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EPACK Durable Limited Price Band Recommend

IPO Meet Note Rs. 218-230 Subscribe for Long Term

Play on RAC and SDA demand potential...

Company Overview:

=  EPACK Durable Limited is the second largest Room Air Conditioner (RAC) original designer manufacturer
(ODM) in India in terms of numbers of units manufactured in FY23.

=  The company initially started operations as an Original Equipment Manufacturer (OEM) for RAC and gradually
evolved into an ODM partner for RACs.

=  Apart from the manufacturing of units for RAC, the company also indulges in the production of various com-
ponents pertaining to RAC like sheet metal, injection moulded, cross flow fans and Printed Circuit Board As-
sembly (PCBA).

=  The RAC manufacturing business is seasonal in nature wherein, the units are running on maximum capacity
during Jan-May (peak production) period and lower capacity in remaining months. To capitalize on the idle
capacity during off season, EPACK Durable has forayed in manufacturing of Small Domestic Appliances partic-
ularly in induction cooktops, mixer grinders and water dispensers.

=  Being an ODM partner to RAC, R&D activities becomes an integral part of the business. They have a dedicated
R&D centres in Greater Noida, Bhiwadi and Dehradun comprising 57 personnel equipped with endurance test
labs for RACs and SDAs, induction coil - automatic voltage tester, induction coil — breakdown tester, needle
flame tester, customized glow wire tester.

=  Ason FY23, the company has aggregate installed capacity of 0.90 million IDUs, 0.66 million ODUs, 0.36 million
ODU Kits and 0.42 million WACs, 0.11 million water dispensers, 1.2 million induction cooktops and 0.30 mil-
lion mixer grinders, and components.

Valuation and Outlook: At the upper price band, the IPO is priced at an P/E of 65.7x on FY23 EPS (post-issue),
which is at premium of 32% to its peers average valuation (PE) of 49.8x on FY23 basis. Over FY21-23, the company’s
Revenue/Ebitda/Pat have grown at a CAGR of 44.6%/56.2%/107.3% respectively. As per F&S report, EPACK Durable
holds a market share of 24% (vs 46% of Amber) in the ODM space for RAC. The company will be investing the IPO
proceeds in expanding its manufacturing capabilities to be in position to meet the future anticipated demand. At
this valuation we see limited potential for upside, hence we assign a “Subscribe for Long Term” rating on the com-

pany.

JANUARY 19, 2023

Indsec Research is also available on www.indsec.com and Bloomberg RESP_ISFL <GO>, Thomson Reuters, Factset and Bluematrix
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Pre-issue and post-issue holding structure

Financial summary (Rs. Mn) FY21 FY22 FY23 | H1FY24
Revenue 7,362 9,242 | 15,388 | 6,148
EBITDA 420 688 1,025 370
EBITDA margin (%) 5.7% 7.4% 6.7% 6.0%
Adj. PAT 78 174 335 27
Adj. PAT margin (%) 1.1% 1.9% 2.2% 0.4%
PE (Post issue) - FY23 65.7x

Peer Comparison

FY21-23

FY23

Revenue | EBITDA | PAT ROCE EV/
CAGR CAGR | CAGR EBITDA

Shareholding pattern

Pre-issue

Post-issue*®

Holding (%)

Holding (%)

Promoter &

65.4% 48.1%
Promoter Group
Public 34.6% 51.9%
Total 100.0% 100.0%

Selling Shareholders

* At upper price band

% of Pre-issue

EPACK Durables* 44.6% | 56.2% [107.3%|10.5%| 9.5% |2.3% | 24.5 | 65.7
Listed Peers

Amber 51.2% | 36.6% |40.6% | 8.8% |10.7% |3.0% | 26.0 | 55.3

PG Electroplast 75.3% | 88.1% |153.3%|22.0%|17.3% |6.0% | 24.3 | 44.3

Selling Shareholders Type ‘ No of Shares | % of OFS ‘ Size
Bajrang Bothra Promoter 11,72,976 11.2% 1.5%
Laxmi Pat Bothra Promoter 6,66,798 6.4% 0.9%
Sanjay Singhania Promoter 7,48,721 7.2% 1.0%
Ajay DD Singhania Promoter 7,48,721 7.2% 1.0%
Pinky Ajay Singhania| Promoter Group 2,86,351 2.7% 0.4%
Preity Singhania Promoter Group 2,86,351 2.7% 0.4%
Nikhil Bothra Promoter Group 4,42,905 4.2% 0.6%
Nitin Bothra Promoter Group 4,42,905 4.2% 0.6%
Rajjat Kumar Bothra| Promoter Group 3,79,633 3.6% 0.5%
India Advantage Other 46,30,284 | 44.4% 5.9%
Fund
Dynamics India Fund Other 6,31,402 6.0% 0.8%
Total 1,04,37,047 100% -

Source: RHP
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Competitive Strengths:

Long Standing relationship with existing clients: The company’s average length of relationship with RAC and SDA clients is 8.7 and 6.3 years, respectively. Many of
their customers typically implement approval processes and quality audits checks in the selection of their suppliers which entails a switching cost. EPACK Durables
price competitive products, integrated manufacturing capabilities and higher switching cost to customers enables the company to maintain long term relationship
with clients as well as expand its products offerings to newer clients.

Among the key manufacturer in RAC and SDA category: The company is the second largest RAC ODM manufacturer in India in terms of number of units (indoor
units + outdoor units) manufactured in Fiscal 2023 through the ODM route. They hold 24% market share in the ODM for RAC space. As per F&S report, the Indian
RAC market is forecasted to grow by 12.1% & 15.1% CAGR in volume and value terms. This coupled with the import ban of completely built air conditioners augurs
well for the company to tap in the above stated growth potential.

Even the SDA market is expected to grow at a considerable pace driven by growth in mixer grinders (+6.9% CAGR, FY23-FY28P), Induction cooktop (+4.9% CAGR,
FY23-FY28P) and water dispensers (+4.8% CAGR, FY23-FY28P). Further, high entry barriers in the industry also highlights the tailwind growth ODM/OEM manufac-
turers are going to gain.

Advanced vertically integrated manufacturing operations: They have the highest amount of backward integration for RACs at a single location. This enables the
company to eliminate costs typically incurred in transportation of parts between facilities. Also, apart from the manufacturing of RAC and SDAs, the company pro-
duces critical components such as heat exchangers, copper tubing, PCBAs, cross flow fans, axial fans and other components such as sheet metal press parts and
injection moulded components. They also offer customized manufacturing solutions like completely built-up units or IDUs or ODUs separately. This has labeled the
company as one of the integrated solutions provider catering to all aspects of RAC and SDA manufacturing value chain.

Robust product development and design optimization capabilities: They have dedicated R&D centres in Greater Noida, Uttar Pradesh, Bhiwadi, Rajasthan and
Dehradun, Uttarakhand, which are equipped with modern infrastructure such as endurance test labs for RACs and SDAs. The company also utilise various ad-
vanced software programs such as CoilDesigner® and Siemens NX, which has helped enhance their design capabilities. They are one of the initial Indian RAC ODM
companies to manufacture 5 mm copper tubing for the heat exchangers, which has now become industry norm.

Source: RHP Page 3
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Business Strategies:

Expanding existing product portfolio: EPACK Durable intends to expand product portfolio beyond room air conditioner products to semi commercial air condi-
tioner products and domestic air coolers. In addition, they intend to expand their SDA product portfolio with products such as hair dryers, induction water heaters
and nutriblenders, tower fans, kitchen chimneys and dual ICTs. As per F&S report, the components outsourcing market in FY23 was Rs. 30—32bn and is expected
to grow at a CAGR of 15%-16% to reach Rs. 63—65bn by FY28. Thereby the company is also aiming to cater to these sizable business opportunity.

Expanding integrated manufacturing capabilities and R&D investments: One of the strategy of the company is to continue its investments in manufacturing in-
frastructure and improve operational efficiencies. The expansions are required to meet the anticipated increase in demand for its product. Further they also in-
tend to keep up with their investments in R&D required to improve product quality and development at optimized cost.

Increase wallet share from existing customers coupled with new customer acquisition: The company intends to increase wallet share from existing customer by
way of innovation and cross-selling additional products. Further they intend to continue to leverage their sales and marketing network, diversified product portfo-
lio and market positioning to establish relationships with new multinational, regional and local customers and expand their customer base.

Further explore initiatives to strengthen control over supply chain: Long lead time for the import of raw materials and higher dependence on third party supplier
could delay production as well as impair relationship with clients for newer orders. To mitigate this, the company intends to increase focus on backward integra-
tion of various components required for manufacture of its product. This is expected to improve inventory management and reduce manufacturing cost.

Key Risks:

Customer Concentration: Top 5 customer contributes 83% and 80% of FY23 & H1FY24 company’s revenue. The deterioration of their financial condition or pro-
spects, or a reduction in their requirement for company’s products could adversely affect business, results of operations, financial condition and cash flows.

Long term contract: The customers do not make long-term commitments and may cancel or change their sourcing requirements. Such cancellations or changes
may adversely affect the financial condition, cash flows and results of operations.

Manufacturing risk: The company’s business is dependent on the three manufacturing facilities and are subject to certain risks in the manufacturing process. Any
slowdown or shutdown in the manufacturing operations could have an adverse effect on the business, financial condition and results of operations.

New product: If the company is unable to introduce new products and respond to changing customer requirements, including due to changing customer prefer-
ences and regulatory requirements in a timely and effective manner, the demand for the products may decline which may have an adverse effect on the business,
results of operations and financial condition.

Source: RHP Page 4
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Revenue from operations (Rs. Mn)

Gross Profit (Rs. Mn) and GM (%)
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Working capital Cycle (days)

Return Ratios
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Installed capacities and Utilization

New Manufacturing Unit at Sri City

FY21 FY22 FY23

Installed Capacity as on
Name of the Product Dec 15 2023

Installed Installed Installed
Capacity | Capacity | Capacity | Capacity RACs
(in .Mn Utilization | (in .Mn Utilization Indoor Units (IDUs) 0.66
units) units)
Outdoor Units (ODUs) 0.66
RACs
SDAs
Ind Units (IDU 0.7 26.1% 0.5 27.7% 0.9 42.3%
ndoor Units (IDUs) i i i Induction Cooktops 0.65
Outdoor Units (ODUs) 0.5 31.3% 0.5 21.5% 0.7 34.6% Components
ODU Kits 0.4 60.3% 0.4 76.2% 0.4 90.3% Injection moulded components 16.36
2’\\,/\;2(::(:\)N Air Conditioners 03 57 2% 04 51.2% 04 63.5% Sheet metal press parts (Strokes) 40.89
Copper tubing 16.32
SDAs Heat exchanger 1.24
Mixer Grinders 0.2 40.2% 0.3 76.7% 0.3 55.4% Powder coating 1.99
Induction Cooktops 0.7 77.8% 0.8 78.6% 1.2 79.7% CFFs — IDU units 3.12
Water Dispensers 0.1 5.9% 0.1 40.5% 0.1 61.7%
Components
Injection Moulded 17.9 53.6% 25.9 60.2% 61.8 50.2%
Sheet Metal Press Parts 59.7 | 45.8% 61.2 53.4% | 837 | 52.8%
(Strokes)
Copper Tubing 43.5 32.6% 43.5 32.4% 44.0 41.5%
Heat Exchanger 2.1 42.5% 2.8 49.1% 3.5 42.4%
CFFs - IDUs 0.0 0.0% 0.0 0.0% 3.0 10.4%
Source: RHP Page 7
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Industry Outlook
Comparison of RAC penetration in India vs other countries, CY2022 Comparison of penetration of RAC vs other consumer durables in India
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Split AC & Window AC sales mix trend

Indian RAC ODM/OEM Market share, FY23
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Indian Split RAC components business growth forecast

Indian Split RAC components business growth forecast
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Indian Mixer-Grinder market (Rs in Bn) Indian Induction Cooktops market (Rs in Bn)
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INDSEC Rating Distribution

BUY : Expected total return of over 15% within the next 12-18 months.
HOLD : Expected total return between 0% to 15% within the next 12-18 months.
SELL : Expected total return is negative within the next 12-18 months.

NEUTRAL: No investment opinion, stock under review.

DISCLOSURE

DISCLOSURE
BUSINESS ACTIVITIES:

Indsec Securities and Finance Limited (ISFL) is a corporate member of BSE (Equity, WDM segment), of NSEIL (Equity, WDM, Futures & Options and Currency Derivative segments) and has also secured membership of the MSEI Exchange (Currency
Derivative Segment) vide registration No. INZ000236731. ISFL is an AMFI Registered Mutual Fund Advisor (MRMFA) vide Registration Number 9194. ISFL is also a Depository Participant of the National Securities Depository Limited (NSDL) and a
SEBI registered Portfolio Manager. With this setup ISFL is in a position to offer all types of services in the securities industry.

Since inception company’s focus has been on research. In view of its research capabilities ISFL focused mainly on institutional business and is today empaneled with most of the local financial institutions, insurance companies, banks and mutual
funds. ISFL has grown from being a medium size broking outfit to become one of the largest capitalized Indian broking company offering the complete range of broking services.

ISFL was incorporated on 28th July 1993 and doesn’t have any associates/ subsidiaries. ISFL is a registered Portfolio Manager under SEBI (Portfolio Managers) Regulations, 1993 vide registration No. INPO00001892.
DISCIPLINARY HISTORY:

(] No material penalties / directions have been issued by the SEBI under the securities laws, SEBI Act or Rules or Regulations made there under
®  No penalties have been imposed for any economic offence by any authority.
(] No material deficiencies in the systems and operations of the Company have been observed by any regulatory agency.

®  There are no pending material litigations or legal proceedings, findings of inspections or investigations for which action has been taken or initiated by any regulatory authority against the Company or its Directors, principal officers or em-
ployees or any person directly or indirectly connected with the Company.

DECLARATION:

(] ISFL/Research Analysts or their associates or their relatives do not have any financial interest in the subject company (ies);

. ISFL/Research Analysts or their associates or their relatives do not have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] Directors may have actual or beneficial ownership of 1 % or more in the subject company (ies);

(] ISFL/Research Analysts or their associates or their relatives do not have any material conflict of interest in the subject company(ies) at the time of publication of this document;

(] ISFL has not received any compensation from the subject company (ies) in the past twelve months;

(] ISFL has not managed or co-managed public offering of securities for the subject company (ies) in the past twelve months;

(] ISFL has not received any compensation for investment banking or merchant banking or brokerage services or any other service from the subject company (ies) in the past twelve months;
(] ISFL has not received any compensation or other benefits from the subject company (ies) or third party in connection with this document;

(] None of the research analysts have served as an officer, director or employee of the subject company (ies);

(] ISFL has not been engaged in the market making activity for the subject company (ies);
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DISCLOSURE

GENERAL TERMS AND CONDITION/ DISCLAIMERS:

This document has been issued by ISFL and is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of security.

This document has been prepared and issued on the basis of publicly available information, internally developed data and other sources believed to be reliable. However, we do not guarantee its accuracy and the information may be incomplete
and condensed. Note however that, we have taken meticulous care to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any other employee of our company is in any way responsible for
its contents. The Company’s research department has received assistance from the subject company (ies) referred to in this document including, but not limited to, discussions with management of the subject company (ies). All opinions, projec-
tions and estimates constitute the judgment of the author as of the date of this document and these, including any other information contained in this document, are subject to change without notice. Prices and availability of financial instru-
ments also are subject to change without notice. While we would endeavor to update the information herein on reasonable basis, we are under no obligation to update or keep the information current. Also, there may be regulatory, compli-
ance, or other reasons that may prevent us from doing so.

Securities recommended in this document are subject to investment risks, including the possible loss of the principal amount invested. Any decision to purchase/sale securities mentioned in this document must take into account existing public
information on such security or any registered prospectus. The appropriateness of a particular investment, decision or strategy will depend on an investor's individual circumstances and objectives. The securities, instruments, or strategies dis-
cussed in this document may not be suitable for all investors, and certain investors may not be eligible to purchase or participate in some or all of them. Each recipient of this document should make such investigations as it deems necessary to
arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including the merits and risks involved).

This document 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 the company to any registration or licensing requirement within such jurisdiction. Further, this document is not directed or intended for distribution to the US taxpayers covered under
US Foreign Account Tax Compliance Act (FATCA) provisions. 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

This is just a suggestion and the company will not be responsible for any profit or loss arising out of the decision taken by the reader of this document. Any comments or statements made herein are those of the analyst and do not necessarily
reflect those of the company. No matter contained in this document may be reproduced or copied without the consent of the company. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prose-

cution. The information contained in this document is intended solely for the recipient and may not be further distributed by the recipient. The Company accepts no liability whatsoever for the actions of third parties.

The research analyst(s) of this document certifies that all of the views expressed in this document accurately reflect their personal views about those issuer(s) or securities. Analyst’s holding in the stocks mentioned in the Report:-NIL
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