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Godre] Consumer Products Ltd
Steady volume growth in 1Q

m GCPL's 1Q organic domestic value/volume growth stood at 6%/8%.
Indonesia/Africa saw 20%/9% growth. Consol. organic CC growth was at 13%.
m Domestic organic EBITDA margin inched up to 28.2% (vs. 22.4%/26.4% in
1QFY23/4QFY23). Domestic/consol. organic EBITDA grew by 32%/36% yoy.

= Maintain ADD rating on the stock with a higher target price of Rs1,130.

Volume growth remains healthy; home care segment drives growth

Godrej Consumer Products or GCPL’s standalone organic sales grew 6% yoy with a
volume growth of 8% in 1QFY24. Overall demand conditions remained challenging. The
home care segment (up 13.4% yoy; four-year CAGR of 10.5%) continued its momentum
led by a strong season for household insecticides (HI) in North India while the personal
care segment’s growth of 1.9% yoy (11% on a four-year CAGR) was dragged by price cuts
in soaps. The Raymond portfolio contributed Rs480m to 1Q sales (secondary sales grew
2x), much lower vs. the quarterly run rate, as the portfolio is undergoing correction in trade
inventory (which is currently at 80-90 days) and is likely to start growing from 2HFY24F.

Near-term pain in GAUM while Indonesia is on a recovery mode
Organic consolidated sales grew by 10% yoy (13% in constant currency or CC terms).
Indonesia, on a low base, grew by 20% (15% in CC terms) despite destocking in modern
trade channels. Management remains confident that the improving macroeconomic
environment coupled with corrective actions (inventory correction, reducing inter-channel
rate conflict and increasing media spending) should drive Indonesia growth going ahead.
The Africa cluster (GAUM) reported a 9% growth (16% in CC terms). Reported growth was
affected by the devaluation of Naira, which is expected to impact 2Q sales growth by 200bp
in 2QFY24F. The near-term profitability will be impacted due to forex issues.

Healthy improvement in domestic (organic) operating performance

The standalone organic EBITDA margin at 28.2% witnessed a healthy improvement (even
vs. normalized margins). On a reported basis, domestic gross/EBITDA margins were at
57.1%/24.7%, respectively, and consol. gross/EBITDA margins were at 53.7%/18.6%,
respectively. GAUM/Indonesia EBITDA margins were at 19.5%/11.8%, respectively.
Domestic margins may stay healthy while Indonesia margins are likely to improve
gradually. Forex-related problems in Nigeria to impact GAUM'’s near-term EBITDA margin.

Maintain ADD rating with a higher target price of Rs1,130

We have incorporated the effect of Raymond FMCG portfolio buyout and revised FY24F-
25F estimates accordingly. We retain ADD rating on the stock with a higher target price of
Rs1,130 (43x Jun 2025F EPS). Downside risks: Lower-than-expected sales in
domestic/Africa, and lower-than-expected margins in IBD due to macro/currency volatility.

Financial Summary Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Revenue (Rsm) 122,765 133,160 151,119 167,120 183,345
Operating EBITDA (Rsm) 23,951 24,665 29,214 34,480 39,741
Net Profit (Rsm) 17,831 17,385 21,948 25,673 29,389
Core EPS (Rs) 17.5 17.5 215 251 28.7
Core EPS Growth 1.5% 0.0% 22.4% 17.0% 14.5%
FD Core P/E (x) 58.41 59.93 47.47 40.58 35.45
DPS (Rs) 6.9 75 9.3 10.3 11.4
Dividend Yield 0.00% 0.00% 0.91% 1.01% 1.12%
EV/EBITDA (x) 43.31 41.31 34.05 28.51 24.35
P/FCFE (x) 642.15 (83.01) 31.70 48.54 40.18
Net Gearing (3.7%) (16.6%) (31.3%) (35.6%) (40.5%)
P/BV (x) 9.01 7.55 6.94 6.31 5.70
ROE 17.1% 14.1% 15.2% 16.3% 16.9%
% Change In Core EPS Estimates (3.06%) 4.72%

InCred Research/Consensus EPS (x)
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Steady volume growth in 1Q

Key takeaways from the earnings call
Highlights

e Household Insecticides (HI): India business withessed a good season in
North India for HI in 1Q driven by 1) weak summer and unseasonal rainfall, 2)
the impact of market development in smaller packs, which have seen good
traction, and 3) the non-mosquito portfolio. As per management, some
molecules available in China in incense sticks are cheaper and more
effective.

e Category development & innovation: GCPL has been consistently investing
behind its brands. Launched Aer O in the car segment (air freshener). Also
launched Magic Floor Cleaner (powder to liquid).

e The recently launched Rs15 shampoo hair colour sachet is doing well.
o E-commerce and modern trade channels grew ahead of general trade.

e Capex of Rs9bn has been approved for manufacturing facilities to expand
capacity in the home care and personal care segments, which is expected to
be ready in 18-36 months. This will add 20% incremental capacity. Current
capacity utilization stands at 75-80%. GCPL will not stop outsourcing but is
moving some core segments in-house to drive efficiencies (a major portion will
be sourced in-house gradually). The focus is on 1) planning for volume growth,
2) moving the funds from working capital to automation, and 3) improving
logistics footprint by moving closer to larger markets in South India.

International business

o GUAM: 15% CC growth. Challenges with respect to forex devaluation of
Nigerian Naira are likely to continue in the near term. The distribution
partnership in Nigeria is shaping up well.

e Indonesia saw a strong quarter, despite destocking in modern trade.
Management is confident that structural issues have been addressed and the
business is running well, clocking market share gains.

e LATAM business posted a 12% volume growth.

Input cost and margins

e Palm oil prices have inched up a little bit but are not a cause of concern
currently, as per management.

Raymond’s FMCG portfolio acquisition

e Theintegration is going on as planned. Primary sales were half of second sales
because of 1) take-back of slow-moving inventory, which is largely behind us,
and 2) destocking due to higher inventory with Raymond’s distributors (80 to
90 days). Inventory days for the channel will be reduced further. The focus is
on cleaning up the portfolio and to be EPS-positive next year. Investments in
brands led to a loss in 1Q.

o 2QFY24F is expected to see a similar trend but an improvement is expected
from 3QFY24F.

e Management is confident of growth in the portfolio once the company’s
products have been brought in fully into the distribution ecosystem.
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Other highlights

e Competitive intensity in soaps: Compared to 10-15 years ago, local players
do not have the same salience and the market has become pretty much
consolidated. The general principle of pricing is to absorb inflation to protect
the consumers and when prices fall, to pass on the benefit and maintain those
margins. The focus is on volume growth.

e GCPL has a net cash position as of Jun 2023-end (two-to-three months ahead
of earlier estimates).
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Figure 1: Quarterly results summary - consolidated
Y/E, Mar (Rs. m)
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Figure 2: Standalone sales grew by 8.4% yoy in 1QFY24

25000
20000
15000
10000

5000

mmmmm Standalone Sales (Rs m, LHS)

il

40%
35%
30%
25%
20%
15%
10%
5%

0%

YoY Growth (%, RHS)

Figure 3: Consolidated sales grew by 10.4% yoy in 1QFY24
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Figure 4: Volume growth stood at 10% in 1QFY24
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Figure 5: Advertising expenses are expected to inch up
gradually
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Figure 6: Consolidated gross margin expanded by 720bp yoy in

1QFY24
60% - 25%
50% l l ' ' F ! - 23%
40% I I ! l I L 21%
30% - 19%
20% F17%
10% - 15%
0% L 13%
,(19_(194‘19_(19,0},(1:\4‘9_\‘9.\&.\&4@’_\&4&(&_{1‘}4‘9.@&
SES S EFEFES S SELEES

mmmm Gross Margin (%, LHS) EBITDA Margin (%, RHS)

SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 7: Standalone gross margin expanded by 1,100bp yoy in

1QFY24
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Figure 8: Indonesia business revenue grew by 19.7%
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Figure 9: Indonesia EBITDA margin improved by 420bp yoy to
19.5% in 1QFY24
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Figure 10: Africa business revenue grew by 8.9% yoy in 1QFY24 Figure 11: Africa EBITDA margin expanded by 350bp yoy to
11.8% in 1QFY24
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Figure 12: Our revised estimates

Y/E, Mar (Rs. m) . FY_24F - FY_ZSF FY26F

! Earlier Revised % Change Earlier Revised % Change Introduced
Revenue 1,48,330 1,51,119 1.9 1,62,921 1,67,120 2.6 1,83,345
EBITDA 30,427 29,214 -4.0 34,795 34,480 -0.9 39,741
EBITDA Margin (%) 20.5 19.3 -120bp 21.4 20.6 -80bp 21.7
APAT 22,643 21,948 -3.1 24,518 25,673 4.7 29,389
EPS 22.1 21.5 -3.1 24.0 25.1 4.7 28.7

SOURCE: INCRED RESEARCH, COMPANY REPORTS

Figure 13: GCPL's one year forward P/E trades close to its 5-year average P/E
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BY THE NUMBERS
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Profit & Loss
(Rs mn) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Net Revenues 122,765 133,160 151,119 167,120 183,345
Gross Profit 62,014 66,492 79,647 90,973 102,577
Operating EBITDA 23,951 24,665 29,214 34,480 39,741
Depreciation And Amortisation (2,099) (2,363) (3,189) (3,769) (4,415)
Operating EBIT 21,852 22,302 26,025 30,711 35,326
Financial Income/(Expense) (205) (73) 944 1,196 1,584
Pretax Income/(Loss) from Assoc.
Non-Operating Income/(Expense)
Profit Before Tax (pre-El) 21,647 22,228 26,969 31,907 36,909
Exceptional Items
Pre-tax Profit 21,647 22,228 26,969 31,907 36,909
Taxation (3,719) (4,303) (5,021) (6,235) (7,520)
Exceptional Income - post-tax (98) (541)
Profit After Tax 17,831 17,385 21,948 25,673 29,389
Minority Interests
Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax
Net Profit 17,831 17,385 21,948 25,673 29,389
Recurring Net Profit 17,929 17,926 21,948 25,673 29,389
Fully Diluted Recurring Net Profit 17,929 17,926 21,948 25,673 29,389
Cash Flow
(Rs mn) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
EBITDA 23,951 24,665 29,214 34,480 39,741
Cash Flow from Invt. & Assoc.
Change In Working Capital (18,656) 1,802 13,975 (1,229) (1,129)
(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense
Other Operating Cashflow 897 1,684 3,012 2,706 2,934
Net Interest (Paid)/Received (1,102) (1,757) (2,068) (1,509) (1,350)
Tax Paid (3,719) (4,303) (5,021) (6,235) (7,520)
Cashflow From Operations 1,372 22,091 39,112 28,212 32,676
Capex (5,835) (8,758) (5,250) (5,750) (5,750)
Disposals Of FAs/subsidiaries
Acg. Of Subsidiaries/investments (3,363) (20,136)
Other Investing Cashflow
Cash Flow From Investing (9,198) (28,894) (5,250) (5,750) (5,750)
Debt Raised/(repaid) 9,448 (5,748) (1,000) (1,000) (1,000)
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid (7,105) (7,713) (9,467) (10,551) (11,683)
Preferred Dividends
Other Financing Cashflow 9,926 13,003 (341)
Cash Flow From Financing 12,269 (458) (10,808) (11,551) (12,683)
Total Cash Generated 4,443 (7,261) 23,053 10,911 14,242
Free Cashflow To Equity 1,622 (12,551) 32,862 21,462 25,926
Free Cashflow To Firm (6,725) (5,046) 35,930 23,971 28,276
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs mn) Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Total Cash And Equivalents 21,322 34,197 57,260 68,181 82,434
Total Debtors 11,163 12,453 15,064 16,391 17,740
Inventories 21,299 15,372 19,159 20,263 21,398
Total Other Current Assets 6,974 6,636 6,721 6,729 6,738
Total Current Assets 60,758 68,657 98,204 111,565 128,310
Fixed Assets 39,590 41,530 43,592 45,573 46,907
Total Investments
Intangible Assets 53,768 58,223 58,223 58,223 58,223
Total Other Non-Current Assets 6,796 5,963 5,963 5,963 5,963
Total Non-current Assets 100,153 105,716 107,777 109,758 111,093
Short-term Debt 12,591 8,829 8,579 8,329 8,079
Current Portion of Long-Term Debt
Total Creditors 21,631 18,232
Other Current Liabilities 26,476 23,349 43,807 45,018 46,382
Total Current Liabilities 60,698 50,409 52,386 53,346 54,461
Total Long-term Debt 4,453 2,467 1,717 967 217
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities
Total Non-current Liabilities 4,453 2,467 1,717 967 217
Total Provisions 1,832 1,786 1,786 1,786 1,786
Total Liabilities 66,983 54,662 55,889 56,099 56,464
Shareholders Equity 115,559 137,942 150,082 165,204 182,909
Minority Interests
Total Equity 115,559 137,942 150,082 165,204 182,909
Key Ratios

Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Revenue Growth 11.3% 8.5% 13.5% 10.6% 9.7%
Operating EBITDA Growth 0.3% 3.0% 18.4% 18.0% 15.3%
Operating EBITDA Margin 19.5% 18.5% 19.3% 20.6% 21.7%
Net Cash Per Share (Rs) 4.18 22.39 45.92 57.58 72.49
BVPS (Rs) 113.01 134.88 146.75 161.54 178.85
Gross Interest Cover 19.84 12.69 12.59 20.35 26.16
Effective Tax Rate 17.2% 19.4% 18.6% 19.5% 20.4%
Net Dividend Payout Ratio 43.1% 41.1% 39.8%
Accounts Receivables Days 31.53 32.37 33.23 34.35 33.97
Inventory Days 115.54 100.38 88.17 94.48 94.14
Accounts Payables Days 129.86 109.12 46.55
ROIC (%) 23.9% 22.6% 24.8% 28.4% 31.9%
ROCE (%) 19.1% 16.4% 18.2% 19.4% 20.4%
Return On Average Assets 12.0% 10.7% 11.0% 11.5% 12.1%
Key Drivers

Mar-22A Mar-23A Mar-24F Mar-25F Mar-26F
Domestic business sales growth % 11.1% 10.3% 16.5% 11.2% 10.0%
International business sales growth % 11.5% 6.1% 9.4% 9.6% 9.3%
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