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Top takeaways from Q1FY17  
 Revenue growth was lower than our/street estimates due to lower-than-expected 

volume growth and sluggish growth in Personal Care  
 Margins continued to see expansion because of lower input prices of key raw materials 

Key highlights: Domestic Consumer grew 4% yoy with underlying volume growth of 4% yoy 
and flattish price growth. Cessation of excise-duty benefits affected sales by -40bps and PBIT 
by -15bps. Home Care/Personal Care/Foods/Refreshments sales grew 7%/2%/5%/5% yoy.  

Conference call takeaways 
 Market growth slowed down further in Q1FY17; value growth is down to half its level in 

Q4FY16 and one fourth its level in Q1FY16 
 Demand slowdown has been more prominent in general trade and in areas that are 

drought affected; rural growth continues to lag urban growth since the last few quarters 
 Management is optimistic about the medium-term impact of the 7

th
 pay commission 

payouts and normal monsoons  
 Modern Trade growth was satisfactory; premium segments continue to grow ahead of 

overall portfolio 
 Undertook channel spends realignment in Q3/Q4, which led to 1% qoq growth in 

Q1FY17 
 Deflation cycle may have bottomed out, input costs have started increasing; have taken 

price hikes in Soaps and Detergents 
 In Home Care, premium segment drove growth; Surf grew in double digits 
 In Personal Care, growth was driven by Lifebuoy, Pears, Dove, and Fair & Lovely; 

Pepsodent continued to be subdued; Indulekha (hair oil) acquisition completed in 
Q1FY17 

 A&P growth in Q1FY17 was low because of the high base last year; however A&P spends 
were similar, and competitive activity remains high 

 To invest Rs 10bn in Assam to set up a new manufacturing unit for Personal Care; 
expect it to be commissioned in early 2017 

 Royalty levels not to increase further till 2023 

Outlook and valuation: We have largely maintained our estimates for FY17/18. HUL has 
been struggling from sluggish volume growth for the past four quarters, and we expect it to 
underperform the sector in terms of volume growth by ~200bps. The stock currently trades 
at 39x FY18 earnings; with expected earnings CAGR of just 12% in FY16-19, we see the stock 
de-rating to 36x FY18 earnings over the next year. We value the stock at Rs 830 (previously 
Rs 765) and maintain Sell.  

Sell (Maintain) 
CMP RS 911 / TARGET RS 830 (-9%) 

COMPANY DATA 

O/S SHARES (MN) : 2164 

MARKET CAP (RSBN) : 2034 

MARKET CAP (USDBN) : 30.37 

52 - WK HI/LO (RS) : 949 / 765 

LIQUIDITY 3M (USDMN) : 19.8 

PAR VALUE (RS) : 1 

SHARE HOLDING PATTERN, % 

 Mar 16 Dec 15 Sep 15 

PROMOTERS : 67.2 67.2 67.2 

FII / NRI : 14.2 13.9 13.9 

FI / MF : 4.8 5.0 4.8 

NON PRO : 1.7 1.8 0.8 

PUBLIC & OTHERS : 12.1 12.1 13.2 

Key Financials 

Rs mn FY16E FY17E FY18E 

Net Sales 314,253 339,681 374,689 

EBIDTA 62,306 70,219 77,435 

Net Profit 41,226 45,179 50,113 

EPS, Rs 19.0 20.8 23.1 

PER, x 47.9 43.7 39.4 

EV/EBIDTA, x 31.3 27.7 25.1 

P/BV, x 53.6 54.3 56.4 
ROE, % 111.8 124.1 143.2 

CHANGE IN ESTIMATES 

 

__Revised Est. __ __% Revision__ 

Rs bn FY17E FY18E FY17E FY18E 

Revenue 339,681 374,689 (1.4) (2.5) 

EBITDA 70,219 77,435 3.0 1.6 

Core PAT 45,166 50,111 0.5 (0.4) 

EPS (Rs) 20.8 23.1 0.7 (0.4) 

 
Naveen Kulkarni and Jubil Jain 
 

(Rs mn) Q1FY17 Q4FY16 QoQ  

growth % 

Q1FY16 YoY  

growth % 

PC yoy growth 

expectations % 

Comments 

Volume growth (% yoy) 4.0 4.0  6.0  5.0 Volume growth lower due to PP underperformance 

Price growth (%yoy) - (1.0)  1.0  0.0  

Net Sales 79,877 75,849 5.3 77,127 3.6 5.0  

Gross Profits 40,323 38,161 5.7 38,151 5.7 6.9  

Gross Margin (%) 50.5 50.3  49.5  93 bps  

Staff costs 4,265 4,426 (3.6) 3,579 19.2 10.1 Higher staff cost growth is due to provision reversal in Q1FY16 

A&P spends 8,798 8,655 1.7 8,927 (1.5) 5.5     A&P expenses while low were maintained at competitive levels 

Other operating expenses 12,306 11,740 4.8 11,842 3.9 5.3 Other expenses lower due to better cost management 

EBITDA 16,359 14,703 11.3 15,120 8.2 8.4  

EBITDA margin (%) 20.5 19.4  19.6  61 bps  

PBT 17,150 15,338 11.8 15,651 9.6 7.7  

Tax rate (%) 0.3 0.3  0.3  0 bps  

PAT 11,739 11,135 5.4 10,692 9.8 7.7  

Adj. PAT 11,280 10,310 9.4 10,628 6.1 8.4 PAT growth impacted by higher depreciation and interest 
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Segment operating performance 

Rs mn Q1FY17 Q1FY16 Yoy growth 

Segmental Revenue (Rs mn)    
Home Care 23,972 25,596 6.8 
Personal Care 38,171 38,986 2.1 
Foods 2,550 2,670 4.7 
Refreshments 11,297 11,912 5.4 
Others 1,975 1,975 (16.2) 

Total 77,965 81,139 3.6 

Segmental Revenue  Contribution (%)    
Home Care 30.6 31.5  
Personal Care 48.7 48.0  
Foods 3.3 3.3  
Refreshments 14.4 14.7  
Others 3.0 2.4  

Segment Results (Rs mn)    
Home Care 2,910 3,559 22.3 
Personal Care 10,184 10,214 0.3 
Foods 214 170  
Refreshments 1,786 1,921 7.5 
Others (21) (95)  

Total 15,073 15,768 4.6 

Segment EBIT margins (%)    

Soaps & Detergents 12.1 13.9  

Personal Products 26.7 26.2  

Beverages 8.4 6.4  

Processed Foods 15.8 16.1  

Others    

EBIT Contribution %    
Home Care 19.3 22.6  
Personal Care 67.6 64.8  
Foods 1.4 1.1  
Refreshments 11.8 12.2  
Others    

Source: Company, PhillipCapital India Research 

 

 
 
 

PE table (based on consensus estimates) 
 PC FMCG 

  
Current PE premium to historical avg Premium to sector multiple ex-ITC 

 Universe Current PE 3 yr avg 5 yr avg 10 yr avg 3 yr avg 5 yr avg 10 yr avg Current 3 yr avg 5 yr avg 10 yr avg 

Agro Tech 33.6 43.6 36.8 29.3 -23% -9% 15% -16% 18% 9% 2% 

Bajaj Corp 22.1 21.2 18.5 17.8 4% 19% 24% -45% -43% -45% -38% 
Britannia 34.2 29.2 25.7 25.1 17% 33% 36% -15% -21% -24% -12% 

Colgate 37.3 38.1 36.2 29.0 -2% 3% 29% -7% 3% 7% 1% 

Dabur 36.8 33.1 30.1 27.1 11% 22% 36% -8% -10% -11% -6% 
Emami 39.1 34.0 29.2 23.5 15% 34% 66% -3% -8% -14% -18% 

GCPL 38.5 32.6 30.3 23.5 18% 27% 64% -4% -12% -11% -18% 

GSKConsumer 33.5 34.1 31.4 24.1 -2% 7% 39% -17% -8% -8% -16% 
HUL 41.7 39.0 34.9 30.2 7% 19% 38% 4% 5% 3% 5% 

Marico 40.3 31.3 30.5 26.4 29% 32% 53% 0% -15% -10% -8% 

Nestle 46.8 47.9 45.0 36.1 -2% 4% 30% 16% 30% 32% 26% 
Asian Paints 44.6 39.3 36.1 28.5 14% 24% 57% 11% 6% 6% -1% 

ITC 25.7 27.3 26.6 23.7 -6% -3% 9% -36% -26% -22% -17% 

Total 34.0 32.8 30.7 26.5 4% 11% 28% -15% -11% -9% -8% 
Total Ex-ITC 40.2 37.0 33.9 28.6 9% 18% 40% 

    Source: Bloomberg, PhillipCapital India Research Estimates; as on 15th July 2016 
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Financials 
 

Income Statement 
Y/E Mar, Rs mn FY15 FY16 FY17E FY18E 

Net sales 301,705 314,253 339,681 374,689 

Growth, % 10.1 4.2 8.1 10.3 

Other income 12,535 10,625 11,365 12,048 

Total income 314,240 324,878 351,046 386,737 

Raw material expenses -156,236 -153,130 -163,477 -179,665 

Employee expenses -15,789 -15,920 -16,805 -18,486 

Other Operating expenses -83,949 -93,522 -100,544 -111,151 

EBITDA (Core) 58,266 62,306 70,219 77,435 

Growth, % 14.3 6.9 12.7 10.3 

Margin, % 19.3 19.8 20.7 20.7 

Depreciation -2,867 -3,208 -3,463 -3,739 

EBIT 55,399 59,098 66,756 73,696 

Growth, % 14.6 6.7 13.0 10.4 

Margin, % 18.4 18.8 19.7 19.7 

Interest paid -168 -2 -2 -2 

Pre-tax profit 55,240 59,108 66,766 73,694 

Tax provided -16,795 -17,882 -21,588 -23,582 

Profit after tax 38,445 41,226 45,179 50,113 

Net Profit 38,445 41,226 45,179 50,113 

Growth, % 4.0 7.2 9.6 10.9 

Net Profit (adjusted) 38,445 41,226 45,179 50,113 

Unadj. shares (m) 2,162 2,168 2,168 2,168 

Wtd avg shares (m) 2,162 2,168 2,168 2,168 

 
 
Balance Sheet 
Y/E Mar, Rs mn FY15 FY16 FY17E FY18E 

Cash & bank 25,376 27,588 26,954 28,896 

Debtors 7,829 10,645 11,596 12,854 

Inventory 26,027 25,284 27,036 28,904 

Loans & advances 12,407 12,546 14,673 16,111 

Other current assets 593 625 406 406 

Total current assets 72,232 76,688 80,666 87,171 

Investments 32,779 29,666 29,666 29,666 

Gross fixed assets 47,214 53,787 58,787 64,287 

Less: Depreciation -22,638 -24,640 -28,104 -31,845 

Add: Capital WIP 4,790 3,860 3,860 3,860 

Net fixed assets 29,365 33,007 34,543 36,302 

Non-current assets 4 2 2 2 

Total assets 136,341 141,670 147,184 155,448 

     Current liabilities 75,590 79,988 81,802 88,287 

Provisions 23,502 24,810 29,694 32,864 

Total current liabilities 99,093 104,797 111,496 121,150 

Total liabilities 99,093 104,797 110,788 120,442 

Paid-up capital 2,164 2,164 2,164 2,164 

Reserves & surplus 35,084 34,709 34,232 32,842 

Shareholders’ equity 37,248 36,873 36,396 35,006 

Total equity & liabilities 136,341 141,670 147,184 155,448 

 

Source: Company, PhillipCapital India Research Estimates 

Numbers in Indian GAAP format 

Cash Flow 
Y/E Mar, Rs mn FY15 FY16 FY17E FY18E 

Pre-tax profit 55,240 59,108 66,766 73,694 

Depreciation 2,867 3,208 3,463 3,739 

Chg in working capital -1,653 2,157 -3,506 1,921 

Total tax paid -15,920 -18,010 -15,621 -22,576 

Cash flow from operating activities 45,240 46,057 51,085 56,777 

Capital expenditure -4,814 -6,849 -4,999 -5,498 

Cash flow from investing activities -6,649 -3,731 -4,995 -5,498 

Free cash flow 38,591 42,325 46,090 51,279 

Dividend (incl. tax) -35,561 -40,309 -47,433 -49,337 

Cash flow from financing activities -35,424 -40,112 -47,433 -49,337 

Net chg in cash 3,166 2,213 -1,343 1,942 

 
 
Valuation Ratios 

 

FY15 FY16 FY17E FY18E 

Per Share data     

EPS (INR) 17.8 19.0 20.8 23.1 

Growth, % 4.0 6.9 9.6 10.9 

Book NAV/share (INR) 17.2 17.0 16.8 16.1 

FDEPS (INR) 17.8 19.0 20.8 23.1 

CEPS (INR) 19.1 20.5 22.4 24.8 

CFPS (INR) 18.7 21.4 23.6 26.2 

DPS (INR) 15.0 16.0 18.0 20.0 

Return ratios 
    Return on assets (%) 29.0 29.7 31.3 33.1 

Return on equity (%) 103.2 111.8 124.1 143.2 

Return on capital employed (%) 110.1 111.2 124.5 143.2 

Turnover ratios 
    Asset turnover (x) 
    Sales/Total assets (x) 2.3 2.3 2.4 2.5 

Sales/Net FA (x) 10.6 10.1 10.1 10.6 

Working capital/Sales (x) (0.2) (0.2) (0.2) (0.2) 

Working capital days (63.2) (64.7) (62.1) (61.2) 

Liquidity ratios     

Current ratio (x) 0.7 0.7 0.7 0.7 

Quick ratio (x) 0.5 0.5 0.5 0.5 

Interest cover (x)     

Dividend cover (x) 1.2 1.2 1.2  

Net debt/Equity (%)     

Valuation     

PER (x) 51.2 47.9 43.7 39.4 

Price/Book (x) 52.9 53.6 54.3 56.4 

Yield (%) 1.6 1.8 2.0  

EV/Net sales (x) 6.4 6.2 5.7 5.2 

EV/EBITDA (x) 33.4 31.3 27.7 25.1 

EV/EBIT (x) 35.1 33.0 29.2 26.4 
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Stock Price, Price Target and Rating History 

 
 
 
 

Rating Methodology 
We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one 
year.  
 

Rating Criteria Definition 

BUY >= +15% Target price is equal to or more than 15% of current market price 

NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15% 

SELL <= -15% Target price is less than or equal to -15%. 
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brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve 
months 

No 

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment 
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek 
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the 
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any 
of the securities covered in the report. 

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or 
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors. 
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and 
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The 
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or 
political factors. Past performance is not necessarily indicative of future performance or results. 
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be 
reliable, but neither PCIPL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not 
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material, and are subject to change without notice. 
Furthermore, PCIPL is under no obligation to update or keep the information current.Without limiting any of the foregoing, in no event shall PCIL, any of its 
affiliates/employees or any third party involved in, or related to computing or compiling the information have any liability for any damages of any kind 
including but not limited to any direct or consequential loss or damage, however arising, from the use of this document. 

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No 
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’s prior consent, except that a recipient may reprint it for internal circulation only 
and only if it is reprinted in its entirety. 

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. The recipient should carefully consider 
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant 
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient. 
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek trading/investment advice 
before investing. There is no guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors, 
associates, group entities, affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole 
responsibility of the recipient. 

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the 
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any 
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the 
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with 
a subject company, public appearances, and trading securities held by a research analyst account. 

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. 
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the 
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor. 

 
In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain 
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Decker & Co, LLC. 

Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer. 
 
If Distribution is to Australian Investors 

This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No. 
246827).  
 

This report contains general securities advice and does not take into account your personal objectives, situation and needs. Please read the Disclosures and 
Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and limitations set out above. Any failure to comply with 
these terms and limitations may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced, 

distributed or published by you in whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the 
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