The Air-Conditioning Product Segment





Air Conditioners (ACs) were invented in 1902 by Dr.Willis Havilland Carrier (the founder of carrier Corporation). They can be broadly classified into :


Window units (0.5 tonnes - 2 tonnes) or room ACs


Split units (which are further segmented as upto 2 tonnes and > 2 tonnes)


Packaged units (5 tonnes & above)


Central Plant Systems


Only the Window and Split segments (upto 3 tonnes) are considered as domestic consumer durables. The packaged units and central plant systems mainly represent industrial and office users.





Demand side Trends





Window ACs dominate the market : The window and the split air-conditioner segment together accounted for about 3,00,000 units produced and sold in 1994-95. The window ACs was about 90 percent of the market while the split air-conditioner formed the rest. The window AC segment is estimated to have grown at about 40 percent since, with the demand reaching 3,50,000 units in 1995-96 from 2,40,000 units in 1994-95. The split AC companies market grew at 35 percent reaching 48,000 units from 35,000 units.


Category�
Tonnage�
Features�
Comments�
Mkt. Share 95-96�
�
Window Units�
0.5 tonnes upwards�
Compact single units�
Most widely used


Low level technology


Low value�
88%�
�
Split Units�
1.0 tonnes upwards�
Condensor, compressor mounted separately�
Maximum noise reduction


More expensive�
12%�
�



The market also saw the introduction of the sub 1 tonne window models in 1995-96, which appears to have significant growth potential and is emerging as an alternative to the air cooler. Therefore window units can be expected to continue to form the major chunk of the market.





Buoyant Demand Growth : After exhibiting marginal growth in the 1980s, demand for ACs has picked up quite well since 1994. The growth has been 24% in 1994-95 (over 1993-94) and has been estimated to be around 27% in the 1995-1996. More than 90% of this pertains to new purchases with replacement demand being low. This buoyancy has been due to a number of factors :


Higher levels of disposable income.


Large number of new entrants, due to economic changes since 1991.


Shift in consumer attitudes due to higher exposure to mass media advertising.


Rationalization of the price structures due to excise duty reductions, which have been passed on the consumers by the manufacturers expecting the demand to take off.





Greater affordability of ACs and improving living standards of the upper and middle classes appear to be translating into higher AC sales in the unpenetrated home market, which accounted for only 25% of total AC sales in 1995-96. Accordingly growth in the medium term is expected to remain buoyant with domestic demand growth rate expected to be in the region of 20%. Export demand will remain negligible.





Supply side Trends





Strong Unorganized sector : Though growing, the organized sector accounts for less than half of the Rs. 7.5 billion domestic AC market. The strong unorganized sector enjoys the major share of the price sensitive domestic market, assembling the machines using freely available components. The estimated market shares are given below :





Year�
Organized�
Unorganized�
Total�
�
�
‘000 Nos.�
%�
‘000 Nos..�
%�
‘000 Nos..�
%�
�
1993-94�
 72�
38�
118�
62�
190�
100�
�
1994-95�
 98�
42�
138�
58�
236�
100�
�
1995-96�
140�
47�
160�
53�
300�
100�
�



The reasons for the predominance of the unorganized sector are maily the price advantages, due to which the ACs assembled by the unorganized sector can be as much as 25% - 30% cheaper than those manufactured by organized sector players. The two main reasons for this advantage are :


Price competitiveness : Since this sector does not pay any excise or sales tax, it is able to sell assembled ACs much cheaper. 


Low upfornt capital costs : It costs only about Rs.25 to 30 lakhs to set up a small AC assembly unit.





Share of organized sector increasing steadily : With progressive rationalization of duties, the price differential between the products manufactured by organized and unorganized sector players is expected to reduce. Accordingly, the share of the unorganized sector is expected to fall continuously. Already excise on compressors has been made 100% MODVATable. This has benefitied the organized sector players enabling them to set off the duty against the amount payable by them. On the other hand the unorganized sector which largely purchases its compressor requirements from manufacturers in the organized sector, has to bear duty on the same without the benefit of any set off.  





Further, in general, a reduction in excise tariffs will benefit the organized sector more. This is because the unorganized players can reduce their prices only to the extent of duty reductions on compressors. On the other hand, organized players will not only be able to reduce prices to the extent of cuts in compressor duties but will also be able to capture savings on excise cuts on finished ACs.





Large manufacturers experiencing a capacity constraint : The major players in the organized sector include Voltas Ltd (Voltas), Carrier Aircon Ltd (Carrier), Blue Star Ltd (BSL),  Amtrex Appliances Ltd (AAL), Videocon Appliances Ltd (VAL), Orient Factors Commercial Co. Ltd - a part of  Shriram Industrial Enterprises Ltd (SIEL), Fedders Lloyd Limited (FLL) and Air Command India Ltd (ACIL).  Their estimated installed capacities and production in 1994-95 are shown in the table below :





Player�
Collaborator�
 Capacity 


      (Nos.)�
Production  


       (Nos.)�
Cap. Utiln    (%)�
�
Voltas�
Toshiba, Japan�
35,000�
33,171�
  94.7�
�
Carrier�
Carrier Corporation, USA�
24,000�
24854�
103.6�
�
BSL�
                         �
 8,000�
  5,000�
  62.5�
�
AAL�
Hitachi, Japan�
16,000�
15,564�
  97.3�
�
VAL�
Matsushita, Japan�
48,000�
12,400�
   *      25.8�
�
SIEL�
�
45,000�
15,817�
   *      35.1�
�
ACIL�
Mitsubishi, Japan�
14,400�
  1,799�
 12.5�
�
FLL�
�
27,000�
  9,000�
*      33.3�
�
�
�
� =SUM(ABOVE) �217,400��
� =SUM(ABOVE) �117,605��
54.1�
�
* Capacities increased towards end of the year - actual utilization figures are much higher. 





While Voltas, Carrier and AAL are operating at 95% and above, SIEL and VAL increased capacities in 1995-96. The actual industry capacity utilization during 1995-96 was estimated to be in the region of 75%. With demand estimated to grow by over 20% per in the medium term, existing capacities are proving to be insufficient.





All the major manufacturers are thus putting up fresh capacity which would come up in the period 1995-97 :


 Player�
Planned Additions (Nos)�
Enhanced Capacity (Nos)�
Comments�
�
Voltas�
45,000�
80,000�
At Silvassa - On stream by April 1996�
�
Carrier�
26,000�
50,000�
In place in mid 1996�
�
BSL�
17,000�
25,000�
At Dadra - Scheduled for end 1996�
�
AAL�
34,000�
50,000�
Details Not Avail.�
�
ACIL�
40,600�
50,000�
Details Not Avail.�
�
VAL�
N.A�
N.A�
Planning one more factory to go on stream in 1997�
�



Restricted Imports : ACs smaller than 2 tonnes cannot be imported for sale in India unless as part of baggage imports or under a Special Import License. Due to a higher level of excise duty (and therefore CVD) on ACs as compared to refrigerators and washing machines, import duties on ACs are very high at 105% (Customs duty 50% + CVD 40% + License fee 15%). At this rate, commercial import of ACs is not viable. Further, unlike most other domestic appliances, ACs require regular servicing and maintenance and the consumer has to be able to access spares and service personnel. 





New players : The demand supply gap is attracting other consumer durable manufacturers towards this market. Onida, BPL Sanyo, Polar Industries, LG Electronics, Kirloskar AAF, Electrolux, and Whirlpool are a few players who are seriously looking at entering this industry. GGEA has also made a tentative entry into the industry, though it is only engaged in trading at this point in time and is  outsourcing models from small manufacturers. However, even if any of these players do decide to put up manufacturing facilities, it will take at least 2 years for their capacities to come on stream. In the meantime, existing players stand to gain from the prevailing situation.





Major Players





The leadership position enjoyed by Voltas is coming under threat with Carrier’s strong growth over the past two years. While Voltas still leads in the window unit segment, Carrier has already become the leader in the split unit segment. The expansion in market shares of Carrier and other players has primarily been at the expense of FLL, once the undisputed number two in the industry. AAL, VAL and SIEL have more or less  identical shares. SIEL has captured market share almost entirely on the strength of its pioneering sub 1 tonne range and its success has prompted the other players to get into this segment. SIEL, Carrier and Voltas have a strong competitive advantage over the other manufacturers as they make their compressors in house. 
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Voltas


Oldest player, well known brand name and the market leader


Strong well established distribution network and after sales service


Wide product range - is entering the sub 1 tonne segment as well


Relatively older production facilities. However new plant coming up at Dadra by April 1996


Company is facing labour problems at Thane plant





Carrier


Phenomenal growth in past two years - accumulated losses wiped out in 1994-95


51% subsidiary of Carrier Corp. USA - access to latest designs & technology


Fewer models - but strong brand name


Sales through direct dealers and wholesalers - Good after sales service





BSL


Concentrating on Central Plant Systems where it is the market leader and on water coolers - less focus on room ACs


Pilot production at its new plant at Dadra for windows and splits will take place in end 1996





AAL


Good production facilities - tie up with Hitachi, Japan


First to introduce splits and wall mounted splits - premium pricing in this segment


Few models - no design changes since introduction


Poor after sales service





VAL


Design & drawings from Matsushita - owner of the ‘National’ brand name


Wide product range in window ACs


Ability to price its models aggressively is greatest strength


Wide distribution network - synergistic with other product lines 





SIEL


Pioneered the sub 1 tonne range - the cheapest ACs available. Its success has prompted competition to follow suit


Major competitive advantage is level of backward integration - one of the largest compressor manufacturers in India  (collaboration with Tecumseh, USA) - company supplies compressors to other AC manufacturers as well


Still scouting around for technical collaboration for ACs - will need to be finalized soon to keep abreast of new technology/features offered by competition





ACIL


Poor capacity utilization in past two years


Despite this, company has wiped out accumulated losses in 1994-95


Brand relatively unknown - however recent tie up with Mitsubishi, a formidable global player, is expected to change this situation


Distribution network comparatively limited 





FLL


Once the undisputed No:2 in the industry - company has lost market share and is no longer perceived as a threat by competitors


Continues to be plagued by a host of problems including labour troubles, funds constraint and a family split


Plans to put up a compressor manufacturing plant with capacity of 200,000 nos. per annum





BLUE STAR LTD.                                              


Second successive year of accelerated growth, Total income was up by a healthy 28%,Net profit after tax rose by 54%


Spurt in operating profit 


Improvement in gross margins by 1.2%, indicating tight control of costs and a more favourable product mix.


Higher productivity of human and financial resources.


Strengthened its leadership position in the central airconditioning and packaged airconditioner markets. 


Established an engineering facility at Baroda, strengthened its capability to handle medium and large size engineering, procurement and construction (EPC) projects.


Excellent business growth of 44% for the Commercial Equipment Group, successful launch of a number of new products aimed at the hospitality sector.


Technical collaboration with Rheem Manufacturing Company, USA for product and manufacturing technology for airconditioners, likely to commence production by the end of the financial year 1996-1997.





KHAITAN TIBREWALA ELECTRICALS LTD.                          


No significant improvement in profitability 


High advertisement costs on the launch of  new product i.e. room coolers


Captured significant market share in room coolers and portable fans








Summary





Favourable demand profiles in medium term. Sales volumes will pick up and larger players who are able to deliver the quantities required by the growing market will see both volumes and market share increasing. In particular, Carrier, Voltas and SIEL appear well positioned to take advantage of the favourable market situation.





Long term prospects for the industry will depend on whether the interest shown by global players in this sector actually translates into manufacturing facilities. However it will take around 2 - 3 years for this to take place.





Profit margins are expected to remain stable in the near future





KIRLOSKAR PNEUMATIC CO. LTD.                                


Various Divisions registered growth over the previous year as under :


Air Compressor Division				41%


Airconditioning & Refrigeration Division	33%


Transmission Division				18%


Export						12%


Demag Kirloskar Compressors Ltd. (DKCL) commenced commercial operations during 1994-95.


Kirloskar McQuay Pvt. Ltd. (KMPL) was incorporated during the year pursuant to Joint Venture Agreement with McQuay International, USA McQuay) to  manufacture, assemble, sell and export various types of chillers, Air Handling Unites, Fan coil Units, etc.





Entered into a Joint Venture Agreement with O.Y.L. Overseas Ltd. (OYLO), Jersey, Channel Islands and incorporated a Company viz; Kirloskar OYL Private Limites (KOPL) to manufacture, assemble, sell and export various types of Package Air Conditioners, Reciprocating Chillers, Window Air Conditioning Units, etc.


Agreement with Kirloskar Oil Engines Ltd., Kirloskar Brothers Ltd., and Kirloskar Electric Co. Ltd. for incorporating a Trading Company in Jebel Ali Free Trade Zone, Dubai for marketing, distribution and servicing of Kirloskar Group Products in the United Arab Emirates and neighbouring countries


Entered into a strategic alliance with K.G. Khosla Compressors Ltd. (KGKCL). to increase its shareholding 





SUBROS LTD.                                                 


Massive expansion programme to increase the present capacity of 50,000 AC Systems to 2,00,000 AC Systems.  


Satisfactorily launched AC Systems for new models of Maruti Udyog Ltd., viz, 1,300 CC and the Zen. 


Signed sub-agreement with Industrial Development Bank of India (IDBI) for a Grant in respect of production of Non-CFC Gas AC Systems for export model vehicles by the Automobile Industry.


Started phasing out the CFC Systems by installing substitute line of plant and machinery.





VOLTAS 


COOLING APPLIANCES BUSINESS DIVISION ;


unable to meet market requirements necessitating expansion in a new greenfield project at Dadra. 


new models of room airconditioners using Toshiba technology, additional models under development in R & D


Focus on producing upgraded products with emphasis on high quality, better cooling and silent operation.





AIRCONDITIONING BUSINESS DIVISION :


concentrated on assimilating new technology for Absorption Machines and for aggregates such as Condensers and Chillers


Introduced ozone-friendly Screw Chillers


Designs, drawings project control and material utilisation for airconditioning systems have been fully computerised





