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Colgate-Palmolive (India)

Q2 below expectations; urge to push up growth

We maintain REDUCE with a revised Sep-27 TP of INR 1,575 (from INR 1,800),
anchored on a 28x P/E multiple, implying a ~33% discount to the 5Y avg. fwd.
P/E (vs 31x earlier). We trim earnings by ~3% over FY27-28 to factor in higher

A&P deployment and higher staff costs.

Q2 performance undershot

expectations: revenue grew ~12% YoY (3%/5% CAGR over the past two/four
years; 8% volume growth in Q2FY27 vs ~8% decline in base), but the step-up in
A&P (+40% YoY in absolute terms; +365bps YoY to ~18.5% of sales) curtailed
operating leverage, resulting in ~2% EBITDA growth and ~4% adj. PAT growth.
Despite a 37% increase in A&P in H1FY27, the incremental benefit to growth
remains modest. With the company’s concentrated category strategy, we await
clearer evidence of these investments translating into a sustained growth
uptick. We remain cautious, given Colgate’s narrow focus within oral care—a
category marked by competitive intensity and modest underlying growth.

Topline growth of 12% remains unimpressive: Colgate India delivered 12%
YoY revenue growth to ~INR17bn, with 2-year CAGR at ~3%. The company
indicated growth was supported by high single-digit volume expansion (our
estimate: ~8% on a low base of ~8% decline). Growth remained broad-based
across brands and channels, as per the company. Overall topline performance
benefited from stronger momentum in the premium portfolio. In Q2, the
company introduced a Harry Potter™ themed oral-care line for children and
adults, along with a new Bluey-themed toothpaste featuring an innovative
vacuum-locked pump dispenser. Looking ahead, we expect growth to stay in
mid-single digits, supported by a balanced mix of volume and price.
Aggression in A&P drove margin pressure in Q2: The company expanded
its gross margin by ~40bps YoY to ~70%, remaining broadly flat QoQ (stable
for the past four quarters). It continues to manage commodity volatility
through disciplined cost savings and calibrated pricing, and we see no
material risks to gross margin durability, given steady mix improvement.
However, EBITDA margin contracted ~290bps YoY to 27.8%, primarily due
to the sharp increase in A&P spends, which rose 40% YoY to INR3.15bn
(~18.5% of revenue, up ~365bps YoY versus the 13.5-13.7% range over FY24-
26). EBITDA and adj. PAT grew ~2% and ~4% YoY, respectively, in Q2FY27.
Adjusting for the GST charge related to the inverted duty structure,
underlying earnings growth stands at ~5.5%.

Urgency to uplift growth visible; maintain REDUCE: As highlighted in our
initiation report Building Newer Moat Crucial for Valuations,
premiumization, innovation and advocacy for twice-brushing require higher
media spends, which are now being deployed. However, early traction
remains limited amid weak macro conditions and inflationary pressures. We
await strategic shifts under the new CEO to address growth concerns and
enable broader business diversification. We expect 7% revenue and 6%
earnings CAGR over FY26-29E. Amid weak earnings and a waning moat, the
stock continues to face de-rating.

Quarterly/annual financial summary

YE Mar (INR mn) FY%? FY%E \i‘;‘; FY%; Q("/Q) FY26| FY27E FY28E FY29E
Revenue 17,058 15195 123 16,033 64 60350| 65745 69,612 73912
EBITDA 4735 4,654 17 4830  (20) 18697| 20,071 20902 22,067
EBITDA Margin (%) 28 31 -288bps 30 -237bps 31 31 30 30
APAT 3416 3275 43 3464  (14) 13206 14,355 14,965 15787
Adj. EPS (INR/Share) 126 120 43 127  (14) 486 528 550 580
P/E (x) 35 32 31 29
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Quarterly result review

Exhibit 1: Quarterly and half-yearly P&L summary

(INR mn) 2QFY27 2QFY26  YoY (%) 1QFY27  QoQ (%)| HSIE est Actvs Est| H1FY27 H1FY26  YoY (%)
Revenue 17,058 15,195 12.3 16,033 6.4 17,634 3.3) 33,091 29,536 12.0
Cost of goods 5,135 4,642 10.6 4,815 6.6 5,290 (2.9) 9,951 9,098 9.4
Employee expenses 1,359 1,181 15.1 1,293 52 1,275 6.6 2,652 2,363 12.2
A&P spends 3,148 2,251 39.9 2,519 25.0 2,500 259 5,667 4,135 37.0
Other expenses 2,680 2,467 8.6 2,577 4.0 3,000 (10.7) 5,257 4,760 10.5
EBITDA 4,735 4,654 1.7 4,830 (2.0) 5,569 (15.0) 9,565 9,180 4.2
EBITDAM (%) 27.8 30.6 -290bps 30.1 -240bps 31.6 -380bps 28.9 31.1 -220bps
Depreciation 342 372 8.1) 392 (12.9) 400 (14.6) 734 747 (1.8)
EBIT 4,393 4,282 2.6 4,438 (1.0) 5,169 (15.0) 8,831 8,433 4.7
EBITM (%) 25.8 28.2 -240bps 27.7 -190bps 29.3 -360bps 26.7 28.6 -190bps
Interest cost 8 10 (18.2) 10 (21.4) 10 (19.0) 18 20 (8.5)
Other income 217 150 444 228 (4.8) 175 241 445 330 35.0
PBT 4,602 4,423 41 4,655 1.1 5,334 (13.7) 9,258 8,742 59
Tax 1,187 1,148 34 1,191 0.4) 1,360 (12.8) 2,378 2,261 52
Tax rate (%) 25.8 25.9 -20bps 25.6 20bps 25.5 30bps 25.7 259 -20bps
Non-recurring items 0 0 (33) (100.0) 0 -33 0

PAT 3,416 3,275 43 3,431 0.4) 3,974 (14.0) 6,847 6,481 5.6
Adj Profit 3,416 3,275 4.3 3,464 (1.4) 3,974 (14.0) 6,880 6,481 6.2
NPM (%) 20.0 21.6 -150bps 21.6 -160bps 225 -250bps 20.8 21.9 -120bps
EPS (INR) 12.6 12.0 43 12.7 (1.4) 14.6 (14.0) 50.6 47.7 6.2

Source: Company, HSIE Research

Exhibit 2: Quarterly revenue and growth trend
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Exhibit 3: Quarterly EBITDA and growth trend
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Exhibit 4: Quarterly adjusted PAT and growth trend

N Adjusted PAT (INR bn) YoY growth (RHS)
4 r 40%
4 -
- 30%
;| vyl
L o,
5 20%
2 A - 10%
2 7 - 0%
1 -
| 2
1 10%
- - -20%
o o) [ 5p] =+ = = =t uwy Ly O 0 o] O [~
556385080835088385882368
Source: Company, HSIE Research
Exhibit 5: Quarterly EBITDA and PAT margin
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Exhibit 6: Colgate Palmolive India’s one year forward P/E
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Exhibit 7: Change in estimates
(INR mn) New estimates Old estimates Changes to estimate
FY27E FY28E FY29E FY27E FY28E FY29E FY27E FY28E FY29E
Revenue 65,745 69,612 73,912 65,699 69,612 73,912 0.1% 0.0% 0.0%
growth (%) 8.9% 5.9% 6.2% 8.9% 6.0% 6.2%
EBITDA 20,071 20,902 22,067 20,335 21,494 22,788 (1.3%) (2.8%) (3.2%)
growth (%) 7.4% 4.1% 5.6% 8.8% 5.7% 6.0%
EBITDA margin (%) 30.5% 30.0% 29.9% 31.0% 30.9% 30.8% -42bps -85bps -98bps
Adj. PAT 14,355 14,965 15,787 14,510 15,401 16,318 (1.1%) (2.8%) (3.3%)
growth (%) 8.7% 4.3% 5.5% 9.9% 6.1% 6.0%
Adj. EPS (INR/Share) 52.8 55.0 58.0 53.3 56.6 60.0 (1.1%) (2.8%) (3.3%)
Source: HSIE Research
Exhibit 8: HSIE estimates vs consensus estimates
HSIE estimates Consensus estimates HSIE vs Consensus estimates
(INR mn)
FY27E FY28E FY29E FY27E FY28E FY29E FY27E FY28E FY29E
Revenue 65,745 69,612 73,912 66,079 71,219 76,863 (1%) (2%) (4%)
growth (%) 8.9% 5.9% 6.2% 9.5% 7.8% 7.9%
EBITDA 20,071 20,902 22,067 20,043 21,949 23,898 0% (5%) (8%)
growth (%) 7.4% 4.1% 5.6% 7.2% 9.5% 8.9%
EBITDA margin (%) 30.5% 30.0% 29.9% 30.3% 30.8% 31.1%
Adj. PAT 14,355 14,965 15,787 14,431 15,854 17,303 (1%) (6%) (9%)
growth (%) 8.7% 4.3% 5.5% 9.3% 9.9% 9.1%
Adj. EPS (INR/Share) 52.8 55.0 58.0 53.1 58.3 63.6 (1%) (6%) (9%)

Source: Bloomberg, HSIE Research
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FY23 FY24  FY25 FY26 FY27E FY28E FY29E
Profit and loss statement
Net sales growth 2.5% 8.7% 6.3%  (0.1%) 8.9% 5.9% 6.2%
Toothpaste volume growth (2.5%) 2.0% 4.0%  (3.0%) 7.0% 4.0% 4.0%
Gross margin 65.7%  69.7%  69.9%  69.6% 70.0%  69.8%  69.7%
A&P spends as a % of sales 121%  134%  13.6%  13.6%  149%  149%  14.9%
Employee costs 7.2% 7.2% 7.4% 7.9% 7.9% 8.0% 8.2%
EBITDA margin 29.6%  335%  324%  31.0%  30.5%  30.0%  29.9%
EBITDA growth (1.2%) 22.9% 3.0%  (4.5%) 7.4% 4.1% 5.6%
EBIT growth (1.2%) 26.0% 38%  (4.0%) 7.7% 4.1% 5.7%
PBT growth 08%  267% 3.6%  (4.2%) 8.1% 4.3% 5.5%
Effective tax rate 255%  254%  25.6%  261%  257%  257%  257%
Adjusted PAT growth (1.9%) 26.9% 33%  (4.8%) 8.7% 4.3% 5.5%
EPS (INR/Share) 38.9 49.4 51.0 48.6 52.8 55.0 58.0
DPS (INR/Share) 39.0 43.0 60.0 51.0 48.0 52.0 56.0
Dividend payout 1002%  87.1% 117.7% 105.0%  90.9%  945%  96.5%
Balance sheet
Inventory days 23 19 23 23 23 23 24
Receivable days 11 11 14 13 11 12 12
Payable days 69 73 70 98 68 68 68
Avg ROE (%) 62.2 76.8 814 85.2 91.6 89.4 90.6
Avg ROCE (%) 76.3 93.8 99.9 104.9 111.5 108.9 110.5
Capex spends (INR mn) 695 755 714 763 1,000 1,000 1,000
Source: Company, HSIE Research
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YE March (INR mn) FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
Net Revenues 50,998 52,262 56,804 60,402 60,350 65,745 69,612 73,912
Growth (%) 2.5 8.7 6.3 (0.1) 8.9 5.9 6.2
Material Expenses 16,675 17,942 17,230 18,183 18,371 19,723 21,058 22,395
Employee Expense 3,851 3,770 4,117 4,468 4,749 5,172 5,584 6,029
Other Expenses 14,812 15,080 16,449 18,171 18,534 20,779 22,069 23,421
EBITDA 15,659 15,470 19,008 19,581 18,697 20,071 20,902 22,067
EBITDA Growth (%) (1.2) 22.9 3.0 (4.5) 74 4.1 5.6
EBITDA Margin (%) 30.7 29.6 33.5 324 31.0 30.5 30.0 29.9
Depreciation 1,773 1,748 1,715 1,627 1,461 1,506 1,568 1,629
EBIT 13,886 13,722 17,293 17,953 17,236 18,565 19,335 20,438
Other Income (Including EO Items) 263 536 765 741 673 795 847 849
Interest 59 49 50 43 38 39 39 40
PBT before extraordinary items 14,090 14,209 18,008 18,651 17,872 19,321 20,142 21,247
Extraordinary items - (113) (195) 499 47 - - -
Total Tax 3,307 3,625 4,577 4,781 4,666 4,965 5,176 5,461
RPAT after MI 10,783 10,471 13,237 14,368 13,253 14,355 14,965 15,787
Adjusted PAT 10,783 10,584 13,432 13,869 13,206 14,355 14,965 15,787
APAT Growth (%) (1.9) 26.9 3.3 (4.8) 8.7 4.3 55
EPS 39.6 38.9 49.4 51.0 48.6 52.8 55.0 58.0
EPS Growth (%) (1.9) 26.9 3.3 (4.8) 8.7 4.3 55
Source: Company, HSIE Research
Balance Sheet (Consolidated)
YE March (INR mn) FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
SOURCES OF FUNDS
Share Capital - Equity 272 272 272 272 272 272 272 272
Other Equity 16,902 16,604 17,824 15,693 14,749 16,049 16,870 17,425
Total Shareholders’ Funds 17,174 16,876 18,096 15,965 15,021 16,321 17,142 17,697
Total Debt 987 942 950 924 950 998 1,047 1,100
TOTAL CAPITAL EMPLOYED 18,161 17,817 19,046 16,889 15,972 17,318 18,190 18,796
APPLICATION OF FUNDS
Tangible Assets 9,630 8,618 7,941 7,765 7,183 6,676 6,109 5,480
CWIP 1,218 1,141 1,103 384 272 272 272 272
Other Non-Current Assets 281 325 257 280 347 363 381 400
Total Non-current Assets 11,129 10,084 9,301 8,429 7,801 7,311 6,761 6,151
Inventories 3,572 3,355 2,964 3,773 3,763 4,108 4,353 4,822
Debtors 2,247 1,574 1,674 2,263 2,092 2,051 2,233 2,461
Cash & Equivalents 7,547 9,230 13,738 10,951 14,688 12,354 14,114 15,464
Other Current Assets 4,350 4,300 3,641 4,091 4918 4,919 4,919 4,920
Total Current Assets 17,716 18,458 22,017 21,077 25,462 23,433 25,620 27,666
Creditors 9,844 9,819 11,285 11,602 16,197 12,277 12,985 13,754
Other Current Liabilities & Provns 840 905 986 1,016 1,094 1,149 1,206 1,267
Total Current Liabilities 10,684 10,724 12,272 12,617 17,291 13,426 14,192 15,021
Net Current Assets 7,032 7,734 9,745 8,460 8,171 10,007 11,428 12,645
TOTAL APPLICATION OF FUNDS 18,161 17,817 19,046 16,889 15,972 17,318 18,190 18,796
Source: Company, HSIE Research
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YE March (INR mn) FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
Reported PBT 14,090 14,209 17,813 19,298 17,840 19,321 20,142 21,247
Depreciation 1,773 1,748 1,715 1,627 1,461 1,506 1,568 1,629
Working Capital Change 4,151 (89) (2,272) (815) 3,785 (4,139) 371 166
Tax Paid (3,699) (3,809) (4,686) (5,620) (4,558) (4,965) (5,176) (5,461)
Interest/Dividend received (160) (361) (679) (651) (598) (756) (807) (809)
Other items 103 65 99 104 134 - - 0)
OPERATING CASH FLOW (a) 16,257 11,763 11,990 13,945 18,063 10,966 16,097 16,772
Capex (495) (695) (755) (714) (763) (1,000) (1,000) (1,000)
Free Cash Flow (FCF) 15,762 11,068 11,234 13,231 17,300 9,966 15,097 15,772
Others (581) 620 1,548 1,274 4,500 795 847 849
INVESTING CASH FLOW (b) (1,076) (75) 792 560 3,736 (205) (153) (151)
Debt Issuance/(Repaid) (225) (191) (190) (175) (187) - - -
Interest Expenses (109) (102) 93) (276) (162) (39) (39) (40)
FCFE 15,647 10,979 11,137 13,332 17,275 10,005 15,136 15,812
Dividend (10,572)  (10,575)  (11,670)  (16,262)  (13,871)  (13,056)  (14,144) (15,232)
FINANCING CASH FLOW (c¢) (10,906) (10,867) (11,953) (16,713)  (14,220) (13,095) (14,183) (15,272)
NET CASH FLOW (a+b+c) 4,275 820 829 (2,209) 7,579 (2,334) 1,760 1,349
Add: Beginning balance 2,965 7,240 8,060 8,890 6,681 14,260 11,926 13,686
Closing Cash & Equivalents 7,240 8,060 8,890 6,681 14,260 11,926 13,686 15,035
Source: Company, HSIE Research
Key Ratios

FY22 FY23 FY24 FY25 FY26 FY27E FY28E FY29E
PROFITABILITY (%)
GPM 67.3 65.7 69.7 69.9 69.6 70.0 69.8 69.7
EBITDA Margin (%) 30.7 29.6 33.5 32.4 31.0 30.5 30.0 29.9
EBIT Margin 27.2 26.3 30.4 29.7 28.6 28.2 27.8 27.7
PBT Margin 27.6 27.2 31.7 30.9 29.6 29.4 28.9 28.7
APAT Margin 21.1 20.3 23.6 23.0 21.9 21.8 21.5 21.4
ROE 62.8 62.2 76.8 81.4 85.2 91.6 89.4 90.6
RolIC (or Core RoCE) 100.1 106.5 185.6 237.4 352.8 441.6 3179 410.0
RoCE 76.5 76.3 93.8 99.9 104.9 111.5 108.9 110.5
EFFICIENCY
Tax Rate (%) 23.5 25.5 254 25.6 26.1 25.7 25.7 25.7
Fixed Asset Turnover (x) 25 25 2.6 2.6 25 2.6 2.7 2.7
Inventory (days) 26 23 19 23 23 23 23 24
Debtors (days) 16 11 11 14 13 11 12 12
Other Current Assets (days) 31 30 23 25 30 27 26 24
Payables (days) 70 69 73 70 98 68 68 68
Other Current Liab & Provns (days) 6 6 6 6 7 6 6 6
Cash Conversion Cycle (days) @) (10) (26) (15) 39) (13) 14) (14)
Net D/E (x) 0.4) 0.5) 0.7) 0.6) 0.9) 0.7) 0.8) 0.8)
Interest Coverage (x) 235.6 279.3 345.9 415.6 454.8 480.2 490.3 508.2
PER SHARE DATA (INR)
EPS 39.6 38.9 49.4 51.0 48.6 52.8 55.0 58.0
CEPS 46.2 45.3 55.7 57.0 53.9 58.3 60.8 64.0
Dividend 39.0 39.0 43.0 60.0 51.0 48.0 52.0 56.0
Book Value 63.1 62.0 66.5 58.7 55.2 60.0 63.0 65.1
VALUATION
P/E (x) 42.5 43.3 341 33.0 34.7 31.9 30.6 29.0
P/BV (x) 26.7 27.2 25.3 28.7 30.5 28.1 26.7 25.9
EV/EBITDA (x) 28.8 29.1 23.4 229 23.8 22.3 21.3 20.1
EV/Revenues (x) 8.9 8.6 7.8 74 74 6.8 6.4 6.0
OCF/EV (%) 3.6 2.6 2.7 3.1 41 2.5 3.6 3.8
FCF/EV (%) 3.5 2.5 2.5 3.0 3.9 22 3.4 3.6
FCFE/Mkt Cap (%) 3.4 2.4 2.4 2.9 3.8 22 3.3 3.5
Dividend Yield (%) 2.3 2.3 2.6 3.6 3.0 2.8 3.1 3.3
Source: Company, HSIE Research
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