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Marico (MRCO IN)

Rating: HOLD | CMP: Rs284 | TP: Rs318

Nothing to get excited about

MRCO 4Q results displayed the impact of COVID lockdown and pantry
stocking in Saffola even as VAHO and Parachute suffered. MRCO has
extended several incentives to trade and expects strong growth in Saffola
and gradual stabilization in Parachute and VAHO. Input costs and benign and
provide a lever to MRCO to reduce prices and gain share from unorganized
players. However, we believe that current momentum in Saffola is led by
sustained pantry stocking by consumers and is unsustainable. We believe
non-essential products like Parachute, VAHO and personal care will recover
after a while and impact of lockdown will be visible in IBD for 1HFY21. We
estimate 7.2% PAT CAGR over FY20-22 and 11.3% PAT growth in FY22. MRCO
is currently trading at 31.1xFY22 EPS which reflects uncertainty over growth
and limited new product success over the years. We value the stock at
35xFY22 EPS and arrive at target price of Rs318 (Rs329 based on 36xFY22
EPS earlier). Retain Hold.

Adj. PAT increased 6.2%: Net Sales declined 7% YoY to Rs 14.9bn. Gross
margins expanded 20bps to 49.3% YoY. EBITDA decreased 4.1% YoY to Rs 2.8bn.
EBITDA Margins expanded by 60bps to 18.9% led by gross margin expansion and
decrease in ad spends by 110bps. PBT at Rs 2.6bn. Adj. PAT decreased 2.8% YoY
to Rs 2.1bn due significantly lower tax rate (20.2% vs PLE 27.1%). Standalone
sales declined 7.9% at Rs11.9bn, EBIDTA flat at Rs 2.2bn, margins expanded
140bps and Adj PAT down 6.2% to Rs 2.3bn. India business sales declined 7.6%
to Rs 11.5bn and EBIT de-grew 0.8% while margins expanded 140bps. IBD
reported decline of 5% in sales to Rs3.5bn and 5% in EBIT to Rs570mn

Volumes dip across categories except Saffola: Parachute volumes declined 8%.
Saffola volumes grew 25% due to upsurge in demand for essential items prior to
the lockdown and increase in sales through modern trade and e-commerce
channels. Saffola foods franchise grew 22%. Masala oats market share increased
to 86%. VAHO volume declined 11% while premium Hair Nourishment declined
19%. Male Grooming declined 5%. International sales decreased by 6% in constant
currency as MENA and South Africa businesses posted decline of 50% and 2%
respectively while Bangladesh (6%) and Vietnam (1%) grew marginally.

Concall takeaways: 1) If not for Covid, business would have delivered low to mid-
single digit volume growth in 4Q, 2) Production running at 75-80% of FY20 levels
3) Lower levels of inventory with distributors due to supply chain disruption, rural
trade inventory lower than urban 4) During 4Q, Modern Trade grew by 44%, while
E-Commerce grew 29%, 5) No issues in availability of labour in green zones and
orange zones, 6) Raw material prices are expected to be benign. 7) MRCO may
take pricing actions to enhance value for customers and increase volume share of
its products, 8) Discretionary products to suffer for short term however not much
impact on VAHO portfolio as premium non sticky oil is very small part of the total
portfolio, 9) MRCO has extended credit for distributors, provided them with
insurance and immediate cash support for 1 month, 10) Expects to deliver 5-7%
volume CAGR in Parachute Rigid over the medium term. 11) Saffola brand is likely
to grow in double digits in FY21 on back of increase in in-home eating and healthy
eating, 12) EBITDA margins to sustain at FY20 levels i.e at 20% in FY21 due to
tight cost management.
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Exhibit 1: 4QFY20 Results: Sales declined 7%, Domestic volume down 3%

Consolidated Q4FY20 Q4FY19  YoY gr. (%) Q3FY20 FY20 FY19  YoY gr. (%)

Net Sales 14,960 16,090 (7.0) 18,240 73,150 73,336 (0.3)

COGS 7,590 8,200 (7.4) 9,280 37,450 40,183 (6.8)
% of Net Sales 50.7 51.0 50.9 51.2 54.8

Gross Profit 7,370 7,890 (6.6) 8,960 35,700 33,153 7.7
% of NS 49.3 49.0 49.1 48.8 45.2

Advt. & Prom. 1,260 1,530 (17.6) 1,850 7,270 5,065 435
% of NS 8.4 9.5 10.1 919 6.9

Total Expenses 12,140 13,150 (7.7) 14,510 58,460 60,091 2.7)

EBITDA 2,820 2,940 (4.1) 3,730 14,690 13,246 10.9
Margins (%) 18.9 18.3 20.4 20.1 18.1

Depreciation 380 390 (2.6) 320 1,400 1,330 5.3

EBIT 2,440 2,550 (4.3) 3,410 13,290 11,916 11.5

Interest 130 120 8.3 120 500 400 25.0

Other Income 320 280 14.3 290 1,240 1,032 20.1

PBT 2,630 2,710 (3.0 3,580 14,030 12,548 11.8

Tax 530 550 (3.6) 820 3,310 3,139 5.4
Effective tax rate (%) 20.2 20.3 22.9 23.6 25.0

Adjusted PAT 2,090 2,150 (2.8) 2,760 10,720 9,409 13.9

Source: Company, PL

Exhibit 2: Consolidated Segmental: Domestic sales declined 7.6%, IBD sales down

5.1% led by de-growth in MENA and SA

(Rs m) 4QFY18 1QFY19 2QFY19 3QFY19 4QFY19 1QFY20 2QFY20 3QFY20 4QFY20
Net Sales 14,801 20,268 18,368 18,610 16,090 21,660 18,290 18,240 14,960
Domestic 11,569 16,276 14,389 14,494 12,400 17,310 13,980 13,800 11,460
International 3,232 3,992 3,980 4,116 3,690 4,350 4,310 4,440 3,500
Sales Growth % 11.9 19.8 19.6 14.6 8.7 6.9 -0.4 -2.0 -7.0
Domestic 11.7 22.6 19.9 12.8 7.2 6.4 -2.8 -4.8 -7.6
International 12.7 9.4 18.4 21.2 14.2 9.0 8.3 7.9 -5.1
EBIT 2,738 3,769 3,162 3,639 3,000 4,710 3,570 3,830 2,950
Domestic 2,398 2,976 2,457 2,852 2,400 3,650 2,690 2,980 2,380
International 340 793 705 787 600 1,060 880 850 570
EBIT Growth % 0.4 8.1 14.4 15.5 9.6 25.0 12.9 5.3 -1.7
Domestic -4.4 8.2 12.7 5.3 0.1 22.7 9.5 4.5 -0.8
International 56.9 7.6 21.0 78.3 76.7 33.6 24.8 8.1 -5.0
EBIT Margins % 18.5 18.6 17.2 19.6 18.6 21.7 195 21.0 19.7
Domestic 20.7 18.3 17.1 19.7 19.4 211 19.2 21.6 20.8
International 10.5 19.9 17.7 19.1 16.3 24.4 204 19.1 16.3
Capital Employed 20,488 20,280 20,071 18,892 20,850 18,930 19,610 19,910 21,650
Domestic 13,013 13,108 12,401 11,206 13,920 11,910 12,740 12,380 14,320
International 7,475 7,172 7,670 7,686 6,930 7,020 6,870 7,530 7,330
International Sales Growth %
Bangladesh (46%) 17.0 9.0 10.0 16.0 12.0 11.0 15.0 15.0 6.0
MENA (15%) 61.0 17.0 19.0 8.0 5.0 -20.0 -3.0 -4.0 -50.0
South Africa (8%) 23.0 7.0 18.0 0.0 0.0 6.0 -2.0 3.0 -26.0
SE Asia (26%) -3.0 0.0 14.0 13.0 4.0 8.0 1.0 3.0 5.0
Source: Company, PL
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Exhibit 3: Parachute volumes declined 8%

Exhibit 4: Saffola: Volumes grew at 25%
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Exhibit 5: Low personal care demand led to 11% vol decline

Source: Company, PL

Exhibit 6: Domestic FMCG Volume down

3% due to Covid

Hair Oil Volume Growth

Marico Volume growth
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Exhibit 7: Marico has registered market share gains in Coconut oil and Saffola
Market Share (%) Q4FY18  QIFY19  Q2FY19 Q3FY19  Q4FY19 QIFY20 Q2FY20  Q3FY20  Q4FY20
Coconut Oil 59 59 59 59 59 60 60 61 62
Saffola 69 70 71 72 73 73 75 76 76
Hair Oil VAHO 34 34 34 34 34 34 35 35 35
Livon & Silk and Shine 82 81 78 76 75 63 64 65 65
Hair Creams/Gel 63 63 62 61 60 60 60 59 59
Saffola Oats 28 29 29 29 29 30 31 32 33
Shanti Amla 45 NA NA 40 42 44 45 47 47
Parachute Bangladesh 87 87 87 87 86 84 84 84 82
Hair Oils Bangladesh 21 21 22 23 23 22 22 22 23
X Men Shampoo Vietnam 39 39 39 40 39 38 37 37 37
x Men Deodorant Vietnam 28 29 30 30 31 31 31 31 31
Source: Company, PL
May 4, 2020 3
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Exhibit 8: Saffola: No price change for 1-year plus

Exhibit 9: 10% prie reduction in Jasmine prices in Mar-20

Saffola Tasty Blend Saffola Kardi — Saffola Gol4 | Parachute Advance Parachute Jasmine
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Exhibit 10: Copra: Prices up 7.8% YoY Exhibit 11: Kardi Oil price up 26.6% YoY and 1.5% QoQ
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Exhibit 12: New launches — Sanitizer and Veggie Clean

Mediker

|

Safely remaves Germes, Chemicals & Wazes

Cloans all Fruits & Vegetablos

Source: Company, PL
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Financials
Income Statement (Rs m) Balance Sheet Abstract (Rs m)
Y/e Mar FY19 FY20 FY21E FY22E Y/e Mar FY19 FY20 FY21E FY22E
Net Revenues 73,340 73,150 78,947 87,444 Non-Current Assets
YoY gr. (%) 16.0 (0.3) 7.9 10.8
Cost of Goods Sold 40,170 37,450 42,040 46,817 Gross Block 13,803 15,883 16,383 17,433
Gross Profit 33,170 35,700 36,907 40,628 Tangibles 12,391 14571 15,071 16,121
Margin (%) 45.2 48.8 46.7 46.5 Intangibles 1,413 1,313 1,313 1,313
Employee Cost 4,660 4,780 5,329 5771
Other Expenses 8,660 8,960 R R Acc: Dep / Amortization 7,363 8,763 9,862 11,036
Tangibles 6,501 7,861 8,932 10,078
EBITDA 13,260 14,690 15342 16,792 Intangibles 863 903 930 958
YoY gr. (%) 16.5 10.8 4.4 9.4
Margin (%) 18.1 20.1 19.4 19.2 Net fixed assets 6,440 7,120 6,521 6,397
Tangibles 5,890 6,710 6,139 6,042
Depreciation and Amortization 1,310 1,400 1,478 1,573 Intangibles 550 410 382 355
EBIT 11,950 13,290 13,864 15,219 Capital Work In Progress 450 580 220 230
Margin (%) 16.3 18.2 17.6 17.4 Goodwill 5,030 5,380 5,030 5,030
Non-Current Investments 880 1,360 1,139 1,175
Net Interest 400 500 461 410 Net Deferred tax assets 1,890 1,530 1,365 1,212
Other Income 1,030 1,240 908 1,110 Other Non-Current Assets 2,270 2,170 395 437
Profit Before Tax 12,580 14,030 14,310 15,919 Current Assets
Margin (%) 17.2 19.2 18.1 18.2 Investments 3,910 6,280 4,421 4,372
Inventories 14,110 13,800 15,258 17,184
Total Tax 3,130 3,310 3,563 3,964 Trade receivables 5,170 5,390 4,326 4,791
Effective tax rate (%) 24.9 23.6 24.9 24.9 Cash & Bank Balance 5,520 2,791 6,343 7,499
Other Current Assets 3,080 3,400 3,158 3,235
Profit after tax 9,450 10,720 10,747 11,955 Total Assets 49,090 50,021 48,334 51,738
Minority interest 10 - 198 208
Share Profit from Associate - - - - Equity
Equity Share Capital 1,290 1,291 1,291 1,291
Adjusted PAT 9,440 10,720 10,548 11,747 Other Equity 28,460 28,940 30,159 32,880
YoY gr. (%) 15.9 13.6 (1.6) 11.4 Total Networth 29,750 30,231 31,450 34,171
Margin (%) 12.9 14.7 13.4 13.4
Extra Ord. Income / (Exp) 1,880 (290) - - Non-Current Liabilities
Long Term borrowings 140 100 58 17
Reported PAT 11,320 10,430 10,548 11,747 Provisions - - - -
Yo gr. (%) 39.0 (7.9) 1.1 11.4 Other non current liabilities 200 210 231 254
Margin (%) 15.4 14.3 13.4 13.4
Current Liabilities
Other Comprehensive Income (180) 430 - - ST Debt / Current of LT Debt 3,350 3,250 2,750 2,250
Total Comprehensive Income 11,140 10,860 10,548 11,747 Trade payables 9,440 9,780 9,155 9,838
Equity Shares O/s (m) 1,290 1,291 1,291 1,291 Other current liabilities 4,450 4,820 4,488 4,982
EPS (Rs) 73 8.3 8.2 9.1 Total Equity & Liabilities 49,090 50,021 48,334 51,738
Source: Company Data, PL Research Source: Company Data, PL Research
May 4, 2020 5



[l

Marico

Cash Flow (Rs m) Key Financial Metrics
Y/e Mar FY19 FY20 FY21E FY22E Y/e Mar FY19 FY20 FY21E FY22E
PBT 12,643 13,554 14,310 15,919 Per Share(Rs)
Add. Depreciation 960 1,760 1,478 1,573 EPS 7.3 8.3 8.2 9.1
Add. Interest 240 510 461 410 CEPS 8.3 9.4 9.3 10.3
Less Financial Other Income 1,030 1,240 908 1,110 BVPS 23.1 23.4 24.4 26.5
Add. Other (2,209) 440 (147) 97 FCF 6.9 6.3 10.2 8.8
Op. profit before WC changes 11,634 16,264 16,102 17,999 DPS (4.6) (6.8) (7.0) (7.0)
Net Changes-WC 2,027  (1,840) 817  (1,249) Return Ratio(%)
Direct tax (3,164)  (3,375)  (3,563)  (3,964) RoCE 38.7 39.8 40.9 43.1
Net cash from Op. activities 10,497 11,049 13,356 12,787 ROIC 30.1 325 36.9 38.2
Capital expenditures (1,557) (2,960) (170) (1,459) RoE 34.2 35.7 34.2 35.8
Interest / Dividend Income - - - - Balance Sheet
Others 28 (420) 420 - Net Debt : Equity (x) (0.2) (0.2) (0.3) (0.3)
Net Cash from Invt. activities (1,529)  (3,380) 250  (1,459) Net Working Capital (Days) 49 47 48 51
Issue of share cap. / premium 1,657 816 (485) (184) Valuation(x)
Debt changes 363 (140) (542) (541) PER 38.9 34.2 34.8 31.2
Dividend paid (6,820) (10,504) (9,036) (9,036) P/B 12.3 12.1 11.7 10.7
Interest paid (240) (510) (461) (410) P/CEPS 34.1 30.3 30.5 27.6
Others - - - - EV/EBITDA 27.2 24.6 23.4 21.3
Net cash from Fin. activities (5,040) (10,338) (10,524) (10,172) EV/Sales 4.9 4.9 45 4.1
Net change in cash 3,929  (2,669) 3,082 1,156 Dividend Yield (%) (1.6) (2.4) (2.5) (2.5)
Free Cash Flow 8,940 8,089 13,187 11,328 Source: Company Data, PL Research
Source: Company Data, PL Research
Quarterly Financials (Rs m)
Yl/e Mar Q1FY20 Q2FY20 Q3FY20 Q4FY20
Net Revenue 21,660 18,290 18,240 14,960

YoY gr. (%) 6.9 0.4) (2.0) (7.0)
Raw Material Expenses 11,370 9,210 9,280 7,590
Gross Profit 10,290 9,080 8,960 7,370

Margin (%) 47.5 49.6 49.1 49.3
EBITDA 4,610 3,530 3,730 2,820

YoY gr. (%) 29.9 20.0 6.9 0.4)

Margin (%) 21.3 19.3 20.4 18.9
Depreciation / Depletion 350 350 320 380
EBIT 4,260 3,180 3,410 2,440

Margin (%) 19.7 17.4 18.7 16.3
Net Interest 120 130 120 130
Other Income 280 350 290 320
Profit before Tax 4,420 3,400 3,580 2,630

Margin (%) 20.4 18.6 19.6 17.6
Total Tax 1,080 880 820 530

Effective tax rate (%) 24.4 259 22.9 20.2
Profit after Tax 3,340 2,520 2,760 2,100
Minority interest - (20) - 10
Share Profit from Associates - - - -
Adjusted PAT 3,340 2,530 2,760 2,090

YoY gr. (%) 30.8 15.9 9.7 (3.7

Margin (%) 15.4 13.8 15.1 14.0
Extra Ord. Income / (Exp) (190) - - (100)
Reported PAT 3,150 2,530 2,760 1,990

YoY gr. (%) 23.3 15.9 9.7 (50.9)
Margin (%) 145 13.8 15.1 13.3
Other Comprehensive Income 10 (50) 420 50
Total Comprehensive Income 3,160 2,480 3,180 2,040
Avg. Shares O/s (m) 1,291 1,291 1,291 1,291
EPS (Rs) 2.6 2.0 2.1 1.6
Source: Company Data, PL Research

May 4, 2020 6
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Price Chart Recommendation History

R No. Date Rating TP (Rs.) Share Price (Rs.)
400 1 15-Apr-20  Hold 329 303
360 2 31-Jan-20  Accumulate 357 315
3 03-Jan-20 Reduce 340 335
0 4 25-Oct-19  Reduce 339 394
280 5 03-Oct-19  Hold 339 384
6 01-Aug-19 Hold 357 363
e S : 3 2 2 2 & 7 04-Jul-19  Hold 351 374
§ g § 8 2 8 2 8 06-May-19 Hold 351 340
Analyst Coverage Universe
Sr.No. Company Name Rating TP (Rs) Share Price (Rs)
1 AsanPants  Accumulate 1687 1651
2 Avenue Supermarts Reduce 1,875 2,393
3 Britannia Industries BUY 3,744 2,837
4 Colgate Palmolive Reduce 1,206 1,388
5 Crompton Greaves Consumer Electricals BUY 291 224
6 Dabur India Hold 431 503
7 Emami Hold 285 227
8 Future Retail Under Review - 332
9 GlaxoSmithKline Consumer Healthcare Hold 9,377 9,247
10 Havells India Reduce 521 551
11 Hindustan Unilever Hold 2,017 2,195
12 ITC BUY 250 189
13 Jubilant FoodWorks Accumulate 1,490 1,423
14 Kansai Nerolac Paints BUY 486 379
15 Marico Hold 329 303
16 Nestle India Reduce 11,886 17,326
17 Pidilite Industries Hold 1,327 1,349
18 Titan Company Hold 1,264 1,273
19 Voltas Accumulate 553 509
PL’s Recommendation Nomenclature (Absolute Performance)
Buy > 15%
Accumulate 5% to 15%
Hold +5% to -5%
Reduce -5% to -15%
Sell <-15%
Not Rated (NR) No specific call on the stock
Under Review (UR) Rating likely to change shortly
May 4, 2020 7
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ANALYST CERTIFICATION
(Indian Clients)

Wel/l, Mr. Amnish Aggarwal- MBA, CFA, Ms. Charmi Mehta- CA, Mr. Heet Vora- CA Research Analysts, authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly
or indirectly related to the specific recommendation(s) or view(s) in this report.

(US Clients)

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately
reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific
recommendation or views expressed in this research report.

DISCLAIMER
Indian Clients

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”") is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for
third party financial products. PL is a subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking,
investment banking, financial services (margin funding) and distribution of third party financial/other products, details in respect of which are available at www.plindia.com.

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported
or copied or made available to others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness
of the same. Neither PL nor any of its affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made
available or expressed herein or for any omission therein.

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go down as well. The suitability or
otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice should be sought from an independent expert/advisor.

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act as principal or engage in transactions
of securities of companies referred to in this report and they may have used the research material prior to publication.

PL may from time to time solicit or perform investment banking or other services for any company mentioned in this document.

PL is in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month
immediately preceding the date of publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any
other assignment in the past twelve months.

PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.

PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months

PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or
other benefits from the subject Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest
at the time of publication of this report.

It is confirmed that Mr. Amnish Aggarwal- MBA, CFA, Ms. Charmi Mehta- CA, Mr. Heet Vora- CA Research Analysts of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its
or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this report.

The research analysts for this report has not served as an officer, director or employee of the subject company PL or its research analysts have not engaged in market making activity
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