 409
EV / EBITDA (x) 50.2 455 76,6 36,5  30.0
Core RoCE (%) 106.9 899 3256 498 56.6

YE Mar (Rs mn) FY17  FY18 FY19P| FY20E FY21E
Net Sales 39,009 40,797 44,789 50,698 57,409
EBITDA 4,846 5310 5,858 7,012 8,008
APAT 2,849 3,238 3,727| 4,684 5,544
Diluted EPS (Rs) 45 5.2 5.9 7.3 8.6
P/E (x) 535 471  40.9] 334 283
EV / EBITDA (x) 320 289 260 219 187
Core RoCE (%) 40.6 38.7 39.4 42.7 48.4

Source: Company HDFC sec Inst Research

Source: Company HDFC sec Inst Research
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V-Guard Industries
(CMP Rs 234, TP Rs 249, BUY)

Investment Rationale . .
Financial Summary

YE Mar (Rs mn) FY17  FY18 FY19P FY20E FY21E

®  V-Guard is coming out of a difficult phase (floods,
volatile cost inflation, up-front investments on

newer products) with a strong outlook on FY20. 'E\l::ﬂs;les 20,856 23,117 25,664 29,981 34,806
" Hot summer in 2019 is driving healthy RAC offtake, 2087511, 870112, 941138, 152 113,815
. . .- . . APAT 1,447 1,601 1,733 2,450 2,996
this makes us believe that stabilizer will fire Diluted EPS (Rs) 34 28 i1 57 70
(favorable base) which will drive margin expansion. ’ ’ ’ ’ ’
Meanwhile, newer categories (GM accretive) P/E (x) 68.7 62.2 277 40.8 333
continue to enjoy distribution expansion and drive EV/EBITDA (x) 47.1 52.8 44.8 31.0 25.3
incremental growth. Newer categories contributed Core RoCE (%) 268 205 211 285 317
7% of revenues in FY19, we expect it to grow to 10% Source: Company HDFC sec Inst Research
in FY21.

Valuation & Recommendation

®  FY20 outlook is strong as we expect revenue growth
to accelerate and margins to revive. We value at
35x on Mar-21 EPS, arriving at a TP of Rs 250.
Maintain BUY.

Peer Set Comparison

MCap cMP P EPS (Rs) P/E (x) EV/EBITDA (x) Core RoCE (%)
Company (Rs Reco.

bn) (Rs) (Rs) | FY19 FY20E FY21E| FY19 FY20E FY21E| FY19 FY20E FY21E|FY19P FY20E FY21E
Havells 481 770 NEU 743 | 127 171 20.6| 60.8 451 37.3| 39.2 299 24.8| 277 323 369
Voltas 196 591 BUY 675 | 15.6 20.1 24.2| 37.8 294 245| 271 213 17.3| 314 296 31.7

Crompton 152 243 BUY 300 5.9 7.3 8.6 409 334 283 260 219 187 39.4 4277 484
Symphony 104 1,486 BUY 1,634| 154 29.8 36.3| 965 499 409| 76.6 36,5 30.0f 326 49.8 56.6
V-Guard 100 234 BUY 249 4.1 5.7 7.0 57.7 408 333 448 31.0 253| 211 285 317

TTK Prestige| 83 7,139 NR 7,464| 138.7 159.5 186.6| 51.5 456 39.0( 27.6 240 20.4| 216 221 236
Source: Company HDFC sec Inst Research
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