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Crompton Greaves Consumer Electricals Ltd. (CGCEL) Q2FY17 reported revenues at INR 890cr (up ~11% YoY) in-
line with our estimates of INR 901cr in seasonally weak quarter. The sales growth led by healthy volume
growth in its premium fan (up 50% y-o-y), LED segment (up 64% y-o-y) and Pumps. Gross margin  were
reported at 30.9% against our estimate of 29.7%. EBITDA at INR ~97cr above our estimate of INR 90cr mainly
due to higher gross margin and lower overhead expenses against our estimates. EBITDA margins were reported
at 10.9% against our estimates of 10%. EBIT before corporate expenses and one-time Items grew to INR 120cr
(up ~54% y-o0-y). The healthy growth in sales was attributed to good growth across segment. The focused
categories for the company e.g. Premium Fans, Agro Pumps and LED Lighting have all registered significant
growth, as per management. Also, management guided that the company is continuing to gain share in ceiling
fans and LED lights. We believe that the healthy growth across segment will continue with improvement in
product mix, premiumisation and innovation. Further, GST implementation in future would accelerate the
company’s growth trajectory, as the unorganised players still have meaningful pie of domestic electric
consumer durables’ industry. We expect CGCEL to deliver strong earnings growth and maintain high RoE/RoCE.
Hence, we maintain ‘BUY’.

Revenues inline; Light products and premium products leads the growth

CGCEL has reported Q2FY17 revenues, at INR 890cr (up ~11% YoY) was in-line with our estimates of INR 901cr.
Lighting products (contributes ~32% of revenue) reported healthy growth of 15.5% g-o-q in revenue with higher
volumes growth in LED segment. The LED products accounts ~53% revenue of Lighting products segment and
grew by 64% y-o-y in Q2FY17 revenue. The premium fan segment of CGCEL grew 50% y-o-y and contributed more
than 10% to fans segment. CGCEL is focusing on agriculture pump segment where it has low market share, which
grew by ~30% in Q2FY17 in value terms. The company has improved its operating margin in Lighting products by
440bps g-0-q whereas margin contracted by 300bps g-o-q in electric consumer durables segment (at ~15%) due
to relatively weak quarter against Q1FY17. We believe that the healthy growth across segment will continue with
improvement in product mix, premiumisation and innovation.

Growth momentum to continue

Management highlighted that products addition, inorganic growth, increasing market share and premiumisation
would continue to bring growth in earnings. Also, increased focus on high-margin products like Appliances,
agricultural pumps, premium fans etc will drive the next leg of growth. The margin improvement is majorly on
account of cost efficiency and will continue to improve as per management. The mojor driver for margin would
be 1) premium product growth across segments, 2) reduction in costs with supply chain efficiency, scale
improvement and increase in operational/production efficiency.

Outlook and valuations:

The healthy growth in sales was attributed to good growth across segment. The focused categories for the
company e.g. Premium Fans, Agro Pumps and LED Lighting have all registered significant growth, as per
management. Also, management guided that the company is continuing to gain share in ceiling fans and LED
lights. Also, Go-To-Market initiatives are making progress towards a more structured secondary distribution and
costs saving initiatives are on track, resulted healthy growth and higher margins in the quarter. The ESOP
expenses of INR 20cr expected in 2HFY17, however, total expenses is ~INR 98cr which will come in coming years.
At current market price of INR 183, the stock is trading at 36x/30x FY17E/FY18E earnings respectively. We
maintain ‘BUY’ rating on the stock with the target price of INR 190.

(INR cr) Q2FY17 Q2FY16 % change Q1FY17 % change FY16 FY17E FY18E
Income from operations 890 804 11% 1,121 -21% 3,661 4,212 4,832
Total operating expenses 793 0 NA 966 -18% 3,277 3,678 4,203
EBITDA 97 0 NA 155 -37% 384 535 629
EBIT 95 0 NA 152 -38% 372 537 632
Adjusted net profit 55 0 NA 92 -40% 209 318 385
Diluted EPS (INR) 4.4 0 NA 7.3 -40% 3 5 6
Diluted PE (x) 55.0 36.0 30.0
ROCE (%) 42 50 50
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Crompton Greaves Consumer Electricals Ltd.

Q2FY17 Result

Highlights

(INR Cr) Q2FY17 Q2FY16  %Change Q1FY17  %Change H1FY17 H1FY16  %Change
Net Revenues 890 804 10.6% 1,121 -20.6% 2,011 1,775 13.3%
Operating Expenses 793 - NA 966 -17.9% 1,758 - NA
EBITDA 97 - NA 155 -37.2% 252 - NA
Depreciation 3 - NA 3 -2.9% 6 - NA
Interest 16 - NA 18 -10.6% 34 - NA
Other Income 4.2 - NA 34 21.0% 7.6 NA
PBT 83 - NA 138 -39.9% 220 - NA
Tax 27 - NA 46 -40.2% 73 - NA
PAT Before Minority & Associate Share 55 - NA 92 -39.7% 147 - NA
Share of Associates NA NA - - NA
Reported PAT 55 - NA 92 -39.7% 147 - NA
Equity Capital 125 125 125 125 125

No of Shares (cr) 63 63 63 63 63

EPS (INR) 0.9 - 1.5 24 -

EBITDA Margin (%) 10.9% 0.0% 13.8% 12.5% 0.0%

PAT Margin (%) 6.2% 0.0% 8.2% 7.3% 0.0%

Tax Rate (%) 33.0% NA 33.2% 33.1% NA
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Crompton Greaves Consumer Electricals Ltd.

Business Overview:

Crompton Greaves Consumer Electricals (CGCEL), the demerged consumer business of Crompton Greaves
(CG), is the undisputed market leader in the fans segment and a formidable branded player in the light
consumer electrical market. In FY16, 45% of the company’s revenue was contributed by fans, 30% by
lighting, 20% by pumps and 6% by appliances.

Premiumisation, innovative offerings driving spurt; sharpening appliance market focus new growth
avenue

Innovative products, deepening distribution reach, operational efficiencies and strengthening of critical
capabilities have anchored CGCEL’s faster-than-industry growth pace over the years. Moreover, the
company’s unwavering focus on product diversification to innovate and introduce premium products with
better aesthetics and new features—dust free fans, under light fans, sensor fans—across product categories
has fuelled its pole position across product categories. Sharpening focus on penetrating the appliance
business and decorative fan market to cash in on its robust distribution reach offers humungous untapped
growth opportunity.

Strong experienced management team at helm

Post CGCEL’s demerger from CG, a new management with wide experience in FMCG and consumer electrical
space is at the helm at the new entity with a mandate to focus on premiumisation and growth. Moreover,
new promoter (Advent) boasts of a long and credible investment history in consumption sectors—Advent
has invested in nearly 50 consumer products and industrial companies and is investing in India since 2007;
since inception, its entire portfolio, including realized and unrealized investments, has generated gross IRR
of 33% and gross 2.9x invested capital.

Bolstering already wide distribution reach to enhance market share of nascent appliances business

CGCEL has a robust distribution network in the consumer electrical space of 3,000 plus distributors and
100,000 plus touch points. Additionally, on the anvil are plans to further deepen its reach to enhance market
share of the fledgling appliance business with the aim to have the right products at the right place.

Key Risks
e Threat of cheap imports from China

o Less supply of electricity or fewer electrified houses

e High competitive market and less scope from unorganized pie as organized players has higher market-
share in each segment
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Crompton Greaves Consumer Electricals Ltd.

Financials

Income Statement

Year to March (INR Cr) FY14 FY15 FY16 FY17E FY18E
Income from operations 2,947 3,321 3,661 4,212 4,832
Total operating expenses 2,599 2,902 3,277 3,678 4,203
EBITDA 348 420 384 535 629
Depreciation and amortisation 10 12 13 12 14
EBIT 338 407 372 537 632
Interest expenses 5 10 60 62 58
Profit before tax 333 397 312 475 574
Provision for tax 96 128 103 157 189
Core profit 237 270 209 318 385
Extraordinary items

Profit after tax 237 270 209 318 385
Adjusted net profit 237 270 209 318 385
Equity shares outstanding (Cr) 63 63 63 63 63
EPS (INR) basic 4 3 3 5 6

Diluted shares (Cr) 63 63 63 63 63

EPS (INR) fully diluted 4 3 3 5 6

Dividend payout (%) 0 0 0 47 47

Common size metrics- as % of net revenues

Year to March FY14 FY15 FY16 FY17E FY18E
Operating expenses 88.2 87.4 89.5 87.3 87.0

Depreciation 0.3 0.4 0.4 0.3 0.3

Interest expenditure 0.2 0.3 1.6 1.5 1.2

EBITDA margins 11.8 12.6 10.5 12.7 13.0

Net profit margins 8.0 8.1 5.7 7.6 8.0

Growth metrics (%)

Year to March FY14 FY15 FY16 FY17E FY18E
Revenues 9.9 12.7 10.2 15.0 14.7

EBITDA 21.7 20.6 (8.4) 39.1 17.7

PBT 19.7 19.3 (21.5) 52.3 20.9

Net profit 30.2 13.9 (22.5) 52.3 20.9

EPS 13.9 (22.5) 0.0 52.3 20.9
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Crompton Greaves Consumer Electricals Ltd.

Balance sheet (INR Cr)

As on 31st March FY14 FY15 FY16 FY17E FY18E
Equity share capital 0 0 125 125 125
Reserves & surplus = = 103 273 477
Shareholders funds - - 229 398 602
Secured loans - - 507 507 507
Unsecured loans - - 10 10 10
Borrowings = = 650 650 650
Sources of funds - - 879 1,048 1,253
Gross block - - 203 233 268
Depreciation - - 124 138 153
Net block = = 79 95 116
Capital work in progress - - 0 100 100
Total fixed assets - - 79 195 216
Inventories - - 210 346 397
Sundry debtors - - 417 519 596
Cash and equivalents - - 90 166 380
Loans and advances - - 73 87 100
Other current assets - - 1 2 2
Total current assets - - 791 1,121 1,475
Sundry creditors and others - - 664 907 1,036
Provisions = = 43 47 53
Total CL & provisions - - 707 954 1,089
Net current assets = = 84 167 385
Net Deferred tax - - -4 -4 -4
Misc expenditure = = 201 231 265
Uses of funds - - 359 589 862
Cash flow statement

Year to March FY14 FY15 FY16 FY17E FY18E
Net profit 237 270 209 318 385
Add: Depreciation 10 12 13 12 14
Gross cash flow 247 282 222 330 399
Less: Changes in W. C. 100 0
Operating cash flow 247 282 222 230 399
Less: Capex 0 0 92 29 34
Free cash flow 247 282 130 201 364
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Crompton Greaves Consumer Electricals Ltd.

Ratios

Year to March FY14 FY15 FY1l6 FY17E FY18E
ROAE (%) 91.3 101.5 76.9

ROACE (%) 41.6 50.5 49.8

Debtors (days) 42 45 45
Current ratio 0.9 0.9 1.1

Debt/Equity 2.8 1.6 1.1

Inventory (days) 21 30 30
Payable (days) 74 90 90
Cash conversion cycle (days) -12 -15 -15
Debt/EBITDA 1.7 1.2 1.0

Adjusted debt/Equity 2.4 1.2 0.4

Valuation parameters

Year to March FY14 FY15 FY1l6 FY17E FY18E
Diluted EPS (INR) 3.8 4.3 3.3 5.1 6.1

Y-o-Y growth (%) 13.9 (22.5) 52.3 20.9

CEPS (INR) 3.5 53 6.4

Diluted P/E (x) 55.1 36.2 29.9

Price/BV(x) 0.8 0.5 0.3

EV/Sales (x) 3.3 2.8 2.4

EV/EBITDA (x) 31.4 22.0 18.3

Diluted shares O/S 62.7 62.7 62.7

Basic EPS 3.3 5.1 6.1

Basic PE (x) 55.1 36.2 29.9

Price/Sales 3.1 2.7 2.4

Asset turnover 2.2 2.2 1.8
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Buy appreciate more than 15% over a 12-month period
Hold appreciate between 5-15% over a 12-month period
Reduce Return below 5% over a 12-month period
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Disclaimer

This report has been prepared by Edelweiss Securities Limited (Edelweiss). This report does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any
transaction. The information contained herein is from publicly available data or other sources believed to be reliable. This report is provided for assistance only and is not intended to be and must not alone be taken as the
basis for an investment decision. The user assumes the entire risk of any use made of this information. Each recipient of this report should make such investigation as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved), and should consult his own advisors to determine the merits and risks of such investment. The
investment discussed or views expressed may not be suitable for all investors. This information is strictly confidential and is being furnished to you solely for your information. This information should not be reproduced or
redistributed or passed on directly or indirectly in any form 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 Edelweiss
and affiliates/ group companies to any registration or licensing requirements within such jurisdiction. The distribution of this report in certain jurisdictions may be restricted by law, and persons in whose possession this
report comes, should observe, any such restrictions. The information given in this report is as of the date of this report and there can be no assurance that future results or events will be consistent with this information. This
information is subject to change without any prior notice. Edelweiss reserves the right to make modifications and alterations to this statement as may be required from time to time. Edelweiss or any of its affiliates/ group
companies shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. Edelweiss is committed to providing independent
and transparent recommendation to its clients. Neither Edelweiss nor any of its affiliates, group companies, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, special or
consequential including loss of revenue or lost profits that may arise from or in connection with the use of the information. Past performance is not necessarily a guide to future performance. The disclosures of interest
statements incorporated in this report are provided solely to enhance the transparency and should not be treated as endorsement of the views expressed in the report. The information provided in these reports remains,
unless otherwise stated, the copyright of Edelweiss. All layout, design, original artwork, concepts and other Intellectual Properties, remains the property and copyright of Edelweiss and may not be used in any form or for any
purpose whatsoever by any party without the express written permission of the copyright holders.

Edelweiss shall not be liable for any delay or any other interruption which may occur in presenting the data due to any reason including network (Internet) reasons or snags in the system, break down of the system or any
other equipment, server breakdown, maintenance shutdown, breakdown of communication services or inability of the Edelweiss to present the data. In no event shall the Edelweiss be liable for any damages, including
without limitation direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by the Edelweiss through this report.

Analyst Certification:
The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his or her
compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

Additional Disclaimers

Disclaimer for U.S. Persons

This research report is a product of Edelweiss Securities Limited, which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident
outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities
held by a research analyst account.

This report is intended for distribution by Edelweiss Securities Limited only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). 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 the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, Edelweiss Securities
Limited has entered into an agreement with a U.S. registered broker-dealer, Enclave Capital, LLC ("Enclave"). Transactions in securities discussed in this research report should be effected through Enclave Capital, LLC.

Disclaimer for U.K. Persons

The contents of this research report have not been approved by an authorised person within the meaning of the Financial Services and Markets Act 2000 ("FSMA").

In the United Kingdom, this research report is being distributed only to and is directed only at (a) persons who have professional experience in matters relating to investments falling within Article 19(5) of the FSMA (Financial
Promotion) Order 2005 (the “Order”); (b) persons falling within Article 49(2)(a) to (d) of the Order (including high net worth companies and unincorporated associations); and (c) any other persons to whom it may otherwise
lawfully be communicated (all such persons together being referred to as “relevant persons”).

This research report must not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this research report relates is available only to relevant persons and will be
engaged in only with relevant persons. Any person who is not a relevant person should not act or rely on this research report or any of its contents. This research report must not be distributed, published, reproduced or
disclosed (in whole or in part) by recipients to any other person.

Disclaimer for Canadian Persons

This research report is a product of Edelweiss Securities Limited ("ESL"), which is the employer of the research analysts who have prepared the research report. The research analysts preparing the research report are
resident outside the Canada and are not associated persons of any Canadian registered adviser and/or dealer and, therefore, the analysts are not subject to supervision by a Canadian registered adviser and/or dealer, and
are not required to satisfy the regulatory licensing requirements of the Ontario Securities Commission, other Canadian provincial securities regulators, the Investment Industry Regulatory Organization of Canada and are not
required to otherwise comply with Canadian rules or regulations regarding, among other things, the research analysts' business or relationship with a subject company or trading of securities by a research analyst.

This report is intended for distribution by ESL only to "Permitted Clients" (as defined in National Instrument 31-103 ("NI 31-103")) who are resident in the Province of Ontario, Canada (an "Ontario Permitted Client"). If the
recipient of this report is not an Ontario Permitted Client, as specified above, then the recipient should not act upon this report and should return the report to the sender. Further, this report may not be copied, duplicated
and/or transmitted onward to any Canadian person.

ESL is relying on an exemption from the adviser and/or dealer registration requirements under NI 31-103 available to certain international advisers and/or dealers. Please be advised that (i) ESL is not registered in the
Province of Ontario to trade in securities nor is it registered in the Province of Ontario to provide advice with respect to securities; (ii) ESL's head office or principal place of business is located in India; (iii) all or substantially
all of ESL's assets may be situated outside of Canada; (iv) there may be difficulty enforcing legal rights against ESL because of the above; and (v) the name and address of the ESL's agent for service of process in the Province
of Ontario is: Bamac Services Inc., 181 Bay Street, Suite 2100, Toronto, Ontario M5J 2T3 Canada.

Disclosures under the provisions of SEBI (Research Analysts) Regulations 2014 (Regulations)

Edelweiss Securities Limited (“ESL” or “Research Entity”) is regulated by the Securities and Exchange Board of India (“SEBI”) and is licensed to carry on the business of broking, depository services and related activities. The
business of ESL and its associates are organized around five broad business groups — Credit including Housing and SME Finance, Commodities, Financial Markets, Asset Management and Life Insurance. There were no
instances of non-compliance by ESL on any matter related to the capital markets, resulting in significant and material disciplinary action during the last three years except that ESL had submitted an offer of settlement with
Securities and Exchange commission, USA (SEC) and the same has been accepted by SEC without admitting or denying the findings in relation to their charges of non registration as a broker dealer. Research reports are
distributed as per Regulation 22(1) of the Regulations. An application is filed for obtaining registration under Regulation 3 of the Regulations.
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