Marico sees near-term headwinds on
margins, but sales outlook is decent
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T he Marico Lid stock has also
participated in the so-called
catch-up rally in recent
months. Since October-end, the
stock hasrisen nearly 13%. What's
more, valuations don't appear
expensive vis-a-vis some other
consumer shares, point out ana-
lvsts. The stock currently tradesat
4l times estimated earnings for
FY22, based on Bloomberg data.

Marico has performed reasona-
blywell so farin FY21. For the half
vear ending September (HIFY21),
consolidated revenue fell 2% year-
on-year and eamings before inter-
est, taxes, depreciation and amorti-
zation (Ebitda) margin stood at
21.9%. Ebitda margin in the June
(uarter was robust at 24.3%, which
dropped 1019.6% in the September
(quarter.

Even so, margins are expected to

Sturdy performance

moderate insecond half of the fis-
cal (H2ZFY2l)compared to HIFY21,
primarily due to an increasein key
raw material prices. Pawan
Agrawal, chief financial officer at
Marico said, "Over the past two-
three months, copra and edible oil
prices have seen significant infla-
tion, in the range of

pointsyear-on-year owing to high
input costs. One basis point isone-
hundredth of a percentage point.
However, Ebitda margin had
expanded marginally as Marico

kepta check on operating costs.
Overall, it is encouraging that
volume outlook for H2FY2lis bet-
ter. Recall that India

20-30% on a year-on- Margins are likely businessvolumes had
vear basis. To be able to moderatein declined by 3% in
to cope with this 1o the fiscal second HIFYZL. Accordingto
sm;ne extent, we have half, primarily due ,-\g1l°a:::l. thismeasure
reduced some of the . P is likely to grow in
promotional offerson o S mCeasen | double digits in the
the flagship brand, prices of key second half, provided
parachute, and taken AW mMaterials .y dia doesn’t wit-
selective price —— ness a second wave of

increases in the Saf-
fola Oils portfolio.”

Nonetheless, the company has
maintained its Ebitda margin gui-
dance of 20% for FY21. That’s not
bad at all.

In the September quarter, gross
profit margin declined by 163 basis

Marico's Ebitda margins have been strong in the first half of the current
fiscal but are expected to moderate by H2 owing to cost pressures,
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213
0 4 .. 1B3

QYN Q2FYD

Note: Ebitda is earnings before interest, tax, depreciation and amortization,

Source: Company, |M Financial

PARAS |AIN/MINT

covid-19.

A favourable base helps here, as
domestic volumes had declined in
the December and March quarters
of FY20.

Meanwhile, the outlook on Mar-
ico's foods portfolio isstrong with
the company seeing healthy trac-
tion helped by entry into newer
categories. The foods category is
poised to clock revenues worth
1450-500crore by FY22, upfrom
less than 3200 crore in FY20.
What also augurs well is that
medium term outlook on copra
prices is betier. “More recently,
copra prices have corrected from
the highs and we expect further
easing in prices from Q4FY2l
onwards,” says Agrawal,

Having said that, given the
stock’s recent appreciation, it
appearslike investors are factoring
insome of the good newsinto the
price, at least for now.



Marico eves buy in the digital space; plans to strengthen e-comm categories
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Home-grown fast moving con-
tomer goods company, Marico
Lrd, is eyeing acquisition in the
digital space as it looks fo
strengthen ity presence acrass
anline and e-COMmMmernce
categories.

The move comes after the com-
pany's successful acquisition and
integration of male-grooming
start-up  Beardo. Incidentaliy,
Beardo continues on with inde
pendent operations, but with the
latter (Maricoy having a small
MmarageTnent fearm.

According 1o Pawan Agrawal,
Chief Hnanclal Officer, Marico

Ltd, acquisiions are being
mulled over in “categories such
a5 hair care, skin care, male
grocming and healthy loods™

Acguisition of dominant entre-
prencur-driven digital brands of-
fers tremendous potential *roun-
derstand the segment” and gain
*user insights” especially in the e
COMIMETCE SPace.

It will also “strengthen” Mari-
co's existing presence in the
given categories and accelerate
growth.

Since the pandemic and sub-
sequent unlocking, FMCG com-
panies like Marico have been
strengthening their enline play,
including the introduction of a

direct-to-consumer  platform,
across segments ke health and
hygiene, foods, value-added hair
oils and premium personal care,
E-commerce sales  have now
crossed & per cent of the com-
pany’s turnover.

Looking at ‘right fit"
“We are looking at potential ac-
guisitions in the digital space.
The pattern will be similar to
what we did with Beardo. There
are few brands under considera-
tion and we are looking at che
right fit,” he told Businessiing.
“We are happy il the acquisi-
tions help to top up the 810 per
cent volume growth that we aim

Pawan Agrawal, Chief Financial
Officer, Marica Ltd

to deliver over the medium term,
We are also focussed on nurtor-
ing the newer categories such as
foods, hygiene, immunity and

premium personal care which
shouwld help drive sustainable
and  incremental  growth,"
Agrawal said, withoot revealing
thie target acquisition size,

‘Strong sales driver’
Marico has already done large
ticket buyouts in India which in-
clude acquisidon of Nihar from
HUL and acquisition of Livon, Set
Wetand other allied brands from
Faras. The company also made
sizeable  acquisitions  interna-
tionally, in Vietnam, among other
markets.

According to sbaeesh Roy, Ex-
ecutive VP, Research, Edelweiss
Securities, it makes sense “to opt

for acquisition of digital brands
especially if ane takes a 510 year
view of growth”, Digital as a chan-
ael will be a strong sales driver,
“It makes mare sense to o ac-
quire a digital brand doing well
rather than invest heavily in cre-
ating a brand which may not
click. Even discretionary spends
are seeing a rebound and acquisl-
tions will be made kecping the
mediunm term in view," he said.
For Marico, discretionary cat-
egories are witnessing recovery
since Q2 {July to September) of
FY-21. There has been a sequential
improvement over Q1 (April to
June) tor male grooming and
value added hair oil caregories,



Marico to ramp up business in Bangladesh
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Following the success of its
nen-coconut oil portfolio in
Bangladesh, home-grown fast
moving consumer goods ma-
jor, Marico Ltd, is looking to
rampupolferings inthe neigh-
bouring country.

The company forayed into
baby care in Bangladesh under
‘Parachute just lor Baby' brand.
Over the last tew years, it has
started playing in personal
care categories like shampoo,
value-added hair oils and male
ErO0Mming categories.

Bangladesh continues to be
Marico’s largest overseas mar-
ket {outside India), accounting
lor 44 per cent of ils interna.
tional business turnover. The
Company Operates in
Bangladesh through its subsi-
diary, Marico Bangladesh Lid.

According to Pawan Agrawal,
CHO, Marico Litd has been con-
sciously diversifying its portlo-
lio in Bangladesh over the last
half a decade. From largely a
coconut ol-only portlolio un-

Pawan Agrawal, CFO, Marico L.1d

der Parachute, the company
ramped up non-coconut oil of-
ferings in its largest market
outside India.

in (2 FY21 Bangladesh opera-
tions grew by 16 per cent in con-
stant currency terms, led by
growth in the non-coconut oil
business. Parachute coconut
oil grew healthily and now ac-
counts for 65 per cent of the
turnover and the non coconut
oil plferings accounuing for the
remaining 35 percent {upirom
25 percent in FYIS).

“Over the next couple of
years, the coconut oil portolio
should contribute less than 60
per cent of the turnover of our
Bangladesh operations. We are

ramping up the non-coconut
ail portlolio there to include
baby care, personal care and
male grooming products,”
Agrawai told Businessling,

Vietnam operations

For Q2 FY2, Marico's interna-
tdonal business grew by 7 per
cent while the operating mar-
gin in the international busi-
ness expanded o 23.1 per cent
tor the period [versus 205 per
cent in Q2 FY20),

Amongst international busi-
nesses, south-East Asia inclod-
ing Vietnam, which accounts
for 26 per cent of the interna-
tional business turnover, de-
grew by 6 per cent for the
September quarter following a
slowdown 1n the personal care
SEEMCnL,

“South-East Asia, particularly
Vietnam, is seeing signs of re
vival and the company is op-
Limistic of exiting the vear with
meaningiul growth,” Agrawal
said, adding that “learnings
from Bangiadesh will be replic-
ated in the geography."



