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MRCK.NS
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Y/E MARCH FY15E FY16E FY17E
Revenue 338 401 472
EBITDA 32 44 59
EBITDA Margin 9.4% 11.0% 12.4%
NP (Adj.) 30 41 50
EPS (Adj.) 23.2 31.5 38.9
EPS Growth 334% 36% 24%
BV/share 176 196 212
RoCE (%) 13 16 20
Op. RoCE (%) 53 76 122
P/E (X) 42.1 31.0 25.1
P/BV (X) 55 5.0 4.6
KEY FINANCIALS

Shares Outstanding (cr) 1.29
Market Cap. (Rs cr) 1257
Market Cap. (US$ m) 210

22%
Loss to Profit

Past 3 yrs Sales Growth (%)
Past 3 yrs NP Growth (%)

STOCK DATA

52-W High/Low Range (INR) 1098/214
Major Shareholders (as of September 2014)

Promoter 60.6
Non Promoter Corp Holding 11.3
Public & Others 28.2
Average Daily Turnover(6 months)

Volume 88291
Value (Rs cr) 4.80
1/6/12 Month Rel. Performance (%) 0/280/NA
1/6/12 Month Abs. Performance (%) -5/284/INA

Maximum Buy Price :INR1020

We recommend a BUY on Marico Kaya with a target of INR
1250 - valuing the company at 32x FY17E EPS

Creating multiple moats: Since Kaya's launch in 2002, the company
has been creating multiple moats around its skin cure business. (i) The
'‘Kaya' brand is today synonymous to skin cure treatments and is the
only national chain exclusively offering cosmetic dermatology services
in India. (ii) Kaya has developed its proprietary advanced technologies
over the last 12 years which are being carried out under the supervision
of 166 dermatologist doctors across India and Middle East. (iii) Kaya
underwent a decade long gestation period (turned profitable in FY14)
owing to the capital intensive nature of business which would act as a
deterrent for new entrants. (iv) One of the pre-requisites for success
in this business involves a high capacity utilization rate. Being a pioneer
in this business, Kaya enjoys a first mover advantage wherein it has
occupied prime locations in tier 1 cities targeting the affluent class.
This would prevent new entrants to set up shops in areas where Kaya
is already present as that could mean low capacity utilization resulting
in prolonged payback.

Cost efficiencies & operating leverage resulting in significant
margin expansion: In the last two years, the company's EBITDA
margin expanded by 22% points to 5% in FY14. The margin expansion
is attributed to i) a reduction of dermatologist doctors from 250 few
years ago to 166, ii) 10% cut in rental & clinic overheads, iii) 2%
reduction in backend costs, and iv) reduction in media spends from
11% of sales a few years back to 8%. The business has high operating
leverage which provides continued scope for margin expansion. Almost
70% of the company's expenses are fixed in nature (salaries, rent,
overheads) meaning incremental capacity utilization adds more than
proportionately to the EBITDA. The overall capacity utilization
currently stands at 35%, while a few of the high performing clinics
have a utilization of 55%. Kaya is targeting SSSG of 10-12%, revenue
CAGR of 20% and EBITDA margins of 12% by FY17E.

Valuations & View: Over the last decade, Kaya has had a long learning
curve and has staged an impressive turnaround over the last eighteen
months. With the company now having de-merged from Marico, we
believe the company will not experiment too much with its business
model and maintain its core focus on skin cure services. The stock is
currently trading at a P/E of 25x FY17E EPS which is a 22% discount
to other consumer stocks. We thus value the company at INR 1250 at
a P/E of 32x FY17E in line with the consumer basket.
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Analyzing the industry structure

Bargaining power of buyers - LOW Bargaining Power of Suppliers - LOW
- Buyers' options restricted to hospitals, individual doctors, - Raw Material forms barely 20% of revenues and
regional clinics and Kaya, the only national brand in primarily is generic in nature. Further Kaya has been
dermatology. Buyers prefer niche brands as they co-relate trying to increase the share of high end services where
this treatment to beauty enhancement rather than a disease. the gross margins are even higher.
The organized sector being limited as of now provides - Dermatologists are permitted to operate their own
limited options to customers. clinics along with their employment at Kaya which
- Buyers typically belong to the high income group who maximizes their earnings and is a win-win situation for
give prime importance to brand & quality of service rather Kaya as well as the Doctor.
than price.

Industry Rivalry - LOW

- Intensity of rivalry in the organized segment is low as Kaya's core focus is on cosmetic dermatology services as
against multiple offerings by the only other pan India company - VLCC (dermatology forms 5-7% of VLCC's
sales).

- Kaya is the only niche brand providing dermatology services on a pan India basis. There are 20 odd regional
players with 2-5 outlets and many individual doctors, however their appeal is limited to the periphery of their
locality and do not pose a threat to Kaya's industry positioning.

Threat of New Entrants - LOW Threat of Substitutes - LOW
- Access to/development of complex technology/knowhow - Technology Obsolescence.
& high cost advanced machines/equipment is a major

- Pharma/FMCG companies may come out with

barrier. . . N
innovative products at cheaper prices in the long run.

- High fixed cost model (rent, employees, doctors,
overheads) resulting in longer gestation period shall
prevent new entrants.

Negative working capital business; cash rich company: Kaya clinics operate on negative working capital
of 50 days as clients are required to make advance payments for packages and services to be offered over the
near term. Advances from customers stood at INR66¢cr (20% of sales) as on Sep 2014. Kaya divested its
Singaporean subsidiary Derma Rx in Jan 2014 for INR1.7b which made the company cash surplus. Kaya thus
has net cash of INR1.85b which is sufficient to meet its capex needs for the next 4-5 years. The company is
looking to add 10-15 clinics and 15-20 skin bars in India; and 2-4 clinics in the Middle East every year. The cost
of setting up a clinic is INR 0.8-1.0cr half of which goes towards machinery and technology. Thus the company
would incur a capex of INR30cr per annum.

Possesses key attributes of becoming a wealth creator: We believe Kaya's business model possesses
many attributes of becoming a wealth creator. (i) Kaya is the pioneer and the market leader (only organized
pure play) in the skin cure service industry which is in a nascent stage of evolution. (ii) Kaya has a highly
scalable business. With more people graduating to the affluent category as well as growing consciousness
among working women provides a huge opportunity. (iii) The business has high operating leverage which
provides continued scope for margin expansion. As there are no precedents to Kaya in this business, it is
difficult to arrive at sustainable margin levels once the industry matures, however one thing that is certain is that
margin expansion shall continue till there is an increase in capacity utilization. (iv) The company is backed by
strong leadership/management with Mr. Harsh Mariwalla at helm. With his track record of building Marico
from scratch we believe Kaya is treading the path of building a sustainable and profitable business model.
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Marico Kaya Enterprises Financials & Valuation

INCOME STATEMENT (INRCR)  RATIOS
Y/E MARCH FY13 FY14 FYI5E FY16E FY17E  Y/E MARCH FY13 FY14 FYI5E FY16E FY17E
Revenues 259 291 338 401 472 Adjusted EPS (INR) -30 5 23 31 39
Growth 21% 12% 16% 18% 18% Book Value 24 264 176 196 212
COGS 5 LY 61 73 86 Div Per Share 0 0 0 10 20
Gross Profit 200 237 277 328 386 Dividend Payout 0% 0% 0% 37% 60%
GP Margin 774% 814% 81.8% 81.8% 81.8% Net Debt / Equity 20 05 08 08 -0.8
Employee Cost 101 116 129 153 179 P/E NA 1826 421 310 251
Other Expenses 14 107 116 131 148 PBV 409 37 55 50 46
EBITDA -14 13 32 44 59 EV/EBITDA NA 934 395 286 214
EBITDA Margin -56% 46% 94% 11.0% 124% EV/Sales 49 43 3.7 31 2.7
Depreciation 2 9 12 15 18 Dividend Yield 0% 0% 0% 1.0% 21%
Other Income 0 4 10 1 1B ROCE 25% 2% 13% 16%  20%
PBIT -36 8 30 41 54 OperatingROCE 3% 5% 53% 76% 122%
E/O. Inc/(Loss) (9 4 0 0 0  OpROCEonGBlock -17% 3% 19% 24% 31%
Interest Cost 2 0 0 0 0 EBITDA Margin 56% 46% 94% 11.0% 12.4%
PBT -48 48 30 41 54 PAT Margin 148% 24% 88% 101% 10.6%
Tax 0 6 0 0 4 Debtor days 1 0 0 0 0
Rate 0% 11% 0% 0% 7%  Inventory days 136 155 156 153 14
Adjusted PAT -38 730 41 50  cCreditor days 112 12 126 126 1%
Growth 17% -118% 334% 36% 24%  Customer Advances 8 & 8 &0 ©
W.Cap cycle -58  -50 -52  -52  -B2
BALANCE SHEET (INRCR) CASH FLOW (INRCR)
Y/E MARCH FY13 FY14 FYI5E FY16E FY17E  Y/E MARCH FY13 FY14 FYI5E FYI6E FY17E
Share Capital 13 13 13 13 13 EBITDA W B2 4D
Reserves 18 37 214 240 260 Adjustments 8 4 0 0 O
Networth 31 340 227 253 273 (Inc)/DecinW.Cap 2o@® 0O 5 A
Loans 113 0 0 0 o PreTaxOCF 6 2 25 69 S0
SOURCESOFFUNDS 144 340 227 253 273  laxPaid o 46 0 0 4
CF from Operations 6 24 25 69 86
Gross Fixed Assets 150 105 140 177 216 (Inc)/DecinFA B &3 6 6 @
Less: Depreciation 118 & @ 113 131 Invst/Loan: Subsidiary 81 16l 0 0 0
Net Fixed Assets 32 18 42 65 gp Other Investments @ 2 W 0 0
Capital WIP 0 1 0 0 o Interest Received 0 4 10 n 13
Goodwill 0 198 55 5 g5 CFfromInvestingact. (31) 181 (39) (26) (26)
Investments 104 0 0 0 0 Capital fm rights issue 132 0 0 0 0
Cash 5 185 171 199 229  Inc/(Dec)in Debt ©e7n (71 0 0 0
Curr. Assets (ex cash) 57 73 7B 8 g InterestPaid @ O 0 0 0
Creditors and Prov. 102 1% 119 151 189 DivdPaid (incl Tax) 0 0 0 (15 @0
Net Curr. Assets (ex cash) -45 -62  -41 -66 -97 CFfromFinancingact. 63 (71) 0 (15 (30)
Less Net Def. Tax Liab 0 0 0 0 0 Inc/(Dec) in Cash 37 133 (14 28 30
APPLICATIONOFFUNDS144 340 227 253 273 Add:Opening Balance L 2 1B I 1%
Closing Balance 52 185 171 199 229
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Disclaimer: This document has been prepared by Motilal Oswal Securities Limited (hereinafter referred to as Most) to provide information about the company(ies)
and/sector(s), if any, covered in the report and may be distributed by it and/or its affiliated company(ies). This report is for personal information of the selected
recipient/s and does not construe to be any investment, legal or taxation advice to you. This research report does not constitute an offer, invitation or inducement
to invest in securities or other investments and Motilal Oswal Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report
is not for public distribution and has been furnished to you solely for your general information and should not be reproduced or redistributed to any other person
in any form. This report does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs
of individual clients. Before acting on any advice or recommendation in this material, investors should consider whether it is suitable for their particular
circumstances and, if necessary, seek professional advice. The price and value of the investments referred to in this material and the income from them may go
down as well as up, and investors may realize losses on any investments. Past performance is not a guide for future performance, future returns are not
guaranteed and a loss of original capital may occur.

MOSt and its affiliates are a full-service, integrated investment banking, investment management, brokerage and financing group. We and our affiliates have
investment banking and other business relationships with a some companies covered by our Research Department. Our research professionals may provide input
into our investment banking and other business selection processes. Investors should assume that MOSt and/or its affiliates are seeking or will seek investment
banking or other business from the company or companies that are the subject of this material and that the research professionals who were involved in preparing
this material may educate investors on investments in such business . The research professionals responsible for the preparation of this document may interact
with trading desk personnel, sales personnel and other parties for the purpose of gathering, applying and interpreting information. Our research professionals
are paid on the profitability of MOSt which may include earnings from investment banking and other business.

MOSt generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or
derivatives of any companies that the analysts cover. Additionally, MOSt generally prohibits its analysts and persons reporting to analysts from serving as an officer,
director, or advisory board member of any companies that the analysts cover. Our salespeople, traders, and other professionals or affiliates may provide oral or
written market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein, and our proprietary trading
and investing businesses may make investment decisions that are inconsistent with the recommendations expressed herein. In reviewing these materials, you
should be aware that any or all of the foregoing among other things, may give rise to real or potential conflicts of interest. MOSt and its affiliated company(ies),
their directors and employees and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and buy or sell the securities or
derivatives thereof of companies mentioned herein. (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation
or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions.; however the same shall have no
bearing whatsoever on the specific recommendations made by the analyst(s), as the recommendations made by the analyst(s) are completely independent of the
views of the affiliates of MOSt even though there might exist an inherent conflict of interest in some of the stocks mentioned in the research report

Reports based on technical and derivative analysis center on studying charts company's price movement, outstanding positions and trading volume, as opposed
to focusing on a company's fundamentals and, as such, may not match with a report on a company's fundamental analysis. In addition MOST has different
business segments / Divisions with independent research separated by Chinese walls catering to different set of customers having various objectives, risk profiles,
investment horizon, etc, and therefore may at times have different contrary views on stocks sectors and markets.

Unauthorized disclosure, use, dissemination or copying (either whole or partial) of this information, is prohibited. The person accessing this information
specifically agrees to exempt MOSt or any of its affiliates or employees from, any and all responsibility/liability arising from such misuse and agrees not to hold MOSt
or any of its affiliates or employees responsible for any such misuse and further agrees to hold MOSt 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. The information contained herein
is based on publicly available data or other sources believed to be reliable. Any statements contained in this report attributed to a third party represent MOSt's
interpretation of the data, information and/or opinions provided by that third party either publicly or through a subscription service, and such use and
interpretation have not been reviewed by the third party. This Report is not intended to be a complete statement or summary of the securities, markets or
developments referred to in the document. While we would endeavor to update the information herein on reasonable basis, MOSt and/or its affiliates are under
no obligation to update the information. Also there may be regulatory, compliance, or other reasons that may prevent MOSt and/or its affiliates from doing so.
MOSt or any of its affiliates or employees shall not be in any way responsible and liable for any loss or damage that may arise to any person from any inadvertent
error in the information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind,
regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-
infringement. The recipients of this report should rely on their own investigations.

This report is intended for distribution to institutional investors. Recipients who are not institutional investors should seek advice of their independent financial
advisor prior to taking any investment decision based on this report or for any necessary explanation of its contents.

Most and it's associates may have managed or co-managed public offering of securities, may have received compensation for investment banking or merchant
banking or brokerage services, may have received any compensation for products or services other than investment banking or merchant banking or brokerage
services from the subject company in the past 12 months.

Most and it's associates have not received any compensation or other benefits from the subject company or third party in connection with the research report.
Subject Company may have been a client of Most or its associates during twelve months preceding the date of distribution of the research report

MOSt and/or its affiliates and/or employees may have interests/positions, financial or otherwise of over 1 % at the end of the month immediately preceding the
date of publication of the research in the securities mentioned in this report. To enhance transparency, MOSt has incorporated a Disclosure of Interest Statement
in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Motilal Oswal Securities Limited is under the process of seeking registration under SEBI (Research Analyst) Regulations, 2014.

There are no material disciplinary action that been taken by any regulatory authority impacting equity research analysis activities

Analyst Certification

The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or issues, and no part of the
compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and views expressed by research analyst(s)
in this report. The research analysts, strategists, or research associates principally responsible for preparation of MOSt research receive compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors and firm revenues
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This report is not directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such
distribution, publication, availability or use would be contrary to law, regulation or which would subject MOSt & its group companies to registration or
licensing requirements within such jurisdictions.
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