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BSE SENSEX S&P CNX
CMP: INR9,990 TP:INR9,800(-2%) Neutral

36,971 11,069

Bloomberg PGIN Sales momentum sustains; material cut in EPS forecasts on major margin miss

Equity Shares (m) 32 m  Net sales grew strongly for the second straight quarter at 16.2% YoY to

M.Cap.(INRb)/(USDb) _ 3243/45 \ g8 oy (our estimate: INR8.3b) in 2QFY19 (FY ending June). H EBITDA

52-Week Range (INR) 11000 / 8714 .2b (our estimate: .3b) in ending June). However,

1,6, 12 Rel. Per (%) -1/-4/2 declined by 9% YoY to INR1.9b (our estimate: INR2.4b) and adj. PAT was down

12M Avg Val (INR M) 68 by 5.4% YoY to INR1.2b (our estimate: INR1.5b).

Free float (%) 294 m  Gross margin shrank 460bp YoY to 55.5%, which can be attributed to a
combination of factors, such as (a) high commodity inflation levels, as also

Financials & Valuations (INR b) witnessed by peers so far in the Dec’18 results, (b) 10% price cuts in Whisper

Y/E) 2019E 2020E 2021E . . . . .

/E June Choice Ultra and (c) absence of input tax credit under GST for sanitary napkins.

Net Sales 286 332 394 . .

EBITDA 6.7 33 105 EBITDA margin shrank 650bp YoY to 23.4%, led by higher ad spends (+140bp

PAT 4.4 54 6.8 YoY — fourth straight quarter of sharp increase YoY), employee cost (+40bp

EPS (INR) 134.4 167.0 209.9 YoY) and other expenses (+10bp YoY).

Gr. (%) 18.0 243 257 m 1HFY19 performance: Net sales were up by 18.2% YoY to INR16.1b, EBITDA

E"é 5(“/()'“R) 28(9)-2 34;-(7) 402-9 rose 0.8% YoY to INR4b and PAT grew 5.0% YoY to INR2.6b.

OE (% 50.0 53.0 56.1
- . . 1 ~EMo

ROCE (%) 516 546 577 Negative net working capital increased by ~60% both YoY and over March, as

P/E (x) 743 598 476 the increase in creditor days offset the rise in other components.

P/BV (x) 345 292 246 M Valuation view: Changes to the model have resulted in a 16.4%/12.8%/8.4%
reduction in our EPS estimate for FY19/20/21. Absence of input tax credit and
price reduction will have an impact on margins in the subsequent quarters as

Estimate change 1 well. Two factors make PG an attractive long-term core holding: (1) huge

TP change 1 category growth potential in the feminine hygiene segment (~70% of sales) and

Rating change - potential for market share growth because of its considerable moats and (2)
potentially huge margin gains from premiumization over the longer term in
feminine hygiene. However, while PG remains a long-term pick, valuations of
59.8x FY20E EPS are expensive. Target multiple of 52x Dec’20E EPS (10%
discount to 3 year average) results in TP of INR9,800. Maintain Neutral.

Standalone - Quarterly Earning Model (INR Million)

Y/E June FY18 FY19 FY18  FYI9E  FY19 Var.
1Q 20 3Q 4Q 1Q 20 3QE  4QE 20E (%)

Net Sales 6,576 7,042 5689 5247 7,918 8181 6514 6,010 24,553 28,623 8309 -1.5%

YoY Change (%) 9.5 95  -09 43 204 162 145 146 58 16.6 18.0
Gross profit 3,804 4,235 3641 3387 4766 4,542 3,693 3457 15066 16,458 5,126.7
Margin (%) 578 601 640 646 602 555 567 575 614 57.5 61.7
EBITDA 1,875 2,102 1,464 839 2,096 1,912 1,433 1257 6,280 6,698 2,368 -19.2%
Growth 240 80 48 -360 118 90 -21 497 55 6.7 13
Margins (%) 285 299 257 160 265 234 220 209 256 234 28.5
Depreciation 128 135 137 123 121 123 130 132 524 506 170
Interest 4 5 4 41 4 5 6 6 53 21 10
Other Income 35 71 66 68 96 117 115 121 241 448 110
PBT 1,777 2,033 1,307 744 2,066 1,901 1,412 1240 6,025 6,619 2,298 -17.3%
Tax 622 721 475 298 716 660 484 390 2,160 2,250 793
Rate (%) 350 355 363 401 347 347 343 315 358 34.0 345

Adj PAT 1,156 1,312 832 445 1,350 1,241 928 849 3,746 4,368 1,505 -17.5%
YoY Change (%) 106 -129 -165 -429 168 54 114  90.6 -13.4 16.6 14.7
Margins (%) 176 186 146 85 171 152 142 141 153 15.3 18.1

E: MOSL Estimates
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MoTiLAL OSWAL P&G Hygiene and Healthcare

Exhibit 1: Changes in our model have led to EPS cut of 16.4%/12.8% for FY19/20

Change in Estimates New old Change

FY19E FY20E FY21E FY19E FY20E FY21E FY19E FY20E FY21E
Net Sales 28,623 33,201 39,438 29,119 33,580 39,885 -1.7% -1.1% -1.1%
EBITDA 6,698 8,300 10,530 8,070 9,555 11,487 -17.0% -13.1% -8.3%
Adjusted PAT 4,368 5,428 6,821 5,228 6,226 7,451 -16.4% -12.8% -8.4%

Source: Company, MOSL

Exhibit 2: P&G Hygiene P/E (x) Exhibit 3: Consumer sector P/E (x)
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MoTiLAL OSWAL

Financials and Valuations

P&G Hygiene and Healthcare

Standalone - Income Statement (INR Million)
Y/E June FY15 FY16 FY17 FY18 FY19E FY20E FY21E
Total Income from Operations 23,338 22,754 23,204 24,553 28,623 33,201 39,438

Change (%) 13.8 -2.5 2.0 5.8 16.6 16.0 18.8
Raw Materials 9,209 8,848 9,150 9,487 12,165 13,779 15,775

% of Sales 39.5 38.9 394 38.6 42.5 41.5 40.0
Employees Cost 1,133 1,174 1,141 1,152 1,317 1,494 1,735

% of Sales 49 5.2 49 4.7 4.6 4.5 4.4
Other Expenses 8,152 6,674 6,267 7,634 8,444 9,628 11,398

% of Sales 349 29.3 27.0 31.1 29.5 29.0 28.9
Total Expenditure 18,494 16,696 16,558 18,273 21,925 24,901 28,908

% of Sales 79.2 73.4 71.4 74.4 76.6 75.0 73.3
EBITDA 4,844 6,059 6,646 6,280 6,698 8,300 10,530

Margin (%) 20.8 26.6 28.6 25.6 23.4 25.0 26.7
Depreciation 525 517 597 524 506 617 748
EBIT 4,319 5,542 6,049 5,756 6,192 7,683 9,782
Int. and Finance Charges 57 63 104 53 21 30 33
Other Income 746 876 773 241 448 572 587
PBT bef. EO Exp. 5,008 6,355 6,718 5,944 6,619 8,225 10,335
EO Items 0 0 0 -82 0 0
PBT after EO Exp. 5,008 6,355 6,718 5,862 6,619 8,225 10,335
Total Tax 1,547 2,130 2,390 2,160 2,250 2,796 3,514

Tax Rate (%) 30.9 33.5 35.6 36.8 34.0 34.0 34.0
Reported PAT 3,461 4,225 4,327 3,702 4,368 5,428 6,821
Adjusted PAT 3,461 4,225 4,327 3,746 4,368 5,428 6,821

Change (%) 14.6 22.1 2.4 -13.4 16.6 24.3 25.7

Margin (%) 14.8 18.6 18.6 15.3 15.3 16.3 17.3
Standalone - Balance Sheet (INR Million)
Y/E June FY15 FY16 FY17 FY18 FY19E FY20E FY21E
Equity Share Capital 325 325 325 325 325 325 325
Total Reserves 13,133 16,193 4,937 7,730 9,085 10,767 12,882
Net Worth 13,457 16,518 5,261 8,055 9,409 11,092 13,207
Deferred Tax Liabilities -40 -89 -263 -230 -253 -278 -306
Total Loans 0 0 0 0 0 0 0
Capital Employed 13,418 16,428 4,999 7,825 9,156 10,814 12,901
Gross Block 5,222 5,819 6,505 6,612 7,504 8,604 9,748
Less: Accum. Deprn. 2,128 2,645 3,173 3,169 3,675 4,292 5,040
Net Fixed Assets 3,093 3,174 3,332 3,443 3,830 4,312 4,708
Capital WIP 390 347 408 215 422 422 420
Total Investments 0 0 0 0 0 0 1
Curr. Assets, Loans&Adv. 15,962 18,053 8,073 11,308 16,378 19,433 23,565
Inventory 1,191 1,275 1,774 1,236 1,804 2,092 2,485
Account Receivables 1,139 1,496 1,328 1,485 1,804 2,092 2,485
Cash and Bank Balance 6,178 10,732 1,168 3,996 7,824 10,286 13,614
Loans and Advances 7,454 4,550 3,803 4,591 4,947 4,963 4,980
Curr. Liability & Prov. 6,027 5,146 6,815 7,140 11,473 13,354 15,793
Account Payables 3,723 3,241 3,632 4,062 5,120 5,936 7,046
Other Current Liabilities 2,234 1,838 2,625 2,548 2,803 3,083 3,391
Provisions 70 67 558 530 3,550 4,335 5,355
Net Current Assets 9,934 12,907 1,258 4,168 4,905 6,080 7,772
Appl. of Funds 13,418 16,428 4,999 7,825 9,156 10,814 12,901

E: MOSL Estimates

7 February 2019



MoTiLAL OSWAL P&G Hygiene and Healthcare

Financials and Valuations

Ratios

Y/E June FY15 FY16 FY17 FY18 FY19E FY20E FY21E
Basic (INR)

EPS 106.5 130.0 133.1 113.9 134.4 167.0 209.9
Cash EPS 122.8 146.1 151.7 131.5 150.2 186.2 233.2
BV/Share 414.6 508.9 162.1 248.2 289.9 341.7 406.9
DPS 0.0 36.0 389.0 40.0 92.9 115.4 145.0
Payout (%) 0.0 27.7 292.2 35.1 69.1 69.0 69.0
Valuation (x)

P/E 93.8 76.8 75.0 87.7 74.3 59.8 47.6
Cash P/E 81.3 68.4 65.8 75.9 66.5 53.6 42.8
P/BV 24.1 19.6 61.6 40.3 34.5 29.2 24.6
EV/Sales 13.6 13.8 13.9 13.0 11.1 9.5 7.9
EV/EBITDA 65.7 51.8 48.6 51.0 47.2 37.8 29.5
Dividend Yield (%) 0.0 0.4 3.9 0.4 0.9 1.2 1.5
FCF per share 131.4 92.5 123.7 116.3 198.3 175.4 231.4
Return Ratios (%)

RoE 29.5 28.2 39.7 56.3 50.0 53.0 56.1
RoCE 30.0 28.6 41.0 59.1 51.6 54.6 57.7
Working Capital Ratios

Asset Turnover (x) 1.7 1.4 4.6 3.1 3.1 3.1 3.1
Inventory (Days) 19 18 24 22 23 23 23
Debtor (Days) 16 19 22 21 23 23 23
Creditor (Days) 47 51 54 57 65 65 65
Leverage Ratio (x)

Debt/Equity 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Standalone - Cash Flow Statement (INR Million)
Y/E June FY15 FY16 FY17 FY18 FY19E FY20E FY21E
PBT 5,008 6,355 6,718 5,818 6,619 8,225 10,335
Depreciation 525 517 597 524 506 617 748
Net interest expense -658 -785 -644 -147 -427 -542 -554
Others 212 66 146 225 0 0 0
(Inc)/Dec in WC 1,225 -615 135 466 3,090 1,288 1,636
Taxes -2,056 -2,013 -2,500 -2,731 -2,250 -2,796 -3,514
CF from Operations 4,256 3,525 4,453 4,155 7,538 6,792 8,652
(Inc)/Dec in FA 10 -523 -438 -381 -1,100 -1,100 -1,142
Free Cash Flow 4,266 3,002 4,015 3,774 6,438 5,692 7,510
(Pur)/Sale of Investments 0 0 0 0 0 0 -1
Others 274 2,770 2,009 115 425 547 559
CF from Investments 284 2,247 1,571 -266 -675 -553 -584
Issue of Shares 0 0 0 0 0 0 0
Inc/(Dec) in Debt 0 0 0 0 0 0 0
Dividend Paid -893 -1,182 -15,550 -1,055 -3,014 -3,746 -4,707
Interest Paid -9 -35 -37 -6 -21 -30 -33
Others -152 0 0 0 0 0 0
CF from Fin. Activity -1,053 -1,217 -15,587 -1,061 -3,035 -3,776 -4,740
Inc/Dec of Cash 3,487 4,554 -9,564 2,828 3,828 2,463 3,328
Opening Balance 2,691 6,178 10,732 1,168 3,996 7,824 10,287
Closing Balance 6,178 10,732 1,168 3,996 7,824 10,287 13,615

E: MOSL Estimates
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Corporate profile

P&G Hygiene and Healthcare

Company description

Procter & Gamble Hygiene & Health Care Limited
(PGHH), a 71% subsidiary of P&G, manufactures,
distributes and markets three major brands in India
— Whisper (sanitary napkins), Vicks (balm, cough
drops and tablets), and Old Spice (aftershave lotion
and deodorants). Whisper is the market leader,
with ~56% share Indian Feminine Hygiene market,
which contributed to ~67% of sales in FY18 (June
year-end). Vicks is also the market leader, with over
30% share in the cough, Cold and Hay Fever
segment of OTC (over the counter) products.

Exhibit 1: Sensex rebased
P & G Hygiene

Sensex - Rebased
11,200
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May-18 Aug-18 Nov-18 Feb-19

Source: MOSL/Bloomberg

Exhibit 2: Shareholding pattern (%)

Exhibit 3: Top holders

Dec-18 Sep-18 Dec-17 Holder Name % Holding
Promoter 70.6 70.6 70.6 Life Insurance Corporation Of India 3.2
DIl 10.6 10.1 9.6 Sbi Equity Hybrid Fund 2.1
Fll 3.4 3.7 3.9 General Insurance Corporation Of India 1.6
Others 15.4 15.6 15.9

Note: Fll Includes depository receipts Source: Capitaline

Exhibit 4: Top management

Source: Capitaline

Exhibit 5: Directors

Name Designation

Name

Name

R A Shah Chairman

Madhusudan Gopalan Managing Director

Ishan Sonthalia Company Secretary

Karthik Natarajan
Pramod Agarwal

Shailyamanyu Singh Rathore

Sonali Dhawan
A K Gupta*
Bansi S Mehta*

Source: Capitaline

Exhibit 6: Auditors

*Independent

Exhibit 7: MOSL forecast v/s consensus

Name Type

Cost Auditor

Ashwin Solanki & Associates
Dholakia & Associates LLP Secretarial Audit

Kalyaniwalla & Mistry LLP Statutory

Source: Capitaline

MOSL Consensus Variation
EPS (INR)
forecast forecast (%)
FY19 134.4 142.3 -5.5
FY20 167.0 169.5 -1.5
Fy21 209.9 225.7 -7.0

Source: Bloomberg
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Explanation of Investment Rating

Investment Rating Expected return (over 12-month)

BUY >=15%

SELL <-10%

NEUTRAL <-10% to 15%

UNDER REVIEW Rating may undergo a change

NOT RATED We have forward looking estimates for the stock but we refrain from assigning recommendation

*In case the recommendation given by the Research Analyst becomes inconsistent with the investment rating legend, the Research Analyst shall within 28 days of the inconsistency,
take appropriate measures to make the recommendation consistent with the investment rating legend.
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financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. Each recipient of this document
should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this document (including
the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an investment. The investment discussed or views expressed may not be
suitable for all investors. Certain transactions -including those involving futures, options, another derivative products as well as non-investment grade securities - involve substantial
risk and are not suitable for all investors. No representation or warranty, express or implied, is made as to the accuracy, completeness or faimess of the information and opinions
contained in this document. The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as
endorsement of the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and
alternations to this statement as may be required from time to time without any prior approval. MOSL, its associates, their directors and the employees may from time to time, effect
or have effected an own account transaction in, or deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment
banking or other services for, or solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and
independent of each other. The recipient should take this into account before interpreting the document. This report has been prepared on the basis of information that is already
available in publicly accessible media or developed through analysis of MOSL. The views expressed are those of the analyst, and the Company may or may not subscribe to all the
views expressed therein. This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other
person or published, copied, in whole or in part, for any purpose. 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 MOSL
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. Neither the Firm, not its directors, employees,
agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in
connection with the use of the information. The person accessing this information specifically agrees to exempt MOSL or any of its affiliates or employees from, any and all
responsibility/liability arising from such misuse and agrees not to hold MOSL or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSL or
any of its affiliates or employees free and harmless from all losses, costs, damages, expenses that may be suffered by the person accessing this information due to any errors and
delays.

Registered Office Address: Motilal Oswal Tower, Rahimtullah Sayani Road, Opposite Parel ST Depot, Prabhadevi, Mumbai-400025; Tel No.: 022-3980 4263; www.motilaloswal.com.
Correspondence Address: Palm Spring Centre, 2nd Floor, Palm Court Complex, New Link Road, Malad (West), Mumbai- 400 064. Tel No: 022 3080 1000. Compliance Officer:
Neeraj Agarwal, Email Id: na@motilaloswal.com, Contact No.:022-38281085.

Registration details: MOSL: SEBI Registration: INZ000158836 (BSE/NSE/MCX/NCDEX); CDSL: IN-DP-16-2015; NSDL: IN-DP-NSDL-152-2000; Research Analyst: INH000000412.
AMFI: ARN 17397. Investment Adviser: INAO00007100. Motilal Oswal Asset Management Company Ltd. (MOAMC): PMS (Registration No.: INP000000670) offers PMS and Mutual
Funds products. Motilal Oswal Wealth Management Ltd. (MOWML): PMS (Registration No.: INP000004409) offers wealth management solutions.  *Motilal Oswal Securities Ltd. is
a distributor of Mutual Funds, PMS, Fixed Deposit, Bond, NCDs, Insurance and IPO products. ~ *Motilal Oswal Real Estate Investment Advisors Il Pvt. Ltd. offers Real Estate
products. * Motilal Oswal Private Equity Investment Advisors Pvt. Ltd. offers Private Equity products.

* MOSL has been amalgamated with Motilal Oswal Financial Services Limited (MOFSL) w.e.f August 21, 2018 pursuant to order dated July 30, 2018 issued by Hon'ble National
Company Law Tribunal, Mumbai Bench. The existing registration no(s) of MOSL would be used until receipt of new MOFSL registration numbers.
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