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Rating as per Largecap 12months investment period

CMP Rs306 TARGET Rs336 RETURN 10%

12t June, 2017

In line quarter... Company Data
ITC is a diversified conglomerate, present across categories- Cigarettes, Other FMCG, Market Cap (Rs cr) 3,71,953
Hotels, Paper& Agri-business. ITC is a market leader in the cigarettes category with Enterprise Value (Rs cr) 3,58,777
~'750,
volume market share of ~75%. Outstanding Shares (cr) 1214.7
. H . . 0, 0 .
YD:;lg§s84FY17, net sales & Adj PAT increased by 14% and 12% respectively on a Free Float 100%
® ITC surprised positively by posting flattish volume growth in cigarette category in Dividend Yield 15%
Q4FY17. 52 week high Rs320
® EBITDA margin was down 212bps YoY to 34.8% owing to tepid performance of 52 week low Rs222
other FMCG & Agri businesses at EBIT level. 6m average volume (cr) 1.2
® We increase our revenue estimates by 6.3%/6.5% for FY18E/FY19E to factor in Beta 14
cigarette volumes recovery and no negative surprise in GST rate. Face value Rsl
® Sales/PAT to grow at a CAC';R (?f 13.6%/15.4% over FY17-19E owing to the healthy Shareholding % Q2FY16 Q3FY16 Q4FY17
revenue CAGR of 8.7%/16% in cigarettes/FMCG.
Promoters 0.0 0.0 0.0
® The neutral GST rate augurs well for cigarette volumes & hence, we upgrade our FIT 20.9 203 201
rating from ‘HOLD’ to ‘BUY’ with a revised TP of Rs336 based on 30x FY19E P/E. S ’ ’ '
MFs/Insti 35.0 35.4 35.8
. . Public & Others 441 443 44.1
Cigarette volumes were ahead of estimates
While ITC’s gross sales grew by mere 6% YoY in Q4FY17, net sales grew by healthy 14% Total 100.0 100.0 100.0
YoY driven by 11% drop in excise duty outgo this quarter. Notably, the base quarter JetuSets)sntI 3mth 6mth 1 Year
Witnessed h%gher .excise as iITventory rose in the system ahead of. pictorial warning A psolute Return 16% 319% 30%
implementation. Cigarettes business (contributes ~50% to revenues) registered a growth of Absolute S o o o
4.8% YoY led by realisation growth on account of price hikes undertaken by ITC post excise solute Sensex i 17 LE
hike. Notably, the neutral GST rate for this category augurs well for volume growth & Relative Return* 8% 14% 14%
hence, we expect this segment to grow at revenue CAGR of ~8.7% over FY17-19E. *over or under performance to benchmark index

Other FMCG- Stable revenue growth

Despite the challenging environment, non-cigarette FMCG business grew by 6.5% YoY. szo
Although this was broadly on expected lines yet the rising input costs coupled with
gestation costs on new categories (juices & dairy) & heavy discounting in Apparel -so
negatively impacted its profitability. Hence, segment EBIT declined by 29% YoY to Rs55.6cr ~ =<°
(EBIT loss in Q3FY17: Rs19.7cr). Going ahead, we expect this segment to report a CAGR of
16% over FY17-19E led by upturn in consumer demand. 200 |
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Other businesses

While the hotel business reported revenue growth of ~7% YoY led by improvement in
average room rates, Agri business grew by just ~6% YoY owing to fall in wheat exports. [-HERETTNNN (Rs.cr) FY17 FY1SE FY19E
Likewise, ITC's paper business posted growth of only 4.4% YoY on account of sluggish

demand conditions prevailing in the FMCG & legal cigarette industry. Sales 40,089 45,637 51,744

Tepid operating performance Growth (%) 9.6 13.8 13.4

EBITDA margin witnessed a decline of 212bps YoY to 34.8% in Q4FY17 due to sluggish ggITDA 14,578 16,831 19,394

performance of other FMCG (EBIT Margin at 1.9% vs 2.9% in Q4FY16) & Agri businesses e

(margin down 239bps YoY). Although EBITDA grew 7.5% YoY yet PAT rose 12.1% YoY Margin(%) 364 36.9 37.5

largely driven by higher other income (up 8% YoY) & lower tax outgo (effective tax rate at  PAT Adj 10,201 11,861 13,589

36% vs. 34% in Q4FY16). Further, we are estimating overall EBITDA margin to expand from b (9

36.4% in FY17 to 37.5% in FY19E led by better profitability in cigarette segment. St () s 163 LE:10

Outlook & Valuation Adj.EPS 8.4 9.8 1.2

We have increased our EPS estimates by 4.3%/3.7% for FY18E/FY19E to factor in higher Growth (%) 94 163 14.6

revenue estimates. Given its leadership position in cigarette category, continuous

investment behind brand building & innovations in Other FMCG business, we maintain P/E 36.5 31.4 274

positive stance on the stock. Further, revenue/PAT is expected to witness a CAGR of P/B 82 7.6 6.9

13.6%/15.4% over FY17-19E. The neutral GST rate for cigarette augurs well for volume

growth of the category & hence, we upgrade our rating from ‘HOLD’ to ‘BUY’ with a EV/EBITDA 253 219 19.0

revised TP of Rs336 (earlier Rs291) based on 30x FY19E P/E. RoE (%) 23.5 25.1 26.5
D/E 0.0 0.0 0.0
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Quarterly Financials (Standalone)
Profit & Loss Account

YoY QoQ
(Rs cr) Q4FY17 Q4FY16 Growth % Q3FY17 Growth %
Sales 11,126 9,757 14.0 9,248 20.3
EBITDA 3,875 3,605 7.5 3,546 9.3
Margin (%) 34.8 36.9 (212)bps 38.3 (351)bps
Depreciation 242 246 (1.9) 267 (9.3)
EBIT 3,634 3,359 82 3,280 10.8
Interest (11) 12 - 14 -
Other Income 402 371 8.3 688 (41.6)
Exceptional Items - - - - -
PBT 4,047 3,718 8.9 3,954 24
Tax 1,378 1,337 il 1,307 54
Reported PAT 2,669 2,381 12.1 2,647 0.9
Adjustment - - = - -
Adj PAT 2,669 2,381 12.1 2,647 0.9
No. of shares (Cr)* 1214.7 1214.7 1214.7
EPS (Rs) 22 2.0 12.1 22 0.9

*Adjusted for bonus shares
Change in Estimates
Old estimates New estimates Change %

Year / Rscr FY18E FY19E FY18E FY19E FY18E FY19E
Revenue 42913 48,572 45,637 51,744 6.3 6.5
EBITDA 16,489 18,858 16,831 19,394 21 2.8
Margins (%) 38.0 38.4 36.9 37.5 (110)bps (90)bps
PAT 11,446 13,054 11,861 13,589 3.6 4.1
EPS 94 10.8 9.8 11.2 43 3.7
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Standalone Financials
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Profit & Loss Account Balance Sheet
Y.EMarch Rscr)  FY15 FY16  FY17 FYISE FY19E Y.E March (Rs cr) FY15 FY16 FY17 FYI8E FY19E
Sales 36,083 36,583 40,089 45637 51,744 Cash 7,589 5,639 2,747 2,967 4,137
% change 9.7% 1.4% 9.6% 13.8% 13.4% Accounts Receivable 1,722 1,686 2,208 2,513 2,849
EBITDA 13,474 13,715 14,578 16,831 19,394 Inventories 7,837 8,520 7,864 8,924 10,062
% change 8.2% 1.8% 63%  155%  152% Other Cur. Assets 843 917 1,619 1,700 1,785
Depreciation 962 1,001 1,038 1,110 1,245 Investments 8405 13325 18585 20585 22,585
EBIT 12512 12,714 13540 15721 18,149 Gross Fixed Assets 21,727 22560 24,467 29,004 31,004
Interest 57 49 23 23 23 Net Fixed Assets 14,178 14,011 14,880 18308 19,063
Other Income 1,543 1,769 1,986 2,273 2,463 CWIP 2114 2419 3,537 1,000 1,000
PBT 13,998 14,434 15503 17971 20,589 Intangible Assets - - B . .
% change 10.6% 3.1% 74%  159%  14.6% Def. Tax (Net) 1,632)  (1867) (1872)  (1872)  (1872)
Tax 4,390 5,106 5,302 6,110 7,000 Other Assets 1,506 3,514 2,776 2,776 2,776
Tax Rate (%) 314%  354% 342%  34.0%  34.0% Total Assets 42564 48,164 52,344 56901 62,385
Reported PAT 9,608 9,328 10201 11,861 13,589 Current Liabilities 11,668 6,351 6,830 7,689 8,622
Adj* = = = = = Provisions - - - - -
Adj PAT 9,608 9328 10201 11,861 13,589 Debt Funds 53 29 18 18 18
% change 94%  -29% 94%  163%  14.6% Other Liabilities 108 127 155 155 155
No. of shares (cr)* 12147 12147 12147 12147 12147 Equity Capital 802 805 1,215 1,215 1,215
Adj EPS (Rs) 7.9 7.7 8.4 9.8 11.2 Reserves & Surplus 29,934 40,852 44,126 47,824 52,375
% change 94%  -29% 94%  163%  14.6% Shareholder’s Fund 30,736 41,656 45341 49,039 53,590
DPS (Rs) 41 5.6 48 5.6 6.2 Total Liabilities 42564 48,164 52,344 56901 62,385
BVPS (Rs) 253 343 37.3 40.4 441
*Adjusted for bonus shares
Cash flow Ratios
Y.E March (Rs cr) FY15 FY16 FY17 FY18E FY19E Y.E March FY15 FY16 FY17 FY18E FY19E
Pre-tax profit 13,998 14958 15503 17,971 20,589 Profitab. & Return
Depreciation Sl Lo Lo 1L L2 EBITDA margin (%) 36.9 375 36.4 36.9 37.5
Changes in W.C 0 (162 683 (58)  (629) EBIT margin (%) 343 348 338 344 35.1
Others (1455)  (1,752)  (1,963)  (2,250)  (2,440) Net profit mgn. (%) o S SN T ST
Tax paid (4226)  (4828)  (5302)  (6110)  (7,000) ROE (%) : g e o 51 65
CF.O 9,309 9,251 9,959 10,133 11,768 o : : : : :
Capital exp. (3140)  (2592)  (3,025)  (2,000)  (2,000) ROCE (%) 49.2 40.0 35.7 381 40.2
Change in inv. 734 (3387)  (5261)  (2,000)  (2,000) W.C & Liquidity
Other invest.CF (2,416) 2,228 1,986 2,273 2,463 Receivables (days) 12.6 11.8 145 145 14.5
C.F-investing 4823) (37500  (6300)  (1,727)  (1,537) Inventory (days) 144.7 162.2 1295 1295 130.0
Issue of equity 979 532 410 - - Payables (days) 30.2 35.6 36.5 36.7 36.7
Issue/repay debt (15) (14) (11) - - Current ratio (x) 15 2.6 21 2.1 22
Dividends paid 4772) (50100  (6924)  (8,163)  (9,038) Quick ratio (x) 09 13 10 0.9 10
Other finance.CF (765) (969) (364) (23) (23) Turnover &Levg,
C.F - Financing @4574)  (5462)  (6,889)  (8,186)  (9,061) Gross asset T.0 (<) ¥ o o - "
Chg. in cash (87) 39 (3,230 220 1,170 Total asset T.O () 09 08 08 08 08
Closing cash 7,589 5,639 2,747 2,967 4,137 : . : ’ ’ ’ ’
Adj. D/E ratio (x) 0.0 0.0 0.0 0.0 0.0
Valuation ratios
EV/Sales (x) 10.1 10.0 9.2 8.1 7.1
EV/EBITDA (x) 27.0 26.7 253 21.9 19.0
P/E (x) 38.7 39.9 36.5 31.4 27.4
P/BV (x) 121 8.9 82 76 6.9
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Recommendation Summary (last 3 years) Dates Rating Target

350 - 31-Jul-14 BUY 257
04-Nov-14 BUY 267

330 01-Mar-16 BUY 257
04-Nov-16 HOLD 272

310 - 07-Feb-17 HOLD 291
12Jun-17 BUY 336

290

270 - il i i
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Source: Bloomberg, Geojit Research

Investment Rating Criteria

Large Cap Stocks; Mid Cap and Small Cap;
Buy - Upside is 10% or more. Buy - Upside is 15% or more.
Hold - Upside or downside is less than 10%. Accumulate* - Upside between 10% - 15%.
Reduce - Downside is 10% or more. Hold - Absolute returns between 0% - 10%.
Reduce/Sell - Absolute returns less than 0%.

To satisfy regulatory requirements, we attribute ‘Accumulate’ as Buy and
‘Reduce’ as Sell.
The recommendations are based on 12 month horizon, unless otherwise specified. The investment ratings are on absolute positive/negative return basis. It is
possible that due to volatile price fluctuation in the near to medium term, there could be a temporary mismatch to rating.
* For reasons of valuations/return/lack of clarity/event we may revisit rating at appropriate time. Please note that the stock always carries the risk of being
upgraded to BUY or downgraded to a HOLD, REDUCE or SELL.

Geojit Financial Services Limited has outsourced the preparation of this research report to DION Global Solutions Limited whose relevant disclosures are
available hereunder. However, Geojit's research desk has reviewed this report for any untrue statement of material fact or any false or misleading
information.

General Disclosures and Disclaimers

CERTIFICATION

I, Rohit Joshi, employee of Dion Global Solutions Limited (Dion) is engaged in preparation of this report and hereby certify that all the views expressed in this research
report (report) reflect my personal views about any or all of the subject issuer or securities.

Disclaimer

This report has been prepared by Dion and the report & its contents are the exclusive property of the Dion and the client cannot tamper with the report or its contents
in any manner and the said report, shall in no case, be further distributed to any third party for commercial use, with or without consideration.

Geojit Financial Services Limited has outsourced the assignment of preparation of this report to Dion.

Recipient shall not further distribute the report to a third party for a commercial consideration as this report is being furnished to the recipient solely for the purpose
of information.

Dion has taken steps to ensure that facts in this report are based on reliable information but cannot testify, nor make any representation or warranty, express or
implied, to the accuracy, contents or data contained within this report. It is hereby confirmed that wherever Dion has employed a rating system in this report, the
rating system has been clearly defined including the time horizon and benchmarks on which the rating is based.

Descriptions of any company or companies or their securities mentioned herein are not intended to be complete and this report 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. Dion has not taken any steps to ensure that the securities referred to in
this report are suitable for any particular investor. This report is not to be relied upon in substitution for the exercise of independent judgment. Opinions or estimates
expressed are current opinions as of the original publication date appearing on this report and the information, including the opinions and estimates contained herein,
are subject to change without notice. Dion is under no duty to update this report from time to time.

Dion or its associates including employees engaged in preparation of this report and its directors 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 basis of this report, including but not restricted to, fluctuation in the prices of securities,
changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

The investments or services contained or referred to in this report may not be suitable for all equally and it is recommended that an independent investment advisor
be consulted. In addition, nothing in this report constitutes investment, legal, accounting or tax advice or a representation that any investment or strategy is suitable or
appropriate to individual circumstances or otherwise constitutes a personal recommendation of Dion.
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REGULATORY DISCLOSURES:

Dion is engaged in the business of developing software solutions for the global financial services industry across the entire transaction lifecycle and inter-alia provides
research and information services essential for business intelligence to global companies and financial institutions. Dion is listed on BSE Limited (BSE) and is also
registered under the SEBI (Research Analyst) Regulations, 2014 (SEBI Regulations) as a Research Analyst vide Registration No. INH100002771. Dion’s activities were
neither suspended nor has it defaulted with requirements under the Listing Agreement and / or SEBI (Listing Obligations and Disclosure Requirements) Regulations,
2015 with the BSE in the last five years. Dion has not been debarred from doing business by BSE / SEBI or any other authority.

In the context of the SEBI Regulations, we affirm that we are a SEBI registered Research Analyst and in the course of our business, we issue research reports /research
analysis etc that are prepared by our Research Analysts. We also affirm and undertake that no disciplinary action has been taken against us or our Analysts in
connection with our business activities.

In compliance with the above mentioned SEBI Regulations, the following additional disclosures are also provided which may be considered by the reader before
making an investment decision:

1. Disclosures regarding Ownership
Dion confirms that:

(i)  It/its associates have no financial interest or any other material conflict in relation to the subject company (ies) covered herein at the time of publication of
this report.

(i) It/its associates have no actual / beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the end of the month
immediately preceding the date of publication of this report.

Further, the Research Analyst confirms that:

(i) He, his associates and his relatives have no financial interest in the subject company (ies) covered herein, and they have no other material conflict in the
subject company at the time of publication of this report.

(ii) He, his associates and his relatives have no actual/beneficial ownership of 1% or more securities of the subject company (ies) covered herein at the end of the
month immediately preceding the date of publication of this report.

2. Disclosures regarding Compensation:
During the past 12 months, Dion or its Associates:

(a) Have not managed or co-managed public offering of securities for the subject company (b) Have not received any compensation for investment banking or
merchant banking or brokerage services from the subject company (c) Have not received any compensation for products or services other than investment banking or
merchant banking or brokerage services from the subject (d) Have not received any compensation or other benefits from the subject company or third party in
connection with this report.

3. Disclosure regarding the Research Analyst’s connection with the subject company:

It is affirmed that I, Rohit Joshi employed as Research Analyst by Dion and engaged in the preparation of this report have not served as an officer, director or
employee of the subject company

4. Disclosure regarding Market Making activity:
Neither Dion /its Research Analysts have engaged in market making activities for the subject company.

Copyright in this report vests exclusively with Dion.

Please ensure that you have read the “Risk Disclosure Documents for Capital Market and Derivatives Segments” as prescribed by the Securities and Exchange Board
of India before investing.

Digitally signed by ROHIT JOSHI
ROI I IT JOS I | I DN: c=IN, o=Personal, cn=ROHIT JOSHI,
33260, postalCode=226006, st=UTTAR PRADESH

Date: 2017.06.12 11:39:20 +05'30°

Geojit Financial Services Ltd. (formerly known as Geojit BNP Paribas Financial Services Ltd.), Registered Office: 34/659-P, Civil Line Road, Padivattom,
Kochi-682024, Kerala, India. Phone: +91 484-2901000, Fax: +91 484-2979695, Website: geojit.com. For investor queries: customercare@geojit.com, For
grievances: grievances@geojit.com, For compliance officer: compliance@geojit.com.

Corporate Identity Number: L67120KL1994PLC008403, SEBI Regn.Nos.: NSE: INB/INF/INE231337230 I BSE:INB011337236 & INF011337237 | MSEL
INE261337230, INB261337233 & INF261337233, Research Entity SEBI Reg No: INH200000345, Investment Adviser SEBI Reg No: INA200002817, Portfolio
Manager:INP000003203, NSDL: IN-DP-NSDL-24-97, CDSL: IN-DP-CDSL-648-2012, ARN Regn.Nos:0098, IRDA Corporate Agent (Composite) No.: CA0226.
Research Entity SEBI Registration Number: INH200000345
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