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Maintain Outperformer
RESULT UPDATE

Share Data

Reuters code VOLT.BO

Bloomberg code VOLT IN

Market cap. (US$ mn) 1,014

6M avg. daily turnover (US$ mn) 4.3

Issued shares (mn) 331

Target price (Rs) 150

Performance (%) 1M 3M 12M

Absolute (15) (18) (36)

Relative (13) (15) (38)

Valuation ratios

Yr to 31 Mar FY12E FY13E

EPS (Rs) 9.1 11.7

+/- (%) (3.3) 29.0

PER (x) 14.9 11.6

PBV (x) 2.8 2.4

Dividend/Yield (%) 1.5 1.5

EV/Sales (x) 0.7 0.6

EV/EBITDA (x) 9.1 7.0

Major shareholders (%)

Promoters 31

FIIs 18

MFs 9

BFSI's 20

Public & Others 21

1QFY12 Result – Margin pressure

• Standalone sales growth in the quarter stagnated. Consolidated sales dropped by 4% with

engineering projects segment dropping by 2%, engineering products by 19% and unitary

cooling by 4%. In Rohini, its subsidiary, sales halved to Rs 290 mn in the quarter. The drop

in engineering projects segment was largely attributed to Rohini. The engineering products

segment was impacted by the transfer of the material handling business to the JV with

Kion. The drop in unitary cooling segment was attributed to a 15% drop in industry sales

volumes which resulted due to a combination of unfavorable climate and economic

scenario. However, Voltas contained the drop in volume to 11% with a gain in market

share (3.8% over the last 15 months).

• The drop in margins in the engineering projects segment was the most severe and was

attributed in large measure to increased cost of material, labour and other resources in

projects underway in Qatar. The increase was attributed to rushed clearance and shorter

deadlines for the projects. Negative impact of Rs 40 mn on the segment EBIT was

attributed to Rohini. Also, the increased competition in international projects has put

pressure on margins. The margins in the engineering products segment in-spite of a

higher proportion of agency business were impacted due to one-time cost of Rs 17 mn,

arising out of transfer of the material handling business. Cost reduction measures helped

margins in the unitary cooling segment improve.

• Order book for Voltas is at Rs 45.5 bn after 1QFY12 against Rs 50.1 bn at the same time

last year. The domestic order book at Rs 19.2 bn is 29% higher YoY and the international

order book at Rs 26.34 bn is 25% lower YoY. Rohini's order book is at Rs 2.3 bn.

• Capital employed in engineering projects has disproportionately increased, largely a

consequence of slower collections, lower advances available (due to slower intake of new

orders), some increase in on-site inventory and slower clearance of certifications. The

unitary cooling business has seen a substantial increase in capital engagement to Rs 2.59

bn, largely representing inventory built up as a consequence of weather-related factors.

Batlivala & Karani
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Financial highlights

(Rs mn) 1QFY11 1QFY12 YoY (%) FY10 FY11 YoY (%) FY12E YoY (%) FY13E YoY (%)

Net revenues 13,752 13,816 0.5 45,082 51,484 14.2 51,674 0.4 57,969 12.2

EBITDA 1,135 878 (22.7) 4,122 4,391 6.5 4,105 (6.5) 5,013 22.1

EBITDA margin (%) 8.3 6.4 – 9.1 8.5 – 7.9 – 8.6 –

Other income 209 306 46.5 604 683 13.0 1,044 53.0 1,089 4.2

Depreciation 40 91 129.5 164 165 0.4 252 53.4 289 14.4

Interest 48 71 49.1 70 131 87.9 32 (75.8) 38 19.9

Profit before Tax & EoI 1,257 1,022 (18.7) 4,493 4,779 6.4 4,866 1.8 5,775 18.7

Tax 403 311 (23.0) 1,414 1,691 19.6 1,866 10.4 1,906 2.1

Adjusted PAT 853 711 (16.7) 3,079 3,087 0.3 3,789 22.7 3,869 2.1

EoI – 546 – 364 448 23.1 790 – – –

Reported PAT 853 1,257 47.3 3,442 3,535 2.7 2,999 (15.2) 3,869 29.0
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Outlook

Engineering projects

The execution of  projects in Qatar, which in the previous quarter was anticipated to be

completed this year will likely extend into the next year. The lower volume of  available

business in international business has resulted in increase in competition amongst players for

garnering business. This is likely to put pressure on available margins in the potential business.

At the same time, the political unrest in the Middle East and North African region has also

affected overall sentiments. Rohini is expected to break-even this financial year. In the

international market, the award of  certain major projects has got delayed. For large projects

above a certain value, Voltas will be bid in partnership with other strong players, thereby

increasing chances of  winning these projects. However, this is likely to put strain on working

capital and margins which has already been felt in the domestic market by Voltas as a result of

shift in the order mix to infrastructure from commercial construction.

Engineering products

The fluctuations and drop in prices of yarn, cotton and polyester have led to a cash loss

situation for many mills who had procured raw material at high prices. Tirupur, which consumes

20% of the yarn production, is also impacted by pollution compliance related issues. These

developments are likely to impinge upon the growth of  the agency related business for Voltas.

Voltas has, during the quarter satisfactorily concluded the extension of  its selling agency

agreement with its key principal, Lakshmi Machine Works (LMW) for a further period of  five

years up to March 2016.

Unitary cooling

In the shorter term, margin pressures are likely in the unitary cooling segment due to cost

inflation and lower than anticipated demand. This is exacerbated by the fact that the industry

as a whole faces the problem of high inventory levels. Combined with the increasing cost of

capital, this could result in higher discounting to liquidate unsold stock. The market is also

getting increasingly fragmented with the entry of new players - the top three players now

account for roughly 60% of the total opportunity as compared to greater than 65% some

months ago.

Valuation

We have reduced earnings for FY12E by 15% to Rs 9.1 and for FY13E by 6% to Rs 11.7. At

the current market price of Rs 135, the stock is trading at 15x FY12E and 11.5x FY13E

earnings. Earnings growth and RoE over the next two years are expected lower than the past

CAGR (FY02-11, earnings CAGR~39%). The stock is trading below its mean (FY02-10) one-

year forward multiple of  18x. We retain our Outperformer rating with a target price of  Rs 150.
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Segment quarterly

(Rs mn) 1QFY11 1QFY12 YoY (%)

Revenues

Electro-mechanical Projects & Services 6,926 6,769 (2.3)

Engineering Agency & Services 1,203 973 (19.2)

Unitary Cooling Products for Comfort and Commercial use 5,868 5,625 (4.1)

Others 38 98 159.8

Total 14,034 13,464 (4.1)

Less: Inter-segment revenue 4 7 –

Net sales 14,031 13,458 (4.1)

PBIT

Electro-mechanical Projects & Services 586 310 (47.1)

Engineering Agency & Services 276 170 (38.3)

Unitary Cooling Products for Comfort and Commercial use 547 636 16.3

Others 1 19 1,790.0

Total 1,410 1,135 (19.5)

Less: Interest 53 85 –

Unallocable (9) (854) –

PBT before EoI 1,366 1,904 39.4

Extraordinary Income/(Expense)

Profit before Tax 1,366 1,904 39.4

PBIT margin (%)

Electro-mechanical Projects & Services 8.5 4.6 –

Engineering Agency & Services 22.9 17.5 –

Unitary Cooling Products for Comfort and Commercial use 9.3 11.3 –

Others 2.7 19.3 –

Total 10.0 8.4 –

Capital employed

Electro-mechanical Projects & Services 2,461 6,163 112.1

Engineering Agency & Services 987 791 (12.0)

Unitary Cooling Products for Comfort and Commercial use 486 2,587 34.9

Others 77 233 83.1

Unallocated Net Assets/Liabilities 7,758 5,396 (1.9)

Total Capital Employed 11,769 15,170 25.9
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Cash Flow Statement

Yr end 31 Mar (Rs mn) FY10 FY11 FY12E FY13E

Pre-tax profit 4,855 5,234 5,656 5,775

Depreciation 164 210 252 289

Change in working capital (558) (266) (345) (315)

Total tax paid (1,493) (1,601) (1,869) (1,843)

Cash flow from oper. (a) 2,968 3,577 3,694 3,906

Capital expenditure (104) (544) (621) (622)

Change in investments (1,042) 0 0 0

Others (77) (61) (64) (67)

Cash flow from inv. (b) (1,195) (605) (685) (689)

Free cash flow (a+b) 1,773 2,972 3,009 3,217

Equity raised/(repaid) (0) (0) 0 0

Debt raised/(repaid) (1,094) 39 87 63

Dividend (incl. tax) (619) (772) (770) (770)

Others (34) 7 0 0

Cash flow from fin. (c) (1,747) (726) (683) (707)

Net chg in cash (a+b+c) 26 2,246 2,326 2,510

Key Ratios

Yr end 31 Mar (%) FY10 FY11 FY12E FY13E

Adjusted EPS (Rs) 9.3 9.4 9.1 11.7

Growth 39.5 0.8 (3.3) 29.0

Book NAV/share (Rs) 30.1 38.4 47.5 56.9

Dividend/share (Rs) 2.0 2.0 2.0 2.0

Dividend payout ratio 25.1 24.8 25.7 19.9

Tax 29.1 33.0 33.0 33.0

EBITDA margin 8.7 8.8 7.9 8.6

EBIT margin 10.0 9.6 9.5 10.0

RoCE 47.4 42.3 33.2 32.5

Net debt/Equity (38.6) (47.6) (52.7) (57.0)

Valuations

Yr end 31 Mar (x) FY10 FY11 FY12E FY13E

PER 14.5 14.4 14.9 11.6

PCE 13.8 13.5 13.7 10.8

Price/Book 4.5 3.5 2.8 2.4

Yield (%) 1.5 1.5 1.5 1.5

EV/Net sales 0.9 0.8 0.7 0.6

EV/EBITDA 10.4 8.8 9.1 7.0

Balance Sheet

Yr end 31 Mar (Rs mn) FY10 FY11 FY12E FY13E

Cash & marketable securities 4,029 6,274 8,600 11,110

Other current assets 21,475 24,918 24,804 27,800

Investments 3,400 3,400 3,400 3,400

Net fixed assets 1,746 2,142 2,574 2,974

Other non-current assets 466 466 466 466

Total assets 31,115 37,200 39,844 45,750

Current liabilities 20,698 24,001 23,539 26,283

Total debt 191 229 316 379

Other non-current liabilities 275 275 275 275

Total liabilities 21,164 24,505 24,130 26,938

Share capital 331 331 331 331

Reserves & surplus 9,621 12,364 15,383 18,482

Shareholders' funds 9,952 12,695 15,714 18,812

Total equity & liabilities 31,115 37,200 39,844 45,750

Capital employed 10,419 13,199 16,305 19,467

Income Statement

Yr end 31 Mar (Rs mn) FY10 FY11 FY12E FY13E

Net sales 45,417 51,915 51,674 57,969

Growth (%) 12.6 14.3 (0.5) 12.2

Operating expenses (41,448) (47,371) (47,568) (52,957)

Operating profit 3,969 4,543 4,105 5,013

EBITDA 3,969 4,543 4,105 5,013

Growth (%) 50.1 14.5 (9.6) 22.1

Depreciation (164) (210) (252) (289)

Other income 756 664 1,044 1,089

EBIT 4,561 4,997 4,897 5,812

Interest paid (70) (165) (32) (38)

Pre-tax profit 4,492 4,832 4,866 5,775

(before non-recurring)

Non-recurring items 364 402 790 0

Pre-tax profit 4,855 5,234 5,656 5,775

(after non-recurring)

Tax (current + deferred) (1,414) (1,729) (1,866) (1,906)

Net profit (before Minority 3,441 3,505 3,789 3,869

Interest, Pref. Dividend, etc.)

Reported PAT 3,441 3,505 3,789 3,869

Adjusted net profit 3,077 3,103 2,999 3,869

Growth (%) 39.5 0.8 (3.3) 29.0

Du Pont Analysis – ROE

Yr end 31 Mar (x) FY10 FY11 FY12E FY13E

Net margin (%) 6.8 6.0 5.8 6.7

Asset turnover 1.5 1.5 1.3 1.4

Leverage factor 3.5 3.0 2.7 2.5

Return on equity (%) 35.7 27.4 21.1 22.4
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B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)

2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%

4. SELL: Potential downside of < -25% (absolute returns)
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