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Financial Snapshot (Rs mn)
Y/E Mar FY22E FY23E  FY24E
Net Sales 1,32,301 59,679 67,139
EBIDTA 8,211 5,161 6,252
PAT -1,141 727 1,549
EPS (Rs) -7 5 10
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Shareholding Pattern (%)
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Sale of VLS business deleverages balance sheet

Varroc Engineering (VARROC) has entered into an agreement to sell its global
lighting business, Varroc Lighting Systems (VLS) to Plastic Omnium. The deal equity
value post debt and contingency is “Eur 35mn (Rs 3bn). We expect the company to
turn net cash, as a large part of the leverage on its books pertains to VLS. The
company plans to focus on expanding its electronics business in India after
completing this transaction. The company has started the production of traction
motor, controller, BMS and other electronics for the domestic E-2W and E-3W
industry (albeit on a small scale). However, we believe the competitive positioning
of India business is weak due to depressed return ratios (peak pre-tax RoCE of 15%)
and EV risk (¥30% of India revenues). As the residual international business too
would be a drag on consolidated EBITDA over the next 12-18 months, we
downgrade our rating on the stock to HOLD, with a target price of Rs 350 (8x FY24E
EV/EBITDA and Rs 10/sh for China JV). While we have factored in the VLS sale in
our revised estimates with effect from April 1, 2022, the company would report
this until the closing of the transaction as discontinued operations.

e VLS business divested: VARROC has signed an agreement with Plastic Omnium
SE, France, to divest part of its global (PV) lighting business (through VLS) in
America and Europe, for an EV of EUR 600mn (equity value of ~Eur 70mn, of
which, Eur 35mn would be part of an escrow account for the next 3 years). The
divestment would encompass its lighting system operations in the US, Mexico,
Brazil, Poland, Morocco, Germany, Czech Republic and Tokyo; closure is expected
by 2QFY23. VARROC had invested EUR 130mn towards VLS’ new capacities in
Morocco, Poland and Brazil over the past 3 years, which were estimated to have
peak revenue potential of EUR 525mn. However, owing to the global supply chain
constraints, macroeconomic headwinds and weak pricing power with OEMs, new
plants have been operating at sub-optimal utilization levels, resulting in
consistent losses at its VLS divisions for the past several quarters. VARROC's
leverage too has been at elevated levels since the past few years, mainly due to
VLS investments (net debt as of Dec’21 at Rs 26bn). The company will continue to
operate its China JV, international 2W businesses in Italy and Vietnam, global
electronics businesses in Poland and Romania, and PV lighting business in Asia.

e Focus on expanding electronics and EV business in India: VARROC's India
business caters to OEMs across segments through its 3 product categories -
polymer/plastics (air filter assemblies, mirror assemblies, seat assemblies, trims,
etc.), electrical-electronics (digital instrument clusters, motors, EFI, magneto, etc.)
and precision metallic components (transmission assembly, crankshaft,
connecting rods, gears, etc.). Recently, VARROC also developed an E-2W product
portfolio (motor & controller, DC-DC converter & telematics). It has received
orders for the EV products from Bajaj, and is in talks with several incumbent and
new-age startups for more orders. Post divestment, VARROC plans to focus on EV
components, electronics and connectivity solutions (Exhibit 1).

e Outlook and valuation: We expect VARROC to generate cumulative FCF of ~Rs
28bn between FY22E and FY24E (proceeds from the divestment), which would
turn the company net cash in FY23E (from a net debt of Rs 26bn as on Dec’21).
RoCE should expand to 5.8% in FY24E (-5.7% in FY21) once the under-utilized VLS
facilities are divested. At the CMP, the stock trades at 45.2x PER and 9.5x
EV/EBITDA on FY24E.

Investors are advised to refer disclosures made at the end of the research report.
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Exhibit 1: VARROC’s EV product offerings
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Exhibit 2: Revenue and growth trend Exhibit 3: Gross and EBITDA margin trend
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Exhibit 4: RoE and RoCE trend Exhibit 5: VARROC to turn net cash post divestment
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Exhibit 6: Business segment-wise revenue, EBITDA and PAT trend

Rs mn FY16 FY17 FY18 FY19 FY20 FY21 FY22E FY23E FY24E
Revenue

VLS 48,198 61,242 63,211 75,101 71,692 75,514 85,825 7,040 8,360
India 27,709 28,583 36,508 42,720 38,253 36,088 43,976 50,064 56,127
Other businesses 3,185 3,163 4,278 3,076 2,291 1,918 2,500 2,575 2,652
Total 79,092 92,988 1,03,997 1,20,897 1,12,236 1,13,520 1,32,301 59,679 67,139
YoY growth %

VLS 9% 27% 3% 19% -5% 5% 14% -92% 19%
India 43% 3% 28% 17% -10% -6% 22% 14% 12%
Other businesses -20% -1% 35% -28% -26% -16% 30% 3% 3%
Total 17% 18% 12% 16% -7% 1% 17% -55% 13%
EBITDA

VLS 3,154 3,807 4,911 6,385 5,101 722 3,004 -70 167
India 2,715 2,775 3,872 4,623 3,917 4,052 5,057 5,257 6,006
Other businesses 47 174 399 303 100 -171 150 -26 80
Total 5,916 6,755 9,182 11,311 9,118 4,603 8,211 5,161 6,252
EBITDA margin %

VLS 6.5% 6.2% 7.8% 8.5% 7.1% 1.0% 3.5% -1.0% 2.0%
India 9.8% 9.7% 10.6% 10.8% 10.2% 11.2% 11.5% 10.5% 10.7%
Other businesses 1.5% 5.5% 9.3% 9.9% 4.4% -8.9% 6.0% -1.0% 3.0%
Total 7.5% 7.3% 8.8% 9.4% 8.1% 4.1% 6.2% 8.6% 9.3%
Consolidated EBIT 2,787 2,447 4,944 4,931 889 -4,983 -1,761 961 1,962
Consol EBIT margin % 3.5% 2.6% 4.8% 4.1% 0.8% -4.4% -1.3% 1.6% 2.9%
Consolidated APAT 2,426 3,173 4,503 4,252 2 -5,209 -1,141 727 1,549

Source: Company, Systematix Institutional Research; Note: Revenue / EBITDA above includes part of other income

e —— Systematix Research is also available on Bloomberg SSSL <Go>, Thomson & Reuters Systematix Shares and Stocks (India) Limited 3
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FINANCIALS (CONSOLIDATED)

Profit & Loss Statement Balance Sheet

YE: Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E YE: Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E
Net sales 1,11,219 1,13,027 1,32,301 59,679 67,139 Cash & bank 10,688 7,452 2,240 8,976 10,741
Growth, % -8 2 17 -55 13 Marketable securities - - - - -
RM expenses (69,862) (75,116) (87,319) (39,985) (44,983) Debtors 10,893 16,407 19,205 8,663 9,746
Employee expenses (16,372) (16,296) (18,251) (20,989) (24,137) Inventory 10,758 12,565 16,178 8,027 9,934
Other expenses (16,777) (17,648) (18,520) 6,455 8,234 Loans & advances 283 392 459 207 233
EBITDA 8,208 3,968 8,211 5,161 6,252 Other current assets 13,368 10,806 11,902 4,393 4,817
Growth, % -22 -52 107 -37 21 Total current assets 41,531 43,243 45,604 29,267 34,471
Margin, % 7.4 3.5 6.2 8.6 9.3 Investments 3,303 3,762 4,213 500 637
Depreciation (7,319) (8,951) (9,972) (4,200) (4,290) Gross fixed assets 75,684 84,111 89,111 35,000 36,500
EBIT 889 -4,983 -1,761 961 1,962 Less: Depreciation 22,854 31,805 41,777 15,977 20,267
Growth, % -82 -660 -65 -155 104 Add: Capital WIP 7,901 8,562 8,562 500 500
Margin, % 0.8 (4.4) (1.3) 1.6 29 Net fixed assets 60,731 60,868 55,896 19,523 16,733
Interest paid (1,392) (1,626) (1,436) (428) (428) Total assets 1,10,023 1,12,253 1,10,093 50,290 52,841
Other Income 989 1,271 1,207 250 253 Current liabilities 42,465 49,826 52,051 11,622 12,865
Non-recurring Items - (1,078) - - - Provisions 1,757 1,952 2,284 515 580
Pre-tax profit 487 (6,416) (1,990) 783 1,787 Total current liabilities 44,222 51,778 54,335 12,137 13,445
Tax provided (370) (227) 398 (164) (375) Debt 35,506 29,915 26,415 8,389 8,389
Profit after tax 117 (6,643) (1,592) 618 1,412 Total liabilities 79,728 81,692 80,750 20,526 21,833
Others (Minorities, Associates) (115) 356 451 108 137 Paid-up capital 135 153 153 153 153
Net Profit 2 (6,286) (1,141) 727 1,549 Reserves & surplus 30,160 30,408 29,190 29,612 30,855
Growth, % -100 -3,29,232 -82 -164 113 Shareholders’ equity 30,295 30,561 29,343 29,764 31,008
Net Profit (adjusted) 2 (5,209) (1,141) 727 1,549 Total equity & liabilities 1,10,023 1,12,253 1,10,093 50,290 52,841
Source: Company, Systematix Institutional Research Source: Company, Systematix Institutional Research

Cash Flow Ratios

YE: Mar (Rs mn) FY20 FY21 FY22E FY23E FY24E YE: Mar FY20 FY21 FY22E FY23E FY24E
Pre-tax profit 395 (4,982)  (1,539) 891 1,924 EPS (INR) 0 (34) (7) 5 10
Depreciation 7,319 8,951 9,972 4,200 4,290 PER (x) 32,326.5 (13.4) (61.3) 96.3 45.2
Chg in working capital 6,146 600 (5,016) (19,125) (2,132) Price/Book (x) 2.0 2.3 2.4 2.4 2.3
Total tax paid (1,282)  (198) 398 (164) (375) EV/EBITDA (x) 10.5 21.2 10.5 11.9 9.5
CFO 14,137 4,738 4,801 (17,254) 3,998 EV/Net sales (x) 0.8 0.7 0.6 1.0 0.9
Capital expenditure (14,181) (7,830) (5,000) (2,250) (1,500) RoE (%) 0 (17) (4) 2 5
Chg in investments RoCE (%) 3 (5) (0.2) 2.7 5.8
Chg in marketable securities 1,499 1,390 - 45,000 - Fixed Asset turnover (x) 1 1 1 2 2
CFI (12,682) (6,440)  (5,000) 42,750  (1,500) Dividend Yield (%) 1 0 0 0 0
Free cash flow (44) (3,092) (199) (19,504) 2,498 Receivable (days) 36 53 53 53 53
Debt raised/(repaid) 4,079 17,906 (3,500) (18,026) - Inventory (days) 35 41 45 49 54
Dividend (incl. tax) (1,151) - (76) (306) (306) Payable (days) 139 161 144 71 70
CFF 7,480 (1,226)  (5,013) (18,760) (733) Revenue Growth (%) (8) 2 17 (55) 13
Net chg in cash 9,053 (3,235) (5,212) 6,736 1,764 EBIDTA Growth (%) (22) (52) 107 (37) 21
Opening cash balance 1,634 10,688 7,452 2,240 8,976 EPS Growth, % (100) NA NA NA 113
Closing cash balance 10,688 7,452 2,240 8,976 10,741 Net D/E ratio () 0.8 0.7 0.8 (0.0) (0.1)
Source: Company, Systematix Institutional Research Source: Company, Systematix Institutional Research

Systematix Research is also available on Bloomberg SSSL <Go>, Thomson & Reuters Systematix Shares and Stocks (India) Limited 4
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DISCLOSURES/APPENDIX
I.  ANALYST CERTIFICATION

I, Ronak Sarda, Poorvi Banka; hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers
referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research
report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in
making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

Il.  ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. Theresearch analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.

2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the
month immediately preceding the distribution of the research report.

3. Theresearch analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

4. The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or
services from the company(ies) covered in this report in the past twelve months.

5. Theresearch analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous
twelve months.

6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research
report.

7. Theresearch analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

I:;. Particulars Y:;'/
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No
4 Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the No

previous twelve months.
5 Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other No

products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
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redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.

SSSIL generally 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, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s) in this report. The
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).
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