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Marico
Core brands recovering; Discretionary portfolio next

Consumer Goods Sharekhan code: MARICO Company Update

Summary

¢ Revenue is expected to recover to mid-to-high single digits in Q2FY2021 from 3%
in May-June (and an 11% decline in Q1FY2021).

¢ Core brands Parachute coconut oil have recovered and registered sales that is
better than pre-COVID levels (in July-August); Saffola edible oil continues to get
good demand and is expected to register an 8-12% volume growth.

¢ Conservative ad-spends and stringent cost-saving measures would help
company save Rs. 150 crore in FY2021; consolidated OPM to remain at over 20%.

¢ Stock is trading at 36x its FY2022E earnings, which is at discount to large-cap
stocks. We maintain our Buy recommendation on the stock with unchanged PT
of Rs. 420.

Marico’s domestic revenue growth recovered to 3% in May-June 2020 after a
dismal April that was affected by supply disruptions caused by the COVID-19 led
lockdown. Our interaction with the company’s management suggests that growth
in core brands (Parachute and bottom-of-the-pyramid value added hair oil [VAHO]
portfolio) have recovered month-on-month and registered sales better than the
pre-COVID levels in July-August. Some of the premium hair oils under the VAHO
category and discretionary products such as male grooming and premium hair-
care products (contributing 5-6%) of revenues are yet to see a substantial recovery.
Saffola edible oil continues to register good demand and is expected to grow by
8-12% in volume terms in the near term. The newly-launched Saffola Honey is
gaining good acceptance in the domestic market. This along with strong traction
to Saffola Oats would help foods portfolio to clock revenues of Rs. 200-250 crore
in FY2021 (Rs. 500 crore portfolio by FY2022). Hygiene products (including Veggie
Clean) are also very well-accepted and expected to contribute “Rs. 90-100 crore.
Rural is performing better than urban for Marico driven by good reach. In urban
areas, general trade is doing better than modern trade whereas e-Commerce has
registered good growth. On the international front, Bangladesh and Vietnam is
performing well, while the MENA region is in course of recovery. We expect revenue
to grow at a CAGR of 8.3% over FY2020-23. Raw material prices have remained mix
with copra prices remaining stable, HDPE remaining low and edible oils (including
kardi and rice bran) have seen some spike in the recent times. The company has
not increased the prices but decided to discontinue the promotional offerings in the
domestic market. Conservative ad-spends and cost saving initiatives would aid in
cost savings of “Rs. 150 crore, which would help consolidated OPM to stay ahead
of 20% in FY2021 and is expected to expand to 21.2% and 22.2% in FY2022 and
FY2023 respectively.

Our Call

View: Maintain Buy with unchanged price target of Rs. 420: Though FY2021 is
expected to be subdued year (affected by disrupted Q1FY2021); Marico is expected
to see a strong recovery in FY2022 with double-digit growth in revenues and PAT.
Gaining market share from a shift to branded products in core categories, expanding
into hygiene and foods category through relevant launches, expanding the reach in
the rural market and scaling-up of international business (especially in Bangladesh
and MENA) will be medium-term growth drivers. We have introduced FY2023
estimates in this note. We expect revenue and earnings to grow at a CAGR of 8.3%
and 13.4% over FY2020-23. The stock is currently trading at 36x its FY2022E earnings,
which is at a discount to some of the large-cap FMCG stocks. We maintain our Buy
recommendation on the stock with an unchanged price target of Rs. 420.

Key risk

Any frequent lockdown due to the increased spread of Coronavirus or spike in the key input
prices would act as a key risk to revenue growth and earnings estimates in the near term.

Valuation (Consolidated) Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Revenue 7,334 7,315 7,381 8,393 9,292
OPM (%) 17.3 19.9 20.6 21.2 22.2
Adjusted PAT 939 1,069 1,104 1,325 1,560
Adjusted EPS (Rs.) 7.3 8.3 8.6 10.3 121
P/E (x) 50.9 447 43.3 361 30.6
P/B (x) 15.9 15.8 13.5 11 9.1
EV/EBIDTA (x) 371 324 30.9 259 22.0
RoNW (%) 33.9 35.5 336 33.8 327
RoCE (%) 40.6 1.3 40.7 431 41.9

Source: Company; Sharekhan estimates
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Key highlights of our interaction with Ms. Ruby Ritolia - Head Investor Relations and Merger & Acquisitions

Marico had witnessed a 3% growth in sales May and June. However, a recovery was witnessed in July and
August (growth would be in mid-to-high single digit) driven by good growth in edible oils and essentials.

Rural areas are performing better than urban areas for Marico driven by good reach. In urban areas,
general trade and is doing better than modern trade whereas e-Commerce has registered good growth.
The company is looking to leverage the increasing digital penetration for brand-building.

Healthy growth is coming back in Parachute. Parachute recruiter packs are gaining good traction due to
advantageous pricing. The company expects 5-7% volume growth in parachute in Q2FY2021.

Growth is back in the bottom of pyramid products in VAHO whereas premium category products are
witnessing slower recovery. The company has a 35-40% market share in the anti-hairfall category in the
South and the company is looking at gaining market share in the rest of India. Various new launches have
been planned for bottom-of-pyramid and mid-category products (contribute 70% to segment revenue) in
the coming year. VAHO is expected to get back on track by Q3-Q4.

Saffola registered good growth despite poor performance in modern trade and CSD, driven by increase
in penetration, higher in-home consumption and shift to trusted brands. Increased traction was also seen
in foods due to higher in-home consumption. Saffola’s Q1 growth momentum might not sustain but the
management expects high single-digits to low double digit growth to continue.

Contribution from foods is expected to increase and the company is targeting Rs. 350 crore of revenue by
FY2021 and Rs. 500 crore revenue by FY2022. Saffola Honey has also witnessed good traction across
channels.

The hygiene portfolio has performed well and the company is targeting revenues of Rs. 80-90 crore
in FY2021 from the hygiene portfolio. Marico expects the hygiene portfolio to contribute “1.5% to total
turnover. Contribution from new launches stands at 3-4% of total turnover. The company has changed its
strategy of entering into niche categories. Now the company plans to enter into larger categories.

Lower traction was seen in premium personal care and hair nourishment portfolio (5-6% contribution to
total revenue) and recovery will take some time considering its discretionary nature.

The company has rationalised ~25% of its tail SKUs to make supply chain more agile and improve
efficiency. Consumption of larger packs has increased as people have reduced number of grocery
visits and consumption of small SKUs have increased as people are moving from unbranded to branded
products.

Copra prices have been bearish earlier and have slightly risen now. Overall, they are expected to remain
flattish for the year. The company expects savings of 100 bps in advertising spends, largely reduction
in premium part of portfolio. However, the company will continue to invest in core brands to gain market
share. The company is also targeting overall savings of Rs. 150 crore in FY2021. OPM is expected to
sustain at over 20%.

Marico has tied up with last mile delivery partners, rationalised SKUs to improve supply chain, started
direct delivery to sub-stockists and retailers and started tele-calling for ordering to enhance distribution.
The company’s distribution reach stands at 5.1 million outlets out of which direct reach is at 1 million
outlets.

In terms of international business, Bangladesh registered good growth in Q1 and the momentum is
expected to continue driven by good brand recall for Parachute (85% market share). Growth is gradually
coming back in Vietham and Middle East. Egypt and South Africa had a higher impact and will take some
time to recover. Margins in the international business are expected to remain high.
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Financials in charts

Revenue declined by 11% in Q1FY21 Volumes declined by 14% in Q1FY21 due to disruptions
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OPM improved y-o-y to 24.3% Q1FY21 was a subdued for key categories except Saffola
26 - 30 - 25
24 H 20
22 10
20
s 0
X 18 4 =
= -10
16
20
14
12 r r r r r r r r ) 30
o @ @ o o o o o — -30
P P b b N IS IS g o -40 -
T e T e b Z Z z e
g 8 P 3 3 8 P} g g Q1FY20 Q2FY20 Q3FY20 Q4FY20 Q1FY21
—o—O0PM (%) WParachute W Saffola WVAHO
Source: Company, Sharekhan Research Source: Company, Sharekhan Research
Return ratios remained healthy in double digits Working capital cycle improved
50 - 20 -
14 14
15 -
45 o
10 -
s 40 4 o 57 2
- 36.7 8
36.2 355 . ,
35 340 339 .
-5 41
30 r r r . ) -10 -
FY16 FY17 FY18 FY19 FY20 FY16 FY17 FY18 FY19 FY20
—8— RoE (%) —8— RoCE (%) —=8— Working Capital Days
Source: Company, Sharekhan Research Source: Company, Sharekhan Research

September 14, 2020 4

Stock Update



Powered by the Sharekhan Sharekhan
3R Research PhllOSOphg by BNP PARIBAS

Outlook and Valuation

B Sector View — Supply chain back to normal; foods gaining strong traction; hair care on recovery mode

Consumer goods companies saw a strong revival in June with production and supply recovering to 90% of pre-COVID
levels. With a strong pick in rural demand, general trade normalising and higher sales through online channels,
we expect a normalisation in business performance from Q2FY2021. Hair care products are re-gaining momentum
(especially at the bottom-of-the pyramid). The consumer shifting from unbranded to branded hair oil would help large
companies to gain market share. 1) Sustained demand for branded foods, hygiene and HI products; 2) pick-up in rural
demand; 3) new launches and 4) focus on expansion of distribution reach are some of the near-term growth catalysts.
Most of the key input prices (barring palm oil, raw tea and coffee) have remained benign. This along with cost-saving
initiatives would help consumer goods companies post better margins in the coming quarters.

B Company Outlook — Core brands seeing good recovery; discretionary will take time to revive

With a recovery in core brand such as Parachute (to mid-single-digit volume growth) and sustained good growth in Saffola
(at V8-12% volume growth), we expect Marico’s domestic business to post better volume growth in Q2FY2021 compared with
low single-digit volume growth achieved during May-June. Bangladesh continues to perform well, Vietnam has recovered
and MENA region is getting out of tough times. On the margin front the management is confident of achieving OPM of
~20%+ at a consolidated level. New launches, scale-up of male grooming and hair nourishment, market share gains from
conversion of loose to branded oils, double-digit growth in VAHO (focus on premium end), higher contribution from hygiene
portfolio and higher sales target in foods are some of the medium-term revenue drivers for Marico. The improvement in
revenue mix along with cost-saving initiatives would help company achieve gradual improvement in margins.

B Valuation — Retain Buy with unchanged price target of Rs. 420

Though FY2021 is expected to be subdued year (affected by disrupted Q1FY2021); Marico is expected to see a strong
recovery in FY2022 with double-digit growth in revenues and PAT. Gaining market share from a shift to branded products
in core categories, expanding into hygiene and foods category through relevant launches, expanding the reach in the rural
market and scaling-up of international business (especially in Bangladesh and MENA) will be medium-term growth drivers.
We have introduced FY2023 estimates in this note. We expect revenue and earnings to grow at a CAGR of 8.3% and 13.4%
over FY2020-23. The stock is currently trading at 36x its FY2022E earnings, which is at a discount to some of the large-cap
FMCG stocks. We maintain our Buy recommendation on the stock with an unchanged price target of Rs. 420.
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Peer Comparison
. P/E (x) EV/EBIDTA (x) RoCE (%)
Particulars
FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
Dabur India 58.4 54.2 431 48.9 43.9 346 27.0 26.5 29.5
Hindustan Unilever 66.6 58.2 46.9 47.2 40.9 35.0 105.2 397 284
Marico 447 43.3 361 324 30.9 25.9 41.3 40.7 431

Source: Company, Sharekhan estimates

September 14, 2020 5

Stock Update



Powered by the Sharekhan Sharekhan
3R Research PhllOSOphg by BNP PARIBAS

About company

Marico is one of India’s leading consumer products companies in the domestic hair and wellness market with
aturnover of over Rs. 7,000 crore. Marico is present in the categories of hair care, skin care, edible oils, health
foods, and male grooming, with a vast portfolio of brands such as Parachute, Saffola, Hair & Care, Nihar, Livon,
Kaya Youth, and Coco Soul. The company is currently present in 25 countries across emerging markets of
Asia and Africa, including Middle East, Bangladesh, Vietnam, Egypt, and South Africa, which constitute 22%
of the total revenue. The company has a retail reach of 4.9 million outlets in the domestic market.

Investment theme

Marico is a leading player in the domestic hair and wellness market with a leadership position in categories
such as branded hair oil (V62% market share), value-added hair oil (Y36% market share), and branded edible
oil (Y77% market share). The company has a three-pronged strategy of driving growth through key categories,
innovations/entrance into niche category and scale up its presence in international geographies. In recent
times, the company has entered into niche categories such as male grooming, premium hair nourishment,
and healthy foods, which will not only improve the revenue growth trajectory but would help in boosting
margins in the long run due to their premium nature. Consistent innovations, a wide distribution network, and
expansion in new-age channels such as modern trade and e-commerce would be key platforms to achieve
good growth in the near term.

Key Risks
¢ Demand slowdown: Slowdown in key product categories would affect overall demand and revenue
growth.

¢ Higher input prices: A significant increase in prices of key raw materials such as copra (Y40% of input
costs) would affect profitability and earnings growth.

+ Increased competition in highly penetrated categories: Increased competition in highly penetrated
categories such as VAHO and edible oils would threaten revenue growth.

Additional Data

Key management personnel

Harsh Mariwala Chairman

Saugata Gupta Managing Director and CEO
Vivek Karve Chief Financial Officer
Hemangi Ghag Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 First State Investment ICVC 5.3
2 First State Global Umbrella Fund 4
3 Life Insurance Corporation of India 37
4 Blackrock Inc 1.3
5 Vanguard Group Inc 1.3
6 Arisaig India Fund Limited 1.3
7 Mitsubishi UFJ Financial Group Inc 0.6
8 Aditya Birla Sunlife Asset Management 0.6
9 UTI Asset Management Co Ltd 0.6
10 Bajaj Allianz Life Insurance Co Ltd 0.4

Source: Bloomberg
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Understanding the Sharekhan 3R Matrix

Right Sector

Positive Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Neutral Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Negative Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Right Quality

Positive Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Neutral Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Negative Weakening growth trend led by led by external/internal factors, reshuffling of

key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Right Valuation

Positive Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Neutral Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Negative Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.

Source: Sharekhan Research

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.




