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3Q results and investor call takeaways

Good topline performance with improving demand, but margins surprise
negatively; expect a phase of consolidation

v" Our view - While growth coming back to 7% was a positive, we do not find the
4% volume growth very exciting. The decline in margins was slightly disappointing
as well especially in light of recent RM inflation. While the management’s strategy
of prioritizing growth over margins in the near term is a positive, this could lead to
some sort of a cap on margins thereby leading to some earnings downgrades. With
the stock trading at 50x FY23 earnings, we don’t expect a further re-rating in the
near-term and expect peers like Marico, Nestle, Tata Consumer, Emami to perform
relatively better.

v" Industry trends - FMCG industry growth has revived to 5% in 3Q vs 1% in 2Q
with rural markets and health & hygiene leading growth, tea and palm oil prices up
40% yoy but crude down 30% yoy.

v" Quarter highlights - Overall, 21% revenue and 15% PAT growth (negative surprise
on margins) LFL growth at 7% with 4% UVG and overall revenue growth at 20%;
7 categories grew in double-digits, health and hygiene portfolio again grew at 10%,
discretionary portfolio down 1% and OOH down 15%, margins at 24% down
80bps, other income sharply lower.

v" Margin drivers - GMs down given sharp RM inflation (tea, palm oil) which was not
fully passed on; significant improvement in mix, other expenses up 70bps led by
aggressive investments in developing GTM, channels of future, capabilities.

v" Segmental performance - BPC now growing at 9% vs flat in 2Q led by skin
cleansing, Lux, oral care, hair care; foods continuing to grow at 19% retaining
growth momentum (nutrition in double digits) led by ketchups, soaps, beverage;
home care declined 2% as laundry impacted by category slowdown - with mobility
improving seeing sequential pick up.

v" Demand outlook - Near-term priority would be volume growth for next couple of
quarters; demand trends improving with rural continuing double-digit growth and
urban back to positive, focus on investing in innovation, market development and
capabilities; looking at mix, pricing and cost savings to counter inflation.

v" Nutrition business outlook - On target for double digit growth in the GSK
portfolio now after overcoming some supply chain issues given industrial relation
issues; picking up traction in both Horlicks and Boost, launched affordable pouch
packs, also exploring sachets at a later date, high sciences also large opportunity;
going much ahead of planned timelines on cost synergies and profitability front.

v Segmental outlook - Home care business will pick up going forward to offset

slowdown in products like sanitizers etc, also expect discretionary and ice creams HIMANSHU NAYYAR a
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rural and GT doing really well but urban and MT muted due to lack of mobility. - - @ysilin o
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v" Foods margins - Margins impacted by tea inflation which was not fully passed on +91 9920915754 ‘ﬁi
to gain volume share, higher investments to continue in packaged foods A&P and i |
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v" Laundry portfolio - Shares are still strong but growth impacted by limited mobility; aakash fadia@ysil.in

expect a quick recovery with economy opening up.
AMAR AMBANI, Sr. President, Head of Research
v" Margin outlook - RM inflation in tea and skin cleansing was unprecedented which

was not fully passed to avoid growth disruption and gains shares, ready to sacrifice
near-term margins in key categories to retain consumers.
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed or intended for distribution to, or
use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.
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no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW
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