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Emami’s young brigade of next gen directors:
(Left to right back) Prashant Goenka, Aditya V.
Agarwal, Mohan Goenka; (Left to right front)
Harsh V. Agarwal, Priti Sureka ¢ Manish Goenka
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EMAMI GROUP: GROWTH PLANS

A question

EMAMI|

in time... of time!

In this well entrenched analysis, Be*E’s AnGsHUMAN PAUL goes inside
the legacy organization of Emami and breaks down various issues
the group is addressing... most to do with succession planning and

strategic orientation.

hen you visit the Kolkata Head

Office of Emami Group at EM

Bypass, you get an immediate
feel of a penchant for tradition. Exactly 15
large statues (or statuettes, if you may) of
the elephant God Ganesha jump out to
catch your attention in the lobby of Ema-
mi’s corporate office. It's obvious that
they've been placed in that order to make
a very definitive point to the critical visitor
—and a point that reaffirms the essence of
this organization, the family way of doing
business. It’s quite obvious that this pen-
chant is as prevalent in the management
philosophy of the corporation, from the
structure, to leadership, to the way span
and scope of control has been built, and
obviously, to how succession planning has
been laid out in this well and truly Indian
corporation.

Entrepreneurship Professor John Dav-
ies at Harvard Business School wrote in
one of his papers that “in family busi-
nesses (companies whose ownership is con-
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trolled by a single family)... the lack of ef-
fective governance is a major cause of
organizational problems.” Strangely, how-
ever much the world of self-fulfilling ana-
lysts and business correspondents like I
might wish to the contrary, Emami seems
to be an anti-thesis to John Davies’ argu-
ment, the outlier, or the exception that
remains as a symbol of positive perform-
ance for statistical distributions. Emami
has remained committed through decades
to governance benchmarks that have pro-
moted and encouraged transparency, open
communication and almost a matrix ap-
proach to behavioural management.

At the same time, unlike their rival
company Dabur, which has been particu-
larly keen on trying out almost each and
every new jargon in the stream of profes-
sional management, Emami has stuck
steadfast to the belief that the family-way
to run a business, is the right way. Unique-
ly, theirs is a closely knit group despite the
business currently being run by the chil-

Relative stock movement (2 years)
Emami hos changed its course in the last two years
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“WE WILL RAISE EQUITY”

Be-E: Emami Group has
been on an expansion
drive - foraying into
new business areas.
What are the major
bottlenecks that the
group will have to over-
come in coming years?
PS: We have an ambi-

“\ ‘..af"
Priti Surekh

ctol Emami

tious target to grow
Emami’s turnover by
30% by 2013. For any
business, such targets are always
there; but we believe in targets
which we can achieve and such be-
liefs are after considering all the
bottlenecks. But there are certain
macro-level challenges to grow;
like the right understanding of the
market, because today’s marketing
world is changing so fast that it’s
difficult to predict. The right
amount of investment on R&D is
also a bottleneck as the amount
invested may not be worth it com-
pared to the return.

B&+E: The company’s debt-equity
ratio has increased from 0.33 in
March 2006 to 0.41 in March 2010.
Don’t you think compared to FMCG
companies like Dabur, there is
scope for improvement when it
comes to Emami’s D/E ratio?

PS: | don’t think so, as | think that
having debt and borrowed capital
in abusiness like ours helps a lot in
financial leverage. But yes, we are
also aware that the debt capital is
increasing. That is the reason we
got the approval to raise equity
capital, and we are specifically
waiting for the right opportunity
to execute our plans to raise Rs.2o
billion for the group through the
sale of equity. And this would be
implemented by FY 2011-12.

E

Emami headquarters in
Anandpur, E. M. Bypass, Kolkata .+

E .

dren of the two founders - R. S. Agarwal
and R. S. Goenka — who are in fact unre-
lated by blood, though they have an iden-
tical first name of Radhe Shyam, and ap-
parently even schooled together.

From the early 1970s, when Emami
started manufacturing cosmetic products
from just one small factory in Kolkata and
distributed products through hand pulled
rickshaws, today, when Emami is in a po-
sition to create products that can be game
changers in the Indian FMCG world, the
growth has been superlative - some op-
portunistic, some opportune. For exam-
ple, when Fair ¢~ Handsome was launched,
the first year generated Rs.270 million,
and resultantly created a market of mens
fairness creams worth Rs.2 billion. Today,
the Emami brand occupies a turnover of
around Rs.1 billion, purely driven by a
well timed opportune exploitation of the
Indian male’s cosmetic sentiments, At the
same time, Navratna and Boroplus are the
undisputed front runners for the company
atan annual turnover of Rs.3 billion each.
Today, the company has factories in Kolk-
ata, Abhoypur, Amingaon, Panthnagar,
Baddi, Dongri, Silvassa ¢ Vapi. From un-
dertaking exercises in brand extensions,
the company has now set up an Re+D divi-

sion, which spends about Rs.400 million
on research into FMCG products. It is
now increasing presence by at least 10,000
stores per year. If that’s how family-busi-
nesses are run, then perhaps the anti-
thesis to Davis’s theorem is truer in India
than the truism purported in his original
conjecture.

But still, there are questions to be an-
swered. And they start with the six exu-
berant and clearly passionate next genera-
tion members (three each from both fami-
lies, in their 20s and 30s respectively) at the
helm of the group as directors. The main
question arises about how well do these
discrete individuals coordinate with each
other; especially as each one is a power
centre on their own. Leaving more of this
for later, what cannot be denied at this
point is that the 27-year old and Rs.30 bil-
lion Emami Group is younger in its DNA
today than ever before. Under the leader-
ship of this youthful bunch, the group has
been on an expansion drive beyond do-
mestic boundaries, and is also gearing up
to make forays into new business areas
such as real estate, hospitals, beauty serv-
ices & spas. The new generation has an
ambitious target to grow Emami’s turno-
ver by 30% till 2013 from currently pro-
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Financial performance of Emami
Revenues & morgins have seen a steady climb
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jected 20% in the financial year ending
2010-11. So far, for the nine months end-
ed December 2010, the FMCG flagship
Emami Ltd. has posted a turnover of
Rs.8.9 billion with a growth of 20.6% y-o-
y. Profit after tax has been impressive as
well, growing at a CAGR of some 43%
over the past five years to reach Rs.1.7 bil-
lion by FY 2009-10. The expansions being
planned within the FMCG space as well
as into new areas are indicative of yet an-
other paradigm shift for Emami. The di-
rectors are unanimous that their diversi-
fications are carefully planned to enhance
the existing businesses only and with con-
sensus of each one of them.

Consensus is a factor that is known to
shift even in the most tight knit groups;
but here, there is at least one factor that is
non-negotiable - the directors themselves
realise that the key to enhancing the
growth rate of the group to 30% will still
largely hinge on their core competency —
the EMCG business. A lot hinges on their
growth in this segment. In its current
form, the business is doing extremely well.
The acquisition of Zandu for Rs.7 billion
has been particularly value accretive. The
company’s major brands — Navratna Oil,
Fair ¢ Handsome and Zandu Balm - have
been growing at a rate of some 20% plus.

In various interactions, 'm told that the
company religiously believes that to sur-

EMAMI|

“NO AGGRESSIVE DIVERSIFICATION"

Mohan Goenka, Director, Emami Group of Companies

Bé&+E: The new generation
has an ambitious target to
grow Emami’s turnover by
30% from 2013 onwards.
How do you plan to achieve
this target?

Mohan Goenka (MG): Yes,
its a hectic task for all six of
us to manage the FMCG
business and simultaneously
grow a diversified portfolio
that ranges from real estate to bio-die-
sel. The six of us don’t work individu-
ally; we work with the team, which
creates a force that is strong enough to
manage the group... and then, we are
not aggressively diversifying. We ac-
quired a steel manufacturing unit, and
gradually within a frame of time, we
converted it into the country’s largest
ball point pen steel manufacturing
unit. So, we are going slow in new busi-
nesses but for our existing businesses,
we are setting high targets.

Be&+E: Compared to the two founder-
members, what are the strategic value
additions that your generation has
brought in the group?

MG: I feel that we have brought in lots
of dynamism and fresh thinking that’s
fueling the growth for Emami as a con-
glomerate. It's not that the founder
members couldn’t do these things, but
at that point of time, the business just
started and we could not have imag-
ined entering into a new business. Now
we can, but at the same time, the busi-
ness environment is now more com-
plex as well. The first pillar for success-
ful diversification is that you need to
understand that there is no business,
which is not profitable. In addition, we
also try to find out at least one way in
which that new business will help our
existing businesses.

Bé~E: But, when compared to big
business houses like Reliance, which

Mohan Goenka,
Director, Emami Ltd.

is also being taken ahead by
the second generation,
aren’t your diversification
plans a bit slow?

MG: We don't believe in be-
ing too aggressive; there has
to be a need for the growth
and such need is determined
on basis of the requirement of
our existing business. Right
now, the group feels the need
for a cement manufacturing unit to
meet the needs of the growing real es- |
tate and hospital business. So, we are
setting up a 3 million ton cement man-
ufacturing plant in Raipur. Aggressive
diversification is a strict no no. Say for
instance, with the cement manufactur-
ing unit, we will expand production
capacity only after eight long years of
its operations. You might call it going
too slow. But, as we have been going
ahead cautiously, we have not had to
roll back on any business investments
till now. i
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Be+E: Do you have any succession
plan in place for the third generation
as yours is not just one family run-
ning the business. Doesn’t that imply
that the chances of conflict are more
in the future?

MG: 'The idea hasn't even crossed our
minds as we find that the business is
very well managed by all of us together
and all the business are being headed
by two members, one each from both
the families. We have been one of the |
few instances of family-run businesses
in India Ine. that have defied both the
changing times and the conventional
perceptions with respect to family run
enterprises. The cultural and religious
beliefs of ours have created a tightly
knit corporation that has religiously
clung on to age-old systems of legacy
management. And now, such beliefs on
entrepreneurship and strategy will de-
fine the shift to new generation.
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“WE TAKE DECISIONS IN FAMILY GATHERINGS”

Aditya V. Agarwal, Director, Emami Group of Companies

Be&+E: Whenever it comes to
decision making for impor-
tant growth strategies like
acquisitions, or entering
into a new business, how do
you carry it out?

Aditya V. Agarwal (AVA): It’s
a bit difficult to believe but,
since all our crucial decisions
are taken after consulting
with all the directors, we all
take such decisions in family gather-
ings. Like last year, the family was
holidaying in a Thai beach resort town,
In the middle of a relaxing holiday, the
core agenda of our discussion was buy-
ing Paras Pharmaceuticals. Similarly in
October 2008, when we traveled to
Sohna near Delhi, we did a brainstorm-
ing session on acquiring Zandu and
Zandu has been contributing very well
in our business.

Aditya V Agarwal,
Dir,, Emami Group

BéerE: But, what if there’s a contlict of
interest? Say for instance, not all the
directors are convinced on the deci-
sion to enter into a certain business.
How do you manage?

AVA: In that case, we don't enter into
such a business. For instance, all of us
are convinced that we should not enter
into the liquor business and we shall
not enter into the liquor business. Sim-
ilarly, there are many businesses, which
we all are not convinced about. Even if
it has immense potential, we will not
enter into it. Often, the directors pass
their judgment not only by seeing the
growth potential of the new business,
but also on how it will enhance the ex-
isting business. So, if any director has
said ‘no’ to any new business entry, the
view has its own reasons,

Be~E: From your first diversification
fifteen years ago to now, the group’s
turnover has grown by leaps and
bounds. With so many diversifica-
tions happening now, how much can

we expect the turnover to
be by 20252

buying two sick paper man-
ufacturing units and since
then, the turnover has
grown from mere Rs.700
million to more than Rs.10
billion. That was way back
in 1996 and at that point of

.

time, the paper manufactur-

ing unit was utilised only to enhance
our FMCG business, and we could not
think of diversification unless the com-
pany was financially secured enough.
Till date, the FMCG business has been

the major contributor to the group’s

ascent. Now that our FMCG business
is doing well, we are diversifying and
it’s wrong to have too much expecta-
tion from any business. FMCG might
take five years to reach break even, ce-
ment might take 10 years... so it's wrong
to announce any such turnover.

BerE: In fact, when it comes to diver-
sification, Dabur has been following
a very slow game; it’s only major shift
being towards forward integration
into retail. But you are suddenly fo-
cusing too much on acquisitions.
Dor’t you think it might disturb your
existing FMCG business?

AVA: We are not compromising with
the FMCG business. But, apart from
FMCG, wherever we see a business op-
portunity we would be entering into
that industry. And, such business
should be enhancing our existing busi-
ness. At the same time, we are also
looking at growth opportunities for our
EMCG business. In fact, we have ac-
quired a personal-care products manu-
facturing unit in Egypt for Rs.1.5 bil-
lion. And even in our diversification,
we are looking for synergistic effects
wherever possible. For instance, Star-
mark stores also have a corner where
all Emami products are displayed.

AVA: We first diversified by :

T

Pictures of Starmark, the elite retailing store
of Emami, located in South City, the real-
estate property of Emami.

vive in the FMCG world, constant differ-
entiation and localisation is necessary. So,
for all the successful brands, the group is
paying heed to localisation; more so in its
promotional campaigns (For example, for
Fair & Handsome in Karnataka, Emami
got Chiranjeevi as the brand ambassador).
Interestingly though, as per a company
report, advertising ¢ promotional (A¢P)
spends as a percentage of revenues are
increasing consistently from $20.7 million
in FY 2005-06 to $41.3 million in FY
2009-10. But Ae*P spends as a percentage
of sales have actually declined from 23.8%
to 18.7% in that period.

In a move panned by some critics, last
year, the group had entered the retail ro-
deo; the panning happened because in-
stead of the time-tested spaces of food,
groceries or even clothing, Emami entered
into pharmacy retailing under the name
of Frank Ross Ltd. But with an initial
growth rate of 25%, Frank Ross is one of
the fastest growing chains of its kind in
India, putting paid to the initial admoni-
tion. In another expected rampaging by
analysts, Emami is implementing a major
extension of the ‘Fair ¢ Handsome' brand
by the end of 2011, and this would be
routed out through Emami’s entry into the
service industry — the beauty ¢ spa busi-
ness line. Emami is trailing the route of
Marico, which launched certain categories
of products to enhance its service busi-
ness, like Kaya. But Marico unleashed its
beauty-care products in Kaya outlets once
the brand of Kaya had been established.
On the contrary, Emami plans to roll out
its products (including a new brand launch
titled Pure Skin) right from the beginning
of its venture into the beauty ¢ spa busi-
ness. That’s taking a big risk — unless of
course the group is planning to ensure
that unlike the Frank Ross outing (where
one wouldn't connect the name to the orig-
inal organisation), this time the service
business takes the full benefit of the Ema-
mi brand name.

But if one were to be honest, the fact is
that perhaps for the whole group, the most
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critical of all strategic moves for the group
is here and now. Even as the company
deepens its penetration into the hinterland,
the most important leg for Emami’s growth
— a global expansion drive - is testing their
management orientation and consensus
skills to the hilt. Currently, the group’s glo-
bal business operations account for just
about 14% of its turnover. For the fiscal
year 2011-12, the group plans to strength-
en its global business, and is also looking
for acquisitions of targets within the coun-
try that can fuel their growth engine. They
started the year with the acquisition of a
Rs.1.5 billion personal care products man-
ufacturing unit in Egypt. Earlier, the
group’s attempt to acquire Paras Pharma-
ceuticals went in vain, as Reckitt Benck-
iser stole the show with a much higher bid.
Similarly, they were in the race to acquire
Henkel until recently, but opted out, again
due to the high price of the deal. Emami is
now looking for options in the African
market to enhance the production capac-
ity of the FMCG business.

However, shareholders are not support-
ing these acquisitions. According to FIC-
CI's FMCG report published in 2009, 20%
of acquisitions in the Indian FMCG have
failed to create a synergy because of the
excess cost of debt capital (for instance,
HULS acquisition of Modern Dairy). Mir-

roring the report, stock analysis shows
that Emami’s return on capital employed
(ROCE) for the past three years has been
declining at an average of 15%. Its ROCE
has gone down from 39.63% for FY 2005-
06 to 17.93% for FY 2009-10. In fact, the
shares of the company jumped by around
20% when it came to light that they were
not acquiring Paras, which

EEMAMI

Key financial indicators of Emami Ltd.
Rxsmg debt, in pumculur is 0 cause for concern with the company
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equity market,

At this juncture, the band of family di-
rectors face a situation they might have
seen many times before; but this time the
issues are larger, and the moneys being
dealt with exponentially higher than what
it was a few years back. The test of man-
agement, leadership and team skills is tru-

est when done during tough

finally went for a steep . times. While the past years
Rs.32.6 billion. Of course, to “We have our were more or less good
fund such acquisitions, if the - growth times, with a good
equity market is closed, bor- own Stmteges dose of commitment from
rowed funds could have been {0 achieve our  thoseat the top and certain

an option. But in the FMCG
category, when it comes to
acquisitions, organisations
like Dabur have set a classic
example by undertaking ac-
quisitions through the equity
route as far as possible (in fact, Dabur has
also been bidding to buy Henkel). Natu-
rally, Emami’s debt-equity ratio has been
rising from 0.33% in March 2006 to 0.41%
in March 2010. As a remedy, the group is
planning to raise Rs.20 billion through the
sale of equity by this fiscal year. Consider-
ing its declining ROCE, such an achieve-
ment looks like an arduous task. But
Emami’s directors dismiss this issue. They
strongly believe that they can mint the
required funds - both from the debt & the

fund target &
it would be
transparent”

help from India’s growing
prospective customer base,
the future is where Emami’s
family group would find it
harder to gain consensus
within the team. But harder
doesn’t mean that the same cannot be
found. It just means that where various
family businesses in India — ranging from
the biggest to the mightiest — have fallen
at the relationship management level,
Emami presents a unique hallmark of per-
severance and consistency in coordination
which, if it sees through the current times,
could well give India one of its first glabal
consumer brands. But how much time
would it take to do that, is the question we
started this article with... Bel
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