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Godrej Consumer

All ducks in a row for strong earnings growth

We upgrade GCPL to BUY from ADD with a TP of Rs 1450 (50x FY26 EPS, 20%
premium to its 5-year average PE) as it is poised to deliver revenue, EBITDA and
PAT CAGRs of 10/18/18% over FY23-26, the highest earnings growth amongst our
consumer staples coverage universe. Our confidence in achieving strong earnings
growth in the high teens is led by two factors: (1) Expanding Market Presence in
India and Indonesia: These two markets, which constitute 70% of our consolidated
sales, are poised for high single-digit volume growth. This growth is led by
disruptive innovations in existing categories such as Household Insecticides, as
well as the expansion into newer categories like air care and hair care. Also, the
company is focusing on creating category relevance, increasing distribution reach
(particularly in rural India), and implementing high-impact media campaigns to
strengthen its brand equity. (2) Profitability Enhancement in the Africa Business:
The company’s strategy involves improving the profitability of the Africa business,
to increase the EBITDA margin from the current 10% to 15% by FY26. We believe it
can achieve this through divesting loss-making East Africa operations, rationalizing
SKUs, and consolidating distribution in selected geographies. By aligning these
initiatives, it ensures all ducks are in a row for robust earnings growth. Clarity on
capital allocation (50% annual dividend payout) is a further cherry on the cake (as
historically it has acquired a low ROCE assets in politically unstable geographies).
Although everyone on the street is convinced with regards to its medium-term
prospects, we have the highest visibility on GCPL as earnings delivery is concerned
even in the short term due to (a) a sharp uptick in operating margin profile (7% in
FY23 to 20% in FY25) of Raymond business, owing to distribution ramp-up,
procurement synergies and innovative launches; (b) launch of high margin and
efficacious LV (HI forms c40/45% of India sales/profits respectively) for India
business in 1QFY25, which can gain significant market share; (c) franchising loss-
making East African operations, through which it expects to add c150bps to GAUM
margins.
® India business (60% of sales, 75% of EBITDA) on a strong wicket: Management
guided for high single-digit volume growth (after delivering 6% organic volume
growth in FY24) and further improving upon operating margin of 27% in FY25,
courtesy a) launching disruptive innovation (efficacious LV, foam body wash and
air fresheners); b) accelerating revenue momentum in newer/acquired categories
(liquid detergents, sexual wellness and fine fragrances)—management
highlighted a lot work needs to be done in the deodorant segment; c) scaling up
newer channels (cosmetics and OTC based) and growing faster in premium
channels (MT and e-commerce); d) effective media spends (saved 40bps in FY24)
via setting up of in-house digital media agency (Lightbox).
®  Indonesia business (14% of sales, 13% of EBITDA) to sustain momentum:
Indonesian business faced a tough time from FY18-23 (4% revenue and 1%
EBITDA decline on CAGR basis) owing to pricing disparity amongst different
channels (MT and GT), high cost overhead-led in-house model of branch
distribution and significant underinvestment in brands (average A&P spends
stand at 4% of sales). Management has course-corrected the above challenges over
the past few years, which led to a growth revival in FY24 (11% UVG, 14% revenue
growth and 28% EBITDA growth). GCPL intends to maintain similar momentum
and has guided for high single-digit volume growth and mid-20 EBITDA margin
in FY25 as well (from 21% margin achieved in FY24), courtesy a) scaling up
differentiated HI products (which have 4x higher active ingredients) available at
affordable price points; b) rejuvenating air care portfolio via launching electric
based Stella LV, running high decibel media campaign on Stella aerosols, which
has capabilities to quickly remove odour and revamping mass market product
(Stella Pocket) via price correction; c) scaling up hair colour category as local
manufacturing facility comes on stream.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Focus shifts to bottom-line over topline for African geography (23% of sales, 10%
of EBITDA): Management has guided mid-single-digit underlying volume
growth (UVG) and a target EBITDA margin of 15% over the next two years, up
from the current 10%. This objective is planned to be achieved through:

a) Focused efforts will be directed towards achieving double-digit revenue growth
in highly profitable geographies such as Southern Africa and Godrej International.

b) Implementing Structural Changes: Structural changes are planned for middle-
tier countries, including the US, Latin America, and West Africa. These changes
involve SKU rationalization, increasing the prominence of high-margin FMCG
businesses, and enhancing distribution reach.

c) Re-organizing East African Business

Analyst Meet Takeaways

Management has decided to invest Rs 9 billion over the next 18-24 months to
establish two state-of-the-art facilities, deviating from the recent trend among
FMCG companies to outsource. GCPL management clarified that outsourcing
makes sense under specific circumstances:

a) Product Differentiation and Intellectual Property Protection: Outsourcing is
preferable only when the product range is commoditized. For differentiated
products, it's better to opt for in-house manufacturing to safeguard intellectual
property.

b) Market Share Considerations: Outsourcing becomes advantageous when a
particular FMCG company holds a very low market share within its respective
category. In such cases, the scale tips in favor of contract manufacturers who
typically have a more efficient operating cost structure.

By adhering to these guidelines, GCPL aims to optimize its manufacturing strategy
and ensure competitiveness in the market.

* Rural Distribution Expansion: GCPL aims to increase its rural outreach by
adding 300,000 outlets, bringing the total reach to 700,000 outlets in the
medium term. Management has acknowledged that its market share in rural
areas (currently at 33%) is constrained by a lower weighted average
distribution. To address this, GCPL intends to bolster its distribution network
through Project Vistaar, thus rectifying the distribution gap and enhancing its
rural market presence.

* Liquid Detergent Market Perspective: Management provided an illustrative
case from the Chinese market, where the detergent industry, traditionally led
by powders, has surged from US$4 billion in 2007 to approximately US$8
billion presently, with liquid detergents commanding a 50% share. Despite
this, Blue Moon holds a significant portion of the liquid detergent market,
indicating potential for new brands to enter and disrupt the market.

Contribution from NPD stood at 1.5% of sales and the company intends to take it
to 3.5% of sales.
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GCPL trades at 46x , 10% premium to its 3 year average PE
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Quarterly/annual financial summary
(INRmn)  Q4FY24 Q4FY23 YoY (%) Q3FY24 QoQ (%) FY22  FY23 FY24| FY25E FY26E
Net Sales 33,651 31722 61 36228 (7.1) 1,21,742 1,31,987 1,39,741|1,55,924 1,75,540
EBITDA 7604 6,648 144 9,047 (160) 23951 24305 29435| 34915 40,349
APAT 5860 4,690 249 5860 - 17931 17,566 19,163| 23383 29,120
EPS (INR) 57 46 249 5.7 - 175 172 187| 229 285
P/E () 754 770  706| 578 464
E(\)” EBITDA 56.1 550 460 385 331
RoCE (%) 195 173 167| 174 209

Source: Company, HSIE Research
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Consolidated P&L (INR mn)

Year End FY22 FY23 FY24 FY25E FY26E
Net Revenues 1,21,742 1,31,987 1,39,741 1,55,924 1,75,540
Growth (%) 11.3 8.4 59 11.6 12.6
Material Expenses 60,751 67,028 63,203 68,891 76,814
Employee Expense 11,041 11,115 12,493 13,993 15,672
ASP Expense 7,508 9,855 13,359 15,363 17,667
Other expenses 19,514 20,857 22,471 24,592 27,051
EBITDA 23,951 24,305 29,435 34,915 40,349
EBITDA Growth (%) 0.3 15 21.1 18.6 15.6
EBITDA Margin (%) 19.7 18.4 21.1 224 23.0
Depreciation 2,099 2,363 2,410 2,742 2,886
EBIT 21,852 21,942 27,025 32,173 37,462
Other Income (Including EO Items) 897 1,684 2,690 3,132 3,602
Interest 1,102 1,757 2,964 2,371 2,134
PBT 21,647 21,868 26,751 32,934 38,930
Tax 3,719 4,303 7,588 9,551 9,810
RPAT 17,834 17,025 19,163 23,383 29,120
Adjustment 98 541 - - -
Adjusted PAT 17,931 17,566 19,163 23,383 29,120
APAT Growth (%) 1.6 (2.0) 9.1 22.0 24.5
Adjusted EPS (Rs) 17.5 17.2 18.7 22.9 28.5
EPS Growth (%) 3.6 4.5) 12.6 22.0 24.5

Source: Company, HSIE Research
Consolidated Balance Sheet (INR mn)

Year End FY22 FY23 FY24 FY25E FY26E
SOURCES OF FUNDS

Share Capital - Equity 1,023 1,023 1,023 1,023 1,023
Reserves 1,14,537 1,36,920 1,46,879 1,58,570 1,73,130
Total Shareholders’ Funds 1,15,559 1,37,942 1,47,901 1,59,593 1,74,153
Minority Interest - - - - -
Long Term Debt 3,809 1,891 1,891 1,891 1,891
Short Term Debt 8,387 8,448 8,448 8,448 8,448
Total Debt 12,196 10,340 10,340 10,340 10,340
Net Deferred Taxes (6,796) (6,412) (6,412) (6,412) (6,412)
Long Term Provisions & Others 1,737 1,626 1,626 1,626 1,626
TOTAL SOURCES OF FUNDS 1,22,696 1,443,496 1,53,455 1,65,146 1,79,706
APPLICATION OF FUNDS

Net Block 92,193 99,337 1,27,427 1,29,185 1,30,798
CWIP 1,164 454 454 454 454
Other Non-current Assets 3,795 10,110 10,110 10,110 10,110
Total Non-current Assets 97,153 1,09,901 1,37,991 1,39,748 1,41,362
Inventories 21,299 15,372 17,228 19,224 21,642
Debtors 11,163 12,453 13,184 14,711 16,562
Other Current Assets 4,890 4,432 4,432 4,432 4,432
Cash & Equivalents 19,521 25,804 7,909 16,760 28,393
Total Current Assets 56,873 58,060 42,754 55,126 71,028
Creditors 21,631 18,232 21,057 23,495 26,451
Other Current Liabilities & Provns 9,699 6,233 6,233 6,233 6,233
Total Current Liabilities 31,329 24,465 27,290 29,728 32,684
Net Current Assets 25,544 33,595 15,464 25,398 38,344
TOTAL APPLICATION OF FUNDS 1,22,696 1,43,496 1,53,455 1,65,146 1,79,706

Source: Company, HSIE Research
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Consolidated Cash Flow (INR mn)

Year End FY22 FY23 FY24 FY25E FY26E
Reported PBT 21,553 21,327 26,751 32,934 38,930
Non-operating & EO Items 185 266 = = =
Interest Expenses 506 802 - - -
Depreciation 2,099 2,363 2,410 2,742 2,886
Working Capital Change (5,362) 933 237 (1,083) (1,313)
Tax Paid (4,475) (4,185) (7,588) (9,551) (9,810)
OPERATING CASH FLOW (a) 14,506 21,507 21,810 25,042 30,693
Capex (2,765) (2,197) (30,500) (4,500) (4,500)
Free Cash Flow (FCF) 11,741 19,309 (8,690) 20,542 26,193
Investments & Acquisition (7,254) (16,495) - - -
Non-operating Income 1,377 1,109 - - -
INVESTING CASH FLOW (b) (8,642) (17,583) (30,500) (4,500) (4,500)
Debt Issuance/(Repaid) (2,198) (6,344) - - -
Interest Expenses (1,190) (1,193) - - -
FCFE 9,252 11,460 (8,690) 20,542 26,193
Share Capital Issuance 0 0 = = =
Dividend - - (9,204) (11,692) (14,560)
Others (407) (406) - - -
FINANCING CASH FLOW (c¢) (3,795) (7,943) (9,204) (11,692) (14,560)
NET CASH FLOW (a+b+c) 2,068 (4,020) (17,895) 8,851 11,633
EO Items, Others 5,442 7,549 3,529 (14,366) (5,515)
Closing Cash & Equivalents 7,510 3,529 (14,366) (5,515) 6,118
Source: Company, HSIE Research

Ratios

Year End FY22 FY23 FY24 FY25E FY26E
PROFITABILITY (%)

GPM 50.1 49.2 54.8 55.8 56.2
EBITDA Margin 19.7 18.4 21.1 224 23.0
EBIT Margin 17.9 16.6 19.3 20.6 213
APAT Margin 14.7 13.3 13.7 15.0 16.6
RoE 17.1 13.9 134 15.2 17.5
RoIC (or Core RoCE) 19.5 17.3 16.7 17.4 209
RoCE 16.1 13.6 13.7 15.1 17.2
EFFICIENCY

Tax Rate (%) 17.2 19.7 284 29.0 25.2
Fixed Asset Turnover (x) 11.1 11.1 10.7 10.9 1.9
Inventory (days) 63.9 425 45.0 45.0 45.0
Debtors (days) 335 344 344 344 344
Other Current Assets (days) 14.7 12.3 11.6 10.4 9.2
Payables (days) 64.9 50.4 55.0 55.0 55.0
Other Current Liab & Provns (days) 29.1 17.2 16.3 14.6 13.0
Cash Conversion Cycle (days) 18.1 21.5 19.7 20.2 20.7
Net D/E (x) (0.1) (0.1) 0.0 (0.0 0.1)
Interest Coverage(x) 19.8 12.5 9.1 13.6 17.6
PER SHARE DATA (Rs)

EPS 17.5 17.2 18.7 229 28.5
CEPS 19.6 19.5 21.1 25.5 313
Dividend - - 9.0 11.4 14.2
Book Value 113.0 134.9 144.6 156.1 170.3
VALUATION

P/E (x) 75 77 71 58 46
P/BV (x) 11.7 9.8 9.1 8.5 7.8
EV/EBITDA (x) 56.1 55.0 46.0 38.5 33.1
EV/Revenues (x) 11.0 10.1 9.7 8.6 7.6
OCF/EV (%) 1.1 1.6 1.6 1.9 2.3
FCF/EV (%) 0.9 14 (0.6) 15 2.0
FCFE/Mkt Cap (%) 0.9 14 (0.6) 15 19
Dividend Yield (%) - - 0.7 0.9 1.1

Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential

Page | 6




3 Horo srtes Y1
Godrej Consumer: 4QFY24 Results Review S —
INSTITUTIONAL RESEARCH

Disclosure:

We, Vishal Gutka, CA & Riddhi Shah, MBA authors and the names subscribed to this report, hereby certify that all of the
views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. SEBI conducted
the inspection and based on their observations have issued advise/warning. The said observations have been complied
with. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or
more in the subject company at the end of the month immediately preceding the date of publication of the Research Report.
Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any material
conflict of interest.

Any holding in stock - No

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. Nothing in this document should be construed as investment advice. Each recipient of this document
should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in
securities of the companies referred to in this document (including merits and risks) and should consult their own advisors
to determine merits and risks of such investment. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as
ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position
in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other transaction involving
such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the
company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may have any other
potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.

Page | 7



3 Horo srtes Y1
Godrej Consumer: 4QFY24 Results Review S —
INSTITUTIONAL RESEARCH

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the
associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period
preceding twelve months from t date of this report for services in respect of managing or co-managing public offerings,
corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third
party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any
material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based
on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other
reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served
as an officer, director or employee of the subject company. We have not received any compensation/benefits from the
subject company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.

HDEFC securities Limited, I Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp.
Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066

Compliance Officer: Murli V Karkera Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

For grievance redressal contact Customer Care Team Email: customercare@hdfcsec.com Phone: (022) 3901 9400

HDEFC Securities Limited, SEBI Reg. No.: NSE, BSE, MSEI, MCX: INZ000186937; AMFI Reg. No. ARN: 13549; PFRDA Reg.
No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.

Registration granted by SEBI, membership of BASL (in case of IAs) and certification from NISM in no way guarantee
performance of the intermediary or provide any assurance of returns to investors.

HDEFC Securities

Institutional Equities

Unit No. 1602, 16th Floor, Tower A, Peninsula Business Park,
Senapati Bapat Marg, Lower Parel, Mumbai - 400 013

Board: +91-22-6171-7330 www.hdfcsec.com

Page | 8



