Cello World Ltd.

IPO Note

Company Overview

Incorporated in 2018, Cello World Ltd. is a prominent player in the consumer ware market in India
with a presence in consumer houseware, writing instruments and stationery, moulded furniture and
allied products and consumer glassware categories. The six decades of experience of the company’s
promoters (through their family) in the consumer products industry has enabled them to understand
the preferences and needs of consumers in India, diversify the product portfolio and grow their multi-
channel distribution network. This has enabled the company to curate an extensive product portfolio
that caters to a diverse range of consumer requirements and offers a broad range of contemporary
products across different ranges, types of material and price points. Cello owned/leased and operat-
ed 13 manufacturing facilities across five locations in India as of June 30, 2023, and is establishing a
glassware manufacturing facility in Rajasthan. It has a robust pan-India distribution network support-
ed by its 721-member sales team as of June 30, 2023. The company trades in houseware, insulated
ware, electronic appliances and cleaning aids products. While most of the products it trades in are
manufactured by its subsidiaries, others are manufactured by third parties.

Objects of the issue

The net proceeds from the fresh issue will be used towards the following purposes:
= The selling shareholders will receive the entire offer proceeds.

Investment Rationale

Well-established brand name and strong market position

Cello has a strong market position in consumer products, reflecting their vast experience, continuous
product development and consumer understanding. To enhance brand awareness and strengthen
brand recall for their brands and sub-brands, the company utilizes a diverse array of promotional and
marketing efforts, including in-shop displays, merchandising, advertisements in print and social me-
dia, retail branding and product branding. This diversified offering is a buffer against seasonality in
demand by catering to various seasons, age categories, and occasions like home, office, gym, and
outdoor settings. By providing options suitable for different needs, Cello maintains a more consistent
level of demand throughout the year, minimizing the impact of seasonal fluctuations. Additionally, the
company's ability to address diverse consumer preferences using raw materials such as plastic,
steel, glass, and more ensures a broad appeal. It enhances customer satisfaction, bolstering brand
loyalty. The company has developed a strong brand identity through effective brand advertisements
and marketing campaigns, including “Cello — Companion for Life”, “Cello — Rishta Zindagi Bhar Ka”,
“Hot Chahive Toh Cello” and “Don’t Just Write, Glide”.

Diversified product portfolio across price points catering to diverse consumer re-
quirements

Cello focuses on identifying the needs and preferences of its consumers through its network of dis-
tributors and innovating its products to cater to their differing requirements and preferences. The
company’s products are available across various price points and meet the quality standards ex-
pected by its consumers. As of June 30, 2023, the company offered 15,891 SKUs across its product
categories. To cater to evolving consumer demands, they seek to constantly develop and launch a
new range of products by leveraging their vast experience, market knowledge and innovation capa-
bilities. The company has been innovating and introducing new range of products such as its recently
launched writing instruments, cleaning aids, opalware, glassware and cookware range of products
and appliances, along with moulded furniture and allied products, to increase its market share. Cel-
lo’s diversified product portfolio has allowed it to build a resilient business model to grow its business
despite adverse events. The company’s focus on a diversified product portfolio, which caters to a
wide range of consumer uses across different age groups, festive seasons and occasions, has al-
lowed it to maintain stable growth in its revenue over the years by enabling it to withstand fluctuations
in demand arising from the seasonality of demand for some of its products. The company’s wide-
spread presence and scale of operations allow it to increasingly focus on branding and promotional
activities to enhance its visibility in the consumer products industry and promote its products.
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Cello World Ltd.

Valuation and Outlook

The Indian retail market has historically been characterized as largely fragmented and unorganized. By FY27, the total retail and orga-
nized retail are expected to reach USD 1,418 billion and USD 325 billion, respectively, exhibiting a CAGR of around 11% and 24% for total
and organized retail, respectively, during the FY22-27 period. The emerging economies like India have a growing middle class willing to
explore modern retail and seek organized retail formats as they offer both awareness and access to global brands. Cello has a diverse
range of products across different product categories, types of material and price points, enabling it to serve as a “one-stop-shop”, with
consumers across all income levels. Cello's extensive product range spans Drinkware, Insulatedware, Dinnerware, Serveware, and Glass-
ware, and across categories like Cleaning supplies, Stationery, Small kitchen appliances, Moulded furniture, and Air coolers. Cello's utili-
zation of various raw materials across its wide product range helps safeguard profit margins when facing fluctuations in raw material pric-
es. By leveraging a mix of materials based on market dynamics, the company has adapted and prioritized those with more stable or fa-
vourable pricing, effectively managing costs and preserving margins. Moreover, Cello benefits from a distribution advantage due to its
large off-take per retailer. Retailers, too, find it advantageous to stock Cello's products due to the comprehensive range, enabling them to
fulfil diverse customer demands through a single brand. This results in higher sales volume per retailer. The company’s revenue from op-
erations grew at a CAGR of 30.8% during the FY21-23 period to reach Rs.17,966.95 million in FY23. Also, their profit grew at a CAGR of
31.2% during the FY21-23 period to reach Rs. 2,850.55 million in FY23. Cello World had the highest ROCE among its peers in FY23, at
44.5%. The issue is valued at a P/E of 44.4x on the upper price band based on FY23 earnings, which is fairly valued compared to
the average industry P/E of 45.5x. We, therefore, recommend a “SUBSCRIBE” for the benefit of listing gains for the issue.

Key Risks

= Fluctuations in raw material prices, especially plastic granules and plastic polymer prices, and disruptions in their availability may hurt
its business, results of operations, financial condition and cash flows.

= The company does not own the trademark for its key brands, including "Cello", "Unomax", "Kleeno", "Puro”, and their respective log-
os. If they cannot renew the relevant agreements that grant them the license to use these trademarks and logos, its business, results
of operations, financial condition and cash flows may be adversely affected. Further, one of its competitors also uses the "Cello" brand
name for its writing instruments business. Any adverse impact on the "Cello" brand name due to the actions of competitors who utilize
it may adversely affect their reputation and business.

= If the company cannot maintain the existing capacity utilization rate, its margins and profitability may be adversely affected. Further, a
slowdown or shutdown in their manufacturing operations could hurt their business, results of operations, financial condition and cash
flows.
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Income Statement (Rs. in millions

Particulars FY23
Revenue
Revenue from contract with customers 10,495 13,592 17,967
Total Revenue 10,495 13,592 17,967
Expenses
Cost of materials consumed 3,531 5,322 6,478
Purchases of traded good 1,556 2,004 3,110
Changes in inventories of Finished goods and
traded goods 2 (220 ()
Employee benefit expenses 968 1,319 1,576
Other expenses 1,544 2,151 3,231
Total Operating Expenses 7,727 10,257 13,762
EBITDA 2,767 3,335 4,205
Depreciation and Amortization expenses 489 476 503
Other income 101 159 167
EBIT 2,380 3,019 3,870
Finance costs 23 29 18
Exceptional Item 0 0 0
PBT 2,357 2,991 3,852
Current tax 712 807 1,016
Adjustment of tax relating to earlier years (1) 2 (4)
Deferred Tax charge/ (credit) (10) (13) (11)
Total tax 701 796 1,001
PAT 1,655 2,195 2,851
Diluted EPS 7.8 10.5 13.2
Source: RHP, BP Equities Research

Cash Flow Statement (Rs. in millions)
Particulars FY21 FY22 FY23
Cash flow from operating activities 1,936 1,873 2,274
Cash flow from investing activities (532) (2618) (5,568)
Cash flow from financing activities (1,328) 941 3,238
Net increase/(decrease) in cash and cash equivalents 76 196 (57)
Cash and cash equivalents at the beginning of the period 91 167 363
Cash and cash equivalents at the end of the period 167 363 306
Source: RHP, BP Equities Research
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Balance Sheet (Rs. in millions)

Particulars FY22 FY23
Equity and Liabilities

Equity Share Capital 0 0 975
Instruments entirely equity in nature 0 0 0
Other equity (1,068) 876 2,390
Non-controlling interest 1,722 1,851 1,999

Total Equity 654 2,728 5,364

Non-Current Liabilities
Financial Liabilities

(i)Borrowings 0 0 87
(ii)Lease Liabilities 104 87 71
(iii) Others 0 0 4,831
Provisions 36 45 25
Deferred tax liabilities (net) 82 84 84

Current Liabilities
Financial Liabilities

(i)Borrowings 3,221 4,525 3,174
(i) Lease Liabilities 16 17 19
(iii)Trade Payable 984 1,255 1,342
(iv)Others 6,101 4,345 167
Current tax liabilities 50 34 36
Short Term Provisions 17 15 14
Net Employee defined benefit liabilities 0 0 0
Other current liabilities 200 202 304
Total Current Liabilities 10,588 10,393 5,055
Total Liabilities 10,811 10,609 10,153
Total Equity and Liabilities 11,465 13,337 15,517
Assets

Non-Current Assets

Property, plant and equipment 2,376 2,387 2,537
Capital work in Progress 43 118 209
Right of Use assets 212 193 176
Goodwill 4 5 4
Other Intangible Assets 0 0 0
Intangible Assets under development 0 28 48
Financial Assets

(i)investments 0 0 8
(ii)Other Investments 450 350 498
(iif)Other financial assets 87 99 89
(iv)Loans 19 12 76
Non Current tax assets(net) 6 23 23
Deferred tax assets(net) 21 28 47
Other non current assets 41 142 402
Total Non current assets 3,260 3,386 4,118
Current Assets

Inventories 3,069 3,765 4,298
Financial Assets

(i)Trade Receivables 3,714 4,067 4,623
(ii)Cash and cash equivalents 167 363 306
(iii) Bank balances other than cash and cash equivalents 158 184 193
(iv) Investments 747 1,150 1,263
(v) Loans 14 20 12
(vi) Others 48 34 174
Other current assets 288 368 375
Total Current Assets 8,205 9,951 11,245
Assets classified as held for sale 0 0 154
Total Assets 11,465 13,337 15,517
Source: RHP, BP Equities Research
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Disclaimer Appendix

Analyst (s) holding in the Stock : Nil

Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of the subject issuer (s) or securities. We also certify that no part of our compensation was, is, or will
be directly or indirectly related to the specific recommendation (s) or view (s) in this report. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd or any
of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. 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.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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