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RESULT UPDATE
Sector: Packaging Rating: BUY
CMP: Rs 276 Target Price: Rs 356
Stock Info
Sensex/Nifty 54,525/ 16,282
Bloomberg HPPL IN
Equity shares (mn) 75.5
52-wk High/Low Rs 331/220
Face value Rs 2
M-Cap Rs 21bn/USD 298mn
3-m Avg volume USD 0.2mn
Financial Snapshot (Rs mn)
Y/E Mar CY21E CY22E CY23E
Net sales 26,905 29,703 33,267
EBITDA 2,045 3,119 3,493
PAT (adj.) 754 1,527 1,795
EPS (adj.) (Rs) 10.0 20.2 23.8
PE (x) 27.6 13.6 11.6
P/B (x) 2.6 2.3 2.0
EV/EBITDA (x) 115 7.4 6.4
RoE (%) 9.3 17.3 18.1
RoCE (%) 11.0 19.5 21.5
D/E (x) 0.4 0.2 0.2
OPM (%) 7.6 10.5 10.5
Dividend yield (%) 1.3 2.6 3.0
Dividend payout (%) 35 35 35
Shareholding Pattern (%)
Jun-21 Mar-21 Dec-20

Promoter 67.7 67.7 66.9
- Pledged - - -
Fll 4.2 4.2 4.0
DIl 13 1.6 1.5
Others 26.8 26.5 27.6
Stock Performance (1-year)
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Raw material, one-time costs dent margins; recovery in 2H

Huhtamaki PPL (HPPL)’s 2QCY21 result was below our estimate with net
revenue/EBITDA growth of 3%/-65% YoY and negative PAT of Rs 35mn. Revenue
growth was price-led, as volumes declined ~17% YoY (calculated) due to disruption in
production and demand slowdown in some key pockets due to lockdowns. OPM
slipped to an all-time low of 3.4% vs. 10.1% YoY due to additional costs of Rs 85mn at
the Thane plant with no associated revenues (adjusted OPM: 4.7%) and a continued
rise in the prices of key raw materials (BOPP +31% YoY, BOPET +18% YoY). The
company passes on raw material cost inflation with a 1-3-months lag and has a total
inventory cycle of one month. However, the pass-through has been challenging due to
the continued MoM rise in raw material prices along with a slowdown in end-user
industries. We expect margin recovery from 2H onwards as BOPP prices started
moderating from Jun-2021 (-12% MoM) and BOPET prices have remained flat (MoM).
We factor in the 2QCY21 performance and cut our CY21 estimate by 30%. Given HPPL’s
leadership position (+15% organised market share), ability to manage 18 plants
efficiently and a deep understanding of the FMCG market, it is the best proxy play to
the Indian FMCG sector. At the CMP, the stock trades at 12x CY23E earnings and offers
value buy. We roll forward to CY23E and revise our rating to BUY from Hold with a
target price of Rs 356 (earlier Rs 302) based on 15x CY23E earnings (average PE of 23x
over the past 7 years).

Raw material cost inflation, non-recurring cost of Rs 85mn hurt OPM; recovery in 2H

The company incurred an additional cost of Rs 85mn at its Thane plant with no
associated revenues (adjusted OPM: 4.7%) and a continued increase in the prices BOPP
(+31% YoY) and BOPET (18% YoY) — key raw materials. As a result, its OPM slipped to an
all-time low of 3.4% vs. 10.1% YoY and 6.7% QoQ. Our analysis of the margin trends over
the past 70 quarters indicates that margins recover quickly after declining for one or two
quarters. With the softening of BOPP prices from Jun-2021 (-12% MoM) and flat BOPET
prices (MoM), we expect margin recovery from 2H onwards.

Capitalizing on the sustainable packaging trend

In a recent interview, HPPL MD, Mr. Sudip Mall spoke about the industry’s gradual
transition to a more circular model where materials are collected, recycled and reused;
he added that clients are increasingly looking for environment-friendly packaging. To
capitalize on this opportunity, HPPL launched Huhtamaki Blueloop in 2019 - a platform
that offers a range of recyclable packaging solutions. It commercialized these solutions
for shampoo, confectionery, industrial bulk packaging and snacking applications and is
now prepared to expand the applications to more segments. The business complexity is
likely to increase in the long-term, making it difficult for small & unorganized players
(65%+ market share) to adapt to structural changes; this should lead to market share
gains for large innovative players like Huhtamaki PPL.

Other 2QCY21 highlights:

e As of 1HCY21, HPPL’s total debt increased to Rs 3.7bn vs. Rs 3bn in Dec-2020 and
DE(x) was 0.5x vs. 0.4x in Dec-2020, likely due to a sharp increase in the prices of raw
materials that led to an overall working capital requirement.

e  Working capital days were up at 70 vs. 54 in Dec-2020 given the increase in
inventory days due to higher raw material prices.

e  Capex during 1HCY21 was Rs 233mn vs. Rs 214mn YoY.

Investors are advised to refer disclosures made at the end of the research report.
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Exhibit 1: Quarterly financial statement
Particulars (Rs. mn) 2QCY21 2QCY20 YoY 1QCY21 QoQ
Sales (Net) 6,626 6,408 3% 6,323 5%
Other income 25 31 -18% 61 -59%
Total Income 6,651 6,438 3% 6,384 4%
Expenditure:
Cost of material 4,773 4,192 14% 4,237 13%
Employees expenses 664 766 -13% 704 -6%
Other expenses 962 802 20% 960 0%
Foreign Exchange Loss / (Gain) - - NA - NA
Total expenditure 6,399 5,760 11% 5,900 8%
EBITDA 252 679 -63% 484 -48%
EBITDA (Excl. Ol) 227 648 -65% 423 -46%
EBITDA margin 3.4% 10.1% -669 bps 6.7% -326 bps
Depreciation 235 247 -5% 230 2%
EBIT 17 431 -96% 254 -93%
Finance Cost 63 71 -11% 55 14%
Exceptional item - - NA - NA
EBT (46) 360 -113% 199 -123%
Tax (17) 93 -112% 37 -130%
Tax rate% 24% 26% 19%
PAT (35) 267 -113% 162 -122%
PAT (adjusted) (35) 267 -113% 162 -122%
PAT margin -0.5% 4.2% -470 bps 2.6% -309 bps
EPS (Rs.) (0) 4 -113% 2 -121%
EPS Diluted (Rs.) (0) 4 -113% 2 -121%
Source: Company, Systematix Institutional Research
Exhibit 2: Change in estimates
Actual Revised estimates Previous estimates Change
CY21E CY22E CY23E CY21E CY22E CY23E CY21E CY22E CY23E
Net Sales 26,905 29,703 33,267 25,034 28,038 33,267 7% 6% -
EBITDA 2,045 3,119 3,493 2,553 3,224 3,493 -20% -3% -
PAT 754 1,527 1,795 1,070 1,519 1,795 -30% 1% -
EPS (Rs) 10.0 20.2 23.8 14.2 20.1 23.8 -30% 1% -
OPM 7.6% 10.5% 10.5% 10.2% 11.5% 10.5% -260 bps -100 bps -
NPM 2.8% 5.1% 5.4% 4.3% 5.4% 5.4% -147 bps -28 bps -

Source: Company, Systematix Institutional Research
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Huhtamaki PPL

FINANCIALS

Profit & Loss Statement

Balance Sheet

YE: Mar (Rs mn) CY19 CY20 CY21E CY22E CY23E YE: Mar (Rs mn) CY19 CY20 CY21E CY22E CY23E
Net revenues 25,990 24,627 26,905 29,703 33,267 Share capital 151 151 151 151 151
Revenue growth (%) 9.7 -5.2 9.3 104 12.0 Reserves & Surplus 6,822 7,497 7,987 8,980 10,146
- Op. expenses 23,046 22,283 24,860 26,584 29,774 Networth 6,973 7,648 8,138 9,131 10,297
EBITDA (Excl. Ol) 2,944 2,344 2,045 3,119 3,493 Minority interest - - - - -
EBITDA margins (%) 11.3 9.5 7.6 10.5 10.5 Total Debt 2,816 3,359 3,037 2,251 1,551
- Interest expenses 226 270 240 198 143 Def. tax liab. (net) -62 -62 -62 -62 -62
- Depreciation 869 979 934 1,033 1,124 Capital employed 9,727 10,944 11,113 11,319 11,786
+ Other income 166 81 135 149 166 Net Fixed assets 4,948 5,772 5,840 5,807 5,683
- Tax 315 216 251 509 598 Investments 608 184 184 184 184
Effective tax rate (%) 16 18 25 25 25 Net Working capital 3,725 4,318 4,681 5,242 5,871
Reported PAT 1,699 960 754 1,527 1,795 Cash and bank balance 446 671 408 87 48
+/- Extraordinary items 82 22 - - - Capital deployed 9,727 10,944 11,113 11,319 11,786
+/- Minority interest - - - - - Net debt 2,370 2,688 2,629 2,164 1,503
Adjusted PAT 1,617 938 754 1,527 1,795 WC (days) 43 49 49 49 49
EPS (Rs/share) 21.4 12.4 10.0 20.2 23.8 DE(x) 0.4 0.4 0.4 0.2 0.2
Source: Company, Systematix Institutional Research Source: Company, Systematix Institutional Research

Cash Flow Ratios

YE: Mar (Rs mn) CcY19 CY20 CY21E CY22E CY23E YE: Mar CY19 CY20 CY21E CY22E CY23E
PAT 1,617 938 754 1,527 1,795 P/E (x) 9.1 25.0 27.6 13.6 11.6
+ Non cash items 856 979 934 1,033 1,124 P/BV (x) 2.1 3.1 2.6 2.3 2.0
Cash profit 2,473 1,917 1,688 2,560 2,919 EV/EBITDA (x) 5.8 11.1 11.5 7.4 6.4
- Incr/(Decr) in WC -124 593 363 561 629 RoE (%) 25.4 12.5 9.3 17.3 18.1
Operating cash flow 2,597 1,324 1,325 1,999 2,290 RoCE (%) 22.6 13.7 11.0 19.5 21.5
- Capex 595 1,803 1,002 1,000 1,000 Fixed Asset turnover (x) 3.1 2.5 2.5 2.5 2.6
Free cash flow 2,002 -480 323 999 1,290 Dividend (%) 150 150 175 354 416
- Dividend 227 227 264 535 628 Dividend yield (%) 1.5 1.0 1.3 2.6 3.0
+ Equity raised - - - - - Dividend payout (%) 13 24 35 35 35
+ Debt raised -1,427 543 -322 -786 -700 Debtors days 87 79 79 79 79
- Investments 397 -425 - - - Creditor days 72 67 67 67 67
- Misc. items -16 36 -0 -0 0 Inventory days 29 37 37 37 37
Net cash flow -32 225 -262 -321 -39 Revenue growth (%) 10 -5 9 10 12
+ Opening cash 478 446 671 408 87 EBITDA growth (%) 32 -20 -13 53 12
Closing cash 446 671 408 87 48 PAT growth (%) 148 -42 -20 103 18
Source: Company, Systematix Institutional Research Source: Company, Systematix Institutional Research
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DISCLOSURES/APPENDIX
I.  ANALYST CERTIFICATION

I, Naushad Chaudhary, hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or issuers referred
to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report
by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and objectivity in making
any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

Il.  ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.

2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the
month immediately preceding the distribution of the research report.

3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

4. The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or
services from the company(ies) covered in this report in the past twelve months.

5. The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous
twelve months.

6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research
report.

7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

;ro.' Particulars VI:cS)./
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
2 Whether research analyst, SSSIL or its associates and relatives collectively hold more than 1% of the company(ies) covered in the research report. No
3 Whether compensation has been received by SSSIL or its associates from the company(ies) covered in the research report. No
4 Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the No

previous twelve months.
5 Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other No
products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

1. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the information obtained in good faith from sources believed to be reliable. Such information
has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy completeness or correctness.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and this document is not and should not be construed as an
offer or solicitation of an offer to buy or sell any securities or other financial instruments. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that is a citizen or resident or located in any
locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
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Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.

SSSIL 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, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they 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. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report reflect the personal views of the analyst(s) about the subject securities or issues and no part of the
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which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations which could have an adverse effect on their value or price or the income
derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign currencies, effectively assume currency risk. SSSIL, its directors, analysts
or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on the basis of this report
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SSSIL and its affiliates, officers, directors, and employees subject to the information given in the disclosures may: (a) from time to time, have long or short positions in, and buy or sell, the
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conflict of interest with respect to any recommendation and related information and opinions. The views expressed are those of the analyst and the company may or may not subscribe
to the views expressed therein.

SSSIL, its affiliates and any third party involved in, or related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall SSSIL, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. The company accepts no liability whatsoever for the actions of
third parties. The report may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the report refers to website material of the company, the
company has not reviewed the linked site. Accessing such website or following such link through the report or the website of the company shall be at your own risk and the company
shall have no liability arising out of, or in connection with, any such referenced website.

SSSIL will not be liable for any delay or any other interruption which may occur in presenting the data due to any technical glitch to present the data. In no event shall SSSIL be liable for
any damages, including without limitation, direct or indirect, special, incidental, or consequential damages, losses or expenses arising in connection with the data presented by SSSIL
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