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on 1 february, the day the 
finance minister presented 
the budget in parliament, 

the shares of crompton greaves 
consumer electrical limited (cgcel) 
hit a 52-week high of R195. the mar-
ket cap crossed R12,000 crore. while 
shares do regularly hit 52-week highs, 
for cgcel this was a unique moment 
in history as at this rate, its valuation 
was more than 2.6x the valuation 
of its erstwhile parent, crompton 
greaves (cg) ltd, which had a mar-
ket cap of R4,600 crore. even before 
the company had declared the finan-
cial results for a full year, it was 
commanding a p/e of over 40x. the 
shares of cgcel were listed in may 
2016 at a price of R128, subsequent 
to the demerger from crompton 
greaves and the change in owner-
ship effected thereafter.

primarily into fans, lighting, 
motor pumps and small appliances, 

like mixer grinders, water-heaters and 
irons, cgcel in its earlier avatar was a 
profit-making division in cg. it had 
been growing at a healthy cagr of 16 
per cent over the last six years. laden 
with debt following a spate of take-
overs in overseas markets and a 
slump in the indian market, promot-
ers thapars, demerged the consumer 
division into a separate company 
in 2015. this was done to allow the 
company to grow independently and 
also help the promoters monetise 
their holdings through a sale.

avantha group through which 
the promoters held their stake, sold 
off their 34.37 per cent stake (as part 
of an agreement inked earlier, to 
advent international, a global pri-
vate equity firm, and temasek hold-
ings, which came in as a co-investor) 
for  R2,000 crore. the sale of shares at 

R104 per share valued the enterprise 
at R6,000 crore. the agreement, inked 

in 2015, was made effective 
from 1 January 2016, with 

new shares of R2 each, issued 
to existing shareholders of cg in 

the ratio of 1:1. the mandatory offer 
made by the two private equity enti-
ties, at the purchase price of R104 
per share in september 2016, drew 
a blank, as the shares had already 
raced to R140 by then.

advent is, however, not com-
plaining, despite being a minority 
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stakeholder, with only 24.34 per cent 
equity in the company. if anything, 
shweta Jalan, md & country head, 
advent international, india, is opti-
mistic about the growth going for-
ward. “it is a strong, consumer-facing, 
home-grown brand that is under-in-
vested and, given its wide distribu-
tion network and acceptability of its 
products across india, we aim to focus 
on the domestic markets.” Jalan, who 
was earlier with icici Ventures, the 
private equity arm of icici, has been 
with advent since 2009.

undoubtedly, in a fragmented 
industry, both in fans and lighting, 
the crompton brand does stand out 
– a fact acknowledged even by its 
staunchest competitors. “crompton 
is a well-respected brand,” says sunil 
sikka, president, havells, one of 
crompton’s competitors. “it’s well-
entrenched too, especially in the 
south. the brand is a hallmark of 
quality and is known for its manu-
facturing capabilities.” the strength 
of the brand can be gauged from 
the fact that over the last decade 
crompton has hardly advertised on a 
national level – a flaw which the new 
management, put in place after the 
demerger, has started rectifying.

brand crompton, which is 
retained by cgcel, is now more fre-
quently seen on tv, during prime 
time, as also more frequently dur-
ing the telecast of ipl matches. “our 
focus is to increase awareness of the 
crompton brand, especially in tier 
ii and tier iii cities, to ensure that it 
is at the top of the mind recall, not 

just in fans but across all its product 
range,” says biswabaran chakrabarti, 
vice-president, brand and channel 
management.

High expectations
while the brand is indeed one of the 
company’s biggest assets, being part 
of the larger group did help in a way. 
in the first nine months, the company 
posted a record profit of R204 crore on 
a total turnover of R2,909 crore. this 
includes the one time seasonal surge 
witnessed in the first quarter, which 
sees the maximum sale of fans and 
air-coolers. this being the first full 
year of operations, there are no com-
parable figures for the earlier finan-
cial year, which was of six months. 
earlier, when it was a part of cg, the 
total income was bundled under the 
head, consumer goods.

however, in comparison to two of 
its biggest listed competitors, havells 
india and bajaj electricals, cgcel’s 
operating margins hover about 12 
per cent on an average per quar-
ter. while this is lower than havell 
india’s margin of 15 per cent, it 
is higher than bajaj’s 6-odd per cent. 
philips india, the biggest player in 
lighting, is unlisted but its income 
from lighting is believed to be about 

R3,000 crore.
cgcel’s current price of R192 trans-

lates into a p/e of 44 times, clearly 

reflecting the high expectations of 
investors, which has been priced in 
by them. while this is closer to have-
lls (44x) but lower than symphony 
(52x) and higher than  bajaj elec-
tricals (22.2x) and V-guard (37x), 
the expectations stem from the new 
owners and new management team, 
who are expected to execute aggres-
sive growth strategies in the coming 
years.

as is the modus operandi com-
monly seen, a new team of key pro-
fessionals, drawn from various mncs, 
has swung into action here too. the 
first to come in was shantanu Kho-
sla, 57, earlier md & ceo, p&g, india, 
who took over as md on 1 July 2015. 
an iitian with a b tech from mum-
bai and mba from iim-Kolkata, Kho-
sla in his 13-plus years with p&g, 
was instrumental in growing its reve-
nues 15x and making p&g one of the 
fastest-growing fmcg companies in 
india. prior to p&g, Khosla was with 
richardson hindustan, the maker 
of Vicks, which was earlier taken 
over by p&g. in an industry where 
the entry barriers are negligible it 
makes sense to have someone who 
can strengthen the brand, going for-
ward. his experience in p&g would 
also have allowed him to build ties 
with distributors and the retail staff. 
“cgcel provides an opportunity 
to be an entrepreneur,” explains 
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Khosla, about his reason for making 
the move. “the launch of innovative 
products, across price points, using 
technology as a disrupter and trans-
forming the shopping experience are 
some of the areas which we aim to 
focus on.” Khosla’s one point agenda 
is to ensure cgcel grows faster than 
the market and the bottom line 
grows in sync with the topline, if not 
more.

another key appointment was 
the ceo. mathew Job, an electronics 
engineer and alumnus of iim Kolk-
ata, was brought on board in septem-
ber 2015. a veteran in the industry, 
Job has been with philips in the light-
ing sector for over 15 years. his last 
job was as the md of racold thermo, 
where he helped transform the com-
pany to be a major player in the water 
heater segment. the key team mem-
bers have also been offered esops to 
incentivise them.

Brand building
Job shares the view that a company 
has to invest in brand and make 
its product more relevant to genX. 
another important lever he says is 
‘go to markets’, which essentially 
means that products of the com-
pany should be widely available, vis-
ible and easy for consumers to make 
a choice. the company’s products 
are now available at an estimated 
100,000 outlets and plans are being 
made to increase the tally by another 
45,000-50,000 in the next few years.

many retail shops selling fans and 
lights are cluttered with products 
of all kinds and shopping is more a 
drudgery than a memorable expe-
rience. in a bid to make shopping 
more enjoyable to the customer, sev-
eral companies have started opening 
exclusive shops, which allow dis-
plays of all products and 
also provide consumers 
with the guidance to make 
the right choice. havells, 
for instance, has about 500 
such shops called galax-
ies. crompton has 40 such 
stores, spread largely across 
in the southern and western 
regions. it plans to expand 
the presence, pan india.

Job, like Khosla, also 

feels that innovation will be one of 
the key levers – which are customer-
centric and offer customers superior 
product propositions. crompton, 
which has always been known for 
its engineering prowess, has, over 
the last two years, devised products 
keeping the customers’ concerns in 
mind. two of the innovative prod-
ucts in fans, introduced in the last 
few months, include a dust-free fan 
and a large ceiling fan with auto-
matic temperature sensing control.

also introduced was the radio fre-
quency-based remote control, which 
was in line with the company’s strat-
egy to get into premium products – 
basically fans that cost at least twice 
the price of the regular fans. pre-
mium fans, which offer better mar-
gins, now contribute 15 per cent to 
the total turnover of the fan segment. 
even for regular fans cgcel has tried 
to build apparent differentiators, like 

new colours for the blades, addition 
of an extra blade, etc.

even in rural areas, which is a big 
growth area, “the aim  is to turn a 
commodity into a product of aspi-
ration by continuously building in 
some differentiator,” says rangarajan 
sriram, vice-president, fans. how-
ever it is tough to innovate in a rel-
atively matured industry. in india 
while companies are experimenting 
with two blades, three blades and 
four blades, globally companies like 
dyson are offering bladeless fans.

a variety of fans, including ceil-
ing fans, table fans, exhaust fans and 
industrial fans, currently account 
for 45-50 per cent of the total turn-
over, estimated at R4,000 crore 
in 2016-17. lighting accounts for 
25-28 per cent, while pumps bring 
in about 20 per cent and appli-
ances the balance 6-8 per cent. in 
pumps, cgcel has a clear leadership 
position in the residential pumps 
sector while, in the agricultural vari-
ety, it is ranked third. overall, it has 
a market share of 28 per cent.

‘premium products, with profitable 
growth’ is a strategy which cromp-
ton has followed even in the lighting 
division. focus on sale of led bulbs 
has seen this segment grow by 
more than 80 per cent in the quar-
ter ended december. it now accounts 
for 55 per cent of the total turnover 
from this division. the led bulbs are 
manufactured largely at its plant in  
baroda. the company has three 
other units in himachal pradesh at 
baddi; two in maharashtra; and two 
in goa, for the manufacture of its 
other products. a part of the low-
end products are also sourced from  
dedicated vendors.

the fan industry is currently esti-
mated around R8,000 crore with 

2.5-3 million fans being 
produced per month by 
the organised players. this 
includes usha international 
which also commands an 
estimated market share of 
15-20 per cent, Khaitan 
electricals, polar and a host 
of regional players.

while the company is 
a clear leader in fans, in 
lighting it is ranked third 
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or fourth. philips india still dom-
inates the lighting sector, with an 
estimated turnover of R3,000 crore, 
followed by surya lighting. bajaj 
electric and cgcel compete for the 
third spot, with an estimated income 
of R1,000-1,100 crore each, while 
havells, which is strong in switch-
gears, cables and appliances, fol-
lows close behind in lighting, with 
an estimated turnover of R850 crore. 
besides retail, lights are also sold 
through b2b channels. commercial 
offices, playgrounds, as also hospi-
tals, are the other users of lights.

Growth driver
besides these channel sales, all lead-
ers including cgcel, bajaj and have-
lls participate in government tenders 
for various projects. energy effi-
ciency services limited, a joint ven-
ture of psu companies to spread 
affordable power-efficient led bulbs, 
is also a big growth driver in terms of 
volumes for both led bulbs and fans. 
like most companies, cgcel is also 
managing the transition from the 
traditional cfl bulbs to led bulbs, the 
usage of which is growing rapidly.

along with cgcel and other 
established players who are trying 
to increase their market share, there 

are several new players, both in the 
fans and lighting segments, who are 
making aggressive overtures and 
nibbling away market share. these 
include surya (traditional in light-
ing), polycab wires, anchor and 
luminous power technologies (in 
which schneider electrics has a 74 
per cent stake). some have adopted 
new techniques like wooing women, 
as the decision-makers, and kids, as 
the influencers, to boost sales – tech-
niques some of the traditional play-
ers have yet to adopt.

being a relatively mature indus-
try, innovations and plans to cover 
all price points can only help the 

company get an edge over competi-
tors. in order to increase profit, the 
company has also embarked on cost-
cutting initiatives. while the drop in 
metal prices over the last few months 
did help in compressing costs, the 
company has been embarking on a 
lot more measures, including making 
choices on right mix and segments. 
“all the savings from cost control 
measures are invested in strengthen-
ing the brand,” says sandeep batra, 
the newly appointed cfo. batra, for-
merly with  pidilite, joined cgcel on 
1 september 2015. the selection 
of the top team gives an indica-
tion about the promoters’ focus on 
branding. it is the brand which will 
ultimately attract buyers who are 
increasingly spoilt for choice, be it 
in fans or lighting. and this is what  
is driving the high p/e enjoyed by 
the leaders.

as part of his cost reduction 
measures, batra also went in for 
a refinancing of debt, inherited 
from cg during the spin-off, by rais-
ing a fresh issue of bonds with a 
five year maturity, at 8.95 per cent. 
“this, as also other cost-reduction 
and improved operational efficien-
cies, will bring down the interest 
from the current level of R16 crore to 
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R10 crore per year,” he claims. like 
other fmcgs, cgcel works on neg-
ative working capital, with a large  
part of its sales effected on a cash-
and-carry basis. there is negligi-
ble credit offered except in the b2b 
segment or in government orders. 
credit from vendors takes care of the 
immediate requirement in case of 
larger orders.

Product basket
while the profitable growth 
of cgcel can be sustained through 
the introduction of new products in 
the segments, where it has a leader-
ship edge, it is broad-basing the prod-
uct basket in the appliances segment, 
which is an area of concern. in areas 
such as water heaters, cgcel has 
not been able to build a significant 
market. marketing small appliances 
require a specific kind of presence 
in large consumer outlets, modern 
format retail stores, canteen stores 
and other established industrial seg-
ments. what is required is an out-
reach to builders and developers, 
comments an industry veteran.

unlike in lighting and fans, which 
are one-time purchases, after-sales 
service plays an important part in the 
case of small appliances. for room-
heaters, induction plates, ovens, 

toasters, etc, the targeted 
audience is the women. 
respect for their roles, as also 
building bridges with plumbers 
and electricians, who often influence 
the decision for small appliances, are 

some key areas that should 
be addressed. online retail 

channels, building bridges 
with gen-X, which seeks com-

forts at their fingertips, etc, are also 
key areas for underwriting success in 
small appliances. building in-store 
visibility, developing multi-channel 
marketing through diverse distribu-
tion channels and strong after-sales  
servicing, etc, also have to be 
addressed properly.

it is, however, the hope of making 
it big in an industry where the entry 
barriers are low, that has seen the 
entry of more than a dozen new 
entrants. V-guard, anchor, poly-
cab, ttk prestige are some of the play-
ers looking at leveraging their brands 
in appliances. symphony is the undis-
puted leader in air-coolers. with the 
industry is recording double-digit 
growth, there is enough room for 
at least 3-4 big players across seg-
ments on a pan india basis. cgcel is 
ensuring that it remains a signifi-
cant player not only in its traditional 
areas, but also in areas that it chooses 
to enter. and, with investors backing 
the new management moves, fund-
ing new initiatives may be the least 
of its problems.
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