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BSE SENSEX 6PN CMP:INR1,322  TP:INR1,540(+16%) Buy
36,195 10,850

E'O?mt;‘:g - CLGTZ;’: Healthy volume growth; Operating margins above expectations
quity Shares (m

M.Cap.(INRb)/(USDb) 3595/5.1 M CLGT posted healthy volume growth of 7% YoY (est. 4% growth) in 3QFY19.

52-Week Range (INR) 1365 / 1014 Net sales came in line growing 6.4% YoY to INR11b (est. INR11b). EBITDA was
1, 6,12 Rel. Per (%) -2/23/15 up 11.2% YoY to INR3.1b (est. INR2.9b), while Adj. PAT grew 12.6% YoY to

12M Avg Val (INR M) >38 INR1.9b (est. INR1.8b).

Free float (%) 49.0

m  Market share for toothpaste and toothbrush category was reported in the

Financials & Valuations (INR b) quarterly results this time around.

Y/E Mar 2019 2020E 2021 M Gross margin saw slight contraction of 10bp YoY to 65.1% (est. 64.7%). Lower
Net Sales 450 50.5 57.1 operating costs — staff costs down 80bp YoY as % of sales, other expenses
EBITDA 126 143 163 down 30bp YoY and ad spends down 20bp YoY — meant that EBITDA margin
PAT 7.6 87 101 expanded 120bp YoY to 28.6%. Absolute ad spends were up 4.4% YoY to
EPS (INR 279 321 370
(INR) INRL.26b (INR4.1b for SMFY19; up 6.6% YoY).
Gr. (%) 10.8 151 152
. 1 0, ~ 0,
BV/Sh (INR) 592 1595 557 M 9MFY19 performance: Sales, EBITDA and Adj. PAT grew 6.9% (~6% toothpaste
ROE (%) 484 541 642 volume growth on YTD basis), 14.8% and 14.6%, respectively. EBITDA margin
RoCE (%) 473 529 628 expanded 190bp YoY to 28%.
P/E (x) 47.4 412 357 m Valuation and View: Results were better-than-expectations leading to
P/BV (x) 23 222 237 4.1%/3.1%/0.9% upward change in FY19/FY20/FY21 EPS. Factors in Colgate’s
favor over the medium term are: (a) while the company has not shared
market share, the hemorrhage seems to be abating based on the gradual
Estimate change -) o g ] & o g
TP change - uptrend in volume growth; (b) apparent increased traction in herbal, other
Rating change -) new launches and ad spend; (c) its higher market share at ~60% in rural India
with rural contributing to over 40% of its sales, making it a promising play on
rural recovery, and (d) Irrelatively less expensive valuations of 41.2x FY20 EPS,
5% discount to our ex-cigarette and alcohol consumer peer valuations. With
return ratios superior to all peers, barring HUL, and which are likely to
improve on better utilization of expanded capacity, such discount is
unwarranted when execution starts improving. Valuing the company at 43x
December’20 EPS (5% premium 3-year and 5-year average multiple), we get a
target price of INR 1,540. Maintain Buy.
Quarterly Performance (INR Million)
Y/E March FY18 FY19 FY18  FY19E  FY19 Var.
1Q 2Q 3Q aQ 1Q 2Q 3Q 4QE 3QE (%)
Toothpaste Volume Gr % -5.0 -0.9 12.0 4.0 4.0 7.0 7.0 6.0 2.5 6.0 4.0
Net Sales (incldg. OOI) 9,781 10,849 10,333 10,917 10,413 11,680 10,994 11,866 41,880 44,953 10,953 0.4%
YoY Change (%) -3.5 2.7 18.2 5.2 6.5 7.7 6.4 87 5.2 7.3 6.0
COGS 3,579 3,967 3,593 3,750 3,550 4,115 3,833 4,145 14,889 15643 3,868
Gross Profit 6,202 6832 6740 7,167 6,863 7,565 7,161 7,721 26,991 29,310 7,085 1.1%
Gross Margin (%) 63.4 63.4 65.2 65.7 65.9 64.8 65.1 65.1 64.4 65.2 64.7
Otheroperating Expenses 3,979 3,873 3,911 4,092 4,048 4,269 4,016 4,366 15855 16,699 4,146
EBITDA 2,223 3,000 2,89 3,075 2,815 3,29 3,145 3,355 11,135 12,611 2,939 7.0%
Margins (%) 22.7 27.7 27.4 28.2 27.0 28.2 28.6 28.3 26.6 28.1 26.8
YoY Growth (%) 5.2 9.5 32.2 26.6 26.7 9.5 11.2 9.1 18.1 13.3 4.1
Depreciation 373 392 396 405 394 398 406 428 1,565 1,626 431
Financial other Income 120 86 86 85 92 86 79 83 377 340 101
PBT 1,970 2,703 2,519 2,755 2,513 2,984 2,818 3,010 9,947 11,325 2,609 8.0%
Tax 606 927 812 789 844 1,020 897 977 3,135 3,737 835
Rate (%) 30.8 34.3 32.3 28.7 33.6 34.2 31.8 324 31.5 33.0 32.0
Adj PAT 1,364 1,776 1,707 1,966 1,669 1,964 1,921 2,034 6812 7,588 1,774 83%
YoY Change (%) 8.5 -2.1 33.5 37.9 224 10.6 12.6 3.5 18.0 11.4 4.0

Krishnan Sambamoorthy — Research Analyst (Krishnan.Sambamoorthy@MotilalOswal.com); +91 22 6129 1545

Vishal Punmiya — Research Analyst (Vishal.Punmiya@MotilalOswal.com); +91 22 6129 1547
Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.



MoTiLAL OSWAL Colgate

Key Quarterly Charts

Exhibit 1: Toothpaste volumes up 7% in 3QFY19

Toothpaste Volume Growth (%)
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Exhibit 2: Revenue up 6.4% YoY to INR11b in 3QFY19 Exhibit 3: Gross margin down 10bp YoY to 65.1%
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Exhibit 4: EBITDA margin expanded 120bp YoY to 28.6% Exhibit 5: Thus, EBITDA grew 11.2% YoY to INR3.1b in 3QFY19
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Valuation and view

Results were better-than-expectations leading to 4.1%/3.1%/0.9% upward
change in FY19/FY20/FY21 EPS.

Factors in Colgate’s favor over the medium term are: (a) while the company has
not shared market share, the hemorrhage seems to be abating based on the
gradual uptrend in volume growth; (b) apparent increased traction in herbal,
other new launches and ad spend; (c) its higher market share at ~60% in rural
India with rural contributing to over 40% of its sales, making it a promising play
on rural recovery, and (d) Irrelatively less expensive valuations of 41.2x FY20
EPS, 5% discount to our ex-cigarette and alcohol consumer peer valuations.
With return ratios superior to all peers, barring HUL, and which are likely to
improve on better utilization of expanded capacity, such discount is
unwarranted when execution starts improving.

Valuing the company at 43x December’20 EPS (5% premium 3-year and 5-year
average multiple), we get a target price of INR 1,540. Maintain Buy.

Exhibit 6: Changes in our model have led to an increase in EPS by 4.1%/3.1% for FY19/FY20

Old New Change (%)
FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Sales 44,980 51,061 58,084 44,953 50,455 57,074 (0.1) (1.2) (1.7)
EBITDA 12,189 13,960 16,183 12,611 14,302 16,337 3.5 2.4 0.9
PAT 7,289 8,466 9,965 7,588 8,732 10,059 4.1 3.1 0.9
Source: Company, MOSL
Exhibit 7: CLGT P/E (x) Exhibit 8: Consumer sector P/E (x)
P/E (x) Avg (x) Max (x) P/E (x) Avg (x) Max (x)
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Financials and Valuations
Income Statement (INR m)
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
Net Sales 39,887 38,682 39,818 41,880 44,953 50,455 57,074
Change (%) 11.0 -3.0 2.9 5.2 7.3 12.2 13.1
COGS 14,677 14,763 14,763 14,901 15,643 17,456 19,614
Gross Profit 25,210 23,919 25,055 26,979 29,310 32,999 37,460
Gross Margin (%) 63.2 61.8 62.9 64.4 65.2 65.4 65.6
Operating expenses 16,920 14,534 15,619 15,855 16,699 18,697 21,123
EBITDA 8,290 9,385 9,435 11,124 12,611 14,302 16,337
Change (%) 22.2 13.2 0.5 17.9 13.4 13.4 14.2
Margin (%) 20.8 24.3 23.7 26.6 28.1 28.3 28.6
Depreciation 750 1,114 1,332 1,565 1,626 1,749 1,851
Financial Other Income 264 395 411 388 340 479 528
Profit before Taxes 7,804 8,666 8,514 9,947 11,325 13,032 15,013
Change (%) 17.6 11.1 -1.8 16.8 13.9 15.1 15.2
Margin (%) 19.6 22.4 21.4 23.8 25.2 25.8 26.3
Tax 2,009 2,541 2,740 3,022 3,737 4,301 4,953
Tax Rate (%) 28.4 29.3 32.2 31.1 33.0 33.0 33.0
Adjusted PAT 5,590 6,125 5,774 6,850 7,588 8,732 10,059
Change (%) 13.9 9.6 -5.7 18.6 10.8 15.1 15.2
Margin (%) 14.0 15.8 14.5 16.4 16.9 17.3 17.6
Non-rec. (Exp)/Income 0 -313 0 -117 0 0 0
Reported PAT 5,590 5,812 5,774 6,734 7,588 8,732 10,059
Balance Sheet (INR m)
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
Share Capital 272 272 272 272 272 272 272
Reserves 7,431 10,038 12,466 14,974 15,842 15,903 14,880
Net Worth 7,703 10,310 12,738 15,246 16,114 16,175 15,152
Loans 0 0 0 0 0 0 0
Deferred Liability 26 97 275 355 355 355 355
Capital Employed 7,729 10,407 13,013 15,601 16,470 16,530 15,507
Gross Block 12,829 14,866 17,188 19,077 20,577 22,077 23,077
Less: Accum. Depn. -5,013 -4,785 -6,107 -7,617 -9,243 -10,992 -12,843
Net Fixed Assets 7,816 10,081 11,081 11,459 11,333 11,085 10,233
Capital WIP 1,412 784 1,666 1,586 1,586 1,586 1,586
Investments 371 312 312 312 312 312 312
Curr. Assets, L&A 7,420 8,852 10,048 12,282 12,238 14,191 14,258
Inventory 2,522 2,915 2,926 2,267 2,404 2,779 3,114
Account Receivables 696 1,015 1,299 2,010 1,836 2,474 1,555
Cash & Bank 2,545 2,887 2,943 4,562 4,351 5,068 5,476
Others 1,657 2,035 2,880 3,443 3,648 3,871 4,113
Curr. Liab. and Prov. 9,290 9,622 10,094 10,037 8,999 10,643 10,882
Account Payables 5,144 5,519 5,975 6,145 6,456 7,996 8,126
Other Liabilities 2,874 3,438 3,356 3,098 1,709 1,771 1,836
Provisions 1,272 664 763 794 834 876 920
Net Current Assets -1,870 -770 -46 2,245 3,239 3,548 3,376
Application of Funds 7,729 10,407 13,013 15,601 16,470 16,530 15,507
E: MOSL Estimates
24 January 2019 4
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Financials and Valuations

Ratios
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
Basic (INR)
EPS 20.6 22.5 21.2 25.2 27.9 32.1 37.0
Cash EPS 23.3 26.6 26.1 30.9 33.9 38.5 43.8
BV/Share 28.3 379 46.8 56.1 59.2 59.5 55.7
DPS 12.5 11.0 11.0 24.0 19.5 25.7 33.3
Payout % 60.6 48.8 51.7 95.3 70.0 80.0 90.0
Valuation (x)
P/E 64.3 58.7 62.3 52.5 47.4 41.2 35.7
Cash P/E 56.7 49.7 50.6 42.7 39.0 34.3 30.2
EV/Sales 8.9 9.2 8.9 8.5 7.9 7.0 6.2
EV/EBITDA 43.0 38.0 37.8 31.9 28.1 24.8 21.7
P/BV 46.7 34.9 28.2 23.6 22.3 22.2 23.7
Dividend Yield (%) 0.9 0.8 0.8 1.8 1.5 1.9 2.5
Return Ratios (%)
RoE 81.6 68.0 50.1 49.0 48.4 54.1 64.2
RoCE 82.5 67.5 49.3 47.9 47.3 52.9 62.8
RolC 236.5 119.0 75.7 76.4 76.0 85.0 109.7
Working Capital Ratios
Debtor (Days) 6 9 11 17 14 17 10
Asset Turnover (x) 6.7 4.2 3.6 3.1 3.1 3.4 4.2
Leverage Ratio
Debt/Equity (x) 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Cash Flow Statement (INR m)
Y/E March 2015 2016 2017 2018 2019E 2020E 2021E
OP/(loss) before Tax 7,804 8,666 8,514 9,947 11,325 13,032 15,013
Depreciation 750 1,114 1,332 1,565 1,626 1,749 1,851
Int./Div. Received 97 -264 34 81 -340 -479 -528
Interest Paid -264 -261 -297 -290 0 0 0
Direct Taxes Paid -2,055 -2,524 -3,014 -3,474 -3,737 -4,301 -4,953
(Incr)/Decr in WC 49 156 311 -889 -1,205 408 580
CF from Operations 6,382 6,887 6,880 6,940 7,669 10,409 11,964
(Incr)/Decr in FA -2,994 -2,713 -3,212 -2,087 -1,500 -1,500 -1,000
Free Cash Flow 3,388 4,175 3,668 4,853 6,169 8,909 10,964
(Pur)/Sale of Investments 0 70 0 0 0 0 0
Others 135 12 -205 564 626 764 813
CF from Invest. -2,859 -2,631 -3,418 -1,523 -874 -736 -187
Change in Equity 0 0 0 0 0 0 0
(Incr)/Decr in Debt 0 0 0 0 0 0 0
Dividend Paid -3,388 -2,987 -2,717 -2,986 -6,193 -8,145 -10,556
Others -460 -928 -689 -812 -812 -812 -812
CF from Fin. Activity -3,848 -3,915 -3,406 -3,798 -7,005 -8,957 -11,368
Incr/Decr of Cash -325 342 56 1,619 -211 716 409
Add: Opening Balance 2,870 2,545 2,887 2,943 4,562 4,351 5,067
Closing Balance 2,545 2,887 2,943 4,562 4,351 5,067 5,476
E: MOSL Estimates
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Colgate
Corporate profile
. . Exhibit 1: Sensex rebased
Company description
. . . Colgate-Palm. Sensex - Rebased

Colgate-Palmolive India (CLGT) is the market leader 1,450

in the toothpaste segment, with a share of ~52.5%.

Oral Care is one of the most under-penetrated 1300

segments of the FMCG market, with ~81% of sales

from toothpastes. CLGT has presence in 1150

toothbrushes and mouthwash, and Personal Care ’

products like body wash.

1,000
Jan-18 Apr-18 Jul-18 Oct-18 Jan-19

Source: MOSL/Bloomberg

Exhibit 2: Shareholding pattern (%)

Exhibit 3: Top holders

Dec-18 Sep-18 Dec-17 Holder Name % Holding

Promoter 51.0 51.0 51.0 LIC of India 5.2

DIl 12.1 13.3 12.7 SBI Magnum Global Fund 2.2

Fil 13.9 13.3 13.9 First State Investments Icvc- Stewart

Others 23.0 224 224 Investors global emerging markets leaders 1.6
fund

Note: Fll Includes depository receipts Source: Capitaline Nps Trust-A/c UTI Retirement Solutions 1.0

Pension Fund Scheme- State Govt ’
NA 0.0

Exhibit 4: Top management

Exhibit 5: Directors

Source: Capitaline

Name Designation Name Name

R A Shah Vice Chairman Indu Shahani M S Jacob

| Bachaalani Managing Director Shyamala Gopinath M Chandrasekar
M S Jacob Whole Time Director & CFO V S Mehta

M Chandrasekar Whole-time Director

K Randhir Singh Company Secretary

Exhibit 6: Auditors

Source: Capitaline

Exhibit 7: MOSL forecast v/s consensus

*Independent

Name

Type

S N Ananthasubramanian & Co
SRBC & Co LLP

Secretarial Audit

Statutory

ZZSR) f(l)\:le.f;;t C::riecl;zltjs Variation (%)
FY19 27.9 27.6 1.2
FY20 32.1 31.2 3.0
FY21 37.0 35.4 4.4

Source: Capitaline

Source: Bloomberg
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst becomes inconsistent with the investment rating legend, the Research Analyst shall within 28 days of the
inconsistency, take appropriate measures to make the recommendation consistent with the investment rating legend.
Disclosures
The following Disclosures are being made in compliance with the SEBI Research Analyst Regulations 2014 (herein after referred to as the Regulations).
Motilal Oswal Securities Ltd. (MOSL)* is a SEBI Registered Research Analyst having registration no. INH000000412. MOSL, the Research Entity (RE) as defined in the
Regulations, is engaged in the business of providing Stock broking services, Investment Advisory Services, Depository participant services & distribution of various financial
products. MOSL is a subsidiary company of Motilal Oswal Financial Service Ltd. (MOFSL). MOFSL is a listed public company, the details in respect of which are available on
www.motilaloswal.com. MOSL is registered with the Securities & Exchange Board of India (SEBI) and is a registered Trading Member with National Stock Exchange of India Ltd.
(NSE) and Bombay Stock Exchange Limited (BSE), Multi Commodity Exchange of India (MCX) & National Commodity & Derivatives Exchange Ltd. (NCDEX) for its stock broking
activities & is Depository participant with Central Depository Services Limited (CDSL) & National Securities Depository Limited (NSDL) and is member of Association of Mutual
Funds of India (AMFI) for distribution of financial products. Details of associate entities of Motilal Oswal Securities Limited are available on the website at
http:/onlinereports.motilaloswal.com/Dormant/documents/List%200f%20Associate%20companies.pdf
MOSL and its associate company(ies), their directors and Research Analyst and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and
buy or sell the securities or derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and earn brokerage or other
compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have
any other potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no bearing whatsoever on the
specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the views of the associates of MOSL even
though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report
MOSL and / or its affiliates do and seek to do business including investment banking with companies covered in its research reports. As a result, the recipients of this report should
be aware that MOSL may have a potential conflict of interest that may affect the objectivity of this report. Compensation of Research Analysts is not based on any specific merchant
banking, investment banking or brokerage service transactions. Details of pending Enquiry Proceedings of Motilal Oswal Securities Limited are available on the website at
https://galaxy.motilaloswal.com/ResearchAnalyst/PublishViewLitigation.aspx
A graph of daily closing prices of securities is available at www.nseindia.com, www.bseindia.com. Research Analyst views on Subject Company may vary based on Fundamental
research and Technical Research. Proprietary trading desk of MOSL or its associates maintains arm’s length distance with Research Team as all the activities are segregated from
MOSL research activity and therefore it can have an independent view with regards to Subject Company for which Research Team have expressed their views.
Regional Disclosures (outside India)
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 MOSL & its group companies to registration or licensing requirements within such jurisdictions.
For Hong Kong:
This report is distributed in Hong Kong by Motilal Oswal capital Markets (Hong Kong) Private Limited, a licensed corporation (CE AYY-301) licensed and regulated by the Hong
Kong Securities and Futures Commission (SFC) pursuant to the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) “SFO". As per SEBI (Research Analyst
Regulations) 2014 Motilal Oswal Securities (SEBI Reg No. INH000000412) has an agreement with Motilal Oswal capital Markets (Hong Kong) Private Limited for distribution of
research report in Hong Kong. This report is intended for distribution only to “Professional Investors” as defined in Part | of Schedule 1 to SFO. Any investment or investment activity
to which this document relates is only available to professional investor and will be engaged only with professional investors.” Nothing here is an offer or solicitation of these
securities, products and services in any jurisdiction where their offer or sale is not qualified or exempt from registration. The Indian Analyst(s) who compile this report is/are not
located in Hong Kong & are not conducting Research Analysis in Hong Kong.
ForUS.
Motilal Oswal Securities Limited (MOSL) is not a registered broker - dealer under the U.S. Securities Exchange Act of 1934, as amended (the"1934 act") and under applicable state
laws in the United States. In addition MOSL is not a registered investment adviser under the U.S. Investment Advisers Act of 1940, as amended (the "Advisers Act" and together
with the 1934 Act, the "Acts), and under applicable state laws in the United States. Accordingly, in the absence of specific exemption under the Acts, any brokerage and investment
services provided by MOSL , including the products and services described herein are not available to or intended for U.S. persons. This report is intended for distribution only to
"Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the Exchange Act and interpretations thereof by SEC (henceforth referred to as "major institutional investors"). This
document must not be acted on or relied on by persons who are not major institutional investors. Any investment or investment activity to which this document relates is only
available to major institutional investors and will be engaged in only with major institutional investors. In reliance on the exemption from registration provided by Rule 15a-6 of the
U.S. Securities Exchange Act of 1934, as amended (the "Exchange Act") and interpretations thereof by the U.S. Securities and Exchange Commission ("SEC") in order to conduct
business with Institutional Investors based in the U.S., MOSL has entered into a chaperoning agreement with a U.S. registered broker-dealer, Motilal Oswal Securities International
Private Limited. ("MOSIPL"). Any business interaction pursuant to this report will have to be executed within the provisions of this chaperoning agreement.
The Research Analysts contributing to the report may not be registered /qualified as research analyst with FINRA. Such research analyst may not be associated persons of the U.S.
registered broker-dealer, MOSIPL, and therefore, may not be subject to NASD rule 2711 and NYSE Rule 472 restrictions on communication with a subject company, public
appearances and trading securities held by a research analyst account.
For Singapore
In Singapore, this report is being distributed by Motilal Oswal Capital Markets Singapore Pte Ltd (‘MOCMSPL") (Co.Reg. NO. 201129401Z) which is a holder of a capital markets
services license and an exempt financial adviser in Singapore.As per the approved agreement under Paragraph 9 of Third Schedule of Securities and Futures Act (CAP 289) and
Paragraph 11 of First Schedule of Financial Advisors Act (CAP 110) provided to MOCMSPL by Monetary Authority of Singapore. Persons in Singapore should contact MOCMSPL
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of which some of whom may consist of "accredited" institutional investors as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of Singapore (‘the
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MOSL has not received any compensation or other benefits from third party in connection with the research report

0 MOSL has not engaged in market making activity for the subject company
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