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Colgate Palmolive India
Weak 3QFY23 performance

m Colgate’s 3QFY23 net sales grew 0.9% yoy (3-year CAGR at 4%).
Management is cautiously optimistic of a recovery in demand.

m Margins are expected to remain under pressure in the near term owing to
higher marketing expenses on category development and brand building.

m Front-ended investments will limit profit growth in the near term. Retain HOLD
rating with a lower target price of Rs1,520 (35x Mar 2025F EPS).

Sluggish sales growth

Colgate’s standalone net sales in 3QFY23 at Rs12.9bn were up 0.9% yoy (3-year CAGR
at 4%). Domestic sales grew 2.3% yoy. Demand was hit by rural slowdown and inflationary
pressure. Management is cautiously optimistic that the trend will improve sequentially
going ahead.

Agenda to drive sales growth

Colgate’s current agenda to drive sales growth include: 1) category development in rural
markets, focusing on driving conversions from neem twig users (datun) to toothpaste and
toothbrushes and driving awareness for brushing twice a day to drive consumption, 2)
premiumization through its heightened focus on whitening as a play in the ‘oral beauty’
space, 3) expansion of the Palmolive brand into face care (launched as a pilot in 2022) and
expansion into electric devices in the oral care segment under Colgate, and 4) leveraging
data analytics through tools like ‘Amazing’, which is used by merchandizing teams for faster
reporting, led by predictive analytics.

Margins to remain range-bound

Gross margin contracted 73bp yoy to 65.9%. EBITDA at Rs3.6bn was down 5% yoy. Other
expenses were flat yoy (17.1% of sales) while employee costs fell 1.7% yoy to 7.7% of
sales (down 20bp yoy). Higher advertisement spending, up 12.6% yoy (13.2% of sales, up
1373bp yoy), due to category development initiatives led to EBITDA margin contraction of
174bp yoy to 28%. We expect the margins to remain range-bound in the near term.

Maintain HOLD rating with a lower target price of Rs1,520

With Prabha Narasimhan taking over as MD & CEOQ, category development (increasing the
usage frequency) has taken centrestage which, in our view, will lead to front-ended
investments and limit profit growth in the short term. We expect a PAT CAGR of 3.2% over
FY22-FY25F. We retain HOLD rating on the stock with a lower target price of Rs1,520 (35x
Mar 2025F EPS, 2SD below five-year average P/E). Key upside risk is higher-than-
expected sales growth while the downside risk is lower-than-estimated EBITDA margin.

Financial Summary Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Revenue (Rsm) 48,412 50,998 52,195 55,300 58,731
Operating EBITDA (Rsm) 15,096 15,659 14,991 15,959 17,044
Net Profit (Rsm) 10,354 10,783 10,351 11,058 11,836
Core EPS (Rs) 38.1 39.6 38.1 40.7 435
Core EPS Growth 26.8% 4.1% (4.0%) 6.8% 7.0%
FD Core P/E (x) 39.16 37.60 39.17 36.67 34.26
DPS (Rs) 38.0 40.0 36.2 38.6 41.3
Dividend Yield 2.27% 2.61% 2.43% 2.59% 2.77%
EV/EBITDA (x) 26.33 25.46 26.70 25.03 23.39
P/FCFE (x) 21.12 99.10 48.41 36.18 33.71
Net Gearing (68.2%) (38.7%) (29.4%) (32.4%) (35.5%)
P/BV (x) 34.78 23.37 22.70 22.02 21.33
ROE 75.0% 74.4% 58.8% 61.0% 63.3%
% Change In Core EPS Estimates (3.53%) (5.29%) (6.50%)

InCred Research/Consensus EPS (x)
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Weak 3QFY23 performance

Figure 1: Quarterly results summary - standalone

Y/E, Mar (Rs M) 3QFY22 2QFY23 3QFY23 YoY (%) QoQ (%) 9MFY22 OMFY23 Gr (%)
Revenue 12,801 13,875 12,913 0.9 -6.9 37,966 38,756 2.1
Expenditure 8,996 9,795 9,298 34 5.1 26,620 27,805 4.5
Cost of goods sold 4,275 5,029 4,407 3.1 -12.4 12,359 13,467 9.0
as % of sales 334 36.2 34.1 0.0 0.0 32.6 34.7
Employee cost 1,006 945 989 -1.7 4.6 3,002 2,872 -4.4
as % of sales 7.9 6.8 7.7 0.0 0.0 7.9 7.4
Other expenditure 2,206 2,238 2,203 -0.1 -1.6 6,295 6,554 4.1
as % of sales 17.2 16.1 17.1 0.0 0.0 16.6 16.9
EBITDA 3,806 4,080 3,615 -5.0 -11.4 11,346 10,951 -3.5
Depreciation 439 439 437 -0.6 -0.4 1,335 1,317 -1.4
EBIT 3,366 3,641 3,178 -5.6 -12.7 10,011 9,634 -3.8
Other Income 57 113 104 83.3 -7.7 194 332 717
Interest 15 13 13 46 38
PBT 3,408 3,741 3,269 4.1 -12.6 10,159 9,928 -2.3
Total Tax 885 961 837 -5.4 -12.9 2,611 2,526 -3.3
Net profit (before 2523 2,780 2432  -36 -125 7547 7403  -19
extraordinary items)
Extra ordinary items 0 0 0 NA NA 0 -24 NA
Reported Net Profit 2,523 2,780 2,432 -3.6 -12.5 7,547 7,379 -2.2
Adjusted EPS 9.3 10.2 8.9 -3.6 -12.5 27.7 27.2 -1.9
Margins (%) (bp) (bp) (bp)
Gross Margin 66.6 63.8 65.9 -73 212 67.4 65.3 -220
EBIDTA 29.7 29.4 28.0 -174 -141 29.9 28.3 -163
EBIT 26.3 26.2 24.6 -169 -163 26.4 24.9 -151
EBT 26.6 27.0 25.3 -130 -165 26.8 25.6 -114
Net Profit 19.7 20.0 18.8 -87 -120 19.9 19.1 -78
Effective tax rate 26.0 25.7 25.6 -36 -9 25.7 25.4 -27

Figure 2: Our revised earnings estimates

FY23F FY24F FY25F
Y/E, Mar (Rs. m) Earlier Revised % Change Earlier Revised % Change Earlier Revised % Change
Revenue 52,707 52,195 (1.0) 56,075 55,300 (1.4) 59,994 58,731 (2.1)
EBITDA 15,590 14,991 (3.8) 16,845 15,959 (5.3) 18,205 17,044 (6.4)
EBITDA Margin (%) 29.6 28.7 -90bp  30.0 28.9 -120bp  30.3 29.0 -130 bp
Net Profit 10,730 10,351 (3.5) 11,675 11,058 (5.3) 12,659 11,836 (6.5)
EPS 39.4 38.1 (3.5) 429 40.7 (5.3) 46.5 43.5 (6.5)

Figure 3: Colgate’s one-year forward P/E trades between -1SD P/E and -2SD P/E
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BY THE NUMBERS
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Profit & Loss

(Rs m) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Net Revenue 48,412 50,998 52,195 55,300 58,731
Gross Profit 32,919 34,323 34,084 36,498 38,939
Operating EBITDA 15,096 15,659 14,991 15,959 17,044
Depreciation And Amortisation (1,825) (1,773) (1,758) (1,811) (1,871)
Operating EBIT 13,271 13,886 13,232 14,148 15,173
Financial Income/(Expense) 155 179 308 336 372
Pretax Income/(Loss) from Assoc.

Non-Operating Income/(Expense) 76 25 26 27 29
Profit Before Tax (pre-El) 13,502 14,090 13,566 14,511 15,574
Exceptional Items

Pre-tax Profit 13,502 14,090 13,566 14,511 15,574
Taxation (3,148) (3,307) (3,215) (3,454) (3,738)
Exceptional Income - post-tax

Profit After Tax 10,354 10,783 10,351 11,058 11,836

Minority Interests

Preferred Dividends

FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 10,354 10,783 10,351 11,058 11,836
Recurring Net Profit 10,354 10,783 10,351 11,058 11,836
Fully Diluted Recurring Net Profit 10,354 10,783 10,351 11,058 11,836
Cash Flow

(Rs m) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
EBITDA 15,096 15,659 14,991 15,959 17,044
Cash Flow from Invt. & Assoc.

Change In Working Capital 7,914 (8,044) (2,733) (160) (181)

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow 304 263 389 423 461
Net Interest (Paid)/Received (73) (59) (55) (60) (60)
Tax Paid (3,148) (3,307) (3,215) (3,454) (3,738)
Cashflow From Operations 20,093 4,512 9,376 12,709 13,527
Capex (792) (525) (1,000) (1,500) (1,500)
Disposals Of FAs/subsidiaries

Acg. Of Subsidiaries/investments 186

Other Investing Cashflow

Cash Flow From Investing (792) (339) (1,000) (1,500) (1,500)
Debt Raised/(repaid) (103) (81)

Proceeds From Issue Of Shares
Shares Repurchased

Dividends Paid (9,211) (10,572) (9,833) (10,505) (11,244)
Preferred Dividends

Other Financing Cashflow (5,596) 5,292 (55) (60) (60)
Cash Flow From Financing (14,911) (5,361) (9,888) (10,565) (11,304)
Total Cash Generated 4,391 (1,188) (1,513) 644 722
Free Cashflow To Equity 19,199 4,091 8,376 11,209 12,027

Free Cashflow To Firm 19,374 4,232 8,431 11,269 12,087
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BY THE NUMBERS...cont’d

Balance Sheet

(Rs m) Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Total Cash And Equivalents 8,862 7,547 6,090 6,793 7,576
Total Debtors 1,171 2,247 1,749 1,853 1,968
Inventories 3,358 3,572 3,546 3,757 3,991
Total Other Current Assets 3,405 4,631 6,973 7,387 7,846
Total Current Assets 16,797 17,997 18,358 19,791 21,380
Fixed Assets 12,096 10,848 10,090 9,779 9,408
Total Investments
Intangible Assets
Total Other Non-Current Assets 48 173 173 173 173
Total Non-current Assets 12,143 11,021 10,263 9,952 9,581
Short-term Debt
Current Portion of Long-Term Debt
Total Creditors
Other Current Liabilities 15,248 9,861 9,159 9,685 10,262
Total Current Liabilities 15,248 9,861 9,159 9,685 10,262
Total Long-term Debt
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 912 831 831 831 831
Total Non-current Liabilities 912 831 831 831 831
Total Provisions 1,122 980 767 811 859
Total Liabilities 17,281 11,672 10,756 11,326 11,952
Shareholders’ Equity 11,659 17,347 17,864 18,417 19,009
Minority Interests
Total Equity 11,659 17,347 17,864 18,417 19,009
Key Ratios

Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Revenue Growth 7.0% 5.3% 2.3% 5.9% 6.2%
Operating EBITDA Growth 25.6% 3.7% (4.3%) 6.5% 6.8%
Operating EBITDA Margin 31.2% 30.7% 28.7% 28.9% 29.0%
Net Cash Per Share (Rs) 29.23 24.69 19.33 21.92 24.80
BVPS (Rs) 42.86 63.78 65.68 67.71 69.89
Gross Interest Cover 182.80 235.76 240.59 235.80 252.88
Effective Tax Rate 23.3% 23.5% 23.7% 23.8% 24.0%
Net Dividend Payout Ratio 89.0% 98.0% 95.0% 95.0% 95.0%
Accounts Receivables Days 9.41 12.23 13.97 11.89 11.87
Inventory Days 74.53 75.85 71.73 70.89 71.44
Accounts Payables Days
ROIC (%) 274.8% 119.6% 99.0% 106.7% 115.6%
ROCE (%) 91.5% 91.7% 73.6% 76.6% 79.8%
Return On Average Assets 37.1% 36.6% 34.8% 36.7% 37.8%
Key Drivers

Mar-21A Mar-22A Mar-23F Mar-24F Mar-25F
Volume growth % 3.0% 4.0% 4.0% 5.0% 5.0%
EBITDA margins % 31.2% 30.7% 28.7% 28.9% 29.0%
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