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CONSUMER DURABLES

FY22 Review: Margin gains elusive
= War, inflation, supply chain disruptions and Covid all dented consumer
durable margins, but likely to be transient

= Management commentary cautious as companies walk a fine line

between raising prices to combat RM inflation and preserving demand

= Pricing power and cost control vital in an inflationary climate; prefer
leaders with a demonstrable record — VOLT, HAVL, POLYCAB
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Multiple pressure points on margins: FY22 will be remembered as a year when
margin gains proved elusive for consumer durable players as they grappled with the
impacts of war, inflation, supply chain hurdles and the pandemic. If the first half of
the year was marred by Covid-related stress, the second half saw raw material
headwinds. The Russia-Ukraine conflict, supply shortages and logistical issues as
well as the shutdown of key business and transportation hubs in China due to the
Omicron wave all contributed to higher input costs for companies. Inflation, which
has a direct impact on discretionary spending, topped this heady cocktail.

Commoditised businesses did better: Our analysis of subsegments within
consumer durables shows that relatively commoditised businesses such as cables and
wires have outperformed the brand- and distribution-led segments of appliances and
light electricals. For the former, copper is a key input and players were able to pass on
the rising prices, as evidenced by strong sales growth for companies such as HAVL
and POLYCAB About 70-80% of the sales growth comes from pricing and the rest
from volumes. In contrast, appliances players faced challenges — for example, in the
AC space, BLSTR and Lloyd outpaced VOLT but only by sacrificing margins.

Pricing to pose a key challenge in FY23: The biggest challenge ahead for the
consumer durables sector is striking the delicate balance of raising prices to combat
raw material inflation without upsetting demand. Most managements are cautious on
pricing. While some like VOLT and BLSTR have alluded to a small 3-5% range,
others like Lloyd may refrain from hikes in order to sustain volume growth.

Prefer leaders in an inflationary scenario: Pricing power and cost management
are crucial in a high-inflation environment as these factors will determine cash flow
yields. We prefer leaders that have a demonstrable track record, viz. VOLT (BUY,
TP Rs 1,250) and HAVL (BUY, TP Rs 1,500) among the durable names. POLYCAB
(BUY, TP Rs 3,000) is our pick among cables and wires where pass-through is
easier. In the contract manufacturing business, we like DIXON (BUY, Rs 4,600) for
its business model.
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Recommendation snapshot

Ticker Price Target Rating
AMBER IN 2,633 3500 HOLD
BLSTRIN 1,024 1,200 HOLD
CROMPTON IN 361 500 BUY
DIXON IN 3,859 4,600 BUY
HAVL IN 1,202 1,500 BUY
ORIENTEL IN 280 350 HOLD
POLYCAB IN 2442 3,000 BUY
VGRD IN 234 250 HOLD
VOLT IN 1,018 1,250 BUY

Price & Target in Rupees | Price as of 31 May 2022

Consumer durables: Q4 result reviews

Company Result review link

VOLT IN Structural story intact
HAVL IN Plenty of positives — BUY
DIXON IN A play on PLI

POLYCAB IN Wired for growth
Prudent cost management

CROMPTON IN aids Q4

BLSTRIN Gunning for market share
ORIENTEL IN Premiumisation is key
VGRD IN Margin pressure continues
AMBER IN Components business

remains in focus
Source: BOBCAPS Research



https://www.barodaetrade.com/Reports/Voltas-Q4FY22ResultReview9May22-research.pdf
https://www.barodaetrade.com/Reports/HavellsIndia-Q4FY22ResultReview5May22-research.pdf
https://www.barodaetrade.com/Reports/DixonTechnologies-Q4FY22ResultReview30May22-research.pdf
https://www.barodaetrade.com/Reports/PolycabIndia-Q4FY22ResultReview11May22-research.pdf
https://www.barodaetrade.com/Reports/CromptonGreaves-Q4FY22ResultReview30May22-research.pdf
https://www.barodaetrade.com/Reports/BlueStar-Q4FY22ResultReview6May22-research.pdf
https://www.barodaetrade.com/Reports/OrientElectric-Q4FY22ResultReview11May22-research.pdf
https://www.barodaetrade.com/Reports/V-GuardIndustries-Q4FY22ResultReview20May22-research.pdf
https://www.barodaetrade.com/Reports/AmberEnterprises-Q4FY22ResultReview13May22-research.pdf
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Fig 1 - BOBCAPS Consumer Durables universe: Valuation matrix
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_ Mcap CMP TP Upside Revenue (Rs bn) EBITDA (Rs bn) EBITDA Margin (%)

Company  Rating = Com)  Rs) Rs) (%) | Fv2z FY2E FyadE CA(‘E/S FY22 FY23E FY24E CA(‘E/S FY22 FY23E FY24E
voLT BUY 338 1023 1,250 2| 78 92 10 19| 59 83 109 36| 75 91 99
BLSTR HOLD % 1020 1,200 18] 60 70 81 16| 35 44 50 20| 57 62 62
POLYCAB  BUY 366 2450 3,000 2| 12 144 182 15| 127 162 201 26| 104 113 124
cG BUY 229 362 50 8| 54 75 8 26| 77 102 122 26| 143 137 143
HAVL Buy 753 1203 1,500 5| 139 159 182 14| 176 223 258 21| 126 141 141
ORENTEL  HOLD 59 279 350 %| 24 29 3 17| 23 30 35 23| 94 101 104
VGUARD  HOLD 101 2% 250 7| 35 40 43 11| 33 40 45 16| 95 102 104
DIXON BUY 228 3847 4,600 20| 107 A1 220 44| 38 64 84 48| 36 38 38
AMBER HOLD 88 2620 350 u| 42 8 74 3| 27 44 58 46| 65 75 79
Source: Company, BOBCAPS Research

Fig 2 - BOBCAPS Consumer Durables universe: Valuation matrix

_ PAT (Rs bn) EPS (Rs) ROE (%) PE (x)

SR FY22 FY2E  FY24E CA((,% FY22 FY2E  FY2E CA&"; FY22 FY2E FY24E | FY22 FY23E  FY24E
voLT 41 6.1 8.2 M| 124 185 248 M| 78 106 126 | 82 55 41
BLSTR 17 25 28 20| 174 263 200 29| 176 287 29| 59 39 3%
POLYCAB 77 104 127 28| 517 697 851 28| 150 175 184 | 41 35 29
cG 59 73 94 2% 93 116 148 %6 | 270 255 251 3 24
HAVL 120 151 175 | 191 41 279 2| 214 281 28| 6 s 43
ORIENTEL 13 15 19 2 6.0 74 90 23| 254 254 23| 47 3 31
VGUARD 23 27 31 16 53 63 74 6| 174 179 175| 44 37 3
DIXON 19 35 48 59| 322 588 810 59| 22 208 303| 119 65 48
AMBER 10 19 29 7| a1 579 e77 71| 58 104 39| & 45 30

Source: Company, BOBCAPS Research
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly
in line with the recommendation scale as shown above.

Rating distribution

As of 31 May 2022, out of 116 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 69 have BUY ratings, 25 have HOLD ratings, 5 are
rated ADD*, 1 is rated REDUCE* and 16 are rated SELL. One company rated ADD has been an investment banking client in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views
about the subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the
specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India
Limited and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its
various subsidiaries engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among
others.

BOBCAPS's activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any
regulatory authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHO000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017. BOBCAPS CIN Number: U65999MH1996G0O1098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer,
director, or advisory board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or
potential conflicts of interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this
material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would
be illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal
recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or
recommendation in this material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does
not provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions
— including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable
for all investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on
as such. Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the
information discussed in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have
“long” or “short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add
to or dispose of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of
companies discussed in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek
to perform investment banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other
committee of these companies.
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For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of
the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an
adverse effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced
by foreign currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and
understood the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed
in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014

The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. Research analyst Vinod Chari has 875 shares of
Voltas (VOLT IN).

BOBCAPS or its research analyst(s) or his/her relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the
end of the month immediately preceding the date of publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based
on any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.
The research analyst(s) has not served as an officer, director or employee of the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS’s associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment
banking services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for
services in respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory
services in a merger or specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking
or merchant banking or brokerage services from the subject company in the past 12 months
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