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Godrej Consumer Products Ltd
Soft Q2; Growth to revive in H2FY2023
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Summary

+ Q2FY2023 was yet another soft quarter for Godrej Consumer Products Limited (GCPL) as consolidated volumes
declined by 5%, while revenue growth of 7% was primarily price-led. OPM fell by 454 bps y-o-y to 17.0% due to higher
input prices and media investments.

+ Management targets mid-single digit volume growth in H2FY2023 with domestic soaps volume expected to revive post
price correction, recovery in Indonesia business, and gradual recovery in the HI business.

+ The decline in raw-material prices would help gross margins to improve from Q3; ad-spends are likely to remain higher
in domestic and key international markets; correction in input prices and lower other expenses will help OPM remain
close to 20% in the coming years.

+ The stock has underperformed its peers for the past one year and is trading at 48x/38x its FY2023E/FY2024E earnings.
We maintain our Buy recommendation on the stock with an unchanged PT of Rs. 1,000.

Godrej Consumer Products Limited (GCPL) delivered yet another soft quarter with consolidated revenue growth
of 7% y-o-y (volume decline of 5%) to Rs. 3,391.9 crore. The India business posted 8% y-o-y growth, with the
personal care segment growing strongly by 18% y-o-y, while the homecare segment grew by 2%. Internationally,
Africa, U.S., and Middle East businesses maintained double-digit growth momentum and grew by 15% y-o-y,
while revenue of Indonesia business decreased by 8% y-o-y (Indonesia ex-hygiene grew by 12%). Consolidated
gross margins declined by 194 bps y-o-y, while OPM declined by 454 bps y-o-y to 17% due to higher input cost
inflation and advertisement spends. EBITDA margin of India and Indonesia businesses registered a decline of 300
bps and 930 bps y-o-y, respectively. Operating profit decreased by 15.4% y-o-y to Rs. 574.3 crore. Adjusted PAT
decreased by 21% y-o-y to Rs. 381.5 crore.

Key positives

+ Consolidated gross margin improved by 129 BPS g-o-q due to a decline in input prices.

+ Indonesia business (excluding hygiene business) registered 12% growth.

+ AUM region maintained its strong growth momentum and witnessed 15% y-o-y growth in Q2.

+ Core working capital days decreased to 46 days from 53 days earlier due to reduction in SKUs.

Key negatives

+ EBITDA margin of India, Indonesia, and AUM region decreased by 300 BPS, 930 BPS, and 270 BPS, respectively.
+ Thehome care business grew by 2% as the home insecticides (HI) business was impacted by extended monsoon.
Management Commentary

* Management expects volume growth to recover in mid-single digits in H2FY2023. This will be driven by recovery
in sales volume of the domestic soaps business post price correction in the past few days, gradual recovery in
domestic HI sales, and expected recovery in Indonesia business.

+ The domestic HI segment’s Q2 performance was impacted by delayed monsoon in the Eastern and Northern
parts of India. The company has maintained its market share in the domestic HI business (recovered the lost
market share from illegal incense stick players). It is focusing on deepening category penetration and category
developmentthrough the launch of new media communication. Further, the company is focusing on premiumising
the category through shift of consumers from coils/mats to aerosols and liquid vapourisers.

+ In Indonesia, the base of sanitor will reduce by Q3 and with improvement in the macro environment. Revenue
is expected to be flat in Q3 and should register high growth in Q4FY2023. In Africa, the focus is to simplify the
business by rationalising SKUs, improving governance, and enhancing the operating structure, which will help
to improve profitability in the coming years. The company will continue to see double-digit growth in Africa.

+ Thedeclinein prices of key inputs (including palm oil and packaging material) would help in margin improvement
in the standalone business from Q3FY2023. EBITDA margin of the Indonesia business will recover in the coming
quarters, with reduction in input cost inflation and better operating leverage in the coming quarters. For Africa
business, the company is targeting high teen EBIDTA margin in the medium term.

¢ The company has increased its media spends in key markets as part of its product development strategy.
However, despite higher media spends, the company is confident of OPM returning close to 20% in the medium
term.

¢ GCPLreducedits SKUs by 25% in India and has substantially reduced its SKUs in Indonesia and Africa. Reduction
in SKUs will not have any impact on revenue (contribution to sales is 1-2%) but would help in reducing the
overall inventory on books. Thus, working capital days reduced to 46 days in September 2022 from 53 days in
September 2021.

Revision in estimates — We have reduced our earnings estimates for FY2023 and FY2024 to factor in higher
advertisement spends. Management has maintained its guidance of low double-digit revenue growth and expects
to maintain OPM on a y-o-y basis. We have introduced FY2025 earnings estimates through this note.

Our Call

View — Maintain Buy with an unchanged PT of Rs. 1,000: GCPL's HIFY2023 performance was soft affected by
slowdown in India business, the decline in Indonesia business, and higher input cost inflation affecting profitability.
With strategies in place, management is confident of posting gradual recovery in sales in the coming quarters
and targets to achieve double-digit growth in the medium term. The company targets consistent improvement in
OPM through premiumisation and operating efficiencies in the medium to long run. The stock is currently trading
at discount valuations of 48.3x/38.0x its FY2023/FY2024E earnings. We maintain our Buy recommendation on the
stock with an unchanged price target (PT) of Rs. 1,000.

Key Risks

Sustained demand slowdown in key markets or inflation in raw-material prices would act as a key risk to our earnings
estimates in the medium to long term.

Valuation (Consolidated) Rs cr
Particulars FY21 FY22 FY23E FY24E FY25E
Revenue 11,029 12,277 13,591 15,133 16,995
OPM (%) 22.2 20.3 176 19.7 20.4
Adjusted PAT 1,765 1,793 1,750 2,224 2,614
Adjusted EPS (Rs.) 17.3 175 171 21.8 25.6
P/E (x) 479 471 48.3 38.0 323
P/B (x) 8.9 7.3 6.8 6.1 5.4
EV/EBITDA (x) 35.3 345 35.8 285 24.2
RoONW (%) 20.4 171 14.6 16.9 177
RoCE (%) 18.3 17.3 15.6 18.5 19.9

Source: Company; Sharekhan estimates
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Soft Q2 — Revenue grew by 7% y-o-y; OPM declined by 454 bps y-o-y

GCPL's consolidated revenue grew by 7.2% y-o-y to Rs. 3,391.9 crore, registering a three-year CAGR of 9%,
driven by 8% y-o-y growth in India business (three-year CAGR at 9%), 13% y-o-y CC growth in Africa, US,
and Middle East (AUM) (three-year CAGR at 13%), 34% y-o-y CC growth in Latin America and SAARC, while
Indonesia decreased by 11% y-o-y in CC terms (Indonesia y-o-y CC growth ex-hygiene at 8%). Consolidated
volume declined by 5% (India business volumes also declined by 5%). The homecare segment’s revenue
grew marginally by 2% y-o-y, while the personal care segment continued its strong momentum, growing
by 18% y-o-y. Higher palm oil and packaging cost led to a 194-bps y-o-y decline in gross margin to 47.9%.
OPM decreased by 454 bps y-o-y to 16.9%. OPM of India and Indonesia businesses registered a decline of
300 bps and 930 bps y-o-y, respectively. Operating profit decreased by 15.4% y-o-y to Rs. 574.3 crore due
to consumption of high-cost inventory, upfront marketing investments (advertising expenses are higher by
50% y-o0-y), and a weak performance in Indonesia and Latin America and SAARC businesses. In line with
the decline in operating profit coupled with higher interest expenses, adjusted PAT fell by 20.5% y-o-y to Rs.
381.5 crore. Exceptional items include an amount of YRs. 5.9 crore on account of restructuring costs and “Rs.
18.6 crore because of litigation settlement under VAT amnesty scheme. After accounting for the exceptional
items, reported PAT stood at Rs. 358.9 crore.

India business registered price-led growth of 8% as volumes declined by 5% y-o-y

India business delivered price-led y-o-y growth of 8% to Rs. 1,953 crore, with three-year CAGR at 9%, driven
by continued growth momentum in personal care, while the home care segment continued to deliver muted
performance. Revenue growth of 8% was driven by 13% price-led growth, while sales volume declined by
5% y-o-y in Q2. However, three-year CAGR for volume growth stood at 1%. EBITDA margin declined by 300
bps y-o-y to 21.6%. Management has indicated that with significant correction in commodities such as palm
oil derivatives and crude oil, GCPL expects recovery in consumption, gross margin expansion, and upfront
marketing investments in the upcoming quarters.

Muted Q2 for the home care segment; Revenue grew by 2% y-o-y

Revenue of the home care segment grew marginally by 2% y-o-y to Rs. 869 crore. GCPL delivered soft
performance in HI, impacted by delayed monsoon in the Eastern and Northern parts of India. The company’s
non-mosquito portfolio continued to deliver strong growth momentum and premium aerosol portfolio
continued to grow in double digits. The company continued to deepen its penetration and has put in place
various category development initiatives to drive sustainable growth. Air Fresheners continued to deliver
strong performance coupled with market share gains. GCPL’s category development initiative around driving
relevance for Aer Power Pocket and premiumisation through Aer Matic (‘If bathrooms/rooms could talk’) is
receiving encouraging consumer response.

Strong 18% y-o-y growth in personal care

The personal care segment grew by 18% y-o-y to Rs. 1,017 crore (largely price-led growth). Personal wash
and hygiene maintained its growth momentum, delivering double-digit sales growth. GCPL continued to gain
market share and deepen its penetration led by category development initiatives. Magic powder-to-liquid
handwash continued to gain share. Hair Colour witnessed close to double-digit growth. Godrej Expert Rich
Creme continued to perform well, backed by strong marketing campaigns. Furthermore, the response to
Godrej Expert Rich Creme’s at Rs. 15 is encouraging.

India business performance

Category Sales (Rs. crore) y-o-y growth
Homecare 869 2%
Personal Care 1,017 18%
Unbranded and Exports 67 -26%
Total Net Sales 1,953 8%
Branded Volume Growth - -5%

Source: Company, Sharekhan Research
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Weak Q2 for Indonesia; AUM maintained double digit revenue growth
Revenue of Indonesia business down by 12% y-o-y

Indonesia business continued to deliver weak performance with sales declining by 11% y-o-y in CC terms to
Rs. 408 crore. Sales excluding hygiene (Saniter) saw 8% y-o-y growth in CC terms. GCPL continued to put
building blocks in place to drive category development and general trade distribution expansion. Indonesia’s
EBITDA margin contracted by 930 bps y-o-y to 17.1% due to consumption of high-cost inventory, upfront
marketing investments, high hygiene comparator, and scale deleverage.

Africa, US, and Middle East (AUM) businesses reported 13% y-o-y CC growth

AUM regions delivered y-o-y double-digit sales growth of 13% in CC terms (three-year CAGR of 13%) to Rs. 857
crore (grew by 15%yoy on INR basis), driven by strong sales growth momentum in Southern and West Africa.
In terms of categories, the dry hair and FMCG categories grew in double digits. GCPL continued to increase
investments across the dry hair and FMCG categories, which is in line with its strategy to drive category
development. EBITDA margin for the regions decreased by 270 bps y-o-y to 9.2%.

Latin America and SAARC y-o-y revenue growth at 34% (CC terms)

Latin America and SAARC regions posted CC revenue growth of 34% y-o-y to Rs. 172 crore, while revenues
stood flat on y-o-y basis due to adverse currency moment. EBITDA margin for the region sharply declined
from 16% in Q2FY2022 to 1.5% in Q2FY2023.

International business performance

Particulars (erig ¢ic] ‘ Q2FY22 ‘

Revenue (Rs. crore)

Indonesia 409 445 -8.2
AUM 859 749 14.7
Latin America and SAARC 174 174 0.4
EBITDA Margin (%) bps
Indonesia 18.0 261 -807
AUM 24 1.9 -951
Latin America and SAARC 4.6 15.5 -

Source: Company, Sharekhan Research

Results (Consolidated) Rs cr
Particulars Q2FY23 Q2FY22 y-o-y (%) ‘ Q1FY23 g-o-q (%)
Total revenue 3,391.9 3,163.7 7.2 3125.0 8.5
Raw-material cost 1,768 1,587.6 1.4 1,669.2 5.9
Employee cost 2593 257.8 0.6 2597 -01
Advertisement & Publicity 283.9 189.9 495 201.4 41.0
Other expenses 506.4 449.2 12.7 4621 9.6
Total operating expenses 2,817.7 2,484.5 13.4 2,592.4 87
Operating profit 574.3 679.2 -15.4 532.6 7.8
Other income 39.9 226 761 275 449
Forex gain/ (loss) -321 -19.6 64.3 -11.8 1721
Interest expense 48.3 24.5 96.9 351 376
Depreciation 53.3 50.9 4.8 571 -6.6
Profit before tax 480.4 606.8 -20.8 456.2 53
Tax 98.9 126.7 -22.0 109.3 -9.5
Adjusted PAT (before MI) 381.5 48041 -20.5 347.0 10.0
Minority interest (MI) 0.0 0.2 -100.0 -0.3 -100.0
Extraordinary item -227 -1.4 - -1.8 -
Reported PAT 358.9 478.9 -2541 344.9 41
EPS (Rs.) 37 47 -20.5 3.4 10.0

bps bps
GPM (%) 47.9 49.8 -194 46.6 129
OPM (%) 16.9 21.5 -454 17.0 -1
NPM (%) 1.2 15.2 -393 11 15
Tax rate (%) 20.6 20.9 -30 239 -337

Source: Company, Sharekhan Research
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Outlook and Valuation

B Sector view - H2FY2023 to be better compared to H1

Consumer goods companies would start seeing the benefit of correction in key input prices from Q3FY2023.
The recent sharp correction in some key input prices helped companies to pass on benefits to the customer
in the form of price cuts in highly penetrated categories (such as soaps). This along with a good monsoon
season in most parts of the country (except for some parts in the North and East) will help in a good recovery
in sales volumes in the coming quarters. A decline in commodity prices has also helped inflationary pressures
ease out boosting consumer sentiments. Hence, some tailwinds are building up for the sector to improve its
growth in the coming quarters. Overall, we expect H2FY2023 will be much better compared with HIFY2023
with expected recovery in sales volumes. OPM is also expected to improve from Q3FY2023. Low penetration
in key categories (especially in rural India), lower per capita consumption compared with other countries, a
large shift to branded products, and emergence of new channels such as e-commerce/D2C provide several
opportunities for achieving sustainable growth in the medium to long run.

B Company outlook - Change in leadership likely to drive consistent growth in the long run

Under the leadership of Mr. Sudhir Sitapati, the company will focus on achieving consistent double-digit
revenue growth in the medium term. Improved penetration of HI in rural markets, sustained double-digit
growth in Africa business, and recovery in Indonesia business are key medium-term revenue growth drivers.
The decline in key input prices (including palm oil and packaging material) would help in margin improvement
in Q3FY2023. The company will pass on some benefits to consumers to improve sales volumes. Management
expects to maintain OPM at Y20% y-o-y and aims to sustain it at 20-22% in the medium term.

B Valuation - Maintain Buy with an unchanged PT of Rs. 1,000

GCPLs H1FY2023 performance was soft affected by slowdown in India business, the decline in Indonesia
business, and higherinput costinflation affecting profitability. With strategies in place, managementis confident
of posting gradual recovery in sales in the coming quarters and targets to achieve double-digit growth in the
medium term. The company targets consistent improvement in OPM through premiumisation and operating
efficiencies in the medium to long run. The stock is currently trading at discount valuations of 48.3x/38.0x
its FY2023/FY2024E earnings. We maintain our Buy recommendation on the stock with an unchanged price
target (PT) of Rs. 1,000.
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Peer Comparison

. P/E () EV/EBITDA (x) RoCE (%)
Companies

FY22| FY23E| FY24E|  FY22| FY23E| FY24E|  FY22| FY23E| FY24E
Hindustan Unilever 67.3 61.2 51.6 471 427 36.2 241 26.3 30.6
Dabur India 53.6 483 38.0 434 401 317 26.3 26.8 314
Godrej Consumer 471 483 38.0 345 35.8 285 17.3 15.6 185

Products
Source: Company; Sharekhan Research

November 08, 2022 4

Stock Update



Powered by the Sharekhan Sharekhan
3R Research Philosophy

by BNP PARIBAS

About company

GCPL is a leading emerging market company with a turnover of more than Rs. 10,000 crore. The group enjoys
the patronage of 1.15 billion consumers globally across businesses. GCPL is present in key product categories
such as soaps, hair colour, and HI. The company’s power brands include Godrej No.1 soap, Godrej expert
range of hair colours, and Good Knight. GCPL operates internationally in Indonesia, Latin America, and AUM
(Africa, US, and Middle East) regions.

Investment theme

GCPL has a ‘3 by 3’ approach to international expansion by building presence in ‘3’ emerging markets (Asia,
Africa, and Latin America) across ‘3’ categories (home care, personal wash, and hair care products). The
company has a leadership position in most categories in the domestic and international markets. Under the
new leadership, the immediate focus of the company is to fill the gaps to achieve sustainable double-digit
revenue growth in the medium term. Increased penetration, cross-pollination, simplifying business in key
markets, and surge in distribution are some of the key growth drivers in the medium term. Premiumisation,
better revenue mix, and operating efficiencies would drive margins in the long run.

Key Risks

¢ Currency fluctuation in key international markets, including Africa and Indonesia, will affect earnings
performance.

¢ Increased prices of key raw materials such as palm oil would affect profitability and earnings growth.

* Increased competition in highly penetrated categories such as soaps would threaten revenue growth or
any competition from illegal entrants in the HI category would affect its performance.

Additional Data

Key management personnel

Adi Godrej Chairman, Godrej Group

Nisaba Godrej Chairperson

Sudhir Sitapati Managing Director and CEO

Sameer Shah Chief Financial Officer

Rahul Botadara Company Secretary and Compliance Officer

Source: Company

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 First State Investments ICVC 276
2 Temasek Holdings Pte Ltd. 173
3 BlackRock Inc. 1.31
4 Capital Group Cos 1.23
5 Vanguard Group Inc. 1.2
6 St James place PLC 118
7 Mitsubishi UFJ Financial Group Inc. 1.04
8 Republic of Singapore 1.02
9 EuroPacific Growth Fund 0.94
10 Kotak Mahindra AMC 0.78

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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Right Sector
Positive

Neutral

Negative

Right Quality
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Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

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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