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Performance Highlights

Domestic operations slow down: Godrej Consumer Products Limited (GCPL)
showed growth in consolidated net sales to Rs 643.1cr during the quarter.
However, the domestic operations were weak on account of a high base effect in

CMP Rs 350 | Q1FY2010 and decline in demand due to food inflation pressure. The soaps
Target Price Rs 406 | category declined by 9% while the hair colour category grew by 4% during the
Investment horizon 12 months | quarter. The company did not undertake any price hikes during Q1FY2011 which
Sensex 17,957 | makes the growth entirely volume driven.
Nifty 5,398 . L . .
International acquisitions to be value accretive: GCPL has expanded its
Stock Details international presence through its aggressive acquisition drive. The company is
BSE Code 532424 now looking to extract synergistic benefits from these acquisitions and expects
the international acquisitions to start contributing towards net profit in FY2011.
NSE Code GODREJCP The ability to successfully integrate the international acquisitions would drive
Reuters Code GOCP.BO | future growth for the company.
Bloomberg Code coPL N Val We h d Rel Val based f EV/EBIDTA
aluation: We have used Relative Valuation based on average o
Market Cap (Rs cr) 10.479-5 | 214 Price/Earnings (P/E) ratios. The stock is currently trading at EV/EBIDTA of
Beta 0.31 19.3xFY2011E and P/E of 21.4xFY2011E earnings. The domestic sales growth
52 W High / Low (Rs) 396.0/203.5 would remain under pressure due to increased competition for market share and
Avg Daily Volume 79,255 growth being .entirely.volume driyen (as companies avoid ltaking pripg hikes).
However, the international operations are expected to contribute positively and
Face Value (Rs) 1.00 | grow net profit. We recommend Buy on the stock with a Target Price of Rs
406.
Shareholding Pattern (%)
Promoters 71.40 Exhibit 1: Quarterly Financials Rs cr
MF/Banks/Indian Fls 0.82 Particulars Q1FY2011 Q1FY2010 YoY(%) Q4FY2010 QoQ(%)
FIl / NRIs / OCBs 21.08 Revenue 643.1 438.9 46.5 509.2 26.3
Indian Public 6.70 Other Income 10.6 10.1 4.4 12.2 (13.3)
Total Income 653.7 449.0 45.6 521.4 25.4
Price Chart Total Expenditure 524.0 352.4 48.7 401.7 30.4
EBIDTA 119.1 86.4 37.9 107.5 10.8
400.0 20000 o i i
350.0 iy EBIDTA Margin (%) 18.5 19.7 21.1
300.0 v 16000 Depreciation 8.4 52 61.8 6.1 38.6
250.0 12000 EBIT 121.3 91.4 32.8 113.7 6.7
200.0 Interest 10.5 38 1780 27  288.1
150.0 8000
100.0 Profit before Tax 110.8 87.6 26.5 111.0 (0.1)
50.0 4000 Tax 34.8 179 94.0 19.2 80.9
0.0 0 Net Profit 76.1 69.7 9.2 91.8 (17.1)
Jul-09 Oct-09 Jan-10 Apr-10 Jul-10 PAT Margin (%) 11.8 15.9 - 18.0 -
EPS 25 2.7 - 3.1 -
GCPL Sensex Source: Company data, Parsoli Research
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Key Updates
Consolidated revenues increase; domestic sales disappointing
GCPL’s consolidated net sales During Q1FY2011, GCPL’s consolidated net sales were up at Rs 643.1cr. Since the
increased to Rs 643.1cr during beginning of FY2011, the company has completed a number of acquisitions
Q1FY2011 on account of revenue including PT. Megasari Makmur Group (Indonesia), Tura Group (Nigeria), Issue
contribution from  international group and Argencos in Argentina and the balance 51% stake in Godrej Sare Lee
operations, while the domestic Limited (GSLL). While the acquisitions of Megasari, Issue and GSLL have been

business was subdued

The company, through its
international acquisitions, has now
expanded its presence into new
markets like Indonesia, Nigeria and
Latin American region

During the quarter, Keyline Brands’
revenues declined by 20.9% while the
African and Latin American
businesses performed well

appropriated in Q1FY2011 revenues (in accordance with the date of acquisition),
Tura and Argencos’ revenues would be incorporated from next quarter onwards.
Thus, during the quarter, the international revenues jumped up by 84% yoy to Rs
186.0cr approximately. However, due to the impact of acquisitions on revenues, the
yoy results are not comparable.

The growth in the domestic operations was rather slightly subdued with net sales at
Rs 459cr. The domestic sales were impacted by decline in sales growth in the
soaps category (which contributed 65.3% of standalone turnover in FY2010). The
soaps category showed a revenue decline of 9% yoy. This growth was only on
account of volumes and there were no price hikes taken during the quarter.
According to the management, the negative growth was mainly due to two reasons.
During FY2010, on account of recovery from the economic slowdown, the sales in
soaps turned buoyant which has led to a larger base effect in Q1FY2011. Also, in
FY2010, the wholesalers and distributors stocked up large amounts of inventory
anticipating a rise in commodity prices. The hair color category showed a 4% yoy
growth in sales.

Expansion in International business

In line with the company’s 3x3 strategy of establishing presence in 3 continents,
namely, Asia, Africa and Latin America through 3 core categories - home care,
personal wash and hair care; the company has completed acquisitions across all
the categories and regions.

The acquisition of Megasari group was completed in May 2010 and the company
enjoys number two position in household insecticides markets and leadership
positions in air care and wipes markets in Indonesia. The remaining 51% stake in
GSLL was acquired by GCPL in May 2010 which has now been renamed as Godre;j
Household Products Limited (GHPL). Issue Group, a leader in the Argentine hair
colour market, and Tura Group, a leading beauty brand in Nigeria with products
including soaps, moisturising lotions and skin-toning creams, were acquired in June
2010. Argencos which has expanded GCPL’s Latin American hair care portfolio was
acquired in July 2010. The full impact of all these acquisitions, in revenue and profit
terms, would be noticeable from next quarter onwards.

Exhibit 2: International Business Performance Rs cr
FY2010 FY2009

U.K. (Keyline Brands) 53.0 67.0
Godrej Global Middle East (GGME) 4.0 4.0
éf;g:igélcgnmdbllr_frda)revenues of Kinky Group, 34.0 ~30.0
Latin America (combined revenues of Issue 12.0 )

Group and Argencos)

Source: Company data, Parsoli Research
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The U.K. business revenues declined 20.9% yoy on account of high base effect due
to H1IN1 infection in Q1FY2009 which resulted in higher sales of Cuticura hand
hygiene products. In addition, the rupee growth has been deflated by around 10%
due to weakness in pound sterling. The African businesses grew to Rs 34cr and this
includes Kinky Group, Rapidol and the newly acquired Tura Group (w.e.f. 16 June
2010). Rapidol continues to enjoy its market leadership position in the ethnic hair
colour market in South Africa. During the quarter, the first Kinky ‘store within store’
concept was launched. In Latin America, the company acquired Issue Group (w.e.f.
2 June 2010) and Argencos (w.e.f. 8 July 2010) whose combined revenues totaled
US$ 43mn. During the quarter, Issue Group’s revenues (from 2 June 2010) worth
Rs 12cr were incorporated in the consolidated results.

Market share across categories

During Q1FY2011, the company During Q1FY2011, the company maintained its position of being the second largest
gained market share by 60bps yoy in toilet soaps player. Though the sales in the soaps category saw a decline due to
the soaps category and 160bps yoy in destocking at the distributor and wholesaler level and the impact of high food
the household insecticides segment inflation, the company gained market share by 60bps yoy to 10.4% during the
quarter. In the hair colour category, though GCPL continues to enjoy market
leadership, the market share declined by 40bps yoy to 34.0% in Q1FY2011. In the
household insecticides segment, GHPL continues to enjoy market leadership.
During the quarter, the company increased its market share by 160bps yoy to
33.1% in Q1FY2011 from 31.5% in Q1FY2010

Exhibit 3: Change in Market Share

40.0% ~
34.4% 34.0%
—
30.0% - -~ 33.1%
31.5%
20.0% A
9.8% 10.4%
10.0% -
0.0% T )
Q1FY2010 Q1FY2011
—e—Hair Colour —==—Household Insecticides Soaps

Source: Company data, Parsoli Research
Profit margins impacted by rising raw material costs

The domestic profit margins came During the quarter, GCPL’s operating profit went up by 37.9% yoy to Rs 119.1cr on
under pressure due to rise in raw account of the increase in EBIDTA from recent acquisitions. The EBIDTA margin,
material costs which was not offset by however, was impacted and declined by 117bps yoy to 18.5% in Q1FY2011. This
price hikes in order to save demand was due to a yoy increase of 609bps in raw material prices and 25bps in
advertisement expenditure which was only partially offset by the 168bps decline in
employee expenses. The total expenditure, consequently, went up to 81.5% of
sales during the quarter.
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During the quarter, the EBIDTA and Exhibit 4: Profit Margins %
PAT margins declined to 18.5% and
11.8%, respectively Q1FY2011 Q1FY2010 bps change yoy
EBIDTA 18.5 19.7 117
PAT 11.8 15.9 405
Source: Company data, Parsoli Research
Exhibit 5: Cost Analysis % of sales
Q1FY2011 Q1FY2010 bps change yoy
Raw Material 39.7 33.6 609
Employee Expenses 6.8 8.5 (168)
Advertisement Expenses 10.1 9.9 25
Total Expenditure 81.5 80.3 117

The profit margins would get tapered
down on account of food inflation
during FY2011

GCPL now faces the task of
integrating new acquisitions into the
company structure which would pave
the path for its future growth

Source: Company data, Parsoli Research

The PAT for the quarter went up by 9.2% yoy to Rs 76.1cr (excluding compensation
of Rs 40.3cr received by GHPL from Sara Lee on termination of manufacturing and
distribution licensing agreement). The PAT margin, however, went down by 405bps
yoy to 15.9% during Q1FY2011 on account of lower operating profit and higher
taxes due to increase in MAT rate. However, the EBIDTA and PAT numbers are not
comparable due to the effect of acquisitions on revenue and profitability.

The profit margins have come down from the exceptionally high levels of FY2010 as
the domestic operations have been under pressure due to higher raw material
prices which have not been offset by price hikes and food inflation which has led to
a shrink in demand of soaps from lower income pockets. The management is not
looking to take any price hikes and believes that the margins would get tapered
down to more realistic levels during FY2011.

Drawing synergies from international acquisitions

GCPL’s aggressive inorganic expansion policy has resulted in extending its
operations to new markets including Latin America, Indonesia and other regions in
Africa. Now that the company has completed these acquisitions, the management
expects to draw synergistic benefits on factors like sourcing, products, etc. Going
forward, the management expects these international acquisitions to be EPS
accretive and improve FY2011 PAT by about Rs 60cr. The management would now
focus on integrating the international acquisitions into the company structure.
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Outlook & Valuation

Going forward, a continued good GCPL’s Q1FY2011 performance for the domestic operations has been weak due to
monsoon and Dbetter agricultural inflationary pressures and high base effect. Going forward, the domestic scenario is
growth would bring down inflation expected to be more competitive due to players like HUL (which had lost market
and improve demand across FMCG share in FY2010) and ITC trying to gain market share. In addition, domestic
categories performance is expected to remain subdued in Q2FY2011 also. The management
expects revenues to improve in H2FY2011 as good monsoon and better agricultural
growth alleviate food inflation pressure. Under the international operations, while
GCPL has been aggressive in undertaking inorganic growth, the more important
part would be to draw synergies out of these operations. The international
operations are expected to be value accretive and contribute to profitability while the
domestic operations remain under pressure during the short term.

We expect the company’s revenues to grow at a CAGR of 40.9% (FY2010-12) to Rs
4,050.7cr in FY2012. The profit margins would be under pressure as they taper
down from the extraordinary high levels of FY2010. We expect the EBIDTA margin
to stand at 17.9% and the PAT margin at 14.2% during FY2011.

Relative Valuation

We recommend Buy on the stock with GCPL currently trades at an EV/EBIDTA multiple of 19.3xFY2011E and
a price target of Rs 406 15.4xFY2012E. When considering the current EV/EBIDTA multiple, the stock trades
above the industry average of 21.9x. We believe that the company’s EBIDTA
margin will stand at 17.9% in FY2011. We have assigned a multiple of 21.5 to value
the stock. Using this target multiple on our FY2011 EBIDTA estimates of Rs
615.6¢r, we arrive at a target price of Rs 395 per share.

When considering the P/E multiple, the stock currently trades at 21.4xFY2011E and
17.7xFY2012E earnings. The industry average multiple for the peer group stands at
31.4 and GCPL currently trades at 31.9. We expect the company’s EPS to grow on
account of benefits from acquisitions and stand at Rs 19.7 in FY2012. We are
assigning a multiple of 25.5 to value the stock. Employing this target multiple on our
FY2011 EPS estimates of Rs 16.4, we arrive at a target price of Rs 417.

We recommend Buy on the stock with a price target of Rs 406 representing an
upside of 16.1%.

Exhibit 6: Valuation Summary

Pricing Methodologies Weight Assigned Target Price
Target price using EV/EBIDTA approach 50.0% 395.0
Target price using P/E approach 50.0% 4171
Weighted average target price (Rs) 406.0
Current Market Price (CMP) 349.8
Upside from current levels (%) 16.1

Source: Company data, Parsoli Research
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Financial Statements

Exhibit 7: Profit & Loss Statement Rs cr

FY2008 FY2009 FY2010 FY2011E FY2012E
Net Sales 1,102.6 1,393.0 2,041.2 3,439.0 4,050.7
% chg 15.9 26.3 46.5 68.5 17.8
Total Expenditure 888.1 1,185.8 1,633.9 2,823.4 3,321.6
% chg 15.1 33.5 37.8 72.8 17.6
EBIDTA 214.5 2071 407.3 615.6 729.1
Margin (%) 19.5 14.9 20.0 17.9 18.0
Other Income 6.0 40.2 47.3 89.4 99.6
Depreciation & Amortisation 18.2 19.2 23.6 46.9 52.8
Interest 14.8 18.9 11.1 49.4 42.0
PBT 187.5 209.2 419.9 608.8 733.9
Margin (%) 17.0 15.0 20.6 17.7 18.1
Total Tax 28.3 36.6 80.3 118.7 143.1
(% of PBT) 15.1 17.5 19.1 19.5 19.5
PAT 159.2 172.6 339.6 490.1 590.8
% chg 18.7 84 96.7 44.3 20.6
Margin (%) 14.4 12.4 16.6 14.2 14.6

Source: Company data, Parsoli Research
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Disclaimer

This document is provided for assistance only and is not intended to be and must not alone be taken
as the basis for an investment decision. Nothing in this document should be construed as investment
or financial advice, and nothing in this document should be construed as an advice to buy or sell or
solicitation to buy or sell the securities of companies referred to in this document. Each recipient of this
document should make such investigations as it deems necessary to arrive at an independent
evaluation of an investment in the securities of companies referred to in this document (including the
merits and risks involved), and should consult its own advisors to determine the merits and risks of
such an investment. The investment discussed or views expressed may not be suitable for all
investors.

Parsoli Corporation Limited has not independently verified all the information given in this document.
Accordingly, no representation or warranty, express or implied, is made as to the accuracy,
completeness or fairness of the information and opinions contained in this document. This information
is subject to change without any prior notice. The Company reserves the right to make modifications
and alternations to this statement as may be required from time to time without any prior approval or
notification. Parsoli Corporation Limited, its affiliates, their directors and the employees may from time
to time, effect or have effected an own account transaction in, or deal as principal or agent in or for the
securities mentioned in this document. They may perform or seek to perform investment banking or
other services for, or solicit investment banking or other business from, any company referred to in this
report. Each of these entities functions as separate, distinct and independent of each other. The
recipient should take this into account before interpreting the document.

This report has been prepared on the basis of information, which is already available in publicly
accessible media or developed through analysis of Parsoli Corporation Limited. The views expressed
are those of the analyst and the Company may or may not subscribe to all the views expressed
therein. This document is being supplied to you solely for your information and may not be
reproduced, redistributed or passed on, directly or indirectly, to any other person or published, copied,
in whole or in part, for any purpose.

Neither the Company, nor its directors, employees, agents nor representatives shall be liable for any
damages whether direct or indirect, incidental, special or consequential including lost revenue or lost
profits that may arise from or in connection with the use of the information.
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