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“Sunflame’ to scale up V-Guard’s kitchen portfolio...

Acquisition Details: V-Guard has signed a definitive agreement to acquire 100%

stake in Sunflame Enterprises (Sunflame) for a consideration of ¥ 660 crore, on a 9
cash-free and debt-free basis. In the last 3 years, Sunflame’s revenue grew at 15% .g
CAGR (higher than industry growth of ~10-12%) supported by new product launches Particular Amount :Q-
and geographical expansions. It will finance this acquisition through a mix of debt Market Capitalization (% Crore) 11,178.3 —
and internal accruals (V-Guard had net cash of ~Z 151 crore as on September 2022). Total Debt (FY22) (% Crore) 1.8 =
With the offer price, Sunflame is valued at 1.9x FY22 sales and 20x FY22 earnings. Cash and Inv (FY22) X Crore) 61.3 o

EV % Crore) 11,128.8 e
“Sunflame” is a leading kitchen appliance company with a strong presence in 52 week HL 269/181 8
chimneys, cook tops, cookers and small appliances. The acquisition is in line with V- iq“ity Clapit(i') (¥ Crore) 4?3

ace value .

Guard’s strategy to strengthen its kitchen appliances portfolios where the company
had a very limited presence. Post-acquisition, V-Guard'’s kitchen appliances revenue

contribution to its total revenue will increase to ~10% from 5% in FY22. We
introduce FY25E estimates for V-Guard factoring in acquisition and better margin (in%)  Sep-21 Dec-21 Mar-22 Jun-22 Sep-22
profile of ‘Sunflame’. We model consolidated revenue, earning CAGR of 17%, 18%, Pomoter 561 560 559 550 559
respectively, in FY22-25E. fl w3 w3 127 24 129
Key Conference call highlights: DI 156 160 173 181 181

Others 140 138 141 13.6 131

e The Sunflame acquisition will provide significant synergies to V-Guard in
areas like geography, product portfolio and channel. Sunflame is a

dominant play in the non-south regions (with 80% revenue contribution) m

e V-Guard will leverage its established distribution networks in the south 220 ] 20000

15000

region to scale up its kitchen product ranges (post Sunflame acquisition) fgg 10000

e The acquisition will be funded through a mix of debt and internal accruals. " 5000
77— —+———+ 0

The company is likely to raise debt of ~% 400 crore. The management is
aiming for consolidated RoCE to be >20% over the medium term

Target Price and Valuation: We roll over our valuation on FY25E and revise our .
. . Recent event & key risks
rating on V-Guard from HOLD to BUY. We value the company at 35x FY25E earnings
with a revised target price of ¥ 310/share. e Key Risk: (i) Revival in demand of
its electronic products segment

Key triggers for future price performance: (i) Higher advertisement cost

¢ Expansion in non-south regions (revenue contribution increased from 37%
in FY18t0 41.7% in FY22) and government housing thrust (to build 1.3 crore

new houses under PMAY) will be key growth drivers for V-Guard Sanjay Manyal
sanjay.manyal@icicisecurities.com

Research Analyst

e We believe expansion into high margin product categories (such as kitchen

appliances) will lead to EBITDA margin expansion over FY22-25E Hitesh Taunk
hitesh.taunk@icicisecurities.com
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e Plan to increase in-house manufacturing from current 55% to 60%, which

will help the company to improve profitability Ashwi Bhansali

ashwi.bhansali@icicisecurities.com
Alternate Stock Idea: We also like Havells in our coverage. BUY with a target price
of ¥ 1565/ share

Key Financial Summary

X Crore) FY20 FY21 Fraz ° Ye&';ﬁf\zez'} FY23E  FY24E  FY25E ° Y(eF’:('zszC;\fE'}
Net Sales 25029 27212 3498.2 109 41861 50079 56435 17.3
EBITDA 2580 312.1 338.2 10.1 3525 503.6 618.3 223
EBITDA Margin (%) 10.3 11.5 9.7 8.4 10.1 1.0
PAT 1883 2019 2284 9.6 2293 290.1 376.6 18.1
EPS 3) 44 47 5.3 5.3 6.7 8.7
P/E(X) 59.2 55.4 48.9 49.1 38.8 29.9
Price /Book Value (x) 11.2 9.2 7.9 8.7 7.9 6.8
EV/EBITDA (x) 4238 35.0 329 317 23.1 18.7
ROE (%) 18.9 16.7 16.2 17.7 203 22.8
RoCE (%) 25.1 23.9 21.2 23.4 22.7 26.3

Source: Company, ICICI Direct Research
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Conference call highlights

V-Guard will be acquiring a 100% stake in Sunflame Enterprises for a
consideration of ¥ 660 crore on a cash-free, debt-free basis. The company
expects the transaction to get closed by mid-January 2023 and is likely to
significantly expand the company’s presence in the kitchen appliances
segment. The acquisition will be funded through a mix of internal accruals
and debt

The company is planning to raise ~X 400 crore in debt to fund the
acquisition. The balance will be funded through internal accruals. V-Guard
is currently negotiating the cost of debt and has not yet tied up with any
institution for raising this amount

Sunflame derives 80% of its revenue from non-south regions and has a
strong cash flow. The company has a strong presence in the north and west
regions of India. It does not offer credit to its distributors

According to the management, Sunflame’s growth rate will be strong
owing to its brand awareness and presence. However, Sunflame’s
distribution channel and presence in e-commerce and modern trade needs
to be strengthened

Sunflame has ~15,000 retail touchpoints in India

All types of cooktops and chimneys contribute ~60-70% to Sunflame’s
revenue

Sunflame saw higher revenue growth of ~33% YoY in FY22 led by pent up
demand and favourable base of Covid impacted FY21. Sunflame reported
EBITDA margin of ~12% in FY22, better than V-Guard’s EBITDA margin of
9.7%

Sunflame derives ~90% of sales through offline distributions. The business
presence in the e-commerce and modern-trade channel is comparatively
lower

The company has recently set up a factory in Faridabad to mainly
manufacture chimneys. Chimney hoods are generally imported from China
and other countries. Sunflame has started manufacturing chimneys at its
factory. It manufactures ~65-70% of its product offerings in-house
V-Guard intends to keep the Sunflame brand separate. V-Guard’s
investment in Sunflame is mainly towards Sunflame’s brand strength and
awareness. Sunflame will continue to operate as an independent platform.
The company sees a huge opportunity to grow Sunflame in south India
Currently, the company is not planning to integrate Sunflame with V-Guard'’s
kitchen appliances business

Sunflame has 300-350 employees. V-Guard plans to retain all the employees
According to the management, the acquisition will be EPS accretive from
the second year post acquisition and will be neutral in the first year
Sunflame’s ad spend is ~5-6% of its revenue

Sunflame has adequate manufacturing capacity to meet its growth objective
for the next three to four years

ICICI Securities | Retail Research
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Exhibit 1: Change in estimates

(% Crore) FYZ3E FY24E FY25E Comments
old New %chg old New %chg Introduced
We revise our revenue estimates upward for FY24E
Revenue 4,186.1 4186.1 - 4603.8 5007.9 8.8 5643.5 factoring in revenue growth in kitchen appliances
segment post acquisition of Sunflame Enterprises. We
EBITDA 352.5 352.5 - 464.4 503.6 8.4 618.3
V-Guard's entry into high margin business and better
EBITDA Mar % 8.4 8.4 Obps 10.1 10.1 -3bps 11.0 operating leverage will help in driving its EBITDA
margin upwards by 129 bps over FY22-25E
PAT 229.3 229.3 - 306.3 290.1 (5.3) 376.6
EPS R) 5.3 5.3 - 71 6.7 (5.3) 8.7

Source: ICICI Direct Research

We believe the acquisition of Sunflame is in line with V-Guard's strategy to expand
its domestic kitchen appliances segment and dealer reach into new geographies. The
Sunflame brand has a pan-India presence with a strong brand recall. Sunflame's wide
portfolio, product development capabilities and the recently established backward
integrated manufacturing facility provide the perfect opportunity for V-Guard to scale
up its kitchen appliances business by leveraging established distribution networks.

On the margin front, Sunflame’s EBITDA margin at 11.5% is higher than V-Guard'’s
9.7%, mainly due to the better gross margin profile of Sunflame. We believe entering
into high margin product business and positive operating leverage will drive V-Guard
EBITDA margin higher by ~130 bps over FY22-25E. We believe there will be a debt
burden on the books of V-Guard in the near term but the same would start easing
from FY25 onwards with strong operating cashflow and no major capex plans over
the next two years.

The acquisition will not only diversify V-Guard into new product segments but also
help unlock synergy benefits. We believe the acquisition will be EPS accretive from
FY25 onwards. We build in EBITDA margin of 10.1% and 11% for FY24E and FY25E,
respectively. PAT is likely to grow at CAGR of ~18% in FY22-25E tracking higher
sales growth and recovery in EBITDA margin post acquisition of the Sunflame
business. We roll over our valuation on FY25E and revise our rating on V-Guard from
HOLD to BUY. We value the company at 35x FY25E earnings with a revised target
price of ¥ 310/share.

ICICI Securities | Retail Research 3
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Financial story in charts

Exhibit 2: Revenue growth trend
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Exhibit 3: EBITDA margin movement
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Exhibit 4: PAT movement
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Financial Summary

ICICI Direct Research

Exhibit 5: Profit and loss statement % crore @ Exhibit 6: Cash flow statement g crore

(Year-end March) FY22 FY23E FY24E FY25E (Year-end March) FY22 FY23E FY24E FY25E
Net Sales 3498.2 4186.1 5007.9 5643.5 Profit after Tax 228.4 229.3 290.1 376.6
Growth (%) 28.6 19.7 19.6 127 Depreciation 49.1 59.4 77.6 87.5
Expenses Cash Flow before working capital ch 2855 291.8 4121 4986
Raw Material Expenses 2413.9 2909.3 3375.3 37925

Net Increase in Current Assets -3384 -1144 -355.6 -260.5
Employee Expenses 2100 3265 3806 4120 et Increase in Current Liabilties 58.8 1743 171.0  104.9
Administrative Expenses 4240 502.3 626.0 682.9 Net cash flow from operating act 59 351.7 227.6 3429
Total Operating Expenditure 3160.0 3833.6 4504.3 5025.2

(Purchase)/Sale of Fixed Assets -139.8 -70.0 -87.0 -70.0
EBITDA 338.2 352.5 503.6 618.3 .

Net Cash flow from Investing act -184.1 60.9 -464.9 -70.0
Growth (%) 8.4 4.2 42.9 22.8
Other Income 128 16.6 6.3 71 Inc / (Dec) in Equity Capital 0.3 0.0 0.0 0.0
Interest 79 3.0 444 345 Inc / (Dec) in Loan Funds 0.0 0.0 0.0 0.0
PBDT 343.1 366.0 465.5 590.9 Total Outflow on account of dividend -103.1  -155.8 -155.8 -155.8
Depreciation 49.1 59.4 77.6 87.5 Net Cash flow from Financing act 417 -333.1 2498 -270.3
PBT before Exceptional ltems 294.0 306.6 387.8 503.4
PBT 294.0 306.6 387.8 503.4  Net Cash flow -219.9 -42.3 12.4 2.6
Total Tax 65.5 77.3 97.7 126.9 Cash and Cash Equivalent at the beg. 281.2 61.3 19.0 31.4
PAT 228.4 229.3 290.1 376.6 Cash 61.3 19.0 31.4 34.0
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
Exibit 7: Balance Sheet < rore
(Year-end March) FY22 FY23E FY24E FY25E (Year-end March) FY22 FY23E FY24E FY25E
Equity Capital 43.2 43.2 43.2 43.2 Per Share Data (3)
Reserve and Surplus 1363.8 1253.1 1387.4 1608.1 EPS 5.3 5.3 6.7 8.7
Total Shareholders funds 1407.0 1296.2 1430.5 1651.3 Cash EPS 6.5 6.7 8.5 10.8
Total Debt 11.8 21.8 471.8 3918 BV 32.9 30.0 33.1 38.3
Deferred Tax Liability 0.0 0.0 0.0 00 DPS 24 3.6 3.6 3.6

Operating Ratios (%)
Total Liability 1315.6 1478.6 1377.9 1962.3  EBITDA Margin 9.7 8.4 10.1 11.0

PAT Margin 6.5 5.5 5.8 6.7
Assets Return Ratios (%)

RoE 16.2 11.7 20.3 22.8
Total Gross Block 734.0 804.0 891.0 961.0  RoCE 212 234 227 263
Less Total Accumulated Depreci  268.7  328.1 4058 4932 RolC 216 227 293 334
Net Block 465.3 475.8 485.2 477  Valuation Ratios (x)
Total Fixed Assets 476.3 486.8 496.2 4787  EV/EBITDA 829 317 1 187
Inventory 859.6 8602 10565 12060 '/ 489 491 388 299
Debtors 484.1 5734 7272 8195  CV/NetSales 322128 20
Loans and Advances 3.2 5.4 6.5 73  Market Cap /Sales 82 21 22 20
Cash 61.3 190 314 340 Price to Book Value 7.9 8.7 7.9 6.8
Total Current Assets 15216 15037 19617 22008  rumoverRatios ()
Creditors 4880 630.8 7683  g50.4  /ssettumover 25 32 26 28
Provisions 61.9 80.0 97.4 1078 Debtors Days 505 500 530 530
Total Current Liabilities §18.0 792.4 9634 102  CredtorsDays 09 %0 560 550

Solvency Ratios (x)
Net Current Assets 903.6 801.4 998.4 1156.6 -

Debt / Equity 0.0 0.0 0.3 0.2

Current Ratio 24 2.0 2.0 2.1
Total Assets 1315.6 1478.6 1377.9 1962.2 . .

Quick Ratio 1.0 0.9 0.9 0.9

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

Source: Company, ICICI Direct Research



ﬂ Company Update | V-Guard Industries ICICI Direct Research
Exhibit 9: ICICI Direct Consumer Discretionary universe

. M Cap EPS (%) P/E (x) EV/EBITDA (x) RoCE (%) RoE (%)
Sector / Company Rating

(X Cr) FY21 FY22 FY23E FY24E FY21 FY22 FY23EFY24E FY21 FY22 FY23E FY24E FY21 FY22 FY23E FY24E FY21 FY22 FY23E FY24E
Asian Paints (ASIPAI) Buy 301,414 334 322 408 542 940 977 770 580 611 622 512 394 296 271 325 387 250 230 273 321
Berger Paints (BERPAI) Hold 59832 74 86 103 122 831 718 599 505 50.1 452 377 325 249 233 288 309 213 212 260 273
Kansai Nerolac (KANNER) Hold 23766 98 69 101 129 448 635 436 341 282 366 265 21.1 172 121 170 199 132 92 131 151
Pidilite Industries (PIDIND) Hold 1,38934 222 238 286 412 1234 1151 955 66.4 824 751 635 452 238 222 246 308 202 188 206 254
Sheela Foam (SHEFOA) Buy 12,878 487 445 511 666 542 593 517 396 357 415 356 274 243 180 196 232 201 156 163 19.0
Bajaj Electricals (BAJELE) Hold 12,588 165 10.8 232 364 664 101.2 472 301 423 499 31.0 221 151 135 221 213 107 18 157 202
Crompton Greaves(CROGR) Hold 22,063 98 92 89 111 358 381 395 317 291 288 254 211 344 162 166 205 319 240 217 234
Havells India (HAVIND) Buy 73,027 167 191 176 271 700 61.1 66.1 431 459 403 440 300 249 237 230 338 201 200 194 287
Polycab India (POLI) Buy 42173 593 614 763 868 476 46.0 370 325 371 325 237 210 206 202 247 238 179 156 184 180
Symphony (SYMLIM) Hold 6520 153 17.3 26,1 348 609 539 357 268 456 394 274 207 152 159 245 290 149 144 236 274
V-Guard Ind (VGUARD) Buy 11,135 47 53 53 67 552 487 489 387 348 328 316 230 239 212 234 227 167 162 117 203
Voltas Ltd (VOLTAS) Hold 27,782 160 153 161 230 525 549 520 365 426 398 391 278 150 140 163 201 106 9.2 11.0 141

Amber Enterprises (AMBEN) Hold 6,779 247 330 457 737 814 609 440 273 306 259 204 151 77 68 102 132 52 64 87 123
Dixon Technologies (DIXTEC) Buy 25924 273 321 579 854 1602 136.2 754 512 905 688 424 309 235 177 278 315 217 1901 318 342

Supreme Indus (SUPIND) Buy 31,566 77.0 762 631 804 323 326 394 309 240 250 27.2 211 331 259 226 271 309 252 205 236
Astral Ltd (ASTPOL) Hod 40,618 203 244 231 371 995 828 874 544 624 530 507 355 275 266 242 304 215 21.0 180 241
Time Techno (TIMTEC) BUY 2194 48 85 98 132 203 114 99 74 72 58 51 42 871 13 125 147 51 93 104 126

Moldtek Packaging (MOLPLA) ~ Hold 2993 172 204 267 344 524 442 338 262 326 251 201 159 201 186 276 279 187 139 243 243
Source: Bloomberg, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Sanjay Manyal, MBA (Finance), Hitesh Taunk, MBA (Finance) and Ashwi Bhansali, MBA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or
indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture
capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship

with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to ysts and their relatives are g lly prohibited from maintaining a financial
interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the past

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other material
conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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