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High degree of automation across production lines   

Key focus areas – insourcing, stringent quality checks, process improvements 
 

 We visited Havells’ switchgear and switches plant at Baddi, Himachal Pradesh. The unit 
manufactures the entire range of Havells, Crabtree, Standard and REO brands. 

 High degree of automation, stringent quality checks, continuous process improvements 
and in-house sourcing of design, moulds and components are the key focus areas. 

 Havells’ world-class manufacturing plants and focus on design/aesthetics are key 
contributors to its market share gains and industry-leading margins. We retain BUY, 
with a target price of INR425 (33x FY18E EPS). 

 
We organized an investor visit to Havells’ Baddi plant in Himachal Pradesh. The plant 
manufactures residential switchgear and switches which are: (1) Havells’ most 
profitable segment (39% margin contribution in FY16), and (2) Only segment where 
Havells’ is the market leader (MCB’s). Our key takeaways: 

 High degree of automation visible across switchgear and switch assembly lines: 
The Baddi plant is among the most automated switchgear/switches plant in India. 
60-70% of the switchgear manufacturing process is automated, with only the spot 
welding process requiring manual intervention. Within switches, it recently 
installed three fully-automated switch assembly machines, which have made the 
process faster and reduced headcount by 15 employees. 

 Stringent quality checks ensure high product durability and reliability: The 
‘Havells’ brand commands a premium and its products are considered reliable 
and durable. This is also reflected in the strict quality checks put in place on the 
shop floor. In case of switchgear, checks are done for aesthetics, as well as for 
potential flaws in mechanical and electrical parts during the manufacturing 
process. These are followed by routine tests (for 100% of the production), which 
cover tripping and high voltage, type tests (sample-based testing), and third-party 
tests (at third-party test labs and reports are sent to BIS).  

 Focus on insourcing of design, moulds and components; process improvements 
a continuous exercise: For strict control over the supply chain, and in turn, cost 
of supplies, Havells makes most components, moulds and dies in-house. Its 
Center for Research and Innovation (CRI) at Noida provides the designs, while a 
press shop (capacity: 40-100 tons), tool shop and molding machines (76 units) at 
the plant enable in-house manufacturing. Kaizen, Six Sigma, and Just-in-Time 
ensure continuous process improvements and savings. 

 Retain BUY; target price of INR425: We maintain Buy, with a price target of 
INR425 (33x FY18E EPS of INR12.9). The premium valuations are justified, given (i) 
its demonstrated track record of accelerating growth through new launches, (ii) 
high dividend payout, and (iii) impressive return ratios. Key risks to our rating are 
a sharp slowdown in the residential and industrial real estate market and delay in 
implementation of 7th Pay Commission recommendation and GST. 

  

Investors are advised to refer through important disclosures made at the last page of the Research Report. 
Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital. 

 

 
 
 
 
 
 
 
 
 
 
 
Havells’ manufacturing plant in 
Baddi, Himachal Pradesh is 
spread over 21 acres and 
operates out of two units.  
 

Key products manufactured at 
this facility are switchgear and 
switches for the Havells, 
Crabtree, Standard, and REO 
brands. Havells started the 
Baddi plant, one of the most 
automated plants in India, in 
2004. It expanded the plant in 
2006 and set up the second 
unit in 2009. In 2012, Havells 
began manufacturing the Kit 
Kat range of switches under the 
REO brand.   
 

Switchgear contributed ~55% 
of sales in FY16 while switches 
contributed the balance. The 
plant manufactures 0.1m units 
of switchgear and 7m units of 
switches per month.  The plant 
is currently operating at 70% 
utilization.  
 

The Baddi unit is an integrated 
facility that manufactures most 
components in-house to 
achieve precision-engineering 
and perfect outputs. 

Motilal Oswal values your support 
in the Asiamoney Brokers Poll 

2016 for India Research, Sales and 
Trading team.  

We request your ballot. 

 

http://www.globalcapital.com/asia/data/polls-and-awards/asiamoney-brokers-poll


 The InSites 

20 July 2016 2 

Exhibit 1: Havells Baddi plant 

Source: Company, MOSL 

Exhibit 2: Manufacturing process for miniature circuit breakers (MCBs) 

Source: Company, MOSL 
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Exhibit 3: Strict adherence to quality control measures ensures high product reliability 

Source: Company, MOSL  

Exhibit 4: Havells’ MCB range manufactured at Baddi 

Source: Company, MOSL 
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Exhibit 5: REO switches Ora switches 

Source: Company, MOSL 

Exhibit 6: REO switches Ora switches 

Source: Company, MOSL 

Exhibit 7: Coral switches Exhibit 8: Athena switches 
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Exhibit 9: Crabtree Murano 

Source: Company, MOSL 

Exhibit 10: Mini MCB range 

Source: Company, MOSL 

Exhibit 11: Havells’ residential switches range made at Baddi, Himachal Pradesh 
Brand Sub brand Description 
Crabtree Thames Basic range and this is the lowest priced 

Athena Paint finish on top of the polycarbonate 
Murano Glass finish, chrome finish on the switch 
Verona This is for projects - hotel, airports, buildings 

Havells Coral Starting range - black and steel gray colors are available 
Ora 7 color plates, metallic colors with 10 years warranty 

Reo Reo Everlasting switches 
Reo Bliss Modular range  with different colors 
Kitkat Non modular switches 

Standard Standard Priced at same range as Havells but more focused on the Southern Market 

Source: Company, MOSL 
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Key Investment Rationale 

 New product launches/variants to drive growth: Havells has consistently been
introducing new product/variants to expand its portfolio of offerings. This
includes a) Domestic appliances in FY11 (INR2.1b sales in FY16) b) Reo switches
in FY12(INR1b sales in FY16) c) Pumps in FY13 (INR0.2b sales in FY16) d) Air
Coolers in FY14 (INR0.1b) and these have the potential to be INR10b+ in
revenues over 3-4 years e) Promptec (INR0.4b) is targeted at INR2.5b. Cross
selling under Standard brand which targets the mid and mass segments has seen
launches across fans and switches (FY16 INR2b sales, target INR10b by FY20).
With a revival already underway in the domestic electricals industry, positive
impact of the 7th Pay Commission wage revisions and shift to organized segment
post GST, we expect sales growth to revive to 16% CAGR over FY17-18e.

 Standalone margins to expand to 15.5% in FY18 (+190bps over FY16-18e)
driven by cessation of royalty payments and benefits of operating leverage:
Starting FY17, Havells will stop payment for the use of the brand to the
promoters (INR0.4b in FY16). In our view, this would add ~60bps to FY17
margins. Margins have been on upswing in FY16 supported by lower commodity
prices over the past year and this would be an additional tail wind for margins.
We build in standalone margins to rise to 15.5% by FY18 (+190bps).

 Sale of Sylvania to help refocus on Indian market: Havells had acquired Sylvania
in 2007 for (total investment of INR10b till FY15) to expand its portfolio in
lighting and get access to the European and LATAM markets. In Dec, 2015
Havells agreed to sell its stake in Sylvania to Shanghai Felio Acoustics for
INR13.4b.  With this sale, the management bandwidth is now solely focused on
the Indian business - it intends to further grow the India business and invest the
proceeds from sale in acquiring a domestic company.

 Industry leading returns, strong cash flows and high dividend payouts to help
sustain premium valuations: Havells has industry leading return ratios with
ROCE’s at 23%/26% in FY17/FY18 respectively. ROIC’s are even stronger at
54%/69% in FY17/18 respectively – it has INR15b of cash on its books as of FY16.
Operating cash flows are 30% higher than PAT as the company has a negative
working capital. In turn, the management has consistently paid out high
dividends with average payout at 45% over FY12-16.

 Valuations and view: Havells trades at 28x FY18E EPS vs. the light electricals
industry average PE of 22x. Our target price of INR425 is based on 33x FY18E
EPS. Key risks to our rating are a sharp slowdown in the residential and
industrial real estate market and delay in implementation of 7th Pay Commission
recommendation and GST.



 The InSites 

20 July 2016 7 

Exhibit 12: Havells Standalone Operating metrics 
INR M FY14 FY15 FY16 FY17E FY18E FY19E 
Revenues 
Swtichgear 12,192 12,790 12,861 14,147 16,976 20,372 
Cables and wire 19,264 21,904 22,081 24,730 28,687 33,277 
Consumer Durables 8,534 10,283 11,411 13,922 16,706 20,047 
Lighting and Fixtures 7,207 7,410 8,017 9,019 10,642 12,558 
Others          -   -            -   -            -   -   
Total 47,197 52,387 54,369 61,818 73,012 86,254 

Revenue Growth (% YoY) 
Swtichgear 13.1 4.9 0.6 10.0 20.0 20.0 
Cables and wire 13.8 13.7 0.8 12.0 16.0 16.0 
Consumer Durables 8.1 20.5 11.0 22.0 20.0 20.0 
Lighting and Fixtures 8.3 2.8 8.2 12.5 18.0 18.0 
Total 11.7 11.0 3.8 13.7 18.1 18.1 

EBIT Margin (%) 
Swtichgear 36.5 36.5 39.2 37.3 37.5 37.5 
Cables and wire 11.0 12.1 14.2 12.8 12.8 12.8 
Consumer Durables 27.0 25.1 25.2 26.0 26.0 26.0 
Lighting and Fixtures 24.8 26.6 24.1 27.0 27.5 27.5 
Standalone EBIT (%) 13.1 12.5 13.2 14.6 15.7 15.8 

Consolidated EPS (INR/sh) 
Standalone 8.2 7.7 8.2 10.5 12.9 15.3 
Sylvania 0.5 0.5 -0.4 0.0 0.0 0.0 
Total 8.7 8.3 7.8 10.4 12.9 15.2 
 

Source: MOSL 
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Financials and valuations 

Income Statement (INR Million) 
Y/E March 2015 2016 2017E 2018E 2019E 
Total Revenues 85,694 77,142 63,298 74,492 87,734 
    Change (%) 4.7 -10.0 -17.9 17.7 17.8 
Raw Materials 
Staff Cost 48,292 43,832 37,272 44,241 52,120 
Other Expenses 11,875 8,595 4,565 4,721 5,516 
EBITDA 18,316 16,713 12,414 14,190 16,491 
    % of Total Revenues 7,211 8,002 9,047 11,339 13,607 
Other Income 8.4 10.4 14.3 15.2 15.5 
Depreciation 1,387 1,267 1,231 1,340 1,411 
Interest 640 449 50 25 25 
Exceptional Items 504 863 1,147 1,400 1,400 
PBT 
Tax 5,689 7,149 8,914 11,374 13,571 
    Rate (%) 1,836 2,300 2,490 3,408 4,067 
Adjusted PAT 32.3 32.2 27.9 30.0 30.0 
Extra-ordinary Income (net) 0 7,240 0 0 0 
Reported PAT 3,853 12,089 6,504 8,046 9,504 
    Change (%) -13.7 213.7 -46.2 23.7 18.1 

Balance Sheet 
Y/E March 2015 2016 2017E 2018E 2019E 
Share Capital 622 625 625 625 625 
Reserves 17,557 24,954 27,805 31,468 36,588 
Net Worth 18,180 25,579 28,430 32,092 37,213 
Minority Intetest 4,191 1,297 500 500 500 
Loans 434 744 0 0 0 
Deferred Tax Liability 1 84 84 84 84 
Capital Employed 22,808 27,704 29,014 32,677 37,797 

Gross Fixed Assets 30,298 28,272 19,341 20,341 21,341 
Less: Depreciation 18,469 17,486 7,053 8,393 9,804 
Net Fixed Assets 11,829 10,786 12,288 11,948 11,536 
Capital WIP 383 214 316 372 439 
Investments 3,581 204 204 204 204 
Goodwill 
Curr. Assets 32,519 27,636 31,025 37,351 44,595 
Inventory 13,663 8,371 8,438 9,310 10,942 
Debtors 6,232 2,594 1,965 2,285 2,664 
Cash & Bank Balance 7,775 14,652 17,688 22,589 27,571 
Loans & Advances 1,723 1,656 1,798 1,940 2,097 
Other Current Assets 3,127 363 1,137 1,227 1,321 
Current Liab. & Prov. 
Creditors 25,504 13,710 14,818 17,198 18,977 
Other Liabilities 8,338 5,203 5,094 6,183 7,272 
Net Current  Assets  7,015 13,926 16,206 20,153 25,618 
Application of Funds 22,808 27,704 29,014 32,677 37,797 
E: MOSL Estimates 
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Financials and valuations 

Ratios 
Y/E March 2015 2016 2017E 2018E 2019E 
Basic (INR) 6.2 19.4 10.4 12.9 15.2 
Adj EPS 8.3 7.8 10.4 12.9 15.2 
Cash EPS  -4.7 -6.0 34.1 23.7 18.1 
Book Value 10.5 9.8 12.4 15.0 17.5 
DPS 29.1 41.0 45.5 51.4 59.6 
Payout (incl. Div. Tax.) 2.9 4.0 5.0 6.0 6.0 

57.6 60.3 56.2 54.5 46.1 
Valuation (x) 
P/E  2.7 3.0 3.7 3.1 1.3 
EV/EBITDA 44.8 47.6 35.5 28.7 24.3 
EV/Sales 44.8 47.6 35.5 28.7 24.3 
Price/Book Value 35.3 37.8 29.9 24.6 21.2 
Dividend Yield (%) 21.6 26.9 23.6 18.4 15.0 

1.8 2.8 3.4 2.8 2.3 
Profitability Ratios (%) 12.7 9.0 8.1 7.2 6.2 
RoE 0.8 1.1 1.4 1.6 1.6 
RoCE  

28.4 19.0 22.9 25.1 25.5 
Turnover Ratios 17.0 20.4 22.8 25.9 27.0 
Debtors (Days) 31.4 43.3 54.0 68.9 89.5 
Inventory (Days) 
Creditors. (Days) 27 12 11 11 11 
Asset Turnover (x) 58 40 49 46 46 

36 25 29 30 30 
Leverage Ratio 3.8 2.8 2.2 2.3 2.3 
Debt/Equity (x) 

Cash Flow Statement 
Y/E March 2015 2016 2017E 2018E 2019E 
PBT before EO Items 5,689 7,148 8,914 11,374 13,571 
Depreciation 1,387 1,267 1,231 1,340 1,411 
Interest 639 447 130 105 25 
Direct Taxes Paid 1,836 2,300 2,490 3,408 4,067 
(Inc)/Dec in WC 3,180 -33 755 955 -484
CF from Operations 9,058 6,530 8,540 10,366 10,456 
Others 0 7,240 0 0 0 
CF from Oper. Incl. EO Items 9,058 13,770 8,540 10,366 10,456 
(Inc)/Dec in FA -1,531 -54 -2,836 -1,056 -1,066
Free Cash Flow 7,528 13,716 5,704 9,310 9,390 
Investment and Others 0 -2,575 2,575 0 0 
CF from Investments -732 748 -261 -1,056 -1,066
Change in Networth -198 -1,458 -744 0 0 
(Inc)/Dec in Debt -6,315 -2,895 -797 0 0 
Interest Paid 640 365 50 25 25 
Dividend Paid & Others 2,219 2,922 3,653 4,383 4,383 
CF from Fin. Activity -9,372 -7,640 -5,243 -4,408 -4,408

-1,045 6,878 3,036 4,901 4,981 
Inc/Dec of Cash 8,819 7,775 14,652 17,688 22,589 
Add: Beginning Balance 7,774 14,653 17,688 22,589 27,571 
Closing Balance 2015 2016 2017E 2018E 2019E 



Our recent InSites 

Our recent reports on Havells India 

Our recent reports on Capital Goods 

PRODUCT GALLERY 

http://institution.motilaloswal.com/emailer/Research/INXW-20160413-MOSL-IS-PG010.pdf
http://institution.motilaloswal.com/emailer/Research/KKC-20160118-MOSL-IS-PG012.pdf
http://institution.motilaloswal.com/emailer/Research/HAVL-FY16-20160624-MOSL-ART-PG010.pdf
http://institution.motilaloswal.com/emailer/Research/HAVL-20160512-MOSL-RU-PG010.pdf
http://institution.motilaloswal.com/emailer/Research/HAVL-20160127-MOSL-RU-PG012.pdf
http://institution.motilaloswal.com/emailer/Research/ENGG-ELECTRICALS-20160620-MOSL-SU-PG058.pdf
http://institution.motilaloswal.com/emailer/Research/ENGG-20160420-MOSL-SU-PG044.pdf
http://institution.motilaloswal.com/emailer/Research/ENGG-TD-SU-20160217-PG064.pdf
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