
Results  -  Below est; Decline in non-oral care mix impacts margins; PAT grows 7%; Downgrade to Neutral

 The results were below our estimates with a PAT miss of 11%. Revenues at INR518cr were in line with our estimate

of INR 515cr, increased 3% YoY driven by volume growth of 6% and realisation degrowth of 3%.  AMESA and Europe

regions grew by 4% and 5% respectively while EAP (East Asia Pacific) and Americas declined by 4% and 8%.

Americas degrew by 8% mainly due to inventory correction by one of its large customers which is expected to get

corrected from the next quarter onwards.

 Gross margins expanded by 100bp YoY on the back lower raw material costs. EBITDA Margin at 18.9% declined by

50bp YoY and EBITDA at INR 97.6cr was flat YoY against our estimate of INR 102cr. The main reason for a drop in

margins was the decline in share of non-oral care mix in total revenues from 42.6% to 40.5% YoY (Non-oral care

revenues declined by 2%).

 PAT at INR 37.6cr was higher by 7% on YoY basis however it was lower than our estimate of INR 42.4cr by 11%.
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YEAR SALES A.PAT A.EPS A.EPS PE P/BV EV/ DIV. YLD ROE

END (INRCr) (INRCr) (INR) Gr.(%) (X) (X) EBITDA(X)  (%) (%)

FY16 2,185 180 11.6 34% 18.0 3.4 9.4 1.0% 19%

FY17E 2,289 210 13.4 15% 15.7 3.0 8.7 1.2% 19%

FY18E 2,565 253 16.1 21% 13.0 2.6 7.9 1.4% 20%

 Essel is a leader in oral care laminate tubes with a global market share of 36%. Its entry in non-oral care markets like

cosmetics and pharma has increased the addressable market by over 3.5x. Non-oral care formed 42% of revenue in

FY16 and shall continue to drive growth for Essel.

 Essel's European and American operations constituting 19% and 22% of revenue respectively were underperforming

due to low capacity utilisation. However, with rising contracts from customers and improving scalability, these regions

have witnessed substantial jump in profitability and shall contribute to the improvement in ROE from single digits

prior to FY14 to 20% by FY18E.

 Owing to the below estimated margin performance in the current quarter on the back of a decline in non-oral care mix

(non-oral care sales declined by 2%), we downgrade our EPS estimates by 11%/7% respectively for FY17E/18E and

also downgrade the rating to Neutral from Buy earlier post the recent run up in the stock. We expect revenue and PAT

to post a CAGR of 8% and 18% respectively over FY16-18E. We maintain our target price of INR 230 for the stock by

valuing the business at 13.3x PE based on Sep 2018E EPS (in line with Essel's post-tax ROCE).

Valuation and view

CMP: INR218         TP: INR230 (6%)                 Neutral
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INRCr 1QFY16 4QFY16 1QFY17 yoy qoq FY16 FY17E yoy

Revenue 510 561 528 4% -6% 2185 2289 5%

Expenditure 412 458 430 4% -6% 1761 1835 4%

EBITDA 98 103 98 0% -5% 424 454 7%

Other Income 5 10 5 -1% -56% 22 22 1%

Interest 17 15 13 -24% -15% 62 51 -19%

Depreciation 29 32 31 8% -2% 127 131 4%

Extraordinary Exp 1 11 -1 4 0 -100%

Profit before tax 55 55 58 6% 7% 252 293 17%

Tax 20 14 20 1% 46% 72 83 17%

Adj. PAT 35 41 38 7% -9% 180 210 17%

EBITDA (%) 19.4% 18.7% 18.9% 19.7% 20.1%

PAT (%) 7.0% 7.5% 7.3% 8.3% 9.3%
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