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Gagan Abluwalin:

Sunil Duggal:

Dabur india Limited
Jamnary 28, 2016

FThank you. Good Aflernoon, Ladies and Gentlemen. On bebadl of the Management of Dabur
ndia Limited, I welcome you 1o this sonference all penaining 1o the resulis for the Quarnier-
ended December 31, 2015 We have here with us Mre. Sunil Duggal ~ CEO, Dabur India
Limited; Mr. Lalit Malik - Chief Finsncial Officer, Mr. Saibad Sengupta - Viee President
{Finance) and Mr, Ashok Jain ~ Vice President {Finance) & Company Secretary, We wilf now
start with an overview of the company s performance by M, Duggal followed by Q&A. T now

hand over to Mr. Duggal. Thank you.

Thank you, Gagan. Good Aflermoon, Ladies and Gentlemen and Welcome. Daring the quarter,
Dabur’s consolidated sales increased by 2.4% to Rs.2,122 crotes and profit afier tax increased
by 12.6% 0 Rs.319 crores. The business faced severs] beadwinds this quarier which we

beleve are episodical in asture sad not struciural:

First was & disraption in juice supply from our Nepal facility due o losger than expected
political trbulesice in the country. This one~ofi situation hid the impact of spproximetely
Rs 100 crores on the top lisie on socount of & decline of 23.7% in our Foods business in the 37
Cesrter, We have taken action W ramp up alfernative sources of production and would be able
o meet substantial part of the demand through our Beverage ficilities in Sri Lanks, Rajasthan

and tie-ups with 3% panty manufacturers even if the border situation continues.

Seonnd, the season was not favorable for our winter-cestric products as the winter was delayed

by over a month. In fact, this December was the warmest ever recorded.

Third, there has been a continuous slowdown in category growth and heightened competitive
intensity in the FMCG sector. While demand slowdown is persisting and revival is not yet in
sight, we are continuing our efforts to invest strongly behind our brands and business thyough
agpressive novalion, premiumizstion, building strong consumer connect, seiting up the

advoeacy platforms and a number of other initiatives,
Coming to the Category Highlights:

The Toothpaste portfolio continue to owtperform the category and grew by 15.5%. Red
Toothpaste and Meswak continued on a strong growth trajectory and recorded double-dipit
volume growth on the back of strong consumer pull and focused marketing initistives. Our
market share in Toothpaste category continues 1o show an upward trend with a gain of over 1%

over last year.

Skin Care eategory recorded around 1096 growth in (3 on the back of cifeetive campuigng
during, the pre-fistive season, To capture the trend of premiumization in the Blesch category,
we added the Fern Diamond Bleach o our portfolio, Gulabari Face Wash Range has been test

lsunched with three varisnts — Pimple Control, Faimess and Daily Cleansing, The Salon
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chaunnel is further bedng ramped up with penctration of our three Skin Care brands - Oxy, Fem

and Gulabari,

Home Care portfolio grew by RA% with both Odonil and Gdomos posting double-digit
growths, Extensive use of Digital Media and lonovation has helped enhance growth in the
category. We recently launched the Sanifresh Germ Card Vardant and also added two Food-

based Gel Fragrances to our Odonil portfalio.

Heir Oils wilnessed value growih of around 2% however, voltine growth was in high single
digits. Perfumed Hair Qils registered good growth in the back of consumer engagement and
regional Tocus. Coconut Qils posted subdued growth because of deflaiton in Coconut Oils,
Shampao category remain subdued on sccount of heightened competitive intensity: hiwever,
we are continuing to invest behind our brand and have re-lmunched Vatika Shampoo in a more
contemporsry format and variants. We believe that the revamip portfolic would help in

aliracting consumers and enhance the brand sppeal.

The OTC and Ethical portfolio registered growth of 7.53% during the guager, The Medica
Detailing Initiative calied “Project League™ is on track and has belped clocked good growth for

a host of products like Honitus, Junma Ghunti, Gripe Water, Natore Care and Shifajit.

Health Supplements registered decling in growth as sales for Chyawanprash and Honey were
impascted due to delay in the winter scason. However, the vartants and flavors under the
Chyswasprash umbrelia witnessed strong growth of around 25%, which is indicative of market

evolution towards premivmization and value added products in Healtheare,

In the Digestives category, Pudin Hara registered strong double-digit growths driven by
continued investment hehind the brand o induce trials, Hajmola Franchise was under pressure

due o sfuggish consumer demand.

The Intemnational business recorded growth of around 15% fed by strong revival in the
Namasie portfolio. Both the domestic and international markess of Nasaste performed well
with the International business prowing ahead of 50%. The Organic International business

recorded prowth of 10,7%.

On the profitability side, gross margin increased by 416 basis points, driven by benign inpu!

cost environment. Operating margin improved by around 85 basis poinis and touched 17.8% in
the 3% Quarter, We continue ta iavest in our brands and this refiects in our ad pro expenditure
which was at 16.5% of sales growing by 109 basis points year-on-year. Profit afler fax prew by
12.6% during the guarier. Althouph we have faced several headwinds in the 3% Quarter we
believe that we have the ability 10 mitigate them going forward. The Fuice supply issue has
been largely addressed by ramping up sllemative fasilities and the business iz already getting

back on track. We believe that ihe long term health of the business is intact and we will
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continge {0 dnvest strongly in fulure development and évolution of the brands. More
specifically, we are orienting our bramds fowards more preminm and value added ofTerings in
most of our categories. This will enable us 1o cater to more discerning consumens who demand
higher quality and newer formats 0 cater o their evolving 1ife sivles. We believe that this
strategy would enable us to innovate strongly, expand the categories in which we have

teadership and achieve sustainable and profitable growdh,

This is Percy Panthaki here. Sir, just wanted to understand on your Shampoos business, what is

the cause for this sales declive?

Very high level of competition, you know that the prices of the lead brands were down by
around 30-40-50% over the last {ew months and that has led W a change i the whols value
proposition equation from a competitive landscape. So weé have obviously reacted 10 i1, but
most of our portfolio that the Rl sachet and there 18 no farther price element which we can
play on. 50 1 think a4 there was a gituation 4-3-years ago when our bramd took 2 bif of heating
during the tee of dissaptive competition and then strongly regained growib when this
competition disappeared. We believe a similar situation will ocour here, so we just kind of
weather the stosm. continue to invest behiind the brand, come up with new offerings and wait

for the storm 1o pass.
So have you changed the grammage of this Rs.] Sache?

No, we have niot changed it that would be devalning the product, so we prefer 10 keep it al that
and in Bottles not much of a sale happens. But we are focusing now much more towards the
Bowde part away from Sachets by again reengincering the whold pricing platform and making
the value proposition stronger. We launched four new variants in the Vatiks Shampoo and ane
in Paboer Almosd Shampoo and we beliove that these are supenor offerings than what we had
in the past and we will see to reboild our non-sachet franchise. T think the Shampoo issue will
correct iself, it might take & gearier or two, bust we have seen this before, so | am not overly

worried.

S0 in the Sachets business, what is the action that the competition has taken ~ have they

reduced Sachet prices or increased the grammage or what other action arc they doing in that?

One lead Irand has decreased the prices from Rs.3 to Rs.1.50 and that has become now the
dominant SKU for that brand, which is one of the marked leaders. 1 think thst has created s Fhir

amousnt of disruption in the market

So i is a 50% price drop or s there some adjustment in the volumes?
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Maybe some sdjusiment, 1 am not oo sure about that, hut the volume is nof really very
materiat if you drop from say § o 6 mi, it is probably enough (o do the job, 50 i iz really the
price decrease which s very-very important, It is a fairty commoditized sinsstion as far ag
Sachets are concerned, so i vou drop prices you tead 1o get vidumes back very quickly, There
1% @ Jot of temptation on the part of the Shampoo leaders to drap prices in case their volumes

are under pressure because it is a quick meshanism o get some volumes in.

The other thing that | think all of us are trving W understand is this new company, Patanjali,
wha hes entered a lot of segments and although be may be small in many of the segmients right
now and may rot actually be cousing any sort of hunt to your market share in the current time,
what is your judgment over two lo three, four year kind of period YWhich arc the clegorics
where you see Patmiall gaining raction, and he gy 1ot be hurting vou today, but there is s

chance that he might do so thive years down the line, which are those categorios?

He has got a presence practicelly in every eategory and a majority of vur categories he bas gol
some offering. Now quite frankly, how the Patanjali initiative will play out 1 really do aot
know because there is reslly no precedence for this. A faith based product offering which
caters 1o obviousty a sipnificant number of consumers is something whether it is going to be al
enduring nature. Whether it is going to be 8 passing thing, it is very hard to say. 50 1 would not
even go down that path of just irying to predict what Patanjali will become. Bug having said
that there is overlap in tesms of categories. Honey and Chyawanprash are the most evident
oncs, but overlaps even in others. So | think the way forward i3 w reatly strengthen our own
vahue proposition, cater (i the more premium enid of the market and what good can Patsnjali do
actually aver a long period of time s 1o really enltance the whole market for herbal and natural
products. At the moment it was realfy a one-man show, we were the only people in this space
and pethaps sdded noise in this space wili over a period of time eahance the whole size of the
Natural Ayurvedic offerings substantially (o cvery one’s benefit. At least it will benefit peophe
like us. So b do not see this very negatively, we cater to different segments, the bottom end of
some of our consumer segments may gravitate wwards Patanjali, but T think we will be able 1o
get far more at the upper end 1o compensate for that. There would be some nearterm impadt
we are seeing that a litle bit in Honey and Chyawanprash most of it in honey because of the
price disparity but these things tend 1o mitipate themselves if we play our cards righl. As we
have mentioned, we will now gravitate even more aggressively 1o the premivm end of the
market which we betieve wilt offer us significant benefits and where our competitors will not

be able to enter that casily,

Just wanted 10 understand the road abead in terms of valumes and marging, this quarier even if
Fex-out the Foods eatepory, 1 guess your volume growth would be in the repion of around 3%.
So just wanted fo understand going ahead what kind of volume growth should we expect firom
Dabur onee e sont of disruplion on Foods is taken care of? Secondly, also pives the current
view on commodities, should we factor in more gross margin expansion in FY'17 a5 well in

addition fo whaf we are secing in FY 167
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Sunit Duggal: To e first part, | ihink the volume growth outlook searerm does nol really offer much
promise, we do not see any failwinds happeaing i terms of revival of growili. A couple of
triggers conld happen -~ ane is with the budget and perhaps the Gme around the budget could
sew that significant accelerniion in rural stimuli now... 1 am not saying thet will necessary
happen, but there is every possibility that it will, The seeond s that we do believe that alier 2
bad years, we are now gravilating towards 1§ Nina, we will probably have another 8 couple of
years of good monsoons and that will signiticantly spike up demand, So there is every
passibility that the demand improving probably mere likely in the second quarter of next year
but 1 do not see anything significant happening i the current quartee and perhaps in the carly
part of next quarter. But it is again like 1 said 3 very hypothetical. So definitely the volumes
have moderated, we bave beaen consistently cutting our estimates and as we speak they are in
the mid-single-dighs i1 the Food business were 1o opene as sormal. So that is the very near-
tern cutlook. Mid single-diglt is that is as we speak, that s the Xind of volume which we
should be able o generate. Going forward we beliove it will acocterste from here and not

deceterate, 1 sce no further triggers 1o deceloration.
Percy Panthaki: Giross margin, sir?

Runil Daggal: Now gross margin expansion would continue at a far more moderate pace and perhaps it will
play out fully by first or second quarter of mext year. We will see some margin expansion
happening even in this quarter on 2 Y-0-Y basis but the gap would narrow in terms of inorease
in the gross margin becanse now we would be entering into a Jower base of last year, Having
said that if we are able to even maintain the current margin profile 1 tink that is a very
satisfuctory situation (o be in provided of course our top line grows at a reasenable pace. So
further margin expansion we should (ake as a bonus, not as a given, and we should really focus

a lot more on the 1op ling,

Perey Panthaki: Sir, with a stable cost scenarto, which is most likely scenanio for FY 17 and even 2% or 3%
price growth, would not your gross margin expand by about 200 bps or so, matbematically tha

makes sense?

Sunil Doggal: I do not see a scenario where the market will support 2-3% price inercase. So let us assume
there i 1 1o price increase, righl, Most companies in fact are actually having the reverse move
into price reductions, we do not intend to do that, but at the same tme # will be Tool hardy 1o
gel into any price increase situstion. So assume zero price inerease and then if you do the
math, it all depends upon the volumes and if the volume growth picks up which it should then |
think we should be able (o A), get the (op line without really eroding any margins further. But
margin expansion I do not see happening ualess there is some catastrophic decrease in input
costs, 1 think input costs already have hit a reasonable bottom, there is further possibilities in
apri in every provess which actually have not really gone down so much, but it is hypothetical

whether edible oils will go down further next year or remain where they are,
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of Bevord Global Solutions

Q3 we have seen od spends were al 16.5% fevel which was higher botl on sequential as well
as on vearly basis. As you have said the heighiened competitive intensily was the reason

behind it, what range do yous expect it (o remain going forward?

Competitive infensity is nof really the reason, | think the underlying overriding reason was e
tower sales, so the ratio has kind of got adversely impacted beosuse the sale did not happen Lo
the extenl we had moticipated, So some of the moncy was up-spent uplront withoul the
realization that ibe Juive business will not really happen o the extent we had budgeted for, So
overall we are more or less maintaining the last vesr levels, may b a itk bit increase, So

what vou see on the sheets is a little bit exaggerated because of the wp line,

Apart from thig, have yvou witnessed any improvement in rural demand because other FMCG
vompanics have seen more deterioration in this quarter vis-3-vig the last quarier, whit is your

1ake?

I think overall there hag bees no deterioration because our HPC business bas sctually done
quite well, but there has been i deterforation in the products which are winter-centric and |
blame that not on the demand, but on the climatic conditions which are very instrumental in

driving demand,
What is the update on Project Lead?

Project ead is doing quite well. Project Lead is driving not the entire Healtheare portfolio as
some people think but a sub-segment of that which is the OTC and Ethical Products like
Honitus and Shilajit otc., that i what Lead is all about. The large brands in terms of
Chyawanprash, etc., are parked i our non-Lead part of the business, So Lead grew by around
7,59 ltthe bit Jower than what we wanted, but stll sol bad under the circumstances. Since a lol
of the Lead products are again winter-specific, Hondtus, ete., there was overhang in terms of

the weather also,

Yivelk Mabeshwari of C1.8A

Vivek Mabeshwari:

Sonil Dugpal:

A few questions; Tirst on the Food side, so do you think thet we can come back (o say this
quarter, nest quarter, the 100% of what your sales for or there is basically Rs 100 croves pap

that we had in this quarter get kind of offset by supplies from Sei Lanka, Rajasthan, eic.?

1 think 80% or so of the gap we are already able to mitigate even i Nepal were to shut down.
But having said that 1 do expect Nepal to do some business because we are able to get the
confainers out through rail, but it ig a little bit of problem in getting the raw maierial in. Once
we are able to get that issue out | think Nepal will be able to produce not anywhere near full

capacily but enough to take us o that 100% level which we are desperately secking = 100%
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supply. 5o fel us hope thar happens, in which case there should be no impact, but in case Nepal
remaing shul down and at this point in time the bosder i stild tolally shut, but 31 we are able 10

get the rail setwork working, thes we should be sble to get 8] supplies in,

That you are seedng Tor the Tull quarter as in from January to March we will be at 0%, 909%7

I Nepal remaing shul down and completely unprodoctive, we are able (0 get nothing out of

Nepal,
Thes §80-90%?

I would say more Hke 80% than 90% because we will be entering summers when the demand

rises, bui in case Nepal was oven able to produce somaething, then we would be at %%,

Would there be a big differeace in tormis of procureément, manufaciuring or whatever costs

betwesn Nepal and other geographies in terms of marging. .7

Ys, there iy o difference in marging and higher freight from 3ni Lanks, jot of euwr business is in
the North asd Sri Lanka freipht (o say Punjab is muoch higher than Nepal. So there is Re10-20
erores impact would be there in that region and ves, we are sbie 10 do ondy 80%, and in case, if
Nepal were nol to operate, then there would be some impact: Rs 10 to 20 erores is what we

estimate,

One bit on Foods again. Given that there was supply related issues and around the same time
FTC was ramping up itg Be Naturad and 1 am sure Tropieana would be also quite active, has
there been sny loss i market share which can continue or can you come back o over 50%

market share and vou do not worry about that bit as yet?

Q3 obviously has led 1o a 3% decline which obviousiy # would not have happened in case
supplics were there, we were abie 10 hang on to our share despite new catrants, eto., T am pretty
confident that we will be able to get back w0 the almost {id] recovery, may be ot 100%

recovery tH1 supplies are absolutely streambined, but ¢lose (o full recovery.

On the volume growth side, can you please give us domestic, .. because your presentation says
domestic revenue 18 down (-2.5%), right? Going by the previous quarter tun rafe, there maybe
two to three or possibly even a little higher price hike impact. So dacs that mean volumes in

domestic are down like {-5%%) inchuding Foods?

We do not give separate sumbers. You are right that 2.5% i3 what we have shown as the

overall volume decline for the Domestic business. Keep in mind ...

Your presenfation says sir i is sales growth. s it sabes or is it volunme?
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Safes. .. value both,
Do you think (% pricing impact?

You, if you take Info account mix, eic., the pricing impad is almost zero. Keep in mind that
there has beeis 3 23.7% | think 1o be precise negative growth in the Beversge business and tha

really has taken the whole volume table down big Gme.

Your question is on the pricing, Vivek. Basicatly there was handly sy pricing impact this

qaarter because the pricing has actually lanened out.

Fhere was no fow throagh from the previous quarter as weldl?
No.

Consol level volumes, would il be possible 1o got #?

Conzol iz a Jot of moving parts Bere because there are so many diverse markets, ot S¢
aggregating the centain vohume numbons almost impassible, but keep in mind that the priciag
in international hss been not juyt now but over the Jast evear practically were zero. So
whatever growth you are seeing for a long pesiod of time i intermational is almost entirely

volume driven.

On the gross margin side, obviously, there was a big expansion in gross mangin, but 1 would
imagine given that Foods is also out, there will be a benefit to that extent given Foods should
be lower on gross marging. One, is that a fair assumption? Sceond, adjusting for Foods, what

witl the underlving gross margin expansion?

Fthink it is a valid point. There has been some mix improvement because of the lesser growih
of Foods. 1 1o 1.5% is the number - the mix improvement if you cas call i that has led 5o -

1.5% improvemend in gross marging,
The F-1.5% because of the mix change due 10 basically Foods?
1 was a higher contribution of the higher masgin portfolio — HPC and HC.

1 know this question on Patanjali has been asked, but ane thing what 1 have noticed about
Dabur s despite deflationary pressure there have been portfolios where thus far vou have beers
able o ake p prices now. On Honey, Chyawanprash given the kind of discount between your
brand and Patanfali brand has on honey, 45% gap, do you think price hikes are possible over
the next two, three years now even assuming that they also do not fake-up prices and alt? Wil

there be price setter in cerlain cases now which was thus far with you?
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ey will

A combination of low price competition and no inflation will mean that wice increa
ol happen. Now how long this persisis is anybody's guess. But T would not really look 2-3-
years into the falure while decoding price changes, but af this point in time ibere i no
rationale, no basis for a price increase. In Tact, most companies sre sctually decseasing prives,
we are holding on to our price Hne, we balieve that owr value proposition can support the

cuarrent prices, but it will be risky and fool hardy (o take up prices in this environment.

Arnah Mitrs of Credit Suisse

Aroab Mifra:

Sanil Duggal:

Arnab Mitra:

Sunil Dugpak

Arnab Mitra:

Sunil Duggal:

Arnab Mitra:

Sunit Duggal:

You have spoken about the Perfumed Oils business growing quite well, So # you could just
telt me what has been the volume growth or the value growth in the oversll Perfumed O
business including the Amla Oi)? Other than Almond, you have mentioned Sarson also doing
quite well, So are you pulting some specific effort on this brasd which has been in your

porifolio for a while?

While we do not disclose category volume growths, the averall growth in volumes in Hair
Oits has been good, particuladly, Perfumed Hair Oils and in Cocoman Oils has been litde bt
moderate. So Perfumed Hair O6] bas been actually very good performance in lerms of overall

volume growths,

Specifically on the Sarson and Almond Oils, are they in absaluie size material now fir vour
I ) 3

oils business or they are still on g very small base?

They are both very material, they are both much bigger than what people think they are. So
they are significant and they sre both growing very fast. They are two different products « one
is at the lower end of the pricing spectrum one is at the upper end. They have plaved a very

ditferent consumer segments and peographies, but both are dofng very well.

Specifically, the Mustard Oh], have you kind of put some additional ¢fforts there in the last 1-

1.5 years, becarse this product probably has bees there, but.,.?

We do not talk about it specifically but it has been growing every year at a good pace, this vear
I think performance has been Jittle bit better than previous years, but i has been generalty

growing ahead of other Hair Oils.

Secondly, on the Toothpaste side. Your growth rafes contibue o be very Bigh. ks # rellecting in

market shares now because you have been growing very high now for the last 7-8-quarters?

1 think we have gained 1% share and twao of the three Toothpasies are growing very fast, the
third, the cheaper one is actuatly not doing all that well, bui Meswak and Red really that is
where we want the Toothpasie portiolio 1o po as part of our averall premiumization straiegy.
they are both doing extraordinarily well and one would have thought that disruptive

competition would hurt Red Toothpaste, nothing of that kind has happened.
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You sre seeing the momentem continne in the seast, a0 significant slowdown in the sequential

maomeaium on the brand?

Again, it 35 a litle bit hamudous (o predic the Tuiure beomise now you have a very high basc
particulardy for Red Toothpaste, So, 1 will keep saying that we should moderate our growih
expecinlions nol expected to grow at 20% as it has, But as long as it continues 1o grow at that

pace we will go along the ride.

On your Namaste business, the growth came back there. So estentially in the Africa business,
are you now manufacturing locally there, what is the staiug on the supply chain there? Whai

Kind of uplifl can you get when that system is fully in place?

At the moment still around 80% of Africe sales are from hard currency ortgin, mostly Chicago
of course, but litle bit of Dubai, UAE. This whole thing is going 1o change very rapidiy
towards localization. Egypt has now ramped up fully and has sopphed inoa limited quantity in
this quarter just past but far more aggressively info Bast Africe poing forwird. Nigeria plant
will be operational for Namaste products from July and that would be very-very imporant
initistive, The last part is Souwth Africs where we are sctively exploring scquisition
opporiuaities nol g0 much brands, bul in terms of buying inte existing manufacturing
infrasmucture, [ think we have shostlisted some interesting opportunitics there which would
enable ux o gquickly Jocalize. So the endeavor is that over the next Z-vears something like
273ds of Afvica sale should come from local manufacturing and that will sigaificantly alter the
whole profile. So | think even while shipping in dollars we arg able to grow Alica by strong
double-digit growths if vou localize the aceeleration and growth would be even more and more

imporiantly we will make good money doing it
S0 would it reflect in better pricing versus competition there or in a sense it would .. ?

Today, 1 think we are highly overpriced: we sel at 30 10 40 pramium over L' Qreal in the core
refaxing kit in South Africa and that kind of pricing is not sustsinable, but there is precious
littde we can do because we are shipping it fram the US, Now, if you were able o price it
closer (o our lead competitor or af par with him as we vsed 1o do in the past then competitively
speaking we are {ar better placed. 1 think it is very impressive that we are able to sell af this
kind of premium. So you can imagine how things will change when we are able to compete

betier in terms of pricing.

In the Middle East business, is there any pressure you are sceing on the conswnplion cycle

beeause of where erude oil is?
Yes, 1 think there is a httle bit of stress happening in Saudi Arabia particularly, but that T think.

we ean mitigate it is more of episedical nature, some wholesalers running away, cte., or being

{old to leave, ] think the littie bit maore serious issue s ISIS and the prospect of whole country
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shutling down. We have already seen that in Syria, Yemen and Algesia and we hope the
comtagion world not spread. That 1 1hink worries us ligle bit more than oil prices which sven
though wiil have some negative impact on ecoomy which should net significantly dem
Staples consumption. 1 think. lusury goods, ete., would obviously pét impacted far mong

seriously but Staples | doubt whether o] will have any big impact.

Naveen Kulkarni of PhillipCapital

Naveen Kulkarai: Just this bit on Middle East again. While we have been able to repister strong growth in a
chatlenging environment, but the news flow from Middie Eust is pretty bleak in terms of the
job scenario and the expats returning. So do you think that can have an impact over the next |-

2-vears for our business?

Sunil Duggal: Yes, | think we have already modersted our growth rates from sround 15% in the MENA
region b maore like 0%, So that is part of our business plans, we have slrcady done that and
that is the kind of growth we are seeing. Wil it fall well Below that? Not 1o be ruled out but |
think we should be able 10 maintaie our 10% trajectory even when Fgypt had this huge
problem post Arab Spring and coonomy went into & complete @il spin, we were able to get a
prefly decent growth in Egypt beceuse we found that Staples consumption semains pregty
immune to political and coonomic upheavals, So if a country is stifl able to function as 2
governing eality, Eam not all that woried about our growth, but definitely there will be some

moderation.

Naveen Kullarni: My second question is on the advertising spend. So while our revenue growth has come down
significantly, bul advertising spends are 310l reasonably strong. Se what is the stratepy and

how do we see B panning out over the next 12-months?

Sunil Duggal: {think as 1 mentioned eardier the adveriisement spends look a Hide bit exaggerated this quaner
because the sale line is sofler thas what we had mnticipated and you just cannot reverse some
of the A&P spends very quickly. Overall, we should be at the region of around between 15 apd
165, that is the range of A&P for the consolidated entry and something like 14%-odd for the
India picce and 1 do ot see any radical changes from this. We continue our new product
development agenda, We believe that even though the demand side is Titile bit soft we should
#ill inpovate and lavnch new products. So there witl be a fairly Targe aumber of new offerings
in the next fow months which will take up a reasonable amoont of ad products. So | do pot see
ad pros modernting but T do not see significant jump there. You also kind of get more bank for
the buck, squeeze more efficiencies out of our AP spends and then use that to deliver

additional GRPs, elc.,

MNaveen Kulkarni: One bit on the market conditions, Sequentially, we know that the winter scenario has impacted
revenues, but if we take that out of products which are not necessarily impacted by seasonality,

how are you seeing the demand scensrio?
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H oyou tske non-seasonal products, fhe growth rafes have been far betier than that of the
seasonal products, there is a clear correlation. So therefore 1 am not that worried about because
season issucs keep coming and going and next tinse we may havie n cold winter or early winter
anid Jast year we had a pretry bad siarl (o the summer season, so sales of Glucose did not do
well. Fhis year hopefidly it will not happen and the summier products will do well, So these are
the things which are a little bt out of our conirol. The overall growdh story should not gel

diraited by these episodical issues,

St is this because of our exposure more (o the Northern markets than to the Southern markets,

# that impacting or rural, that's the raral market is #ll contributing reasonably strong (o tiat?

To some extent, yos, i cuts both ways, North and East are something like 60% of owr business
and they are g little bit more extrame in terms of weather, So, if weather ix « little bit more
smoderate, cooler summers and warmer winters, our business has kind of slfected and the
reverse happens if the weather becomes more extreme In that sense South is a Hule bit less

exposed to temperature vasiations than Nosth and Fast,

Ritesh Vaidva of Ambit Capital

Ritesh Vaidya:

Gagan Ablowalia:

Sunil Duggal:

Ritesh Vaidya:

Sunil Dugeal:

Ritesh Vaidya:

Sunil Duggal:

Ritesh Vaidya:

What is the exact domestic volume growth if you can guantify?
Almost similar to the value growih; it is sciually (2.5).

This is really because of Foods. The Foods business degrow by 24%,
Is it possible to quantify excluding Foods if at afl?

We normally do not go into segiments or sulk-segments in volume growth but you can do the

nsath and estimate if, ¥ think you will come very close.

(e question was on the market share that you have right now in Chyawanprash and Haney.

Has that impacted by Patanjati over the last quarter or so or has the market share gone down?
H ¥ J g 2

A Title bit yes. 1t is very difficudt 1o map out from Nielsen, ete., so we have other data sources.
Niclsen dos not really pick up Patanjahi, so it understates its growth. Bui, we believe that we
frave lost some 2% market share in each of these catepories at least in the third gquarter. Now,
the issue is that it is something which is of permanent nature or can we regain it | believe we

can regain it but might take a lade bit of time,

When you said that you are targeting araund mid-single-digit top fine growth for the coming

guarters, which are the .7
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Volume growih bopefully can be s little bit better revenue growth, but ke | said the difference
may nol be significant, the growth is going @ be largely volume-drivea for the next two

guariess,

5o, in that case any particular categories that you think will be al a core of ihis top fine growth

or which are the key categories that vou are boping for?

We are hoping to get go from all, Jel us say, stinmer brands which is Glucose, Pudin Hara,
ei, we make a very good growihs if the summer is 0off 10 2 ot stact in say in the month of
Mareh, then we will obviously bave a great quarter for summer produets especially on the back
of not-so-good quarter Bt year, If that does not happen, then these products would not do
well, but the other products Tike Oral Care and Hair Care and many Healtheare products which
are olimate-agnostic, season-agnosiic and we should get good growth from thes, b growth
commws in different places at differcat times. That is very hasd to predict. So we just put in
innovation and initiatives and investments in all our caegories and some grow well abead of

what we expect and sonme do ot That 1% the way i goes,

On the employes cost and the other expense actuslly for this guarter, the employoe cost has
been trending up in doable digits for last few quartess in tems of YoV growth, Any particular

reason for almost 14% Yo growth in vour employee cost this quarter?

I think we have added our distribution set ap in African countrivs especiafly in Nigeria and
also we have added people on the medical marketing channel. S0, as a result of i, You sec
growth in the employee cost and obviously there is some inflationary impact that is there and
the ratios ali will look exaggerated because of the sofler 1op line. So keep that in mind tha
these costs do not move along with the top line. So the ratios deteriorate when the revenues do

ol cime,

Was there any onc-off in the other expense refating to shifting of production of Fruit Juices

from Nepal 1o other peographics, was it any,..?

That is a very valid question, how much money did we Jose oul of this whole Nepat thing.
There is a Joss in terms af the margin not coming in because that 3s o sale loss which we
anticipate (o be of around Re.17-0dd crores but there is another Rs.22 crores of loss which has
happened on account of other things; anc, most important being demurrage of inpul raw
materials, then there s a frefght component becanse we shipped from more distant locations,
there s additional customs duty component. So there is aggregate Rs.39 croves, outl of which
Rs.17 wrores is really due to the sales loss which is fairly visible and Rs.22 crores is the
invisible part which is buried under various lines in the P&L mostly in the other expenses line .
This is on account of higher freight, demurrage and some of it is actually under gross margin

afst because somwe of the domestic production was of vartants which we should normally make
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al lower cost in Nepal. So there boy been fairly serious damape tven in lerms of marging

because of this whole Nepal thing,

Nillai Shah:

Sunil Duggal:

Nifigi Shah:

Sunil Duggal:

Miltai Shah:

Sunil Dugpal:

In wans of international business marging, how should 1 fook af them ket us gay the next two o7

three years given that Namaste have Ganally tormed the comes?

Namuste obvivusly would genesaie & Tot in terms of incremental margin growth. Onee the wp
ling gets streanlined and we are able o get into that $100 million kind of safes range, the
margin gencration would be quite substantial even though it sl remains lower niaegin
business as compared to yay MENA. The aggrepate growth if the Nomaste business RIOWS
would definitely be more, but it could be to some extent eroded if we have lower growih in our
higher margin MENA business. Again, it is 2 mixed bag. Overall, we believe that the margin
profile may net differ significantly than what it is 1oday, but it will improve only i the MENA
business grows in double-digits. 1 it does not. then it will probably remain pregy much the
way it is. Al the same time | do not sec the marging deteriorting ¢ither beeause Namaste
which wits ihe biggest contributor 1 our margin crosion in the previous fwo vears is nosw back

o track.

These margins for Namaste, | know you do not distlose them on a company-wide basis but the
margin erosion was over HF percentage points versus when yvou acquired i1 firsl, %o would not

that change dramatically over the next two or three years?

If you are able v get itto the $1H0 million level, the marging would Jook very strong hecause
underlying cost structure would remain very similar, That is one. Secondly, if vou are sble 1o
impreve margins by localizing Afvica for the Namaste products and that is part of the Namaste
P&L that would be the second contributing factor. So overall | think the margin outlook for
Namaste is prefty benign. How quickly we can aceelerate it 1o levels which are comparablc
with the company average, that remaing (o be seen, 1 do not think it will happen this vear, but
we do hope thai in *18 the Namaste margins would not be significantly different frons the rest

of the business,

What are your aspirations for constant currency growth from the entire intermational pic over

e nest one or (wo years?

Again, it is contingent upon several issues and the most important one is e MENA ceenomy
and the law and order problems, ete., That is semething which causes us the maximum gmount
of worry, Sub-Saharan Africa i there s forther currency devaluation in Turkey and Sub-
Saharan Africa can prove to be a sigaificant headwind. Bot hopefuily the bulk of the currency
corrections 20-30% devaluations have already happencd and while devalustions probably stilf

contipue 1 will nol be i the same pace. There are 3 lot of moving parts here and we are
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pitching for low teens growtl in the Inemational business next vear and we believe that that is
someihing which fs well within reach. That may or may not happen but due to circumstances

beyond our conirol but that is what we are pitehing at.

Over the tagt two years or so, vou have relaunched s fow prodocts in the Domestic business
which are higher margin than youor overs)] company prafile, Can you comment a3 1o how some

of these products sre actually performing at thix point in time?

Many of them like the Hair Oils are doing very well where there is Anmol Hair Ol the new
ane, the relavnch of the Anmol Coconut O3, the Anmol partfalio is one of our faster growing
portfolios. Almond is doing well so is Samson. Some of them are nol new products but are
somparatively new in terms of portiolio. You will see a lof more happening in the aext fow
months. You will see the new Beverage lannches both fn Dabur as well as in Haimolz and may
be in Real a little bit uncertain because of the supply issues, bul certainly in Dabur and
Hajmaola you will find beverage offerings which ook very interesting and there is 5 whole lot
of stuff which is happening in Home Care Tor example in terms of Alr Fresheners in particulyr
which will take its franchise songly forward. Innovatios is now poing @ be unveiled even if
there i lack of demand happening in the market becavse T believe that i is time now to get
into the next jevel of growth through premiumization, through sew product offerings and 1

is something which we will puysue,
Maybe on Healtheare you want 1o highlight?

Healtheare of course, Lead is the incubator and s product Tet us say Mressoom which s anti-
stress product, there are several sueh products in the pipeline. Tt is sormething which we will
unearth when we believe that the eritieal mass in terms of doctor advocscy hay been resched,
and we will ke them over the counter, But these are sjow prowing. | would not say that
Healtheare from the point of view of the Lead inifiatives will be a major contributor to our
growth, but it will be one of our most important future growth drivers. In terms of the FMOG
Healtheare, Chyawanprash s onc of the brands, we will go the premivm path. The theme of
premiumization that s going o play out in our whole portfolio and T will give you a few
examples -~ one is say the Chyawanprash portfolio. Now the hase variant of Chyawanprash
may be getting a lintle bit commoditized, ete. because it is 2 generte name. What are we doing?
We are getting into the premium variants and they inelade the Sugar Free Varianl, the Fruit
Flavored Variants and now Ramaprash. These are actualiy growing al 25%. The base may be
smabl but 25% growth is 25% growth, This is where we believe future growth will eome from.
So the base vartant will obviously lag substantially the prowth in these aress. You take Air
Fresheners, another big and very important category for us. Again, the base variant which i
the PDCB block which was 80% of the portfolio is now beeoming less important in scheme of
things. We have taunched Gel which are doing extremely woll and offering a far more
premium offering 10 the consumer. We have launched Car Fresheners, we have launched

Deluyed Release Air Fresheners, Acrosols are doing well. So all this witl 1ake the whole Air
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Freghener profile far more premivm, Why should people buy our expensive honey when there
is cheaper boney available and some people will tend 1o g0 down 1hat path. So what do we do?
We can do premium honeys, we can do hongys with herbs, with sphces, we gl Ino spreads, we
san do a whele {ot of stafl which you will see in the market soon and oven if some of them

succeed, they will enable us to take vur growth forward.

A year and a half back | remember you commenting on the Air Care category, saying that
people are spending more on wdverlisement in this categonry than the twp line potential fself

and you are relnciant to do that,

May be there was one entrant these, But Air Care we are predty dominant in most of the arcas
and we are thinking Lo reinforce dominsnee in the premium sress which were erstwhile the
domain of Provter & Gamble and Rockitt Benckiser, So we are getting strongly into these

CAtEROTICS,
What has changed to drive tis new conlidence?

The overall thinking in the company is that India despite what you ¢ in ters of fack of
dehand, ete., s really poised o premivmize in a very significant manner going forward. The
way fir grinw for o company Hie Dabur would be not o play o the hottom of the pyramid. We
will cater to that but increasingly the foous will shift o the upper end of the whole pyramid. Iy
is very casy for disruptive competition 1 come in and teke e base variants where fhe pricing
is very instrumental. So we are going 0 get into value-added offerings avross our portfolio, a
preal example is Toothpaste whore the premivm offerfags which are highly advertised,
agpressively masketed are doing so well and the base variam which is really on the pricing
platform is not doing teo well. So this is a thought which we would pursue and this will o
across portfotios - Healtheare, HPC, Food and Heverage - and we believe this will take L
company forward, The new revetation almost which took us 2 little bil by surprise is that the
sheer geceptance of the herbal and natural space. That has come a5 a huge boost in terms of cur

ability 10 grow the size of our business fron this platform.

Latika Chopra of JP Morgan

Latiks Chopra:

Sunil Duggat:

You mentioned that you are looking at acquisition of some manufaciuring units in Scuth
Africa. Besides that is there # change in the way you are looking at further inorganic growth

opportunities?

To be very honest, our inorganic opportunitios in the emerging markets now will be very
clearty keeping currency movemeats in place. Farlier on quite frankly the currency movemems
we did expect devaluation but 5-10% is what we thought would happen. If currencies are
devaluing at 20-30-40% because the whole commadity evcle has changed for various other

reasons and that has really put a whele question mark over the erierging market strategics not
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oaly of Dabur bul 1 think of many other enfities. We got to recalibrate and make sure thal the
curreney depreciation are integral 1o the business moded and 1o the pavbacks on acoount of
these investinents. Therefore, the value which we put on the investments will probably be
much lower than what we would have done say theee 10 Tive years ago when Africa was the big

hope of every consumer company.

Qne follow-up on the honey bit; your CHD portfolio dectined due 1o delayved winter. How dig

the honey bit perform in the quartes?

Honey grew but ot a dower pace and part of # was winter-contric and | spoke abost some
share erosion due {o the lower price competition. Both were contributing factors. Having said
that Honey we will regain growth because 0l s not so winter-ceniric ss Chyawanprash,
Chyswanprash we lost the growth because third guarter is reatly when the game is played and
there is nothing much you can do afier thet S0 we will hopefully regain momentum in the
second and third guarters of mext vear, But honey we are guite hopeful that the momentim will

happen now starting this quartes snd we should be back for double-dight growth.
Is this because you would be pushing more promotions and would this be more short4esm?

Not really, There will be new product offerings, we will be advertising more, we may be
giving some higher level of consumer promotions, ele., improving the velue propogition of the
pricing froat. The new products also would be very-very important may be not in this quarter

but subsequent. quarters in ferms of driving overali growth of the Honey portiolio.

Brashant Kuity of Embay Global

Prashant Kutiy:

On the internations! operations, if you fust do the math in the margin froni, we have seen that
the gross marging are flattish on a sequential basis and even on the EBTTDA margin frony,
there is a dechine over there on a Yo'Y basis. If you conld probably cite us the reasons for same
given the fact that your MENA region has still scen a fair bit of prowth, What is vour outlook

as far as mangins are concemed poing forward in the International business?

As far as the International market is concermed as Mr. Duggal said that Nepat has played a very
major rede. There have been some costs which are hitting there. That is one of the drivers tha
has brought EBITDA margin on the imternational level down, The second is on account of
devaluation happening in countries like Turkey, Nigeria and Lgypt which has also caused an
impact in terms of the ERITDA margin, The third one is there has been an increase in the
advertisement and sales promotion expenses though not very major, but in a part which has

also contributed. These are the three factors which had some impact on the marging,

The less on account of Nepal in ierms of the profit is something fike Rs.17 croves in Nepal
books. It is nof that much in india books so the demurrage fees and the freight fees is actualy a

Nepal one,
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H 1 probsbly leave apan. the Nepal cost and the devalustion of the currency, kooking at the
increase in ad spends, do we expect 1his o increase going forward giving the fhof that Namaste
has selaally tuesed around and probably nre we expecting the ad speads W incrense bere on as

wipl?

We would like 10 mioderate them. T am pot 00 sure whether we can moderate them
substantisily. Lot of these ad spends actually are not media related. They are basically higher
promotional activity 1o mitigate the deflationary situation which is there in a1 least the MENA
ares, S0 we are giving higher tevels of wade promotions, higher wholesale duplication, ete,
which is to be captured in the ad pro line. We are looking af ways o reduce that puiflow
through better distribution and stronges distributors, ete. 1 am hopeful that we will be sble 1o
reduce the ratios o some extent bocause s quarter they were pasticularly Bigh and actually
for the whole year thiy have been very high, Whether we can do that or not we wilf see, but at

this point in (ime we are Jooking to cut the BTL rouch maore that what we are doing o far,

Mayte from next year omwards maybe adjusting Tor these costs of Nepal or maybe assume the
currency remains whese it 5, 1 guess your marging should come back o those levels wha i

sarlicr, ig that a fair. 7

e thing is for sure; our third quarter next year wilf give you a betier margin, [ am looking

forward to that.

One more bit on the domestic business, Obvipusly, we have been seeing impact of heighlenesd
competitive intensity espectally the new player in regards to both the catepories of Healtheare
actually, Bat could you just also highlight, are there any other specific eategories where we
have seen the heightened competitive intensity, especially from the now plaver while we do
know that some bit of it happening in Oral Care, i maybe any such thing which veu are

seging o mavbe we are hearing of that sort?

Other thaa Patanjali the only other area where we 1ol heightened competitiveness is in
Shampoos, nowhere else. Rest of them pretly much business as ususl, Bt Patanjali, | do not
think we have had sny impact in terms of HPC, whether it is Hair Care or Oral Care, 1 do not
think there has been any meaningful Patanjali impact, But there has been some in Honey and
Chyawanprash and aiso 1 do not think there hag been anything in our other Healtheare
portfctios. There may be something but 3t I too insignificant. Shampoos obvicusly has been an

arca where competition was very severc.

1 could just have a clarification, just the rural growth is slower than the urban growth, is ths

a right assessment?

For us it is pretty much the same, both are down, rural bas been down much more sharply over

the jast few quarigrs than urban but today they are more or less at the same leved,
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This is Richard here. So for FY 17, you alluded 10 near zero price hike and there is not s 1ol of
confidence on growing vohowes beyond mid-single digit st Ieast in the irst hadll Does (his
therefore mean that donwstic revenue growth nest fiscal will be more in the 6-7% range
sssuming mid-sinple dight volume growth secelerates 10 say high single-digit in e second

half?

I we do nothing, ves, then it would be in the mid o Tittle it Digher between say 5% to 10%
top line growth is what we can see but we would aof be salisfied with that. We are still Jooking
al growth in the double digits and a lot of this will come fom new products, new innovations,
higher price pointg and sot through price increases in our base bresd-and-butter business, So
that will be driving growth. Secondly, T am not jest taking 3% as a given. We may see volume
prowih accelerating sharply over the corvant levels; today, we ane really operating at s base of
B-10% of Jast year, so the volume grovwahs are harder 1 get w eaplure and now the base effeat
is godg o start disappearing from the next quartér onwards. So we would see better waction.
5% is almogt & growth case scenssdio, we shoald acioally try W do mueli better than that, we
should try w0 do more towards 10 but T would not reably bet oo much on it The current growih
raies were unanticipated even six months o one year sgo, but | ihink things can only ook

better from here,

This Foods, Rs. HH) crores toss of sales in Q3 tdhat you were referring (o, is the underlving

assumption here that sales would have grows 28% i the Nepal problem was not there?

1 do not know whether that adds up 1o 25% but certainly the salex would bave been in the mid-
to-high teens. We sold zero Diwall gift packs. We typically sell around Rs.50 crores of gift
packs and unfortunately for us Diwali was really in the third quarter. If we had i the secosd
quarter like fast vear then the damage would not have been so severc. 1 think we had
particutarty bad luck in terms of timing and that led o this. That is why this Rs.100 croses
number is a pretty hard number. It is not something which we are just making up. This would
have been a spectacular quarter for Foods not just in termss of demand which is there but in
terms of also the seasonality which was going to play out in our favor and 1 spoke about it in
the Jast conference cali that Q3 growth in Foods should be much betier than before than Q2,

but that was not fated to he.
We would be now in the high sipgle digit, carly double digit growih trajectory for Q47

It is a little bit hard (o predict Q4 growth but because supplics are tittie bit uncertain elc., we
are pHehing for double-dight growth, | do not think | would like 10 sharpen the number further

but double-digit growth is what we are looking at.
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Sunil Duggal:

Sheeta] Bhat of Catamaran

Sheeial) Bhat:

Gagan Ahlewalis:

Gagan Ahluwalia:

Dabuir India Limited
January 28, 2016

Did 1 hear you mention (wo percentage poinis share erosion in Chyawanprash as well in the

sarlier question o the Patanjsli problem?

Pexpect so, T ocannot decide for any other reason becanse the seasonabiy would sifect
averybody. So | am assuming that there is no share Joss particulady because of seasonafity. |
e only attribute # 1o the competition, Giber players bave not reslly gained share, they are

pretty much static or Jower than what they were hefare.

Having bad Namaste for some time now, fooking back, would vou say that the Africa pieee

there has turmed out Lo be tougher than what you envisage when you first scquired 117

Only on aceount of currency. | was in Nigeria and | see 8 ot of demand there but there s &
price poind issue, These countries have boen cconomically ravaged. So there is very Higde
market. for premium pricing bt there is a huge market for competitively priced products and
the people who are able w get those products they are mostly local players are really having a
groat fime. So there is no lack of underiving demand for af least the kind of products which
Namaste makes and sooner we get into that space the better it iy for us. I will really do great

thisigs for our business,

Would you he able to provide the break-up of brand size of Use sub-categiories of the Hair (il

segment? T think you said you do sot get in
Sorry, we do not disclose that.

Thank you. éveryone for your participafion in this conference call, Webeast of this call and
iranseript will be posted on our website, For any furtber gueries or fecdback, you may kindly

contact us. Thank you and bave g very nice evening abead. Good Evening.
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