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Arcelik justifies a more positive view
The household appliance maker is well diversified away from
Turkey, has a strong, cash-rich parent and is still a market leader. Ticks
a number of boxes for a more optimistic view

Source: Shutterstock

1Q18 earning - decent results
As expected, Q1 activity was weak following the expiry of the white goods sales tax break at
end-September. Nevertheless, EBITDA was up 8% YoY to TRY523bn as the company
defended its margins by hiking prices. However, dealer de-stocking caused Arcelik's working
capital to rise 8% QoQ to TRY6.8bn, meaning that the working capital/sales ratio increased
to 31.6%, slightly above the company’s 30% target. Higher working capital and the currency
move also caused Net Debt/EBITDA to increase to 2.83x, up 30bp QoQ.

Arcelik returns to normal

Net profit declined 26% to TRY178m on currency effects.
Domestic sales were weak, as the end of the tax break led to -25% YoY unit growth in 1Q18.
Overall, FY17 domestic revenues decreased by 2.7%, while the International segment
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improved 26% due to acquisitions (Dawlance) and the currency effect (weak EUR/USD as
well as weak USD/TRY), with a sluggish performance in Western Europe offset by a more
dynamic performance in Eastern Europe, South Africa and Pakistan. While Arcelik also noted
the lagged impact of higher steel, plastic and large panel prices on profit margins, the
EBITDA margin recovered from 7.5% to 9.9% QoQ (though remained short of the 10.5%
posted in 1Q17).
Turning to the balance sheet, dealer de-stocking caused ACKAF’s working capital to rise 8%
QoQ to TRY6.8bn, meaning that the working capital/sales ratio increased to 31.6% (from
30.3% in Q4), slightly above the company’s 30% target. Higher working capital and the
currency move also caused Net Debt/EBITDA to increase to 2.83x, up 30bp QoQ. Arcelik
expects 2018 revenue growth of c.20% in TRY terms, with EBITDA margins of c.10%.
Market shares should remain stable or improve in key regions, while the white goods market
should see flat to slightly negative (-5%) sales volumes in Turkey and growth of c.2%
abroad.  The Turkish volume growth number was revised down.

Earnings in detail

Arcelik reported a robust sales performances abroad but struggled at home. Overall 1Q18
revenues in Turkey fell 3% YoY to TRY1.9bn, while headline international revenues increased
26% to TRY3.4bn, although the latter grew just 10.6% on an organic basis and was inflated
by TRY depreciation. Turkish sales volumes fell 25% YoY in Q1, worse than the market’s 19%
decline, as activity fell following the expiry of last year’s sales tax break. 1Q17 was also a
particularly strong quarter due to the tax incentive. The International segment saw sluggish
growth in Western Europe and much stronger performance from Eastern Europe and South
Africa. Asian operations are also performing well, with Dawlance growing 20% in Pakistan
and refrigerator production ramping up in Thailand (+30% YoY).

Rising metals and plastics costs (+15% and +8% YoY respectively) remained within budget
and margins improved following domestic price hikes, strong EUR against the USD and a
50bp YoY improvement in the Opex/Sales ratio thanks to operational leverage and strict
opex control. Overall, the 1Q18 gross margin rose 0.5ppt YoY to 31.2%, while the EBITDA
margin improved 2.4ppt YoY to 9.9%.

However, the decline in activity hit the balance sheet. Dealer de-stocking inflated Arcelik’s
inventory, causing its working capital needs to rise 8% QoQ to TRY68bn. This pushed the
Working Capital/Sales ratio to 31.6%, up 1.3ppt QoQ though still close to the company’s
30% target. High working capital requirements have historically been one of Arcelik’s main
challenges so, while we are comfortable with the ratio at this level, we would not want to
see it deteriorate much further as the company would imperil the credibility it has worked
hard for since 2016.
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Arcelik's sales by region

Source: Company data, ING

Balance-sheet metrics also deteriorated somewhat in Q1 from a strong position. Cash was
flat QoQ as the TRY435m dividend payment offset the return to positive operational
cashflow, while net leverage worsened from 2.5x to 2.8x QoQ, due largely to higher working
capital needs and, to some degree, the weaker TRY.
While we are comfortable with this cyclical upswing in leverage as long as the company
demonstrates that it is willing and able to maintain its prudence over the medium term, the
surge in leverage was greater than we were expecting. We would certainly not want to see
it break above 3x for any sustained period. On the flip side, we take comfort from the
flexibility afforded Arcelik by its strong operational performance and robust parental
support structure.

Arcelik's Net Debt/EBITDA

Source: Company data, ING
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Net operational cash flow improved to negative TRY14m in 1Q18 from negative TRY410m at
year-end, due to a smaller rise in trade receivables and much higher payables. This allowed
Arcelik to ease bank borrowings from TRY934m to TRY667m over the period and meant that
it ended 1Q18 with TRY2.6bn of cash, flat QoQ despite higher capex (TRY233m) and dividend
payments (TRY435m).

Arcelik has revised down its Turkish white goods market volume growth guidance to a range
of -5% to flat. Other guidance is unchanged. Arcelik expects stable to higher market shares
in key regions, revenue growth of 20% in TRY, an EBITDA margin of c.10% and a long-term
EBITDA margin of c.11%.


