Marico earnings outlook improves
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At & time when inflationary
pressure welghs on the earn-
ings of most fast-moving con-
sumer goods (FMCG) compa-
riles, Marlco stands out.

Marico's products and ser-
vigek are In the area of groom-
ing and health care.

The price of copta, Its key
raw material, is down by
around 35 per cent from Jan-
uary, helping the proficabdiicy
and volumes of the compa-
ny's key hair oils portfalio —
Parachure Rigids (coconut obl
packs in blue bottles),

Copra prices had surged
from arcund 255 a kg in July
2016 1o over T140 a kg in early
2018 but are now down (o
about 890 a kg, estimates JM
Financial, With the high ear-
Her price, the company had
raised those in Parachute,
affecting volumes and mar-
ging in earlier quarters, With
copra prices declining on a
sequential basis, these opera-
tional parametars are improv-
Ing, as reflected In the Sept-
ember 2018 guarter (Q2)
numbers,

Gross profit margin at 44
per pent In G2, although down
293 bosls polnts (bps) over a
yiear, was up 171 bps aver the
April-Tune quartet, Analyts at
Emkay Global also belleve
that lower copri prices should
help Marico offset inflation in
other input prices, such as
rlce bran and packing materi-
fils, Coupled with recent price
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hiles in Parachute, some exp-
ect the gross profit margin to
improve in the rest of 2018-19,
and then by around 100 bps
in 2019-20.

In Q2, lower operating ex-
penses (orther than raw mate-
rlal costs) fell 60-76 bps as a
percentage of operating Ineo-
me, year on yvear, Conseque-
ntly, the earnings before inter-
est, tax, depreciation and
amaortisation (Ebltda) margin
of 16 per cent in Q2, though
down B2 bps oVer a year, was
better than expectations,
Overall, revenue growth over
o yenr was 20 per cent at T18.4
billlon; net proflr rose 18 per
cent 1o €2.2 billion, ahead of
analyst expectations,

The Street celebrated the
results, announced on Friday
last week, with the Marco sio-
ck rising about five per cent in
the past three trading ses-
slons, versus a 0.5 per cent
rise in the FMCG Index on the

BSE exchange. With lower
copra rates, Marico is expect-
ed to see a 17-18 per cent
Ebitda margin in FY19, rising
o 18-19 per cent in FY20.
Vivek Karve, chief financial
officer, savs: "Our medium-
term guldance (forecast) for
the Ebitda margin is 17-18 per
cent at a consolidated level.”
Further comfort comes from
Marico's eight per cent vo-
lume growth in Q2 on the
Parachute Rigids portfolio,
This was desplre a strong 12
per cent Incréase in volumes
in the year-ago quarter.
Analysts say part of the bene-
fits from lower copra prices
would be passed on to cons
sumers, which would further
push Parachute’s volumes.
Karve conflrms: “As copra
prices recede, we will pass on
commensurate value to con-
sumers, 1o protect and grow
the franchise. We'll target to
maintain a fve to seven per

cent volume growth for our
flagship brand, Parachute
Rigids."

Volume growth in value-
added hair oils was only five
per cent, affected due to low-
er offtake from the Canteen
Stores Department (CSDY, un-
der the defence ministry,
However, analysts expect this
to recover in the coming quar-
ters, aided by improvement
in Kerala sales (normalisation
after the floods) and the CSD
channel.

In Saffola, its edible oil
business, Marico's manage-
ment is targeting volume
growih in a high single-digit
in the second half of FY19 and
then in double-digit in the
medium term.

Censequently, with the
recovery in key portfolios, the
firm is expected o achieve its
overall volume growth target
of elght to 10 per cent, as com-
pared to 3.5 per cent in FY18.
This would also be aided by
market expansion. Some of
the gains in input costs could
also be invested in higher
advertising spending. The
management says investment
on brand building is to be
ramped up, to suppor mar-
ket growth Initathves In core
categories, expansion into
adjacent ones and a visibly
strong nnovation pipeline for
the next two to threée years,

Also, Marlco plans to scale
up market penetration for
new product categories, one
being Advanced Aloe Vera
Enriched Coconut Hair Ol



