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Dixon Technologies (India)

27 May 2019

Reuters: DIX0.BO; Bloomberg: DIXON IN

Sustains Healthy Growth Momentum

Dixon Technologies (India) or Dixon reported 4QFY19 revenues of Rs8.6bn, up 44% YoY and 6%
above our/consensus estimate each. Consumer electronics/lighting/lhome appliances segments were
key drivers of growth with revenues rising 51%/43%/14% YoY, respectively, and collectively
accounting for 84% of total sales. Consolidated EBITDA margin declined 20bps YoY to 4.4%, below
our/consensus estimate of 4.9%/4.8%, respectively, impacted by Rs35mn one-time charge towards
ESOPs and corporate overheads. Higher interest costs and tax rate restricted PAT growth to 17%
YoY at Rs165mn, 15%/7% below our/consensus estimate, respectively. With a clear focus on
achieving scale, migration to ODM, new customer acquisition and backward integration, Dixon is
aiming for 25%-30% revenue growth in FY20 along with commensurate improvement in the margin
profile. FY19 capex stood at Rs680mn while FY20E capex outlay is Rs600mn-Rs650mn (excluding
Rs300mn capex earmarked for top-load washing machine). We have cut our earnings estimates for
FY20/FY21 by 11%/10%, respectively. We have retained Buy rating on the stock with a revised target
price of Rs3,090 (from Rs3,190 earlier) based on 30x FY21E earnings.

Healthy revenue growth across segments: Revenues of consumer electronics segment (LED television)
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rose 51% YoY to Rs3.2bn in 4QFY19 led by 20%-30% higher realisation. With the addition of Xiaomi as a K€Y Data

client, the average selling price has increased as Xiaomi sells 43 inch smart TVs versus Dixon’s earlier ~ Current Shares O/S (mn) 113
portfolio of largely 32 and 24 inch TVs. Dixon has increased its capacity from 2.4mn units to 3.4mn units,

which forms 25% of India’s total capacity. With the current order book, Dixon aims to achieve sales of 1.4mn Mkt. Cap (Rsbn/USSmn) 27.5/395.3
units (~30% volume growth) in FY20, 65%-70% of it is likely to come from Xiaomi. Home appliances segment 52 Wk H /L (Rs) 3,538/1,890
revenues grew 14% YoY to Rs926mn in 4QFY19 and 50% YoY to Rs3.7bn in FY19. Addition of Samsung as Daily Vol. (3M NSE Avg.) 8.280
a client has propelled volume growth as it formed 35% of total segment sales in FY19 and is likely to rise y Vol 9. !
further to 45%-50% in FY20. Dixon has a capacity of 1.2mn units per annum of semi-automatic washing

machines, which forms 30% of India’s total capacity, and aims at 30%-35% volume growth in FY20. Dixon  Price Performance (%)

has finalised its top-load fully automatic washing machine models in the 6kg and 7kg range, with production

likely to start in Tirupati in 4QFY20. Lighting segment's sales were up 43% YoY at Rs3bn in 4QFY19 and ™ 6M 1Yr
19% YoY at Rs9.2bn in FY19. Excluding CFL lights (which has been stopped from 3QFY19), the like-to-like  Dixon Tech 50 178 (28.7)
growth was 38% YoY in FY19. Dixon will expand its LED bulb capacity to 20mn per month (from 18mn .

currently) and batten capacity to 2mn per month (from 0.4mn currently). With the largest capacity in India, it Nifty Index 10 125 127
aims to grow volume by 25%-30% in FY20. Dixon is among the top-5 global manufacturer of lighting and  Soyrce: Bloomberg

aims to expand its export sales. Security systems sales were healthy at Rs687mn in 4QFY19 and Rs1.1bn in

FY19, which is its first year of operations. Mobile phones (down 13% YoY at Rs669mn) and reverse logistics

(down 79% YoY at Rs26mn) remain subdued as Dixon aims to restructure the operations.

Margin profile update: EBITDA margin dipped 20bps YoY to 4.4%, partly owing to a Rs35mn charge

towards ESOPs and corporate overheads, 30% of which has been allocated to consumer electronics, lighting

and home appliance segment each while 10% is allocated to reverse logistics. Lighting margin rose 80bps

YoY to 7.1% led by improved operating leverage, backward integration and higher ODM sales at 89%.

Consumer electronics margin fell 10bps YoY to 1.3% while capital employed rose to Rs1.3bn owing to

favourable terms offered to Xiaomi, which Dixon expects to gradually rectify. Home appliances’ EBITDA

margin fell 60bps QoQ to 10.2% owing to one-time corporate expenses while FY20 margins are likely in the

10.5%-11% range. Security systems’ margin was healthy at 2.3% while mobile phone margin rose 140bps

YoY to 2.5% owing to PCBA backward integration. In FY19, EBITDA margin rose 60bps YoY to 4.5%.

Outlook: 36% earnings CAGR over FY19-FY21E, robust growth prospects, healthy return ratios, lean

working capital cycle and high fixed-asset turnover will support Dixon’s valuation.

Y/E March (Rsmn) 4QFY18 3QFY19 4QFY19 YoY (%) QoQ (%) FY18 FY19 YoY (%)
Net revenues 5,978 7,940 8,588 43.7 8.2 28,416 29,845 5.0
Raw material costs 5119 6,957 7,523 47.0 8.1 25,104 26,093 3.9
Staff costs 200 193 273 36.8 41.6 728 839 15.3
Other expenses 386 403 418 8.3 3.6 1,465 1,564 6.8
Total expenditure 5,704 7,553 8,213 44.0 8.7 27,296 28,496 44
EBITDA 274 387 375 36.6 (3.1) 1,120 1,349 20.4
EBITDA margin (%) 4.6 49 44 - - 3.9 45 -
Interest costs 43 62 88 105.1 422 128 250 95.9
Depreciation 45 59 62 37.1 4.9 152 217 42.6
Other income 16 6 19 16.8 224.1 42 56 35.0
PBT 203 272 244 204 (10.3) 882 938 6.3
Tax 62 96 79 27.7 (17.7) 273 305 11.5
PAT 141 176 165 17.2 (6.3 609 634 4.0
PAT margin (%) 24 22 1.9 - - 2.1 2.1 -
EPS (Rs) 12.4 15.6 14.6 17.2 (6.3 53.8 55.9 4.0

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Financial summary

Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E
Net revenues 24,570 28,416 29,845 36,994 44,595
EBITDA 912 1,120 1,349 1783 2,260
Net profit 476 609 634 883 1,166
PAT growth (%) 54.1 28.0 40 39.3 32.1
EPS (Rs) 433 53.8 55.9 779 103.0
EBITDA margin (%) 37 3.9 45 48 5.1
PIE () 56.0 451 434 31.1 236
P/BV (x) 135 8.7 7.3 6.0 49
EV/EBITDA (x) 305 245 211 15.7 12.2
Dividend yield (%) 0.2 0.1 0.1 0.2 0.3
RoCE (%) 33.6 26.9 214 26.2 29.2
RoE (%) 24.1 19.3 16.7 19.2 20.6

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Segment-wise analysis

Y/E March 4QFY18  3QFY19  4QFY19  YoY(%) QoQ (%) FY18 FY19 YoY (%)
Revenues (Rsmn)

Lighting 2,132 2,341 3,049 43.0 30.2 7,742 9,194 18.8
Consumer electronics 2,136 2,879 3,233 51.3 12.3 10,735 11,937 11.2
Home appliances 810 923 926 14.2 0.3 2,503 3,744 49.6
Reverse logistics 123 32 26 (79.3) (19.3) 734 302 (58.9)
Mobile phones 772 1,511 669 (13.4) (55.7) 6,698 3,549 (47.0)
Security systems 5 254 687 - 170.3 5 1,120 -
Total 5,978 7,940 8,588 43.7 8.2 28,416 29,845 5.0
Revenue mix (%)

Lighting 35.7 29.5 35.5 - - 27.2 30.8 -
Consumer electronics 35.7 36.3 37.6 - - 37.8 40.0 -
Home appliances 13.6 11.6 10.8 - - 8.8 12.5 -
Reverse logistics 2.1 0.4 0.3 - - 2.6 1.0 -
Mobile phones 12.9 19.0 7.8 - - 23.6 11.9 -
Security systems 0.1 3.2 8.0 - - 0.0 3.8 -
EBITDA (Rsmn)

Lighting 135 189 216 60.5 14.5 469 660 40.7
Consumer electronics 29 60 41 39.5 (32.1) 231 249 8.2
Home appliances 110 99 95 (14.0) (4.6) 307 370 20.6
Reverse logistics (4) (3) 9) - - 58 (17) -
Mobile phones 9 44 17 89.7 (62.3) 65 74 13.8
Security systems (4) 1 16 - - 9) 12

Total 274 390 375 36.7 (3.9 1,120 1,349 20.4
EBITDA margin (%)

Lighting 6.3 8.1 7.1 - - 6.1 7.2 -
Consumer electronics 1.4 2.1 1.3 - - 2.1 2.1 -
Home appliances 13.6 10.8 10.2 - - 12.3 9.9 -
Reverse logistics (3.4) (8.2) (35.7) - - 7.8 (5.7) -
Mobile phones 1.1 2.9 2.5 - - 1.0 2.1 -
Security systems (87.8) 0.3 2.3 - - NA 1.1 -

Source: Company, Nirmal Bang Institutional Equities Research

Dixon Technologies (India)
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Exhibit 3: ODM revenue trend
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Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 4: ODM sales as a percentage of total sales
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Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 5: Actual performance versus our estimates

1QFY19 2QFY19 3QFY19 4QFY19

=== Consumer electronics
@@= Consolidated

4QFY19 (Rsmn) Actual Our estimate Deviation (%) Consensus est. Deviation (%)
Revenues 8,588 8,112 5.9 8,107 5.9
EBITDA 375 397 (5.5) 381 (1.6)
PAT 165 194 (14.8) 177 (6.5
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 6: Change in our estimates

(Rsmn) Old New Deviation (%)

Y/E March FY20E FY21E FY20E FY21E FY20E FY21E
Revenues 35,405 41,955 36,994 44,595 45 6.3
EBITDA 1,837 2,282 1,783 2,260 (3.0 0.9)
PAT 991 1,289 883 1,166 (10.9) (9.6)

Source: Company, Nirmal Bang Institutional Equities Research

Dixon Technologies (India)
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Financials (consolidated)

Exhibit 7: Income statement Exhibit 8: Cash flow
Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E  Y/E March (Rsmn) FY17 FY18 FY19 FY20E FY21E
Net sales 24570 28416 29,845 36,994 44595 EBIT 805 968 1,132 1,531 1,974
% growth 76.8 15.7 5.0 24.0 20.5  (Inc.)/dec. in working capital (198) (235)  (1,152) 222 (148)
Raw material costs 21,801 25104 26,093 32,159 38,698 Cash flow from operations 607 733 (20) 1,753 1,826
Staff costs 639 728 839 1,036 1,204  Otherincome 14 42 56 62 69
Other overheads 1,218 1,465 1,564 2,017 2,433 Depreciation 107 152 217 252 286
Total expenditure 23658 27,296 28,496 35211 42,335  Taxpaid (-) (164) (230) (202) (435) (574)
EBITDA 912 1,120 1,349 1,783 2,260  Net cash from operations 564 696 52 1,632 1,607
% growth 55.5 22.8 20.4 32.2 26.8  Capital expenditure (-) (373) (716) (864) (803) (800)
EBITDA margin (%) 3.7 3.9 4.5 4.8 5.1 Net cash after capex 191 (20) (812) 829 807
Depreciation 107 152 217 252 286 Interest paid (-) (155) (128) (250) (275) (303)
Interest costs 155 128 250 275 303  Dividends paid (-) (79) (27) (27) (68) (109)
Other income 14 42 56 62 69  Inc./(dec.) in short-term borrowing 81 4) 973 (250) (150)
Profit before tax 664 882 938 1,318 1,740 Inc./(dec.) in long-term borrowing (396) (19) (19) -
Tax 188 273 305 435 574 Inc./(dec.) in total borrowings (314) (23) 954 (250) (150)
Net profit 476 609 634 883 1,166 (Inc.)/Dec. in investments 1 (111) 35 -
% growth 54.1 28.0 4.0 39.3 32.1  Equity issue/(buyback) 456 571 - - -
PAT margin (%) 1.9 2.1 2.1 24 2.6  Cash from financial activities (92) 282 712 (593) (562)
EPS (Rs) 433 53.8 55.9 779 103.0  Others (20) 26 26 -
No. of shares (mn) 11.0 1.3 113 1.3 11.3  Opening cash balance 75 153 441 367 603
Source: Company, Nirmal Bang Institutional Equities Research Closing cash balance 153 441 367 603 849
Change in cash balance 79 288 (74) 236 246

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 9: Balance sheet

Y/E March (Rsmn) FY177  FY18  FY19 FY20E FY21E Exhibit 10: Key ratios
Share capital 110 13 13 13 113 Y/E March FY17  FY18  FY19 FY20E FY21E
Reserves & surplus 1861 3036 3669 4484 5541  perghare (Rs)
Net worth 1,971 3,150 3,782 4,597 5654 Eps 433 53.8 559 779 103.0
Short-term loans 331 326 1,299 1,049 899 Book value 1794 2781 3340 4059  499.3
Long-term loans 99 80 61 61 61 Valuation (x)
Total loans 430 406 1,361 1,111 961 PIE 56.0 451 434 311 23.6
Deferred tax liability (net) (3) 41 144 144 144  PBV 135 8.7 73 6.0 49
Total liabilities 2,398 3597 5287 585 6,759 EV/EBITDA 30.5 245 211 15.7 122
Net block 1366 1824 2409 3148 3662 EVisales 11 10 1.0 0.8 0.6
Capital WIP 20 126 188 ; . Retumnratios (%)
Investments - 76 76 76 RoCE 336 269 214 262 292
Inventories 2,822 3,223 4,084 4,846 5,619 RoE 241 19.3 167 192 206
Debtors 2802 3007 6650 7005 7o ¢ %9 M8 234 206 338
Cash 153 41 %7 603 849 Profitability ratios (%)

EBITDA margin 3.7 3.9 45 48 5.1
Other current assets 722 922 1,135 1,480 1,784 EBIT margin 33 34 38 41 44
Total current assets 6,499 7594 12,235 14,024 16,193 PAT margin 19 21 21 24 26
Creditors 5030 5148 8976 10573 12192  Tumover ratios
Other current liabilities & provisions 456 911 646 823 980 Fixed-asset tumover (x) 16.2 16.0 120 109 104
Total current liabilities 5,487 6,059 9622 11396 13,172  Debtor days 42 39 81 70 65
Net current assets 1,013 1,536 2,614 2,627 3,021 Inventory days 47 47 57 55 53
Total assets 2,398 3,597 5,287 5,852 6,759  Creditor days 84 75 126 120 115
Source: Company, Nirmal Bang Institutional Equities Research Solvency ratios (x)

Debt-equity 0.2 0.1 0.4 0.2 0.2

Source: Company, Nirmal Bang Institutional Equities Research

Dixon Technologies (India)
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Rating track
Date Rating Market price Target price (Rs)
21 August 2018 Buy 2,515 3,285
9 October 2018 Buy 2,348 3,285
2 November 2018 Buy 2,115 2,990
9 January 2019 Buy 2,095 2,990
31 January 2019 Buy 2,218 3,020
9 April 2019 Buy 2,377 3,190
16 April 2019 Buy 2,348 3,190
27 May 2019 Buy 2,425 3,090
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Mr. Chirag Muchhala, research analystand the author of this report, hereby certify that the views expressed in
this research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.

Dixon Technologies (India)
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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