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Emami Limited
Growth prospects intact

Consumer Goods  Sharekhan code: EMAMILTD Company Update

Summary

¢+ We re-iterate our Buy rating on Emami with a PT of Rs. 440; receding risk of promoter
pledging and better growth prospects make Emami a better pick in mid-cap FMCG
space with discounted valuations of 21x FY22E earnings.

Promoters’ pledging has reduced to 47% from 95% in Q1FY2021; Group aims to reduce
pledging by selling non-core assets (hospitals and real-estate property) in another
8-10 months.

¢ Sustained demand for health and immunity products and recovery in rural demand will help
Q2 performance be sequentially better with a rise in margins due to benign raw material
prices. Revenues likely to grow by 0-2%: OPM to expand by 268 bps in Q2FY2021.

+ Strong traction in new products, focus on enhancing distribution reach and recovery
in rural demand are key growth drivers in the near to medium term.

*

Emami is expected to regain growth momentum in Q2FY2021E with 45%
of portfolio (largely health and hygiene portfolio) maintaining its growth
momentum on the back of sustained high demand, while rest of the portfolio
is recovering from Q1 lows (barring skin care products and deodorants).
Further, a recovery in rural India (52% of domestic sales) is also supporting
the overall domestic business performance. The international business, which
registered 18% decline in Q1, is expected to post better performance on the
back of good recovery in Bangladesh and MENA region. Overall, we expect
Emami’s revenues to remain flat in Q2FY2021E (compared to “26% decline in
Q1FY2021). The management is confident of achieving positive revenue growth
for the remaining nine months of the fiscal (with sequential improvement). New
launches are gaining good traction and currently contribute 5% of overall
revenue. The company is planning to launch new products under the home
hygiene space in October. Mentha oil prices remain lower y-o-y (down by
~20%), which will help gross margins expand 150-170 bps y-o-y. This along
with stringent managed media spends would result in 268 bps improvement in
OPM to 31.9%. Further, promoters pledging has come down to 47% from 95% in
Q1FY2021. The group plans to reduce it to zero by selling non-core assets over
the next 8-10 months.

Our Call

View: Retain Buy with unchanged price target of Rs. 440: Recovery in rural
market, new launches and expansion in the distribution reach remains one of
the key growth drivers in the near to medium term. Further, the company is also
focusing on reducing the seasonality in the business by revamping its portfolio.
The stock is currently trading at discounted valuation of 21x its FY2022E EPS
as compared to close peers. Improving growth prospects and receding risk
of promoters pledging makes it a better pick in the mid-cap FMCG space. We
maintain our Buy recommendation on the stock with an unchanged price target
of Rs. 440.

Key Risks

Emami’s product portfolio is seasonal. Hence, any weather vagaries or supply
disruptions due to frequent lockdowns would affect performance in the near to
medium term.

Valuations (Consolidated) Rs cr
Particulars FY19 FY20 FY21E FY22E FY23E
Revenues 2,693 2,841 2,902 3,339 3,866
OPM (%) 26.9 279 29.4 30.0 311
Adjusted PAT 513 596 623 754 915
% YoY growth 2.2 16.2 4.4 211 21.3
Adjusted EPS (Rs.) 1.3 131 137 16.6 20.2
P/E (x) 311 26.7 255 211 17.4
P/B (x) 77 7.2 6.8 6.0 5.1
EV/EBIDTA (x) 217 19.6 181 151 12.3
RoNW (%) 251 279 274 30.2 319
RoCE (%) 28.8 336 36.2 38.8 40.6

Source: Company; Sharekhan estimates
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Key highlights of our interaction with Mr. Rajesh Sharma (Senior Vice President, Finance & Investor
Relations)

*

Emami registered a 26% decline in revenues in Q1FY2021 led by supply disruption during the lockdown
affecting sales of some seasonal products (including Navratna cooling oil and cool talc). However, with
easing of lockdown norms, growth recovered to 6% in June and improved to double digit in July. The
management has indicated that the growth momentum has sustained in August and September.

We expect flat to low single-digit growth in Q2FY2021E aided by sustained growth in health & hygiene
portfolio (45% of portfolio; grew by 29% in Q1), recovery in rural demand (52% of domestic business) and
gradual recovery in the rest of the portfolio (barring skin care and deodorants).

Emamiis re-focusing on products such as Chyawanprash (grew 7xin Q1) and honey (grew 5x in Q1). Though
the contribution of these products to overall revenue in lower currently, they will support the revenue
growth in the near to medium term. Zandu Pancharishta is growing in double-digits. New launches are
gaining good traction and currently contribute 5% of overall revenue.

Mentha oil prices have remained benign and stood lower by ~“20% y-o-y in Q2FY2021, which will help
gross margins to remain high on y-o-y basis. This will also be supported by lower HDPE prices. Industry
sources also suggest that the Mentha oil prices are expected to remain benign due to lesser demand in
the coming quarters.

The company has maintained its target of cost saving of Rs. 50-60 crore per-annum. Benign input prices
and lower operating cost will help OM to remain high y-o-y.

Overall, we expect Emami’s revenue to remain flat or to grow by low single digit. Gross margins are likely
to improve by 150-170 bps, while OPM is expected to improve by 250-270 bps to 32% in Q2FY2021E. The
management is confident that the company will achieve revenue growth in remaining nine months of
FY2021 (with an improvement in performance on quarter-on-quarter basis).

Emami has a wide distribution reach of 4.5 million outlets and the company is currently focusing on
improving the presence in these outlets. Sales from e-Commerce channels are gaining strong traction,
which has improved to 1.5% of sales from mere 0.5% in FY2020. The company is targeting the contribution
from e-Commerce to improve to 2-3% over the next 2-3 years.

Promoters’ pledging has come down to 47% from 95% in Q1FY2021. The group plans to reduce it to zero
by selling non-core assets (including hospitals and other real estate projects) over the next 8-10 months.
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Financials in charts

Volumes slumped due to lockdowns in Q1FY2021
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Revenue expected to post strong recovery in Q2
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Mentha prices have remained soft....

....GPM and OPM expanded y-o-y in Q1FY2021
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Outlook and Valuation
B Sector outlook - Demand for personal hygiene and healthcare products remained strong

A nation-wide lockdown in April-May severely impacted supply chain of consumer goods companies. Strong recovery
was seen in June and continued in July and August. Healthcare products and personal hygiene products registered
strong demand due to spread of Coronavirus in India. The AYUSH (Ayurveda, Yoga & Naturopathy, Unani, Siddha and
Homeopathy) market currently stands at ¥ Rs. 760 billion and is projected to see strong growth with the support of
the government. Having ancient roots, the rural population of India has always looked to Ayurvedic home remedies
which further strengthen the base for Ayurveda-based healthcare products. Also, penetration of healthcare products
is good in the urban markets. We believe that in the current pandemic environment, the demand for immunity boosting
healthcare products will remain strong.

B Company outlook - Management regained focus on growth

Revenue grew in mid-single digits in FY2019 and FY2020 affected by seasonality of product portfolio, heightened
competition in some key categories and muted growth in healthcare portfolio. Q1FY2021 was affected by supply
disruptions caused by lockdown resulting in an over 20% decline in revenue. However, health and hygiene portfolio (43%
of revenue) registered strong double-digit revenue growth. Also, new product launches under healthcare categories
are gaining good traction. The company expects to achieve revenue growth in next nine months of the fiscal (with
sequential improvement in performance). Benign input prices (Mentha oil prices continue to remain lower by “20%) and
cost cutting measures (expecting cost savings of Rs. 50-60 crore) would help OPM to remain high on y-o-y basis in
FY2021. Recovery in rural demand, strong traction in healthcare products and sustenance of new launches remain key
growth drivers in the near term.

B Valuation - Discounted valuations and receding risk of promoters pledging makes it better pick

Recovery in rural market, new launches and expansion in the distribution reach remains one of the key growth drivers
in the near to medium term. Further, the company is also focusing on reducing the seasonality in the business by
revamping its portfolio. The stock is currently trading at discounted valuation of 21x its FY2022E EPS as compared to
close peers. Improving growth prospects and receding risk of promoters pledging makes it a better pick in the mid-cap
FMCG space. We maintain our Buy recommendation on the stock with an unchanged price target of Rs. 440.
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Peer Comparison

Barticulare P/E (x) EV/EBIDTA (x) RoCE (%)

FY20 FY21E  FY22E FY20 FY21E  FY22E FY20 FY21E  FY22E
Dabur 60.2 55.9 44.4 50.4 453 35.8 270 26.5 295
Marico 455 441 367 33.0 315 26.4 M3 407 431
Emami 267 25.5 211 19.6 181 151 336 36.2 38.8

Source: Company, Sharekhan estimates
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About company

Emami is one of the leading FMCG companies that manufactures and markets personal care and healthcare
products. With over 300 diverse products, the company’s portfolio includes brands such as Navratna,
Boroplus, Fair & Handsome, and Zandu. With the acquisition of Kesh King, the company forayed into the
ayurvedic hair care segment. Emami has a wide distribution reach in over 4.5 million retail outlets though
3,200 distributors. The company has a strong international presence in over 60 countries in Europe, Africa,
Middle East, and SAARC regions.

Investment theme

Emami has a strong brand portfolio, largely catering to low penetrated categories in the domestic market.
However, most of these are prone to seasonal vagaries, affecting growth in the domestic business. The
company has taken various initiatives for key categories to improve growth prospects. Ayurvedic hair oil
brands, Kesh King and 7-in-one oil, have seen a revival in performance. Strong demand for the Zandu
healthcare portfolio is seen driven by heightened demand for health and hygiene products. The company
has appointed a separate sales head, international business head and healthcare segment head recently
which gives us an indication that the management is now getting back its focus on improving the growth
prospects of its consumer business.

Key Risks
¢ Slowdown in domestic consumption demand (especially in the rural market) would result in muted numbers
for Emami in the near to medium term.

¢ Emami’s product portfolio is prone to seasonal vagaries and, hence, remains a key risk to the category
performance.

¢+ Promoters have pledged shares of “25% of share capital.

Additional Data

Key management personnel

R S Agarwal Chairman

Sushil K Goenka Managing Director

N H Bhansali CEO-Finance, Strategy & Business Development and CFO
A K Joshi Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 SBI Funds Management Pvt Ltd 6.4
2 DSP Investment Managers Pvt Ltd 3.5
3 L&T Mutual Fund Trustee Ltd 3.2
4 Mirae Asset Global Investments Co Ltd 31
5 Aditya Birla Sun Life Asset Management 2.3
6 HDFC Life Insurance Co Ltd 19
7 Avees Trading and Finance 17
8 UTI Asset Management Co Ltd 1.6
9 HDFC Asset Management Co Ltd 1.5
10 Pl Opportunities Fund 1.3

Source: Bloomberg

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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Understanding the Sharekhan 3R Matrix
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Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

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

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.

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

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

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

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.

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

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.
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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.




