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Weak show continues

Gillette India’s (Gillette) 1QFY20 operating and net profit performance trailed expectations largely
on account of topline growth falling significantly below expectation. Topline performance in
1QFY20 disappointed by remaining almost flat YoY. While the mix between Grooming and Oral
Care was in line with our estimates growth in the respective categories has disappointed. Growth
in both the categories came in much lower than expected with nil growth in Grooming and Oral
Care registering a modest growth of 5%. The subdued topline was likely a result of challenging
economic conditions and tight liquidity conditions in certain markets. In our opinion, the
company still needs to build on the brand equity of Mach 3 Start, which can help drive growth in
its premium grooming business. Gross margin during the quarter was significantly impacted as
COGS continued to grow ahead of revenue for a second quarter in a row, resulting in a gross
margin decline of 250bps. EBITDA margin for the quarter stood at 21.2%, declining by around
220bps YoY. Efficiency measures taken by the management resulted in other expenses declining
by 19% YoY but it was offset by increase in advertising costs and higher spending on innovation.
We anticipate gross margin to improve with further improvement in mix. We believe that the
subdued performance was largely due to challenging market conditions and subdued consumer
sentiment and anticipate a recovery in earnings as market conditions improve. We retain
Accumulate rating on Gillette with a Revised Target Price (TP) of Rs7,800 based on a P/E multiple
of 53x, implying downside of 1% from the current market price.

Revenue growth trailed expectations: Revenue growth of 1% YoY was significantly below expectation. The
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subdued performance was largely a result of challenging market conditions. Grooming failed to register any Key Data
growth, while the growth in Oral Care too was below expectation at 5%. Current Shares O/S (mn) 326
Overheads affect margins: COGS grew ahead of revenue, resulting in gross margin declining by 250bps
YoY. After a significant decline experienced in last quarter the gross margin recovered slightly but was still Mkt Cap (Rsbn/US$bn) 256.413.6
250bps lower on a YoY basis. Apart from subdued growth in topline, increase in advertising costs and higher 52 Wk H/L (Rs) 8,200/6,169
spending on innovation caused EBITDA and net profit to remain significantly lower than our estimates. We .
anticipate improvement in operating as well as net profit margin in the coming quarters as market conditions Daily Vol. (3M NSE Avg.) 6,051
improve. .
Outlook and valuation: The company continues to meet our expectation in terms of category development, Price Performance (%)
premiumisation and strengthening its distribution network. Along with productivity initiatives, it should be able M 6M 1Yr
to drive substantial growth in earnings. Although the performance has remained subdued in the recent
quarters we believe the company will continue to benefit from its innovation capability, wide portfolio and  Gillette India 117 5.0 223
strong market execution capability. We believe there is further headroom for improvement in product mix and
expect earnings to recover in the coming quarters. We retain Accumulate rating on Gillette with a revised TP of  Nifty Index 6.6 17 132
Rs7,800 based on a P/E multiple of 53x, implying a downside of 1% from the current market price. Source: Bloomberg
Y/E June (Rsmn) 1QFY19 4QFY19 1QFY20 YoY (%) QoQ (%) FY18 FY19 YoY (%)
Net sales 4,565 4,640 4,622 1.2 (0.4) 16,768 18,617 11.0
COGS 1,995 2,304 2,136 7.1 (7.3) 6,931 8,189 18.1
% of sales 43.7 49.7 46.2 250bps (340bps) 41.3 44.0 270bps
Gross margin % 56.3 50.3 53.8 (250bps) 340bps 58.7 56.0 (270bps)
Employee costs 321 261 327 22 25.6 1,179 1,083 (8.2)
% of sales 7.0 5.6 7.1 10bps 150bps 7.0 5.8 (120bps)
Advertising costs 542 506 659 214 30.1 2,172 2,305 6.1
% of sales 11.9 10.9 14.2 240bps 330bps 13.0 12.4 (60bps)
Other expenses 639 1,269 521 (18.5) (59.0) 2,670 3,230 21.0
% of sales 14.0 27.3 11.3 (270bps) (1,610bps) 15.9 17.3 140bps
EBITDA 1,069 300 979 (8.4) 226.5 3,816 3,810 0.2)
EBITDA margin % 234 6.5 21.2 (220bps) 1470bps 22.8 20.5 (230bps)
Depreciation 113 127 122 7.5 (3.9) 423 488 15.5
EBIT 955 173 857 (10.3) 395.5 3,393 3,322 (2.1)
EBIT margin % 20.9 37 18.5 (240bps) 1,480bps 20.2 17.8 (240bps)
Interest expenses 9 39 8 (11.1) (79.6) 75 50 (33.0)
Other income 38 24 17 (55.8) (30.6) 128 280 119.6
Exceptional items - - - - - - - -
PBT 984 158 866 (12.0) 448.1 3,446 3,552 3.1
Tax 331 (300) 248 (24.9) (182.7) 1,156 861 (25.5)
Effective tax rate % 34 (190) 29 (490bps) 21,870bps 34 24 (930bps)
PAT 654 458 618 (5.5 34.8 2,290 2,647 15.6
PAT margin % 14.2 9.8 13.3 (90bps) 350bps 13.6 14.0 50bps
EPS 20.0 12.9 18.5 (7.7) 43.8 70.3 76.2 8.5

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Financial summary

Y/E June (Rsmn) FY18 FY19 FY20E FY21E FY22E
Net sales 16,768 18,617 20,132 22,265 24715
YoY growth (%) ) 11 8 11 11
EBITDA 3,816 3,810 4,785 6,087 6,756
EBITDA margin (%) 228 205 238 273 273
Reported PAT 2,290 2,690 3472 4,509 5,078
EPS 703 826 106.5 138.3 155.8
RoCE (%) 56.8 45.1 495 55.0 56.4
RoE (%) 383 365 404 449 46.7
PIE (x) 96.3 84.9 742 57.1 50.7
P/B (x) 318 29.3 274 24.1 233
EV/EBITDA (x) 57.2 59.6 52.6 415 372

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Our estimates versus actual performance

Y/E June (Rsmn) 1QFY19 4QFY19 1QFY20 YoY (%) QoQ (%) NBIE Estimates Deviation (%)
Net sales 4,565 4,640 4,622 1.2 (0.4) 5,027 (8.1)
EBITDA 1,069 300 979 (8.4) 226.5 1,111 (11.9)
EBITDA (%) 234 6.5 21.2 -222bps 1471bps 22.1 (20.96)
PAT 654 458 618 (5.5) 348 795 (22.4)

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Change in our estimates

Y/E June Earlier estimate New estimate Change (%)

(Rsmn) FY20E FY21E FY22E | FY20E FY21E  FY22E | FY20E FY21E  FY22E
Net sales 20,7039 2311047 252130 | 20,132 22,265 24,715 (2.8) (3.6) (2.0)
EBITDA 5,492.1 6,320.1 6,879.0 4,785 6,087 6,756 (12.9) (3.7) (1.8
EBITDA margin (%) 26.5 27.4 27.3 23.8 27.3 27.3 | -276bps - -
Adj. PAT 3,642.0 4,591.0 5,170.0 3,472 4,509 5,078 (4.7) (1.8 (1.8

Source: Company, Nirmal Bang Institutional Equities Research
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Financials

Exhibit 4: Income statement Exhibit 5: Cash flow

Y/E June (Rsmn) FY18 FY19 FY20E FY21E FY22E  Y/E June (Rsmn) FY18 FY19 FY20E FY21E  FY22E
Gross sales 16,768 18,617 20,132 22265 24,715 PAT 2290 2,690 3472 4509 5,078
Less: excise duty 0 0 0 0 0  Depreciation 423 488 526 561 620
Net Sales 16,768 18,617 20,132 22,265 24,715  Otherincome (128) (280) (430)  (550) (700)
% Growth (3.3 11.0 8.1 10.6 11.0  (Inc.)/dec. in working capital (372)  (1,468) 3,355  (1,962) 3,721
COGS 6,931 8,189 8,691 9,219 10,234  Cash flow from operations 2,288 1,480 6,973 2,608 8,769
Staff costs 1,179 1,083 1,134 1,257 1,395  Capital expenditure (-) (696) (592) (855)  (850)  (1,550)
Advertising costs 2,172 2,305 2,677 2,816 3,126 Net cash after capex 1,591 889 6,119 1,758 7,219
Other expenses 2,670 3,230 2,845 2,887 3,205  Dividend paid (-) (1,374) (1,614) (2,083) (3,246)  (3,656)
Total expenses 12,953 14,807 15347 16,178 17,959 Inc./(dec.) in total borrowings - - - -

EBITDA 3,816 3,810 4,785 6,087 6,756  Inc./(dec.) in investments - - - -

% growth 0.0 (0.1) 25.6 27.2 11.0  Cash from financial activities (1,426) (1,366) (2,524) (3,241)  (4,125)
EBITDA margin (%) 22.8 20.5 23.8 27.3 27.3  Others - - - - -
Other income 128 280 430 550 700  Opening cash balance 1,156 2,366 1,417 5,930 4,847
Interest costs 75 50 50 50 50  Closing cash balance 2,366 1,417 5930 4,847 6,309
Depreciation 423 488 526 561 620 Source: Company, Nirmal Bang Institutional Equities Research

Profit before tax (before

SN 3,446 3,552 4,638 6,025 6,786
exceptional items)

Exceptional items 0 0 0 0 0 Exhibit 7: Key ratios

Tax 11%6 861 1166 1517 1708 v june FY18  FY19 FY20E FY2IE  FY22E

PAT (before exceptional items) 2,290 2,690 3,472 4,509 5,078 Per share (Rs)

PAT , 2290 2690 3472 4509 5078 ppg 703 826 1065 1383 15538

;A;::,rzn " (193;; ;‘;i ;jj ;zg jzg Book value 2130 2388 2886 3274 3397
DPS 351 413 533 830 935

Source: Company, Nirmal Bang Institutional Equities Research Valuation (x)

Exhibit 6: Balance sheet P/Sales 13.2 12.3 12.8 11.6 104

Y/E June (Rsmn) FY18  FY19 FY20E FY2E  FYaze CV/3e 180 122 125 13 102

Share capital 26 36 3 56 36 _VBIDA 572 596 526 M5 372

Reserves 6616 7458 9081 10343 10745 I %483 2 Snl o0

Net worth 6942 7784 9407 10869 11071 BV 8 23 74 A1 B3

Total debt 0 0 0 0 0 Return ratios (%)

Deferred tax liability 84 32 32 a3 3xp ROCE 568 451 495 550 564

Total liabilities 7113 8253 9485 10803 10,786 "OC 383 365 404 449 467

Gross block 6502 7252 8002 8752 9752 Profitability ratios (%)

Depreciation 3858 4346 4872 5434 6,053 Orossmargin 58.7 56.0 56.8 58.6 58.6

Net block 2644 2906 3130 3318 3698 EBITDAmargin 28 205 288 273 213

Capital work-in-progress 404 246 350 450 1000 EBIT margin 202 178 212 248 248

Investments 0 0 0 0 o PAT margin 204 18.8 22.6 264 26.7

Inventories 2002 2340 2660 2,644 2403 Liquidity ratios (%)

Debtors 1,760 1,815 722 1,962 476 Current ratio 14 17 1.6 1.8 1.3

Cash 2,366 1,417 5,930 4,847 6,309 Quick ratio 1.0 1.0 1.2 1.3 1.0
Solvency ratio (%)

Loans & advances 261 317 255 255 3918

Debt-to-equity ratio 0.0 0.0 0.0 0.0 0.0
Other current assets 564 345 400 400 180

Turnover ratios
Total current assets 6,742 5,973 9,768 9,908 9,423 Total asset i 14 16 13 14 14
Creditors 3203 2812 4046 3127 473 O essetiumoverrato(x) ' ' ' ' '
Other current liabilities & Prov. 1,521 713 2116 2206 475 |edassettumoverratio (x 63 62 64 67 67
Total current liabilities 4814 355 6162 5424 719 Deblordays 38 3 2 2 18
Net current assets 1928 2448 3606 4484 204 IMVEMOy Ay 11 o 105 10 %0
Total assets 7113 8253 9485 10803 10786 Crediordays 2 1% 1 142 140
Source: Company, Nirmal Bang Institutional Equities Research Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
29 September 2017 Buy 5,640 7,000
14 November 2017 Buy 5,861 7,000
12 February 2018 Buy 6,546 8,000
14 May 2018 Buy 6,532 7,600
29 August 2018 Buy 6,542 7,600
5 November 2018 Buy 6,539 7,500
13 February 2019 Buy 6,489 7,500
9 April 2019 Buy 6,300 7,900
9 May 2019 Accumulate 7,297 7,700
23 Aug 2019 Accumulate 7,124 7,700
23 September 2019 Accumulate 7,148 7,930
6 November 2019 Accumulate 7,900 7,800
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Vishal Punmiya, research analyst and Ayush Chaturvedi Research Associate the author of this report, hereby
certify that the views expressed in this research report accurately reflects my personal views about the subject securities, issuers,
products, sectors or industries. It is also certified that no part of the compensation of the analyst was, is, or will be directly or indirectly
related to the inclusion of specific recommendations or views in this research. The analyst is principally responsible for the preparation
of this research report and has taken reasonable care to achieve and maintain independence and objectivity in making any
recommendations.
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Disclaimer

Stock Ratings Absolute Returns
BUY >15%

ACCUMULATE -5% t015%

SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL is not
soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain
from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs
of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or redistributed to
any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated
to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients as customers by virtue of their
receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where
such distribution, publication, availability or use would be contrary to law, regulation or which would subject NBEPL & its group companies to registration or
licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate,
complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBEPL or any of its
affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained
in this report. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to
this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report
should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making modifications and
alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent recommendations to its clients, and
would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice
is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of
securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in
international investments, such as currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the
investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the employees of NBEPL accept any liability
whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further communication in relation to this research. Here it
may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special
or consequential including lost revenue or lost profit that may arise from or in connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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