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3QFY11 results are above estimates with consolidated PAT up 12% YoY at Rs695m.

 Net sales grew 22.1% to Rs8.2b led by healthy volume growth of 15%. Price increases in Parachute and Saffola

enabled realization growth of 7%.

 In volumes, Parachute (rigid packs) grew 5%, Saffola 13%, and hair oils grew 31% due to festive season demand.

 Gross margins contracted by 540bp YoY (290bp QoQ) due to a sharp surge in input costs like copra and other edible

oil. EBITDA margin contraction was lower at 260bp due to containment in ad spend (down 180bp), other expenditure

(down 80bp) and staff costs (down 30bp).

Gross margin contracts due to high copra prices, inadequate price increases

Consolidated gross margin contracted 540bp due to a surge in copra prices (62% YoY) and lagged/inadequate price

increases in key brands like Parachute. Margin contraction in the standalone business has been higher (650bp). The

management aims to maintain margins per unit. In a scenario of sharp increase in product prices, margins (as a percentage

of sales) are likely to trend lower. Consolidated EBITDA margin contraction has been restricted to 260bp due to cost

containment in ad spend (down 180bp) and other expenses (down 80bp). At its subsidiaries, containment was even

higher: other expenses were down 420bp and ad spend down 460bp, which helped to improve the consolidated margins.

Parachute volume growth a key risk given the price increase; upgrading estimates 1-9%; Neutral

We are positive about Saffola's volume growth traction and the success of new launches in value added oils but we are

cautious about Parachute's volume growth trend, given the 24% price increase. We are positively surprised by margin

expansion in the international business as Marico Bangladesh comprises 40% of sales and has copra as its main input.

We would watch out for the margin trend in the international business in the coming quarters. We are upgrading our FY11

estimates by 9%, 4% for FY12 and 1% for FY13. Our EPS estimates are revised to Rs5.3 for FY12 and Rs6.5 for FY13,

implying EPS CAGR of 19.4% over FY11-13. The stock trades at 23.4x FY12E and 19.1x FY13E. Neutral.
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Volume growth in mid-teens…(%) …enables 22% sales growth

Source: Company/MOSL
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 Net sales grew 22.1% to Rs8.2b (against our estimate of Rs8.1b) led by volume
growth of 15%. Price increases in Parachute and Saffola enabled realization growth
of 7%.

 In volumes, Parachute (rigid packs) grew 5%, and Saffola, 13%. Hair oils posted
growth of 31% due to strong festive season demand.

 Gross margins contracted sharply by 540bp YoY (290bp QoQ) due to a sharp surge in
input costs like copra and other edible oils.

 EBITDA margin contraction was lower at 260bp due to cost containment in ad spends
(down 180bp), other expenditure (down 80bp) and staff costs (down 30bp).

 EBITDA grew 1% to Rs997m (against our estimate of Rs867m). Adjusted PAT grew
11.8% to Rs695m led by a lower tax rate (down 670bp).

 Standalone sales were up 20.8%, gross margins declined 660bp, EBITDA margins
declined 510bp and adjusted PAT de-grew 8.2%.

 Subsidiaries (international business and Kaya) sales grew 26% and margins expanded
540bp, resulting in PAT growth of 95%.

Parachute volumes up 5%, Saffola franchise up 13%

Marico's volume growth momentum decelerated as recent price increases impacted key
brand Parachute. The domestic consumer business volumes increased 10% and the
international business grew 25% by volume, enabling consolidated volume growth of 15%.
Parachute (rigid packs) volumes grew 5% YoY. Marico's market share in the Rs19b pure
coconut oil category was ~53%. The weighted average price increase in the brand YTD
was 24% including the ongoing price increase (8-9%). Parachute volume growth (including
flexi-packs) was 4% in 3QFY11 and ~7% YTD.
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Copra prices up ~62% YoY Kardi oil prices up 3% YoY

Source: Company/MOSL

Parachute volume up 5%... …Saffola volume growth 13%

Source: Company/MOSL
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Saffola volumes were up 13% YoY and recent price increases enabled value growth of
24%. The brand is strengthening its "good for heart" platform with an encouraging response
to recent launches (packaged rice and oats).  Value-added hair oil volumes grew 31% as
the category benefited from the festive season being in 3QFY11 this year (v/s 2QFY10 a
year earlier).  Initiatives behind new launches continued with Marico nurturing new
segments like oats, packaged rice and ayurvedic hair oil to sustain long-term growth.

Gross margins contract on high copra prices, inadequate price increases
but cost control arrests EBITDA margin contraction

Consolidated gross margins contracted 540bp due to a surge in copra prices (62% YoY)
and lagged/inadequate price increases in key brands like Parachute. Margin contraction in
the standalone business has been higher (650bp). The management aims to maintain margins
per unit though in a scenario of a sharp increase in product prices, margins (as a percentage
of sales) are likely to trend lower.
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Consolidated EBITDA margin contraction was restricted to 260bp due to cost containment
in ad spend (down 180bp) and other expenses (80bp). In subsidiaries, containment has
been more: other expense was down (420bp) and so was ad spend (down 460bp), which
helped to improve consolidated margins. The management expects margins to improve in
coming quarters helped by a forthcoming price increase in Parachute (8-9%) and a likely
decline in copra prices in the flush season. However Marico is yet to pass on the full cost
push and is banking on a decline in copra prices. Our estimates factor in gross margin
contraction of 390bp in FY11 and 40bp in FY12.

Gross margin contracts 540bp, cost control arrests EBITDA margin fall

Source: Company/MOSL

International business sales up 33% (28% adjusted for currency); margins
improve in key markets

Marico's international business posted 33% sales growth in 3QFY11 (~28% in rupee
terms) led by 25% volumes and 8% price increases. The margin profile in international
business improved due to higher margins in Marico Bangladesh and higher volume growth
in most markets. Marico continues to strengthen its leadership in the coconut oil segment
in Bangladesh. Its entry in the hair dye segment has been a success with Hair Code
cornering 25% market share in its first year of launch. The South African business grew
30% on a low base and the MENA region gained share through key brands Hair Code and
Fiancee. Parachute Cream maintained its leadership (27% share) in the GCC market.

The management expects international business to sustain 20% growth in coming years.
EBITDA margins are likely to expand to 13-14% from 11-12% currently.

Kaya: 10% SSS growth; operational profit due to Derma Rx acquisition

Kaya Skin Care posted sales of Rs620m (up 40% YoY) and EBITDA of Rs41m. Adjusted
for consolidation of the new acquisition (Derma Rx), sales growth was 11% and operating
loss Rs9m. Same store sales (SSS) grew 10% with Indian clinics posting SSS growth of
8%, after a decline in the past few quarters. In 3QFY11 the SBU added one clinic in the
Middle East, and the management reiterated the Indian operations would not add clinics in
FY11.
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10% SSS growth, consolidation of Derma Rx enable 40% sales growth

Source: Company/MOSL

Marico's new ad campaign (radio and press) has reduced costs. Consumer promotion
during the festive season helped to improve footfalls to clinics. New acquisition Derma Rx
reported sales of ~Rs160m (on a standalone basis) and operates at a healthy margin of
~25%. The management indicated that the acquisition helped to increase the share of
products to overall turnover to 17% (13% in FY10) and it plans to increase the share to
20-22% over the coming years. A higher share of the product business is likely to improve
the RoCE of the business model.

Valuation and view: Parachute volume growth a key risk; upgrading estimates
1-9%; Neutral

We are positive about the volume growth traction in Saffola and the success of new
launches in value added oils. However, we are cautious about Parachute's volume growth
trend given a 24% price increase. We are positively surprised by margin expansion in
international business more so as Marico Bangladesh comprises 40% of international
sales and has copra as its major input. The gross margins of subsidiaries (excluding
packaging cost) are up 170bp, despite a sharp increase in input costs. We watch out for
the margin trend in international business in the coming quarters.

We are upgrading our FY11 estimates by 9%, 4% in FY12 and 1% in FY13. Our EPS
estimates are revised to Rs5.3 for FY12 and Rs6.5 for FY13, implying EPS CAGR of
19.4% over FY11-13. The stock trades at 23.4x FY12E and 19.1x FY13E. Neutral.

Revenues (Rs m)

410 420 440

490
440 450

620624

506

Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10 Dec-10



Marico

28 January 2011  6

Company description

Marico has emerged as a dominant player in the hair care
and edible oil segments. Marico has also made inroads in
the international markets and its entry into the skin care
clinics business reaffirms Marico's focus on wellness.

Key investment arguments

 We are positive about Marico's long term growth
strategy, its overseas expansion and its development of
new products for the domestic market.

 Marico leveraged its brands by entering new categories.
 International operations are gaining traction through the

acquisition of Fiancee and Haircode brands in Egypt
and its entry into South Africa.

Key investment risks

 Volume growth to tend lower due to a rising inflationary
environment, pressurizing consumer wallets.

 Copra price fluctuation poses a risk to profitability in
the core business of pure coconut oil despite a change
in the pricing policy and improved pricing power of the
company.

Comparative valuations
Marico GCPL Dabur

P/E (x) FY11E 27.2 26.7 28.0

FY12E 23.4 22.2 23.5

P/BV (x) FY11E 8.9 7.5 11.4

FY12E 6.8 6.6 9.0

EV/Sales (x) FY11E 2.5 4.0 3.9

FY12E 2.0 3.1 3.3

EV/EBITDA (x) FY11E 19.6 22.3 20.9

FY12E 15.7 17.5 17.7

Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 63.0 63.0 63.5

Domestic Inst 4.5 5.2 7.2

Foreign 25.5 24.5 21.9

Others 7.0 7.3 7.5

Marico: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 4.5 4.8 -6.2

FY12 5.3 5.8 -8.0

Target Price and Recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

124 116 -5.9 Neutral

Recent developments

 Marico is increasing prices of Parachute by ~8% to
cover the copra price surge.

Valuation and view

 We are upgrading our FY11 estimates by 9%, 4% for
FY12 and 1% for FY13. Our EPS estimates are revised
to Rs5.3 for FY12 and Rs6.5 for FY13, implying EPS
CAGR of 19.4% over FY11-13.

 The stock trades at 23.4x FY12E and 19.1x FY13E.
Neutral.

Sector view

  We are cautious on the sector given slower income
growth in the economy, which might impact companies'
volumes and profit margins.

 Companies with low competitive pressure and broad
product portfolios will be able to better withstand a
slowdown in a particular segment.

 Long term prospects appear bright, given rising incomes
and low penetration.
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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.
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