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 Y/E Mar 2016 2017E 2018E 
Net Sales        18.1        41.2        47.3  
EBITDA          2.1          4.9          6.2  
Adj PAT          1.1          2.8          3.8  
EPS (INR)          1.9          4.5          6.0  
EPS Gr. (%)      (70.3)    138.6        32.1  
BV/Sh. (INR)          3.6          5.5          7.9  
RoE (%)        52.1        99.5        90.0  
RoCE (%)        28.8        34.9        39.0  
P/E (x)        86.8        36.4        27.5  
P/BV (x)        45.2        30.2        21.0  
 

Estimate change  
TP change  
Rating change  
 

 Earnings beat led by stronger-than-expected margins 
 Results exceed our expectations. CG Consumer Electricals (CGCEL) reported 

1QFY17 sales of INR11.2b (+15.4% YoY, +11.2% QoQ), in line with our estimate 
of INR11.2b. Revenues were driven by strong growth in its core business 
verticals of Fans and Pumps. Premium Fans (10% of Fans category revenue) 
registered 60% volume growth, whereas Pumps recorded 25% volume growth. 
EBITDA at INR1.6b (+22% QoQ) was meaningfully ahead of our estimate of 
INR1.3b, led by operational efficiencies, cost-saving measures and an 
improvement in the product mix. Net profit at INR920m (+21% QoQ) was 
ahead of our estimate of INR797m. During the quarter, Crompton incurred 
INR250m (2.2% of sales) on advertising v/s INR70m in FY16.  

 Sequential margin improvement led by operational efficiency and product 
mix change. Gross margins in 1QFY17 were at 31.2% (+70bp QoQ), the highest 
in the last three quarters. Operating margins stood at 13.8% compared to 
12.7% in 4QFY16, representing an improvement of 110bp. Margin 
improvement was led by operational efficiencies and product mix change in 
favor of the higher-margin Electrical Consumer Durables segment. In 1QFY17, 
the Lighting segment contributed 22% (EBIT margin: 5.8%) of revenues 
compared to 29% in 4QFY16 (EBIT margin: 6.4%), whereas Electrical Consumer 
Durables contributed 78% (EBIT margin: 18.1%) of revenues compared to 71% 
in 4QFY16 (EBIT margin: 18.1%). 

Valuation and view: We like CGCEL for its strong product portfolio, established 
brand, market leadership position, wide distribution network and robust RoCE 
profile (35%/39% in FY17/18). We raise our earnings estimates by 7/9% for 
FY17/FY18 to 4.5/6.0, factoring in better-than-expected 1QFY17 results. We now 
expect CGCEL to grow earnings by 33% over FY17-18E. We maintain our Buy rating, 
and value CGCEL at 31x its FY18E EPS of INR6.0 to arrive at our target price of 
INR185.  

        
Crompton: Quarterly Estimates (Standalone)       (INR Million)  

       FY16   FY17 FY16 FY17 Vs Est. Var. 
Y/E March     3Q 4Q   1Q 2Q 3Q 4Q     1Q (%) 
Sales  

 
  8,101 10,016   11,208 8,891 9,180 11,924 18,117 41,203 11,172 0.3% 

    Change (%) 
 

  12.0 10.6       13.3 19.0   127.4     
EBITDA     828 1,272   1,551 864 972 1,543 2,095 4,936 1,334 16.2% 
    Change (%) 

 
  -8.1 2.0       17.4 21.3   135.6     

    As of % Sales     10.2 12.7   13.8 9.7 10.6 12.9 11.6 12.0 11.9   
Depreciation 

 
  30 33   28 34 32 36 63 135 34   

Interest 
 

  158 159   147 140 140 135 318 607 155   
Other Income 

 
  1 0   2 1 0 1 39 48 2   

PBT     641 1,079   1,377 691 800 1,373 1,753 4,242 1,147 20.1% 
Tax 

 
  218 321   457 220 260 462 525 1,399 350   

    Effective Tax Rate (%)          33.9        29.7       33.2    31.8    32.5     33.7        29.9        33.0       30.5    
Adjusted PAT     424 759   920 471 540 911 1,228 2,843 797 15.5% 
    Change (%)        (51.1)        (10)            27        20      (69.4)     131.4      
Extra-ordinary Income (net) 

 
     (11.9)        (93)          -          -          -           -      (139.3)           -      

Reported PAT     412 666   920 471 540 911 1,089 2,843 797 15.5% 
    Change (%)        (52.4)        (21)            31        37      (72.9)     161.0         6.9    
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Revenue growth supported by strong growth registered by its core business 
verticals (Fans and Pumps) in electrical consumer durables segment 
 Crompton delivered strong set of numbers with revenues at INR11.2b (up 15.4%

YoY, +11.2% QoQ) in line with our estimates (INR11.2b). Revenue growth was
supported by strong growth witnessed in the core business verticals. Premium
Fans (10% of Fans category revenue) registered 60% volume growth whereas
pumps segment registered 25% volume growth.

 Electrical consumer durables segment witnessed growth of 23% QoQ. Revenue
growth in the segment was supported by robust growth witnessed in the core
business verticals. Premium Fans (10% of Fans category revenue) registered 60%
volume growth. Of the overall fans market premium segment forms 10-15% of
the market and is growing faster than the overall fans market growth. Pumps
segment registered 25% volume growth. Electrical consumer durables constitute
78% of the overall sales for the company.

 Lighting segment witnessed decline of 15% QoQ to INR2.5b. Decline in sales was
partially on account of decline in sales of traditional lighting. LED sales have
witnessed strong growth (90%) during the quarter and now forms major part of
the Lighting revenue (40-45% of sales in 4QFY16). Within lighting segment,
revenue are spilt equally between B2B and B2C segment. Traditional lighting
prices have declined during the quarter. During the quarter, Lighting forms 22%
of the overall sales.

Exhibit 1: Sequential decline in Lighting Sales in 1QFY17 led 
by decline in traditional lighting segment 

Source: MOSL, Company 

Exhibit 2: Electrical Consumer Durables segment registered 
strong growth supported by core segments 

Source: MOSL, Company 

Sequential margin improvement led by operational efficiency and product 
mix change 
 Operating margins for the quarter stood at 13.8% as compared to 12.7% in

4QFY16 improvement of 110bp QOQ. Margin improvement was led by
operational efficiencies, cost saving initiatives and product mix change in favor
of electrical consumer durables segment which commands better margins.
During the quarter, Lighting segment contributed 22% (EBIT Margins 5.8%) to
revenue as compared to 29% (EBIT margin 6.4%) in 4QFY16 whereas electrical
consumer durables contributed 78% (EBIT Margin 18.1%) to the revenue as
compared to 71% in 4QFY16 (EBIT margin 18.1%).
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 Electrical Consumer durables segment margins remained stable at 18.1% QoQ .
Crompton believes that EESL demand for energy efficient fans would provide a
new opportunity for the company; however orders would be taken only if the
requisite internal margin threshold criteria is being met.

 Lighting Segment margins declined during the quarter to 5.8% from 6.4% in
4QFY16. Margin decline was led by ad spend expense being booked in the
lighting segment and decline in traditional lighting price as well as volumes.
Crompton expects the margins to revert back to industry levels in the medium
term as the lighting sales gets stabilized in favor of LED sales.

Exhibit 3: Lighting Segment EBIT margins under pressure led 
by higher ad spend expense 

Source: MOSL, Company 

Exhibit 4: Electrical consumer durables segment EBIT 
margins remain stable Sequentially 

Source: MOSL, Company 

Cash flow generated from business to be utilized for brand development, 
dividend payout and entering new product category. 
 Crompton has laid down clear strategy to utilize the excess free cash flow

generated from the business for developing Crompton as a leading brand within
the electrical consumer durables segment, to meet the incremental capex
requirement of the company and utilize the surplus cash flow to pay out
dividend to the shareholders. Crompton also intends to enter the new product
segment with the allied space in the medium term.

Plans to strengthen the distribution network to achieve better than 
industry growth 
 Crompton expects to have better than industry growth in both the segments

that it operates. To achieve this Crompton intends to strengthen Go to market
structure by having more structured secondary distribution network. Crompton
currently has retailer reach of 1,00,000 stores and plans to utilize all modes of
distribution channel like traditional distribution network, modern retail network
B2B channel network and E-commerce network appropriately to achieve strong
growth.
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Valuation and View 
 Given its strong product portfolio, established brand, market leadership

position, wide distribution reach and robust ROCE profile (35%/40% in FY17/18),
we believe that CROMPTON deserves to trade at around the same multiples as
Havells. Incrementally, Havells derives ~20% of revenue from the B2B segment,
whereas majority of CROMPTON’s revenue is from the B2C segment.

 In our view, new management would focus on expanding product portfolio,
distribution network and establish CROMPTON as an electricals brand rather
than a fans manufacturing brand. These initiatives should help CROMPTON to
maintain its market share and enhance footprint in new product categories, in
our view.

 We believe given the clear-cut strategy laid out by management, CROMPTON is
poised for strong earnings growth in the long term given the company’s strong
product portfolio, established brand, market leadership position, wide
distribution network and robust ROCE profile (35%/39% in FY17/18).

 We expect CROMPTON to register earnings CAGR of 32% over FY17-18E. WE
raise our earnings estimate by 7/9% for FY17/FY18 to 4.5/6.0 respectively. We
maintain our BUY rating on the stock, and value CROMPTON at 31x its FY18E EPS
of INR6.0 at a target price of INR185.

Change in Estimates 
 Given the strong 1QFY17 performance and company’s strategy to achieve

market leading growth, we upgrade our FY17/FY18 earnings estimate by 7/9%
to 4.5/6% respectively.

Exhibit 5:  Change in Estimates 
Description New estimates Old estimates Change in estimates 

FY16 FY17 FY18 FY17 FY18 FY17 FY18 
Sales  18,117  41,203 47,274      41,203     47,274 0% 0% 
 EBITDA     2,095    4,936    6,160  4,670 5,788 6% 6% 
 Margin 11.6% 12.0% 13.0% 11.3% 12.2% 0.6% 0.8% 
PAT    1,191    2,843    3,756  2,668 3,444 7% 9% 
 

Source: MOSL, Company 
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Exhibit 6: Operational Matrix 
Description FY12 FY13 FY14 FY15 FY16 FY17E FY18E 
Segmental Revenue (INR m) 
Fans 9,122 11,138 12,848 14,782 16,112 18,529 21,309 
Lighting 6,667 7,689 9,010 9,836 10,525 12,103 13,919 
Pumps 5,019 5,869 5,790 6,585 7,112 7,965 8,921 
Appliances 1,211 2,120 1,817 2,010 2,171 2,605 3,126 
YoY Growth (%) 
Fans 0% 22% 15% 15% 9% 15% 15% 
Lighting 17% 15% 17% 9% 7% 15% 15% 
Pumps -4% 17% -1% 14% 8% 12% 12% 
Appliances 0% 75% -14% 11% 10% 20% 20% 
Net Sales 22,018 26,816 29,465 32,327 18,117 41,203 47,274 
Growth (%) 10% 22% 10% 10% -44% 15% 15% 
RM Costs (%) 70.1% 69.4% 68.9% 
Contribution Margins (%) 100.0% 100.0% 100.0% 100.0% 29.9% 30.6% 31.1% 
EBITDA margin (%) 12.3% 10.7% 11.8% 12.8% 11.6% 12.0% 13.0% 
Net Working Capital (Days) 0.0 0.0 81.0 0.0 -8.1 -8.1 -12.1
Net Cash / (Debt), INR M -   -   -   -       (5,545)     (4,456)   (2,453) 
E: MOSL Estimates 
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Financials and Valuations 

Income Statement (INR Million) 
Y/E March FY16 FY17E FY18E FY19E 
Total Revenues 18,117 41,203 47,274 54,254 
    Change (%) - 127.4 14.7 14.8 
Raw Materials 12,702 28,600 32,579 37,389 
Staff Cost 1,005 2,366 2,608 3,004 
Other Expenses 2,315 5,301 5,928 6,518 
EBITDA 2,095 4,936 6,160 7,343 
    % of Total Revenues 11.6 12.0 13.0 13.5 
Depreciation 63 135 148 166 
Other Income 39 48 162 323 
Interest 355 607 577 577 
PBT 1,716 4,242 5,597 6,923 
Tax 525 1,399 1,841 2,277 
    Rate (%) 30.6 33.0 32.9 32.9 
Adjusted PAT 1,191 2,843 3,756 4,646 
Extra-ordinary Income (net) -139 0 0 0 
Reported PAT 1,052 2,843 3,756 4,646 
    Change (%) -96.7 170.2 32.1 23.7 
Adj. Consolidated PAT 1,052 2,843 3,756 4,646 
    Change (%) -96.7 170.2 32.1 23.7 

Balance Sheet  (INR Million) 
Y/E March FY16 FY17E FY18E FY19E 
Share Capital 1,254 1,254 1,254 1,254 
Reserves 1,034 2,171 3,673 5,532 
Net Worth 2,287 3,424 4,927 6,785 
Loans 6,445 6,445 6,445 6,445 
Deferred Tax Liability -43 -43 -43 -43
Capital Employed 8,689 9,826 11,328 13,187 
Gross Fixed Assets 2,024 2,324 2,624 2,924 
Less: Depreciation 1,238 1,374 1,522 1,689 
Net Fixed Assets 786 951 1,102 1,236 
Capital WIP 0 0 0 0 
Goodwill 7,794 7,794 7,794 7,794 
Curr. Assets 7,907 10,037 12,708 15,951 
Inventory 2,100 2,412 2,767 3,176 
Debtors 4,165 4,784 4,971 5,705 
Cash & Bank Balance 900 1,989 3,992 5,948 
Loans & Advances 734 844 968 1,111 
Other Assets 7 8 9 11 
Current Liab. & Prov. 7,798 8,958 10,278 11,795 
Current Liabilities 7,373 8,469 9,717 11,152 
Provisions 425 488 560 643 
Net Current  Assets  109 1,080 2,431 4,156 
Application of Funds 8,689 9,825 11,327 13,186 
E: MOSL Estimates 
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Financials and Valuations 
 

Ratios         
Y/E March FY16 FY17E FY18E FY19E 
Basic (INR)         
Adj EPS 1.9 4.5 6.0 7.4 
Cash EPS  2.0 4.8 6.2 7.7 
Book Value 3.6 5.5 7.9 10.8 
DPS 0.0 2.3 3.0 3.7 
Payout (incl. Div. Tax.) 0.0 50.0 50.0 50.0 
          
Valuation (x)         
P/E  86.8 36.4 27.5 22.3 
Cash P/E 82.5 34.7 26.5 21.5 
EV/EBITDA 52.0 21.9 17.2 14.2 
EV/Sales 6.0 2.6 2.2 1.9 
Price/Book Value 45.2 30.2 21.0 15.2 
Dividend Yield (%)  -    1.4  1.8      2.2  
          
Profitability Ratios (%)         
RoE 52.1 99.5 90.0 79.3 
RoCE  28.8 34.9 39.0 40.9 
RoIC 18.0 40.8 54.7 66.1 
Turnover Ratios         
Debtors (Days) 42 42 38 38 
Inventory (Days) 21 21 21 21 
Creditors. (Days) 68 68 68 68 
Asset Turnover (x) 2.1 4.2 4.2 4.1 
          
Leverage Ratio         
Debt/Equity (x) 2.8 1.9 1.3 0.9 
  

 
      

Cash Flow Statement     (INR Million) 
Y/E March FY16 FY17E FY18E FY19E 
PBT before EO Items 1,716 4,242 5,597 6,923 
Depreciation  63 135 148 166 
Interest 355 607 577 577 
Direct Taxes Paid -525 -1,399 -1,841 -2,277 
(Inc)/Dec in WC (229) 117  652  231  
CF from Operations 1,379 3,701 5,134 5,620 
EO Income 0 0 0 0 
CF from Oper. Incl. EO Items 1,379 3,701 5,134 5,620 
(Inc)/Dec in FA (1) (300) (300) (300) 
Free Cash Flow 1,379 3,401 4,834 5,320 
Investment & Others 0  0  0  0  
CF from Investments -1 -300 -300 -300 
(Inc)/Dec in Networth (18) 0  0  0  
(Inc)/Dec in Debt -316 0 0 0 
Interest Paid -355 -607 -577 -577 
Dividend Paid 0 -1,706 -2,254 -2,788 
Others 210       
CF from Fin. Activity (479) (2,312) (2,831) (3,365) 
Inc/Dec of Cash 900  1,089  2,003  1,955  
Add: Beginning Balance 1 900 1,989 3,992 
Closing Balance 900 1,989 3,992 5,948 
E: MOSL Estimates 
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