Emami

Accumulate

Expect gradual improvement; Maintain Accumulate

= Emami’s Q1FY21 revenues came in line but EBITDA and APAT was a
beat. Domestic business declined 26%, while IB posted 18% revenue
de-growth in Q1. Supply chain disruption in April due to Covid-19
resulted in sales decline.

= Secondary sales decline was ~15% during the quarter vs 26% primary
sales decline. Distributor inventory days declined from 29-30 days in
March to ~27 days in June and ~19-20 days in July end. This signifies
that the secondary sales growth in July was better than primary sales.

= Emami reported double digit growth in July, which was a key positive.

= |B gained momentum in July. Creme-21 is expected to maintain strong
growth going ahead.

= We believe that competition in Emami’s key product categories such
as skin, and hair oil, will continue to remain high. Nevertheless, we
remain optimistic about the favorable base, and growth in health and
hygiene market. As most of the negatives are factored in the stock
price, we maintain Accumulate rating with TP of Rs 283 (20x FY22E
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Scrip Details

Equity / FV Rs 453mn /Rs 1
Market Cap Rs 117bn

USD 2bn
52-week High/Low Rs 358/Rs 131
Avg. Volume (no) 1,187,810
NSE Symbol EMAMILTD
Bloomberg Code HMN IN

Shareholding Pattern Jun'20(%)

CEPS). Promoters 52.7
Operational performance beat our estimates MF/Banks/Fls 25.5
Net sales fell 25.9% YoY to Rs 4.8bn in Q1FY21 — came in line with our s 12.1
estimate. Domestic consumer business reported 28% volume de-growth :
during the quarter. A 230/750 bps decline in RM costs/A&P spends was Public / Others =
partially offset by 430/60bps increase in employee expense/other exp Valuation (x)
respectively. Consequently, EBITDA margin expanded by 480bps to 25.5%.

EBITDA declined 8.9% YoY to Rs 1.2bn. APAT increased 1% to Rs 396mn — FY20A FY21E FY22E
beat our estimate. P/E 37.2 39.0 32.7
Mixed performance at category level EV/EBITDA 16.9 16.8 14.4
During the quarter Healthcare products (+23%), Pain management pqoe (%) 155 15.7 17.1
products (+15%) and BoroPlus (+28%) reported strong double digit growths
with favorable season and Covid threat. However, other key ROACE (%) 16.0 15.5 16.8
categories/brands Navratna (-41%), Kesh King (-33%) and Male grooming
products (-70%) posted high double digit de-growth during Q1 due to  Estimates (Rs mn)
discretionary nature. New produqts contributed ~5% of s.ales in Ql. The FY20A FY21E  FY22E
company launched new products in health care range during the quarter,
is likely to gain traction in the near term. Revenue 26,549 26,130 28,928
EBITDA 6,905 6,896 7,953
Q1FY21 Result (Rs Mn)
PAT 3,136 2,992 3,568
Particulars 1FY21 1FY20  YoY (% 4FY20 0Q (% EPS (Rs.) 6.9 66 79
Revenue 4813 6495  (259) 5327 (9.6) > i i i
Total Expense 3,584 5,145 (30.3) 4,342 (17.5)
EBITDA 1,230 1,350 (8.9) 985 24.8
Depreciation 748 837 (10.6) 852 (12.3)
EBIT 482 513 (6.1) 133 262.6
Other Income 67 106 (36.9) 145 (53.8) VP Research: Sachin Bobade
Interest 47 44 8.0 24 95.0 Tel: +91 22 40969731
EBT 502 576 (12.9) 180 179.6 E-mail: sachinb@dolatcapital.com
Tax 95 177 (46.4) (74)  (228.6)
RPAT 396 393 10 234 69.7 Associate: Nikhat Koor
APAT 396 393 1.0 308 28.8 Tel: +91 22 40969764
(bps) (bps) E-mail: nikhatk@dolatcapital.com
Gross Margin (%) 66.5 64.2 227 65.2 132
EBITDA Margin (%) 25.5 20.8 476 18.5 705
NPM (%) 8.2 6.0 219 4.4 385
Tax Rate (%) 18.9 307  (1182) (41.1) 5995
EBIT Margin (%) 10.0 7.9 211 2.5 752 DOLATCAPITAL®
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Exhibit 1: Q1FY21 Actual V/s DART estimates

Rs mn Actual  Estimates Variance (%) | Comments
Revenue 4,813 4,946 (2.7)
EBITDA 1,230 929 323
Advertisement and other
EBITDA margin % 25.5 18.8 680 expenses were lower than
our estimates
Variation due to higher than
APAT 396 171 131.3 estimated EBITDA and lower
tax rates

Source: Company, DART

Concall Key Takeaways

Emami registered 26% de-growth in domestic in Q1 as offtakes in summer
portfolio were significantly impacted due to lockdown coupled with weak
discretionary consumption.

While traditional sales channel and MT were impacted due to lockdown, E-com
grew 108% YoY. CSD business declined 38% YoY. Wholesale channel witnessed
growth in Q1 as well as in July.

Rural grew in double digits in Q1FY21. Sachet contribution did not increase,
continues to remain 32-33%.

Margins increased due to stringent cost control measures and benign raw
material prices (mentha). Company expects gross margins to expand going
ahead.

Pancharishta declined 10-11% in Q1. June and July have witnessed growth.

Emami has partnered with A.T. Kearney for supply chain cost optimization which
is expected to lead to saving of Rs 500-600mn in FY21E. Moreover, if momentum
of June-July is sustained, company expects EBITDA margin expansion in FY21E.

Health & Hygiene Portfolio which contributed 43% to topline , grew 29% YoY.
The company launched distinct products in E-com channel in Healthcare space
and is advertising via digital media.

New launches like BoroPlus Aloe Vera Gel, Zandu Ayurvedic Sanitizer and other
immunity boosting products under the Zandu Healthcare range received
encouraging consumer traction.

Boroplus grew significantly in Q1 mainly due to sanitizer sales. Chyawanprash
and Honey grew 7x and 5x respectively compared to last year.

Emami is likely to launch 20-30 new products going ahead under Boroplus and
Zandu brands, which are not necessarily seasonal products. New launches
contributed 5% to domestic revenues in Ql. Of this, 3% is contributed by
sanitizers and 2% by other new launches.

Emami is set to foray into Home Hygiene space soon. Management believes that
Home hygiene market is expected to grow significantly, going ahead.

The company expects to scale down A&SP spends for the year (~17-18% in FY21).

With renewed focus on Zandu, the brand currently generates ~Rs 240mn/month
from Rs 150mn/month earlier.

Volume growth declined 28%, realization growth was ~1.5%. Management does
not expect price increases in FY21.

International portfolio performed well in July mainly by Créeme 21 brand. The
company has planned 3P manufacturing in Middle east and Srilanka mainly for
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The company is targeting positive sales growth for FY21E, provided pandemic is
not heightened.

The company expects Male grooming (Fair and handsome range) to remain
under stress for few more months.

The company has corrected its distribution pipeline during Covid. In March’20
distributor stock was 29-30 days which reduced to 26-27 days in beginning of
June, and further reduced to 19-20 days in July end. Also, domestic debtor days
came down to 4-5 days from 13-14 days earlier.

Tax rate expected ~19-20% (consol) for Q1FY21E.

Sale of cement business led to reduction in promoter Pledge to ~55% currently,
which will reduce to ~50% in next few days.

Amortization in Kesh King reduced to Rs 250mn/quarter compared to Rs
600mn/quarter earlier.

Capex is likely to be ~800mn in FY21E, majorly maintenance capex.

The BOD completed Buyback of Shares worth Rs. 1920mn (9.42mn shares
purchased at an average price of Rs. 203.78). Promoter stake increased from
52.74% to 53.86%. We believe that buyback by the promoter would reinstill
confidence of shareholders.
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Exhibit 2: Trend in Domestic Volume Growth (YoY%)  Exhibit 3: Trend in EBITDA Margins (%)
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Exhibit 4: Trend in A&P Spends and A&P as % of Sales  Exhibit 5: RM Cost of Liquid Paraffin & HDPE (Rs /unit)
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Exhibit 6: 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
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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) 257 257 257 257
P/E 37.3 37.2 39.0 32.7
Mcap (Rs Mn) 116,814 116,814 116,814 116,814
MCap/ Sales 4.3 4.4 4.5 4.0
EV 115,641 116,832 115,705 114,185
EV/Sales 4.3 4.4 4.4 3.9
EV/EBITDA 15.9 16.9 16.8 14.4
P/BV 5.6 6.4 5.9 5.4
Dividend Yield (%) 1.6 3.6 1.2 1.4
(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

(Rs) ) Month Rating TP (Rs.) Price (Rs.)
390 HMN Target Price Aug-19 Reduce 340 312
Nov-19 Reduce 340 327
340 Feb-20 Reduce 324 300
Jun-20 Accumulate 241 206
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