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Godrej Consumer Products Ltd
Mixed bag Q1; domestic HI & Indonesia businesses fared well

Sharekhan code: GODREJCP
CMP: Rs. 1,012
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Summary

¢ Godrej Consumer Products Limited’s (GCPL's) Q1FY2024 performance was a mixed bag with volume-
led revenue growth of 10% (in line with ours as well as the street’s expectation) while OPM lagged
expectation at 19.8% (vs expectation of 20.7-21%).

¢ Indiabusiness’ performance will be driven by sustained double-digit growth in HI category. International
business will be driven by strong recovery in Indonesia business; Africa to remain volatile due to
currency revaluation. OPM to remain at ¥19-20%.

¢ The company will be investing Rs. 900 crore to expand existing capacity by 20-25%, which will take
care of the rising demand and help in improving the productivity.

¢ We retain our Buy rating with an unchanged PT of Rs. 1,250. The stock is currently trading at 48x/40x
its FY2024E/FY2025E EPS.

Godrej Consumer Products (GCPL)’s Q1FY2024 numbers are not strictly comparable on y-o-y basis due to
consolidation of Raymond’s Consumer Care Ltd (RCCL) for 1.5 months and impact of forex losses due to
revaluation of Nigerian currency (Naira).

GCPL’s revenue grew by 10.4% y-o-y to Rs. 3,448.9 crore. Organic volume growth stood at 9% y-o-y driven
by 10% y-o-y volume growth in the India business. All geographies posted y-o-y growth in Q1FY2024, with
India, Indonesia, Africa, USA and Middle East (AUM) and Latin America and SAARC businesses growing
by 9%, 20%, 9% and 18% y-o-y, respectively. Correction in input cost inflation led to a 715-bps y-o-y
improvement in gross margins to 55.7%. Higher advertisement expenses, increased employee cost and
other expenses led to just 273 bps y-o-y expansion in OPM to 19.8%. Acquired business of Raymond
contributed Rs. 47 crore and registered a EBIDTA loss of Rs. 45 crore due to reduction in the inventory
from the channel (affecting GMV) and stock return affecting (NSV) resulting in the EBIDTA loss during the
quarter. Operating profit increased by 28% y-o-y to Rs. 681.8 crore. Despite strong operating growth and
higher other income, adjusted PAT grew by 9.3% y-o-y to Rs. 379.3 crore due to higher interest expenses,
depreciation cost, forex losses and tax incidence.

Key positives

+ India business volumes rose 12%; margins expanded by 250 bps y-o-y.

+ Indonesia business posted 15% CC y-o-y revenue growth; margins higher by 420 bps y-o-y.
+ Gross margins improved by 715 bps y-o-y, aided by correction in input costs.

Key negatives

+ Personal care category posted muted performance with revenue growth at 2% y-o-y.

+ Reported PAT declined by 8% y-o-y.

Management Commentary

¢ Company would be doing capex of Rs. 900 crore spread over three years to expand existing capacity
by 20-25%. This will take care of incremental volumes generated through higher demand and better
productivity through in-house manufacturing and scale boosting margins.

+ Double-digit growth in HI can be attributed to a good season led by a weak summer and company’s
initiatives to improve penetrations through lower unit packs. The management believe the recovery is not
100% in HI category and will focus on maintaining good growth momentum.

+ Indonesia business grew by 20% in Q1 driven by 12% volume growth. The company expects double-digit
growth to sustain with improvement in the market share and uptick in demand.

+ Africa business will remain volatile as revaluation of Nigerian currency will have an impact for another
two quarters.

+ Consolidated OPM will remain at 19-20%. The company is net cash Positive.

+ RCC acquired business revenues will be around Rs. 620-625 crore and OPM will be in high single digits
in FY2024.

Revision in earnings estimates: We have fine-tuned our earning estimates for FY2024 and FY2025 to include
the impact of consolidation of RCC business. We will keenly monitor the performance of Africa business in
the coming quarters.

Our Call

View — Maintain Buy with an unchanged PT of Rs. 1,250: With strategies in place, the management targets
to achieve double-digit growth over the next 2-3 years (largely driven by improved sales volume). The
company targets consistent improvement in OPM through premiumisation and operating efficiencies in the
medium to long run. Stock is currently trading at attractive valuations of 47.9x/39.6x its FY2024E/FY2025E
earnings. We maintain a Buy on the stock with an unchanged price target (PT) of Rs. 1,250.

Key Risks

Any 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
Revenue 12,277 13,316 15,587 17,522
OPM (%) 20.3 191 19.6 20.9
Adjusted PAT 1,793 1,743 2115 2,431
Adjusted EPS (Rs.) 17.5 17.0 211 255
P/E (x) 577 59.4 479 396
P/B (x) 9.0 7.5 6.8 61
EV/EBITDA (x) 42.2 40.3 35.0 29.8
RoNW (%) 171 137 14.9 16.3
RoCE (%) 17.3 15.2 15.4 16.6

Source: Company; Sharekhan estimates;
*Consolidated financials include the expected performance of recently acquired RCC portfolio
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Mixed Q1 — Revenue in line; PAT missed estimates

GCPL's consolidated revenues grew by 10.4% y-o-y to Rs. 3,448.9 crore versus our expectation of Rs. 3,422
crore and street average expectation of Rs. 3,467 crore. Volumes grew by 10% y-o-y (India business volumes
rose 12% y-o-y). All geographies posted y-o-y growth in Q1FY2024, with India, Indonesia, Africa, the US
and Middle East (AUM) and Latin America and SAARC businesses growing by 9%, 20%, 9% and 18% y-o-y,
respectively. In the India business, the home care segment grew by 14% y-o-y, while the personal care
segment grew by 2% y-o-y. Correction in input cost inflation led to a 715-bps y-o-y improvement in gross
margins to 55.7%. Higher advertisement expenses, increased employee cost and other expenses led to just
273 bps y-o-y expansion in OPM to 19.8%. OPM lagged ours and average street’s expectation of 20.4-20.7%.
OPM of India business improved by 250 bps y-o-y and Indonesia business increased by 420 bps y-o-u.
Operating profit increased by 28% y-o-y to Rs. 681.8 crore. Despite strong operating growth and higher other
income, adjusted PAT grew by 9.3% y-o-y to Rs. 379.3 crore due to higher interest expenses, depreciation
cost and tax incidence. PAT missed our and average street expectation of Rs. 459 crore and Rs. 480 crore,
respectively. Exceptional item of Rs. 81.78 crore includes Rs. 77.52 crore for acquisition of Raymond Consumer
Care business and Rs. 4.26 crore for other restructuring costs. Considering the exceptional items, reported
PAT declined by 8% y-o-y to Rs. 318.8 crore.

India business — volume-led revenue growth; margins improve y-o-y

The India business reported revenue growth of 9% y-o-y to Rs. 1,971 crore driven by 12% y-o-y volume growth.
Growth was led by 14% y-o-y growth in home care category, while personal care category posted muted
performance with revenue growth at 2% y-o-y. India business’ organic revenue growth stood at 6% y-o-y
with organic volume growth at 10% y-o-y. India business EBITDA margin improved by ~250 bps y-o-y to 25%,
aided by gross margin expansion of ~1,130 bps y-o-y, which was partially mitigated by a 125% y-o-y rise in
working media investment and higher employee and other expenses. India business’s adjusted net profit
grew by 10% y-o-y to Rs. 350 crore.

Home care — Double-digit growth in HI & air fresheners continued

Home care category’s revenue grew by 14% y-o-y to Rs. 752 crore, driven by double-digit growth in both Hl
and air fresheners. Strong double-digit volume and value growth in HI was led by strong growth in premium
formats. The company is scaling up distribution of access packs of Goodknight Mini Liquid Vaporizer and HIT
No-gas Spray. GCPL continues to drive category adoption and penetration for long-term sustainable growth
of the HI portfolio. Air fresheners continued to deliver strong double-digit growth with market share gains and
continued to enjoy market leadership. Performance was broad based with strong growth in Aer Pocket, Aer
Matic and the Car Range. GCPL continues category development and relevance-building initiatives for the
Air Fresheners portfolio.

Personal care — Muted Q1 impacted by price correction in personal wash & high base in hair colour

The personal care segment grew by just 2% y-o-y to Rs. 1,109 crore, as the company passed on the benefit
of lower input cost to consumers leading to low single-digit value growth in personal was portfolio, while
hair colour grew in mid-single digits due to high base (launch of Rs. 15 Godrej Expert Créme access pack).
Personal wash delivered high single-digit volume growth (grew ahead of category) led by effective media
campaigns and micro-marketing initiatives. Magic handwash delivered strong double-digit volume growth.
Growth in hair colour is led by steady performance across formats. GCPL continues to scale-up distribution of
Godrej Selfie Shampoo Hair Colour access pack.

India business performance

Particulars Q1FY24 Q1FY23 Q4FY23

Revenue (Rs. Crore)

Home care 752 663 13.4 826 -9.0
Personal care 1,109 1,088 1.9 872 27.2
Unbranded & Exports 10 63 74.6 91 20.9
Total India business 1,971 1,814 8.7 1,789 10.2
India business volume growth 12%

Source: Company; Sharekhan Research
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Park Avenue and KamaSutra brand integration on track

RCC’s business was consolidated for 1.5months in Q1FY2024. Primary sales of Park Avenue and KamaSutra brands
came in at Rs. 48 crore in Q1FY2024, with secondary sales more than 2x of primary sales. Management has
indicated that improvement in channel hygiene underway and GCPL reduced channel inventory and took stock
returns during the quarter which impacted the revenues and resulted in losses of Rs 45 crore in Q1. The company
wants to reduce the inventory days to 10 days from 90 days earlier and hence the inventory reduction process
will continue for next two quarters. However the company is confident of achieving flat sales on y-o-y basis and
OPM of high single digit (as guided earlier) in FY2024. In FY2025, the acquired brands are expected to grow in
mid-teens and OPM expected to improve in upwards of 20%.

Revenue growth across regions:
Indonesia business — 15% CC y-o-y revenue growth; margins expand by 420 bps y-o-y

Indonesia business reported 15% y-o-y CC revenue growth (20% y-o-y growth in rupee terms) to Rs. 450 crore
driven by structural initiatives taken last year. Indonesia business’s EBITDA margins at 19.5% improved by 420 bps
y-o-y led by reduction in trade promotions and scale leverage. GCPL continues to focus on category development
initiatives, increase media investments and launch access packs to augment GT distribution in Indonesia. Modern
trade inventory days reduced to 58 days from 95 days earlier.

Africa, US, and Middle East (AUM) businesses — 8% y-o-y CC revenue growth; margins up by 350 bps y-o-y

AUM business delivered 16% CC y-o-y growth (9% y-o-y growth in rupee terms) to Rs. 847 crore, led by double-
digit growth in the FMCG category. EBITDA margins for the AUM business expanded by 350 bps y-o-y to 11.8%
led by gross margin expansion. Africa business performance is expected to be volatile affected by revaluation
in Nigerian currency (Naira). The impact of Naira depreciation was high in the second half of the quarter. The
exchange rate was 450 Naira/USD in May,23 and it has rose to 750 Naira/dollar. GCPL had booked the rate at an
average rate of 650 Naira/USD. So the expected impact of depreciation will be around 2% on the revenue growth.
However in the medium, the revaluation of Naira is Positive for GCPL as it will help the company to become more
competitive in the Nigerian market.

Latin America and SAARC - 79% y-o-y revenue growth (CC terms); margins lower y-o-y

Latin America and SAARC regions posted 79% y-o-y CC revenue growth to Rs. 178 crore, while revenue grew by
18% y-o0-y in rupee terms due to adverse currency movement. EBITDA margin for the region declined by 80 bps
y-o-y to 0.6%.

International business performance

Particulars Q1FY24 Q1FY23 Y-0-Y % Q4FY23

Revenue (Rs. Crore)

Indonesia 450 377 19.5 434 37
AUM 847 779 87 770 10.0
Latin America & SAARC 178 154 15.5 203 -12.3
EBITDA Margins (%) bps bps
Indonesia 19.5 15.3 420 215 -204
AUM 1.8 8.3 350 10.4 140
Latin America & SAARC 0.6 1.4 -80 8.4 -780

Source: Company; Sharekhan Research

Capacity expansion on cards

The board has approved a capital expenditure of Rs. 900 crores for setting up new manufacturing sites at Tamil
Nadu and Madya Pradesh to expand its existing capacity in Home Care and Personal Care categories. GCPLs
existing capacity utilisation is 75-80%. To cater to the growing demand of the customers and to consolidate the
manufacturing footprint, GCPL plans to add 20-25% capacity in these categories with this additional investment.
The manufacturing sites are expected to be operational in ¥18-36 months. The capex will partially take care of
incremental volumes driven by improved demand in the medium term while part of capex will help in improving
the productivity and will add-on to margins in the long run. The project will be funded through a mix of internal
accruals and debt (if required).
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Results (Consolidated) Rs cr
Particulars Q1FY24 Q1FY23 Q4FY23 Q-0-Q %
Net sales 3,417.9 3,094.3 10.5 3172.2 77
Other operating income 311 307 13 28.0 11
Total revenue 3,448.9 3125.0 10.4 3,200.2 78
Raw material cost 1,595.5 1,669.2 -4.4 1,507.4 5.8
Employee cost 314.0 259.7 20.9 300.8 4.4
Advertisement & Publicity 320.4 2014 591 2245 427
Other expenses 537.2 4621 16.3 502.7 6.9
Total operating expenses 2,7671 2,592.4 6.7 2,535.4 91
Operating profit 681.8 532.6 28.0 664.8 2.6
Other income 69.1 275 - 57.9 19.3
Forex gain / (loss) -39.0 -11.8 - -23.9 62.9
Interest expense 74.0 351 - 52.5 40.9
Depreciation 76.3 571 337 68.6 1.2
Profit before tax 561.7 456.2 231 5777 -2.8
Tax 182.3 109.3 66.9 1091 67.0
Adjusted PAT (before MI) 379.3 347.0 9.3 468.5 -19.0
Minority interest (Ml) 0.0 -0.3 - -0.4 -
Extraordinary item -60.5 -1.8 - -16.4 -
Reported PAT 318.8 344.9 -76 4517 -29.4
EPS (Rs.) 37 34 9.4 46 -19.0

bps bps
GPM (%) 537 46.6 715 52.9 84
OPM (%) 19.8 17.0 273 20.8 -100
NPM (%) 1.0 11 -10 14.6 -364
Tax rate (%) 325 23.9 851 18.9 -

Source: Company; Sharekhan Research

August 08, 2023 4

Stock Update



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

Outlook and Valuation
B Sector Outlook — Rural recovery on cards; margin improvement to sustain

Rural demand bottomed out with sales returning to the positive growth path in Q4FY2023. With price inflation
stabilising and a decline in key input prices, managements of most companies are confident of witnessing a
gradual pick-up in rural demand in the quarters ahead. Moreover, expectation of a well spread-out monsoon
and the government offering some incentives prior to the budget might provide some boost to rural sentiments
in the coming quarters. In FY2024, revenue growth is expected to be volume-led growth with companies
focusing on passing on the benefits of the decline in input costs to customers in the coming quarters. The drop
in input prices will drive gross margins in the coming quarters. Despite higher media spends, OPM is expected
to remain high on a y-o-y basis in the near term.

B Company Outlook — Change in leadership likely to drive consistent growth in the long run

GCPLs Q1 performance was mixed but a recovery in HI and Indonesia business augurs well for the company
from near to medium-term perspective. Under the new leadership of 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 for the company. The management expects double-digit growth in FY2024, largely
driven by volume-led growth. The decline in key input prices (including palm oil and packaging material) would
help in margin improvement in Q4. The company will pass on some benefits to consumers to improve sales
volume. Management expects to maintain OPM on a y-o-y basis at around 19-20%.

B Valuation — Maintain Buy with an unchanged PT of Rs. 1,250

With strategies in place, the management targets to achieve double-digit growth over the next 2-3 years
(largely driven by improved sales volume). The company targets consistent improvement in OPM through
premiumisation and operating efficiencies in the medium to long run. Stock is currently trading at attractive
valuations of 47.9x/39.6x its FY2024E/FY2025E earnings. We maintain a Buy on the stock with an unchanged
price target (PT) of Rs. 1,250.
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Peer Comparison
. EV/EBITDA (x) RoCE (%)
Particulars

FY23| FY24E| FY25E| FY23| FY24E| FY25E| FY23| FY24E| FY25E
Hindustan Unilever 601 54.9 471 4338 38.9 33.2 256 28.2 319
Dabur India 58.6 434 357 46.2 35.4 28.9 221 270 30.0
Godrej Consumer Products 594 479 39.6 40.3 35.0 29.8 15.2 15.4 16.6

Source: Company, Sharekhan estimates
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About company

GCPL is a leading emerging market company with a turnover of more than Rs. 13,000 crore. The group enjoys
the patronage of 1.2 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 its 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 increased 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 & Chief Executive Officer
Sameer Shah Chief Financial Officer

Rahul Botadara Company Secretary & Compliance Officer

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 First State Investments ICVC 2.91
2 FIRST SENTIER INVESTORS LLC 2.27
3 BlackRock Inc 1.98
4 Temasek Holdings Pte Ltd 1.29
5 Vanguard Group Inc 122
6 Republic of Singapore 116
7 Capital Group Cos 1.09
8 EuroPacific Growth Fund 1.01
9 Mitsubishi UFJ Financial Group Inc 0.82
10 UTI AMC 0.76

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

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

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 significant increase 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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