Emami

Accumulate

Expect gradual improvement; upgrade to Accumulate

= Emami’s Q4FY20 results were below our estimate. Domestic business
declined 19%, while IB posted 4% revenue de-growth. Weak rural
demand coupled with liquidity concerns prior to lockdown; and supply
chain disruption from mid-March due to Covid-19 resulted in sales
decline.

®  Though GT was under pressure, MT grew by 26% and E-com jumped
167% during the quarter. MT/e-com contribution increased from
9/0.5% last year to 12/1%+ in FY20. The company plans to double E-
com contribution in FY21E with distinct products and SKU’s.

® Management expects to sustain IB momentum with double digit
growth in FY21E led by new launches.

=  We believe that competition in Emami’s key product categories, such
as skin, health care, and hair oil, will continue to remain high. Although,
we remain optimistic about the favorable base, we believe that the
business environment for Emami will remain challenging, given intense
competition. Although RM costs are expected to remain stable,
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liquidity crunch at the wholesale level may hamper performance. As  promoters 52,7
most of the negatives are factored in the stock price, we upgrade the
rating to Accumulate with TP of Rs 241 (17x FY22E CEPS). MF/Banks/Fis 255
Results below estimate e Lt
Net sales fell 16.8% YoY to Rs 5.3bn in Q4FY20. A 430 bps decline in RM  Public / Others 9.7
costs was completely offset by 310/290/410bps increase in A&P/employee
expense/other exp respectively. Consequently, EBITDA margin contracted ~ Valuation (x)
580bps to 18.5%. EBITDA declined 36.6% YoY to Rs 985mn. RPAT declined FY20A FY21E FY22E
58.4% to Rs 234mn. Excluding exceptional item related to unrecoverable
assets of Rs 74mn on account of closure of operations of subsidiary Fravin P/E 298 312 26.2
Pty Ltd, the APAT declined 45.2% YoY to Rs 308mn. EV/EBITDA 13.5 134 114
Gain in market share ROE (%) 15.5 15.7 17.1
In Q4FY20, Emami gained (10bps, 140bps, 130bps, and 30bps) market  RgoacE (%) 16.0 15.5 16.8
share in key categories, Navratna oils, Kesh King, Pain management and
Boroplus to 66.4%, 26.6%, 54.9%, and 74.1%, respectively. Further, the .
company continues to gain market share in Bangladesh (Navratna, F&H, 7  Estimates (Rs mn)
Oils in one), UAE (Navratna, F&H) and Russia (Boroplus). The company has FY20A FY21E FY22E
reacheq almost 75% _of its 0L_1tlets during June, we believe that the growth Revenue 26549 26,130 28,928
would increase significantly in the near term.
EBITDA 6,905 6,896 7,953
Q4FY20 Result (Rs Mn)
PAT 3,136 2,992 3,568
Particulars Q4FY20 4FY19  YoY (% 3FY20 0Q (% EPS (Rs.) 6.9 66 79
Revenue 5327 6404 (168) 8126 (34.5) > : : :
Total Expense 4,342 4,849 (10.5) 5,486 (20.9)
EBITDA 985 1,554 (36.6) 2,640 (62.7)
Depreciation 852 810 5.2 856 (0.4)
EBIT 133 744  (82.1) 1,785 (92.6)
Other Income 145 166 (12.4) 156 (7.0) VP Research: Sachin Bobade
Interest 24 62 (61.2) 49 (51.1) Tel: +91 22 40969731
EBT 180 848 (78.8) 1,859 (90.3) E-mail: sachinb@dolatcapital.com
Tax (74) 280  (126.3) 398  (118.5)
RPAT 234 561 (58.4) 1,444 (83.8) Associate: Nikhat Koor
APAT 308 561  (45.2) 1,477  (79.2) Tel: +91 22 40969764
(bps) (bps) E-mail: nikhatk@dolatcapital.com
Gross Margin (%) 65.2 60.8 432 68.2 (307)
EBITDA Margin (%) 18.5 243 (578) 325 (1399)
NPM (%) 4.4 8.8 (438) 17.8 (1339)
Tax Rate (%) (41.1) 33.0  (7407) 214  (6248)
EBIT Margin (%) 2.5 11.6 (913) 22.0 (1947) DOLATCAPITAL®
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Exhibit 1: Q4FY20 Actual V/s DART estimates

Rs mn Actual Estimates Variance (%) Comments
Disruption due to lockdown
Revenue 5,327 5,757 (7.5) was higher than our
estimate
EBITDA 985 1,375 (28.4)

Advertisement and other

EBITDA margin % 18.5 23.9 (540) expenses were higher than

our estimates

APAT 308 503 (38.8)

Source: Company, DART

Exhibit 2: Change in estimate

Rs Mn FY21E FY22E

New Old Chg. (%) New Old Chg. (%)
Revenue 26,130 29,764 (12.2) 28,928 31,798 (9.0)
EBITDA 6,896 8,108 (14.9) 7,953 8,789 (9.5)
EBITDA Margin 26.4 27.2 -80bps 27.5 27.6 -10bps
APAT 2,992 3,906 (23.4) 3,568 4,232 (15.7)
EPS 6.6 8.6 (23.4) 7.9 9.3 (15.7)

Source: DART, Company

We have downward revised our revenue estimates to factor in extended lockdown
and anticipated slow recovery in the wholesale channels. Despite stable RM
environment, we have lowered our EBITDA margin estimates to factor in lower
operating leverage in challenging business environment in FY21E. Nevertheless, we
have broadly maintained FY22E EBITDA margins.

Concall Key Takeaways

Softening RM costs (menthol) and cost control measures are expected to aid
margins. Management expects 100bps gross margin expansion in FY21E.

Traditional channel continued to be impacted in domestic business. However,
Modern trade/ E-com grew 26% and 167% YoY respectively in Q4FY20. MT
accounted for 12% sales in Q4FY20. E-com contribution increased to >1% in FY20
from 0.5% in FY19.

Company expects to double the E-com contribution in FY21E. It has launched
specific SKU’s and formed a separate team for E-com.

Company has higher exposure in rural and expects government schemes like
MGNREGA and good harvest to augur well for rural. Smaller towns are currently
growing faster than urban.

Emami launched BoroPlus Hand Sanitizer in April 2020 and recently expanded
BoroPlus range of hygiene products to Antiseptic & Moisturizing Soaps and
Handwashes. Over the next few months, company plans to launch more
products in health and hygiene category.

It also launched Ayurvedic Sanitizer under the Zandu brand especially for the
southern market. It also launched immunity booster kadha Zandu Ayush Kwath
Powder in June’20.

New products are expected to contribute 3.5-4% of sales.

Most of new products would be manufactured by third party, hence would not
incur additional capex.

June 29, 2020
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Company will not go for test marketing products in different states, but will
launch Pan India.

Nationwide lockdown affected the pre-season sale of the summer portfolio
impacting Q4 performance.

Company is in the process of studying all implications regarding Fair and
Handsome cream and will may relaunch the cream in next few months.

Finalization of sale of Group’s cement business is in last stage and is likely to be
completed in next 15 days. Promoter pledge is likely to reduce to 45% from 90%.
With further 1-2 disinvestments, it is expected to come down to nil, mostly by
March 2021.

Management expects consumption demand to improve by Q2FY20.

International business was impacted more in Q1FY21 than domestic business.
June witnessed higher orders for IB business. Company will be launching new
products under Creme 21 in most geographies. Management expects
International business to sustain FY20 numbers for FY21E.

Company has partnered with A.T. Kearney for supply chain cost optimization
which is expected to lead to benefit of Rs 500-600mn in FY21E.

Capacity utilization is at pre lockdown level currently. Company has witnessed
significant improvement in June’20 with numbers closer to last year for the
month.

Barring Fair and Handsome, all brands are performing at Pre covid levels.

June 29, 2020
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Exhibit 3: Trend in Domestic Volume Growth (YoY%)

Exhibit 4: Trend in EBITDA Margins (%)
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Exhibit 5: Trend in A&P Spends and A&P as % of Sales

Exhibit 6: RM Cost of Liquid Paraffin & HDPE (Rs
Junit)
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Exhibit 7: Category-wise Growth Trend (YoY%)
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Profit and Loss Account

(Rs Mn) FY19A FY20A FY21E FY22E
Revenue 26,946 26,549 26,130 28,928
Total Expense 19,674 19,643 19,234 20,975
COGS 9,230 8,761 8,362 9,257
Employees Cost 2,797 2,995 3,136 3,182
Other expenses 7,647 7,887 7,737 8,536
EBIDTA 7,272 6,905 6,896 7,953
Depreciation 3,253 3,363 3,151 3,571
EBIT 4,019 3,542 3,745 4,381
Interest 214 210 231 242
Other Income 349 571 303 408
Exc. /E.O. items (98) (107) 0 0
EBT 4,056 3,796 3,817 4,548
Tax 1,009 713 763 910
RPAT 3,033 3,030 2,992 3,568
Minority Interest 14 54 62 71
Profit/Loss share of associates 0 0 0 0
APAT 3,131 3,136 2,992 3,568
Balance Sheet
(Rs Mn) FY19A FY20A FY21E FY22E
Sources of Funds
Equity Capital 454 453 453 453
Minority Interest (2) (9) 53 124
Reserves & Surplus 20,307 17,784 19,416 21,361
Net Worth 20,761 18,238 19,869 21,814
Total Debt 1,099 2,102 2,102 2,102
Net Deferred Tax Liability 160 34 34 34
Total Capital Employed 22,017 20,365 22,058 24,074
Applications of Funds
Net Block 16,801 14,058 15,107 15,736
CWIP 352 69 70 70
Investments 1,630 668 668 668
Current Assets, Loans & Advances 9,084 10,611 11,795 13,596
Inventories 2,217 2,446 2,506 2,695
Receivables 2,163 3,080 3,078 3,170
Cash and Bank Balances 2,034 1,190 2,316 3,836
Loans and Advances 2,000 2,490 2,490 2,490
Other Current Assets 432 510 510 510
Less: Current Liabilities & Provisions 5,849 5,041 5,582 5,996
Payables 4,433 3,244 3,785 4,199
Other Current Liabilities 1,416 1,797 1,797 1,797
sub total
Net Current Assets 3,235 5,570 6,213 7,601
Total Assets 22,017 20,365 22,058 24,074

E — Estimates

June 29, 2020
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Important Ratios

Particulars FY19A FY20A FY21E FY22E
(A) Margins (%)

Gross Profit Margin 65.7 67.0 68.0 68.0
EBIDTA Margin 27.0 26.0 26.4 27.5
EBIT Margin 14.9 13.3 14.3 15.1
Tax rate 24.9 18.8 20.0 20.0
Net Profit Margin 11.3 114 11.4 12.3
(B) As Percentage of Net Sales (%)

COGS 34.3 33.0 32.0 32.0
Employee 10.4 11.3 12.0 11.0
Other 28.4 29.7 29.6 29.5
(C) Measure of Financial Status

Gross Debt / Equity 0.1 0.1 0.1 0.1
Interest Coverage 18.8 16.9 16.2 18.1
Inventory days 30 34 35 34
Debtors days 29 42 43 40
Average Cost of Debt 9.8 13.1 11.0 11.5
Payable days 60 45 53 53
Working Capital days a4 77 87 96
FAT/O 1.6 1.9 1.7 1.8
(D) Measures of Investment

AEPS (Rs) 6.9 6.9 6.6 7.9
CEPS (Rs) 14.1 14.3 135 15.7
DPS (Rs) 4.2 9.2 3.0 3.6
Dividend Payout (%) 60.7 133.6 45.5 455
BVPS (Rs) 45.7 40.2 43.8 48.0
RoOANW (%) 14.8 15.5 15.7 17.1
ROACE (%) 14.8 16.0 15.5 16.8
ROAIC (%) 18.8 18.1 19.2 219
(E) Valuation Ratios

CMP (Rs) 206 206 206 206
P/E 29.8 29.8 31.2 26.2
Mcap (Rs Mn) 93,320 93,320 93,320 93,320
MCap/ Sales 3.5 3.5 3.6 3.2
EV 92,147 93,337 92,211 90,691
EV/Sales 3.4 3.5 3.5 3.1
EV/EBITDA 12.7 135 13.4 114
P/BV 4.5 5.1 4.7 4.3
Dividend Yield (%) 2.0 4.5 1.5 1.7
(F) Growth Rate (%)

Revenue 6.5 (1.5) (1.6) 10.7
EBITDA 1.1 (5.0) (0.12) 15.3
EBIT (1.6) (11.9) 5.7 17.0
PBT 3.0 (6.4) 0.5 19.2
APAT 1.9 0.2 (4.6) 19.3
EPS 1.9 0.2 (4.6) 19.3
Cash Flow

(Rs Mn) FY19A FY20A FY21E FY22E
CFO 6,195 5,204 6,919 7,584
CFI (1,232) (2,649) (4,201) (4,200)
CFF (3,725) (3,398) (1,592) (1,864)
FCFF 4,963 3,723 2,718 3,384
Opening Cash 795 2,034 1,190 2,316
Closing Cash 2,034 1,190 2,316 3,836

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0 to 10%
Sell < 0%

Rating and Target Price History

R9) ) Month Rating TP (Rs.) Price (Rs.)
450 HMN Target Price Feb-19 Reduce 446 415

| ‘ May-19 Reduce 384 342
420 - Aug-19 Reduce 340 312
350 4 Nov-19 Reduce 340 327

Feb-20 Reduce 324 300
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