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YEAR NET SALES PAT EPS EPS P/E P/BV ROE ROCE EV/ EV/

END (RS M) (RS M) (RS) GROWTH (%) ( X ) ( X ) (%) (%) SALES EBITDA

03/06A 11,439 1,044 18.0 48.7 28.4 11.3 39.9 20.8 2.8 21.8

03/07E 14,657 1,331 23.0 27.6 22.3 9.4 42.0 37.5 2.1 13.4

03/08E 17,022 1,684 29.0 26.5 17.6 6.9 39.3 44.0 1.8 10.9

Equity Shares (m) 58.0

52-Week Range 586/263

1,6,12 Rel. Perf. (%) -8/-12/20

M.Cap. (Rs b) 29.7

M.Cap. (US$ b) 0.7

Q U A R T E R L Y  P E R F O R M A N C E (Rs Mil l ion)
Y / E  M A R C H FY06 FY07E

1Q 2Q 3Q 4Q 1Q 2Q 3QE 4QE
Net Sales 2,708 2,750 3,038 2,977 3,728 3,780 3,650 3,499 11,439 14,657
    YoY Change (%) 11.0 7.6 17.0 18.9 37.7 37.5 20.2 17.6 13.6 28.1
Total Exp 2,412 2,448 2,563 2,613 3,165 3,174 3,050 2,957 9,997 12,346
EBITDA 296 302 474 364 563 605 600 543 1,443 2,311
    Margins (%) 10.9 11.0 15.6 12.2 15.1 16.0 16.4 15.5 12.6 15.8
Depreciation -65 -77 -71 -84 -112 -127 -100 -89 -307 -427
Interest -8 -6 -13 -23 -48 -57 -50 -51 -64 -206
Other Income 18 8 8 2 11 1 25 21 49 57
PBT 241 227 398 258 414 422 475 424 1,121 1,735
Tax -33 -24 -39 -7 -111 -116 -90 -87 -77 -403
    Rate (%) 13.7 10.6 9.8 2.7 26.8 27.5 18.9 20.4 6.9 23.3
Adjusted PAT 208 203 359 251 303 306 385 338 1,044 1,331
    YoY Change (%) 27.4 30.1 98.7 50.2 45.7 50.7 7.2 34.3 51.4 27.5
Minority Interest 0 0 0 0 0 0 0 0 0 0
Exceptional Items -24 0 -140 -12 0 -45 0 0 -174 0
Reported PAT 184 203 219 240 303 261 385 338 870 1,331
E: MOSt Estimates

FY06 FY07

? Marico's 2QFY07 results were in line with our expectations. Sales growth at 37% is much higher than our estimates
of 21% while PAT growth at 51.3% is in line with our estimates of 49.3%.

? The company achieved organic growth of 26% whilst acquisitions added a further 11% growth. Kaya skin care
achieved all-time high sales of Rs170m during the quarter, a YoY growth of 58%. We are particularly impressed with
the 13% and 20% growth rates in Parachute and Saffola brands even as various hair oil brands grew at a faster 33%
rate.

? Although EBITDA margins expanded 500bp to 16% YoY, we believe the phase of sharp margin expansion which
started from 3QFY06 appears to be over. We expect muted margin expansion in the coming quarters.

? Marico plans to raise Rs5b to retire various debts taken for the acquisitions. We expect the company to dilute 10%-
15% equity in the coming months. We expect the company to reduce debt and write off trademark payment against
share premium. We expect the dilution to be EPS accretive.

? We are upgrading our FY07 and FY08 sales estimates by 7% and 9.5% respectively. We are cutting our FY07 EPS
estimate marginally to Rs23 from Rs23.3, and revising FY08 EPS upward to Rs29 from Rs27.8. These estimates do
not factor in the benefits of the company's expected equity dilution. The stock trades at 22.3x FY07 and 17.6x FY08
earnings. We maintain Buy.
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Key brands continue to drive growth
Marico's 2QFY07 revenue growth was higher than our
expectations as all the major brands of the company
performed superiorly. Flagship brand, Parachute (rigid
packs) grew 13% YoY, while Saffola grew 20% YoY.

Marico's focused hair care range (Parachute Jasmine,
Shanti Badam Amla and Hair and Care) grew 33% YoY in
volume terms in 2QFY07. The company consolidated its
market share to 76% in perfumed hair oils, 11% in Amla
hair oil and 18% in non-sticky hair oils. Silk and Shine and
After Shower cream had 30% and 41% market share.

Higher interest and depreciation curtail
bottomline growth
Marico's EBITDA grew 100% YoY to Rs605m. Interest
burden increased from Rs6m to Rs57m due to loans taken
to fund the acquisitions. Depreciation and amortization
increased by 66% to Rs127m from Rs77m due to write-
offs relating to the Nihar acquisition. Tax rate for the
company jumped to 27% from 11% YoY as the coconut oil
unit at Pondicherry came out of the tax-free period. All
these measures curtailed PAT growth to 50.7% on a YoY
basis.

Funds infusion to improve profitability
Marico plans to raise up to Rs5b to retire debt taken for
various acquisitions as well as write-off the Nihar brand
rights against share premium. This will reduce the interest
and depreciation burden substantially from current levels.
We expect tax rates to sustain in the 22%-24% range over
the next few years. Overall, we expect the company to
dilute 10%-15% of its equity. We estimate that the equity
dilution is expected to be EPS accretive with improved cash
flow and higher reported profits.

Kaya to report profits in FY07
Kaya has entered a consolidation phase with the company
ending FY06 with 43 clinics in India and three in the UAE.
The company plans to consolidate this business with only a
few clinic additions in the domestic market. The business
continues to ramp up at a fast pace and has achieved

Rs174m sales during the quarter. Marico hopes to end the
current year with a positive PBT. We estimate Kaya will
be a major profit driver ahead.

KAYA: SEQUENTIAL GROWTH TREND CONTINUES

Source: Company/ Motilal Oswal Securities

Margin expansion over, secular growth trend
likely
Marico's operating margins expanded 500bp YoY to 12.2%
in 2QFY07, driven by lower copra prices, which are down
approximately 30% YoY, even as the company increased
advertising costs substantially. We believe the major phase
in margin expansion is over, with 2QFY07 marking the
anniversary of the margin expansion, which started with
decline in copra prices. We expect Marico to sustain
margins due to strong market share and pricing power in
coconut hair oil coupled with strong consumer demand. We
expect margin expansion to be muted in the coming quarters,
in comparison with the previous four quarters. Our estimates
suggest 40bp margin expansion post-FY07.

QUARTERLY PERFORMANCE TREND

Source: Company/ Motilal Oswal Securities
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New products continue to gain traction
Marico's new product launches and prototypes continued
to gain ground. Silk and Shine and Parachute After Shower
cream continued to grow well during the quarter. The
company has extended Parachute jasmine soap to other
states in eastern India and Maharashtra. In addition, Marico
extended the Sparsh range of baby care products - baby
oil, soap and cream - countrywide. Marico's prototype testing
of Parachute Tharapie solution and Saffola Atta mix has
been a success. The company plans to take the products
national in the coming quarters. We believe that continuous
flow of new products and strong pipeline will help the

company move to the next stage of growth even while its
existing brands continue to grow in double digits.

Valuation and view
We are upgrading our FY07 and FY08 sales estimates by
7% and 9.5% respectively. We are marginally cutting our
FY07 EPS estimate to Rs23 from Rs23.3, and upgrading
our FY08 EPS to Rs29 from Rs27.8. These estimates do
not factor in the benefits of expected equity dilution by the
company. The stock trades at 22.3x FY07 and 17.6x FY08
earnings. We maintain Buy.
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Company description
Marico has emerged as a dominant player in the coconut
and hair oil segment. It is one of the best companies in
product innovation with 30% success rate in launch of
prototypes. Kaya, the company’s new business are in their
growth and investment phase and hold immense promise.

Key investment arguments
? The company has significantly increased its pace of

innovation with 5 prototypes under test marketing.
? Kaya is a high margin business with a tested model

now. Its break even at EBITDA in FY06 and at net
level in FY07 will boost profits significantly.

Key investment risks
? Copra price fluctuation are risk to the profitability in

the core business of pure coconut oil despite change in
the pricing policy and improved pricing power of the
company.

Recent developments
? Acquired hair oil brand 'Nihar' from HLL for a

consideration of Rs2.16b.
? Acquired Fiancee and Egyptian Hair Care company

with a top-line of Rs450m

Valuation and view
? We have an EPS forecast of Rs23, Rs29 and Rs35.9

for FY07, FY08 and FY09 respectively.
? The stock is trading at 22.3x FY08E EPS and 17.6x

FY08E . We maintain Buy.

Sector view
? We are positive on the sector. The sector is showing

strong volume growth across product categories with
improving pricing power for leading players.

? Companies with low competitive pressures and brought
product portfolios will be able to better with stand any
slowdown in a particular segment.

? Longer term prospects bright, given rising incomes and
low penetration.

COMPARATIVE VALUATIONS
MARICO GCPL DABUR

P/E (x) FY07E 22.3 25.8 29.0
FY08E 17.6 20.5 24.0

P/BV (x) FY07E 9.4 33.6 14.3
FY08E 6.9 23.8 11.3

EV/Sales (x) FY07E 2.1 4.9 3.6
FY08E 1.8 4.2 3.1

EV/EBITDA (x) FY07E 13.4 21.1 22.7
FY08E 10.9 16.8 19.2

SHAREHOLDING PATTERN (%)
SEP.06 JUN.06 SEP.05

Promoter 66.6 66.6 66.6

Domestic Inst 11.5 11.5 10.7

Foreign 15.7 13.7 14.2

Others 6.2 8.2 8.5

Marico: an investment profile

STOCK PERFORMANCE (1 YEAR)

EPS: MOST FORECAST VS CONSENSUS (RS)
MOST CONSENSUS VARIATION

FORECAST FORECAST (%)
FY07 23.0 20.6 11.6
FY08 29.0 26.2 10.7

TARGET PRICE AND RECOMMENDATION
CURRENT TARGET  UPSIDE RECO.
PRICE (RS) PRICE (RS)  (%)

511 580 13.5 Buy
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INCOM E STATEM ENT (RS MILLION)

Y / E  M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

Net Sales 10,070 11,439 14,657 17,022 19,287

   Change (%) 12.7 13.6 28.1 16.1 13.3

Total Expenditure -9,188 -9,997 -12,346 -14,267 -16,088

E B I T D A 883 1,443 2,311 2,756 3,199

   Change (%) 11.3 63.4 60.2 19.3 16.1

   M argin (%) 8.8 12.6 15.8 16.2 16.6

Depreciation -148 -447 -427 -471 -497

Int. and Fin. Charges -33 -64 -206 -152 -76

Other Income - Recurring 30 49 57 62 83

P rofit  before Taxes 731 1,155 1,735 2,194 2,709

   Change (%) 7.0 34.2 77.0 26.5 23.5

   M argin (%) 7.3 10.1 11.8 12.9 14.0

Tax -43 -79 -334 -422 -522

Deferred Tax 2 -32 -69 -88 -108

   Tax Rate (%) -5.7 -9.6 -23.3 -23.3 -23.3

P rofit  after Taxes 689 1,044 1,331 1,684 2,079

   Change (%) 10.8 26.2 53.2 26.5 23.5

   M argin (%) 6.8 9.1 9.1 9.9 10.8

M inority Interest 8 0 0 0 0

Reported PAT 697 870 1,331 1,684 2,079

BALANCE SHEET (RS MILLION)

Y / E  M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

Share Capital 580 580 580 580 580

Reserves 1,589 2,035 2,590 3,700 5,088

Net Worth 2,169 2,615 3,170 4,280 5,668

M inority Interest 0 0 0 0 0

Loans 657 2,398 2,005 1,057 100

Capital Employed 2,826 5,013 5,175 5,337 5,768

Gross Block 2,140 4,761 4,961 5,161 5,361

Less: Accum. Depn. -865 -1,289 -1,717 -2,188 -2,684

Net Fixed Assets 1,275 3,472 3,245 2,974 2,677

Capital WIP 184 341 341 341 341

Goodwill 17 17 0 0 0

Investments 124 185 200 97 711

Curr. Assets, L&A 2,427 2,783 3,302 4,006 4,391

Inventory 1,197 1,323 1,686 1,958 2,218

Account Receivables 492 515 623 723 771

Cash and Bank Balance 338 415 407 644 631

Others 401 531 586 681 770

Curr. Liab. and Prov. 1,144 1,704 1,977 2,192 2,464

Current Libilities 994 1,508 1,781 1,969 2,215

Provisions 151 196 197 223 249

Net Current  Assets 1,283 1,079 1,324 1,814 1,927

M iscelleneous Expense 4 3 0 0 0

Deferred Tax Liability -61 -83 66 112 111

Application of Funds 2,826 5,013 5,175 5,337 5,768

E: M OSt Estimates

RATIOS

Y / E M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

Basic (Rs)

E P S 12.1 18.0 23.0 29.0 35.9

Cash EPS 14.6 25.7 30.3 37.2 44.4

BV/Share 37.4 45.1 54.7 73.8 97.7

DPS 5.4 6.2 7.5 8.8 10.6

Payout % 44.2 34.5 32.7 30.3 29.6

Valuation (x)

P/E 28.4 22.3 17.6 14.3

Cash P/E 19.9 16.9 13.8 11.5

EV/Sales 2.8 2.1 1.8 1.5

EV/EBITDA 21.8 13.4 10.9 8.9

P/BV 11.3 9.4 6.9 5.2

Dividend Yield (%) 1.2 1.5 1.7 2.1

Return Rat ios (%)

RoE 31.8 39.9 42.0 39.3 36.7

RoCE 27.0 20.8 37.5 44.0 48.3

Working Capital Ratios

Debtor (Days) 18 16 16 16 15

Asset Turnover (x) 3.6 2.3 2.8 3.2 3.3

Leverage Ratio

Debt/Equity (x) 0.3 0.9 0.6 0.2 0.0

CASH FLOW STATEM ENT (RS MILLION)

Y / E M A R C H 2 0 0 5 2 0 0 6 2 0 0 7 E 2 0 0 8 E 2 0 0 9 E

OP/(loss) before Tax 735 996 1,883 2,285 2,703

Int./Div. Received 30 49 57 62 83

Depreciation and Amort. 148 447 427 471 497

Interest Paid -33 -64 -206 -152 -76

Direct Taxes Paid -43 -79 -334 -422 -522

(Incr)/Decr in WC -383 280 -253 -252 -126

CF from Operat ions 452 1,629 1,575 1,990 2,558

Extraordinary Items 0 0 0 0 1

(Incr)/Decr in FA -476 -2,778 -200 -200 -200

(Pur)/Sale of Investments -119 -61 -15 103 -614

CF from Invest . -596 -2,839 -215 -97 -813

Issue of Shares 0 0 0 0 0

(Incr)/Decr in Debt 547 1,741 -393 -948 -957

Dividend Paid -356 -405 -496 -574 -692

Others -49 -49 -478 -134 -110

CF from Fin.  Act ivi ty 142 1,287 - 1,367 -1,657 -1,758

Incr/Decr of  Cash -2 77 -7 237 -13

Add: Opening Balance 340 338 415 407 644

Closing Balance 338 415 407 644 631
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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. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt 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. MOSt 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.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Marico
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail:  Manish Shah, Mihir Kothari

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021


