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SECTOR: OTHERS

Y/E MARCH FY16 FY17E FY18E

Revenue 2154 2245 2559

EBITDA 424 486 530

EBITDA Margin 19.7% 21.6% 20.7%

NP (Adj.) 180 233 271

EPS (Adj.) 11.6 14.8 17.3

EPS Growth 34% 27% 16%

BV/share 62 70 83

ROE (%) 19 21 21

ROCE (%) 19 22 23

P/E (x) 16.0 12.6 10.8

P/BV (x) 3.0 2.7 2.2

Global leader in laminated oral care tubes with 36% market

share: Essel is the leader in laminated oral care tubes world over,
with a global market share of 36% (65% in India). The company
manufactures tubes for oral care (58% of revenue) and non-oral care
(42% of revenue) segments.
Entry in non-oral care increases total addressable market by

over 3.5x: In 2006, Essel ventured into non-oral care tubes and
pioneered the global transition from plastic/aluminum tubes towards
laminate tubes. By focusing more on non-oral care, the company has
more than doubled its target market volumes to 36b tubes - 10b from
pharma, 12b from cosmetic and 14b from oral care. Further, realizations
in pharma and cosmetics are 2x and 4x respectively of oral care and
hence the total addressable market for Essel increases to over 3.5x in
value terms. During FY11-16, revenue from non-oral care segment
clocked a CAGR of 17% and is expected to post a CAGR of 14%
over FY16-18E driven by lower penetration of laminated tubes in
pharma and cosmetic industry.
Improved performance in Europe and Americas to enhance

ROE: European operations (19% of sales) were reeling under losses
due to limited scale of operations. However, persistent efforts have
resulted in the subsidiary bagging long term contracts which resulted
in a turnaround in its performance since FY15. Revenues in Europe
have grown at a CAGR of 25% between FY11-16, while EBIT margins
have improved significantly (from incurring losses until FY14 to 5.6%
in FY16). The Americas region (22% of sales) also faced difficulties
in ramping up due to low capacity utilization owing to higher focus on
non-oral care business which required a lot of marketing effort vs. the
oral care business which constitutes secured long term contracts. The
EBIT margins of Americas have improved from 7.0% in FY14 to
12.6% in FY16. Consequently, consolidated ROE has expanded from
15% in FY14 to 19% in FY16. The management aims to further
increase margins in both these geographies and bring them in line with
that of AMESA and EAP regions (i.e. EBIT margins of 17.5%) which
should enable further expansion in ROE.
Valuations & View: We expect revenue and PAT to post CAGR of
9% and 22% over FY16-18E led by the company's focus to increase
non-oral care share and an improvement in global operations. Essel's
return ratios as well as growth is higher than comparable global peers,
however it trades at a 30% discount to them which make the valuations
compelling. We initiate coverage with 'Buy' and a target price of INR
230 (13.3x PE on FY18E - in line with Essel's post-tax ROCE).
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Exit from non-core areas with focus on deleveraging: In its bid to diversify and find newer growth
avenues, Essel ventured into non-core areas such as medical equipment and specialty packaging in 2006.
However, it later exited these businesses (medical equipment in 2009 and specialty packaging in 2015) and
decided to focus on its core competency of tube manufacturing. The sale receipts from these businesses have
been used to reduce debt. Further, Essel shall utilize its free cash flows to retire its debt gradually. Thus the
debt/equity is expected to decline from 1.5x in FY14 to 0.6x by FY17E.

CONCERN:

Adverse movement of raw material price: Essel has raw material (mainly polymers) cost escalation pass
through clauses in its oral care customer contracts which enables the prices to be revised every 3-6 months to
reflect the variation in the material costs. However for the non-oral care business, Essel is exposed to a certain
extent to the vagaries of movement in polymer prices, which is a crude derivative.

Global slowdown could impact the pace of acceptance of laminated products in non-oral care: A
global slowdown would result in slower pace of new product introductions / refreshes which is the primary
source of contracts as FMCG companies typically do not indulge in changing anything with respect to a product
which is well-accepted and are only willing to use laminate tubes for newer products / refreshes.

Forex impact:  Global nature of operations exposes Essel to multiple currencies, however, on the oral care
side, prices get reviewed and revised in the event of significant currency movements.Essel hedges most of its
non-oral care exposure. Essel would also have to bear translation gains/losses while consolidating its financials.

Background:

Established in 1982, Essel Propack is the largest global specialty packaging company manufacturing laminated
(90% mix) and plastic tubes (10% mix) which are best suited to pack viscous products such as pastes, gels,
creams and ointments which are used in various consumer and pharmaceutical segments. Essel functions
through 25 state-of-the-art facilities in 12 countries. The company dominates the oral care market with global
market share of 36% and 65% market share in India. Essel's operations are spread across regions like AMESA
- Africa, Middle East & South Asia (40% mix), EAP - China, Philippines and Indonesia (20% mix), Americas
- US, Mexico and Colombia (22% mix) and Europe - UK, Germany, Poland and Russia (19% mix).

Bargaining Power of Suppliers - LOW

Key raw material i.e. polymers, are of commoditized nature as
they are derived from crude oil. Thus raw material costs would
mirror movements in crude oil prices although with a lag.

Threat of Substitutes - LOW

Laminated tubes have anywhere between 10-18 layers of films compared to 4-5 layers in plastic tubes. Laminated tubes offer many
advantages over plastic tubes, namely, faster lead time, ease in printing, better barrier properties, higher strength and ease of flow.
One of the reasons for faster acceptance of laminated tubes is lower packaging cost for beauty and cosmetic companies (5% of the
product) and pharmaceutical companies (10% of the product), compared to oral care companies (20% of product). Typically, these
tubes have higher realization compared to oral care tubes (beauty and cosmetics - 4x, pharma - 2x). Aluminium Tube as packaging form
is on the decline for ointments, gels and medicated creams. Laminated Tubes offer superior barrier, safety and user friendly features.

Industry Rivalry - LOW

There are only two major tube manufacturers in the world.
Essel is the largest in laminate tubes and Albea in plastic tubes.
Hence the industry is highly consolidated. On the non-oral
front Essel is mainly competing with plastic tube manufacturers
wherein Essel offers a superior value proposition to clients
through its laminate tube offerings with pricing at par with that
of plastic tube manufacturers

Bargaining power of clients - HIGH

On the oral care side, there are few large buyers who understand
the cost structure of their vendors and hence work on fixed
pricing. On the non-oral care side, there are multiple players
with small order sizes and pricing is flexible based on competition
from substitutes (plastic tubes) and raw material costs.

Threat of New Entrants - LOW
As most of the clients are global MNCs, they prefer tube
manufacturers who have global presence as then the MNCs
would undertake testing and proofing at the vendor's plant,
post which, they would instruct the vendor to use the same
specifications across all geographies. If the vendor is present in
a single geography, the MNC client would have to engage in
testing and proofing with multiple vendors at multiple locations
which would consume more resources.and management
bandwidth.

Porter's Five Forces Industry Analysis
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IVRCL: Financials and Valuation

Essel Propack Financials & Valuation
(INRCR)

Y/E MARCH FY14 FY15 FY16 FY17E FY18E

Revenues 2104 2293 2154 2245 2559
Growth 16% 9% -6% 4% 14%
Other Op. Inc. 22 30 31 32 36
Total Income 2127 2323 2185 2277 2596

COGS 1040 1136 956 940 1123
Gross Profit 1087 1187 1229 1337 1473

GP Margin 51.7% 51.8% 57.1% 59.6% 57.6%
Other Expenses 733 796 805 851 943
EBITDA 354 391 424 486 530

EBITDA Margin 16.8% 17.0% 19.7% 21.6% 20.7%
Depreciation 126 132 127 131 135
Other Income 22 21 22 22 23
PBIT 251 280 318 376 418

E/O. Inc/(Loss) (1) 6 (4) 0 0
Interest Cost 81 79 62 50 41
PBT 169 206 252 326 377

Tax 57 61 72 93 107
Rate 34% 30% 28% 28% 28%
PAT 112 145 180 233 270

Inc fm Asso. 0 0 3 3 4
Minority Int 4 5 3 3 3
Adjusted PAT 108 141 180 233 271

Growth 32% 26% 34% 27% 16%
PAT Margin 5.1% 6.1% 8.3% 10.4% 10.6%

Y/E MARCH FY14 FY15 FY16 FY17E FY18E

Adjusted EPS (INR) 6.9 8.7 11.6 14.8 17.3
Book Value 45 50 62 70 83
Div Per Share 1.3 1.6 2.2 2.8 3.3
Dividend Payout 21% 21% 23% 23% 23%
Net Debt / Equity 1.3 1.1 0.7 0.5 0.3
P/E 16.0 12.6 10.8
P/BV 3.0 2.7 2.2
EV/EBITDA 8.4 7.4 6.8
EV/Sales 1.7 1.6 1.4
Dividend Yield 1.2% 1.5% 1.7%
Return Ratios

ROCE 14% 16% 19% 22% 23%
ROE 15% 17% 19% 21% 21%
PAT Margin 5% 6% 8% 10% 11%
Asset Turnover 1.2 1.3 1.3 1.3 1.4
Leverage 2.5 2.2 1.8 1.6 1.4
W.Cap. Ratios

Debtor days 64 60 57 57 57
Inventory days 49 46 45 41 38
Creditor days 64 52 50 49 48
W.Cap cycle 49 54 52 49 47

INCOME STATEMENT RATIOS

Y/E MARCH FY14 FY15 FY16 FY17E FY18E

Share Capital 31 31 31 31 31
Reserves 674 752 944 1070 1279
Networth 706 783 976 1102 1310

Minority Interest 8 8 8 11 14
Loans 1024 962 729 618 491
SOURCES OF FUNDS 1738 1753 1713 1731 1815

Gross Fixed Assets 2438 2553 2778 2941 3096
Less: Depreciation 1540 1665 1792 1923 2059
Net Fixed Assets 898 887 986 1018 1038

Capital WIP 36 89 12 0 0
Investments 45 46 48 48 48
Inventories 225 232 207 192 204
Debtors 368 376 335 350 399
Cash & Investments 142 116 85 76 104
Loans & Advances 336 335 342 349 356
Other Curr Assets 44 29 44 45 45
Curr. Assets 1114 1088 1014 1011 1108
Creditors and Prov. 350 343 331 350 402
Net Current Assets 763 745 682 661 706

Less Net Def. Tax Liab 4 14 15 -5 -24
APPLICATION OF FUNDS1738 1753 1713 1731 1815

(INRCR)BALANCE SHEET

Y/E MARCH FY14 FY15 FY16 FY17E FY18E

EBITDA 354 391 424 486 530
Adjustments -21 -8 0 0 0
(Inc)/Dec in W.Cap (93) (18) 31 12 (17)
Pre Tax OCF 240 365 455 498 514
Tax Paid (48) (51) (62) (115) (130)
CF from Operations 192 314 393 383 384

(Inc)/Dec in FA (201) (167) (148) (151) (155)
Invst in Bank Deposits 73 (20) 39 (48) 6
Interest Received 22 21 22 22 23
CF from Investing act. (105) (167) (88) (178) (126)

Inc/(Dec) in Sh. Prem. 0 0 0 0 0
Inc/(Dec) in Debt 65 (63) (233) (111) (127)
Interest Paid (81) (79) (62) (50) (41)
Divd Paid (incl Tax) (23) (30) (42) (53) (62)
CF from Financing act. (40) (172) (337) (214) (229)

Inc/(Dec) in Cash 47 (25) (31) (9) 29
Add: Opening Balance 94 142 116 85 76
Closing Balance 142 116 85 76 104

CASH FLOW (INRCR)
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