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FMCG & Alco Bev

1QFY21 Preview

® Aggregate revenue/EBITDA to fall by 16/19%: COVID-led lockdown will
bear heavy on revenues in 1QFY21 as several companies have faced supply
chain disruptions. Our FMCG coverage universe is expected to deliver a
decline of 13/17% YoY (ex-GSK 16/19%) in revenue/ EBITDA in 1QFY21 (vs.
-6/-9% in 4QFY20 and +4/+13% in 1QFY20). Packaged foods, health, and
hygiene categories are expected to deliver superior growth. Besides,
companies that had missed out channel filling opportunity in March, despite
a healthy consumer offtake, will deliver strong growth in 1Q.

® Liquor, cigarette and OOH categories most impacted: Consumption
sentiment remained weak for discretionary amid extending lockdown and
consumers’ prioritised essential categories. Delayed reopening of liquor
stores and COVID taxes by many states have impacted consumer offtake for
liqguor. While the allowance of home delivery will provide a boost to the

liquor industry, the loss of on-premise consumption and lower discretionary
expenditure by consumers will continue to affect revenue mix in 1THFY21.
Cigarette and QSR are also expected to be weak due to the lockdown,
limited consumption frequencies, and weak discretionary spend. OOH
categories (beauty care, juices, and ice cream) will also be impacted owing to
lesser instances of going out.

®  1QFY21 outliers: Britannia and Nestle

® Recommendation: We believe companies with higher revenue mix from
essential commodities and rural will benefit in the near term (1HFY21).
Ecommerce will continue to gain pace as consumers remain vary about
venturing into crowded MT stores. Hence, companies with a strong
presence and diversified offerings in ecommerce will do well. While sector
does not offer value bargains yet, we see better opportunities in select stocks
where business models are strong, and valuations have normalised in the
past 12-18 months. We adjust our estimates and target multiples (link) to
reflect slower near-term growth and lower cost of capital with falling bond
yields. We roll forward our target prices to June-22. We maintain our ratings
except downgrade for Radico from BUY to ADD due to limited upside.

®  We have a BUY rating on ITC; ADD rating on UNSP, Colgate and Radico
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Company C(II:: :) Reco.
HUL 2,180 REDUCE
ITC 196 BUY
Nestle 16,775 REDUCE
Britannia 3,678 REDUCE
Dabur 474 REDUCE
GCPL 692 REDUCE
Marico 343 REDUCE
UNSP 625 ADD
Colgate 1,382 ADD
Jubilant 1,687 REDUCE
Emami 236 REDUCE
Radico 378 ADD
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COMPANY OUTLOOK WHAT'’S LIKELY KEY MONITORABLES
We model a cigarette revenue decline of 35% YoY, with 39% Cigarette volume growth and
volume dip YoY (+3.5% in 1QFY20 and -10% in 4QFY20). mix impact on margin
Non-cigarette business is expected to dip by 18% YoY (+12% . .
in 1QFY20 and -4% in 4QFY20) with Hotel/Agri/ Paper FMCG business EBIT margin
business witnessing a decline of 80/35/35% YoY respectively Recovery in paper business,
while FMCG is expected to grow by 20% YoY. led by FMCG sector recovery

ITC WEAK We expect cigarette EBIT to decline by 37% YoY (+8% in Outlook on agri and hotel
1QFY20 and -12% in 4QFY20). We model FMCG EBIT businesses
Margin at 3.8% (2.5% in 1QFY20 and 4.6% in 4QFY20)
We model overall EBITDA margin to decrease sharply by
317bps to 36.5% (+105bps in 1QFY20 and -100bps in 4QFY20).
EBITDA to dip by 33% YoY (+9% in 1QFY20 and -9% in
4QFY20)
We expect net revenue growth of 1% YoY driven by GSK Improvement in rural
acquisition. Core business revenue is expected to decline by business
11% YoY (+7% in 1QFY20 and -9% in 4QFY20). We model ex- R in P e
GSK volume decline of 9% YoY (+5% in 1QFY20 and -7% in ccovety in Fersonatt-are
4QFY20). Pricing actions and new

1 h

We model revenue growth of 4/36% YoY in Home Care/F&R aunches strategy

HUL WEAK (including GSK) segments respectively while PC is expected Sustainability of cost saving
to decline by 15% YoY. initiatives
We build 96bps YoY increase in GM (+4bps in 1QFY20 and
+142bps in 4QFY20) aided by benign RM inflation. EBITDA
margin is expected to contract slightly by 27bps YoY to 25%
(+151bps in 1QFY20 and -159bps in 4QFY20). EBITDA to
remain flat YoY.
We model 4% YoY revenue growth (+11% in 2QCY19 and Commentary on recovery in
+11% in 1QCY20). Continued demand for packaged food will trade channels and rural
drive revenue growth despite lockdown. demand

Nestle India GOOD We model 157bps YoY dip in GM (-137bps in 2QCY19 and - New product pipeline
223bps in 1QCY20) on account of increase in input prices. We .
model EBITDA margin expansion of 44bps YoY to 24.3%. ?ercrlland trends in packaged
EBITDA to grow by 6% YoY (+6% in 2QCY19 and +5% in 00as
1QCY20).
Consolidated revenue to decline 14% YoY (+9% in 1QFY20 Commentary on rural growth
and -12% in 4QFY20). We model decline of 13% YoY in and wholesale channels
domestic revenue and volumes (Revenue growth of +11% in Change in consumer
1QFY20 and -17% in 4QFY20, Volume growth of +10% in ; get C‘t’ S ;
1QFY20 and -15% in 4QFY20). Hair care/oral care /home pre :re§f§i ZV\;alis S
care/food are expected to decline by 30/13/15/16% YoY while ayurve atra
Healthcare revenue is expected to grow by 40% YoY driven Growth in healthcare
by the surge in demand for Chyawanprash. portfolio

Dabur WEAK

We expect international business to decline by 13% YoY (+6%
in 1QFY20 and -1% in 4QFY20) due to challenges in MENA
region.

We model the gross margin to decline by 51bps YoY to 49%
(-9bps in 1QFY20 and -66bps in 4QFY20). Cost control
initiatives will lead to Adj. EBTIDA margin expansion of
136bps YoY (+122bps in 1QFY20 and -314bps in 4QFY20).
Adj EBITDA to decline by 8% YoY.

New launches strategy
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1QFY21E HAT’S LIKELY KEY ITORABLE
COMPANY o SOK w S MONITO S
We model 22% YoY revenue growth (+6% in 1QFY20 and -3% Commentary on downtrading
in 4QFY20) driven by volume growth of 21% YoY (+7% in trends
1QFY20 and flat in 4QFY20).
Commentary on new
Britannia GOOD We model 191bps YoY dip in the gross margin, driven by launches
dairy inflation (+41bps in 1QFY20 and -152 in 4QFY20).
L . . Commentary on the
Focus on cost optimization by the co will result in EBITDA completion of plant
margin expansion of 44bps to 15.1% (-69bps in 1QFY20 and
+24bps in 4QFY20). EBITDA to grow by 26% YoY.
We model 2% YoY decline in consolidated revenue (-5% in New launches
1QFY20 and -12% in 4QFY20). Domestic revenues are e v A s
expected to grow by 5% YoY (+1% in 1QFY20 and -18% in
4QFY20) due to increased focus on hygiene by consumers Product & Geography mix
and higher demand for HI. Decline in International biz is
expected to be 11% YoY (-11% in 1QFY20 and -6% in
4QFY20).
Godrej AVG f(;)or;’sumer gross margin GM is expected to Cf)ntract by
Consumer ps YoY (+133bps in 1QFY20 and -97bps in 4QFY20) due
to a negative impact on domestic gross margin of 61bps YoY
(+4bps in 1QFY20 and -58bps in 4QFY20).
Employee/ASP expenses are expected to decline by 15/20%
YoY while Other Expenses are expected to grow by 2% YoY
as the co focuses on cost rationalisation. As a result, EBITDA
margin is expected to expand by 132bps YoY (+140bps in
1QFY20 and -151bps in 4QFY20). EBITDA is expected to
grow by 5% YoY (+2% in 1QFY20 and -18% in 4QFY20).
We model 16% YoY domestic revenue decline (+6% in Commentary on copra prices
1QFY20 and -4% in 4QFY20), with domestic volume decline PCNO pricing strategy post
of 12% YoY (+6% in 1QFY20 and -3% in 4QFY20). We model .
PCNO val/vol decline of 20/15% YoY. Saffola revenue is copra deflation
expected to grow by 10% YoY driven entirely by volume Updates on Saffola growth
growth. VAHO is expected to report 29/22% val/vol decline. Commentary on CSD channel
Marico WEAK We model 7% YoY decline in international revenue (+9% in

1QFY20 and -5% in 4QFY20).

We model gross margin to expand slightly by 19bps YoY to
47.7% (+522bps in 1QFY20 and +23bps in 4QFY20). We expect
A&P spend to dip by 25% YoY to rationalise costs. Adj.
EBITDA margin to expand by 127bps YoY to 22% (+322bps in
1QFY20 and -22bps in 4QFY20). Adj EBITDA to dip by 9%
YoY.

NPD pipeline

Improvement in international
business

Page | 3



1QFY21 Results Preview

r

I.' HDFC securities

INSTITUTIONAL RESEARCH

1QFY21E WHAT’S LIKELY KEY MONITORABLES
COMPANY OUTLOOK
We expect revenue decline of 51% YoY (+10% in 1QFY20 and Demand trends
-11% in 4QFY20) with 50% YoY volume dip on a base of +6%. e .
. . . . Competitive intensity
Liquor industry will be under pressure owing to closure on
pubs/bars, tax increase and delayed opening of liquor stores. A&P strategy
HOVYeVEI‘., home del?very could help recover lost sales Commodity inflation outlook
partially in the medium term.
UNSP WEAK Gross margins will remain under pressure, although RM Ccor?q?rreln?rz ior?tirel_riiee;;i
inflation eased off in 1QFY21 vs. its peak in Oct/Nov 2019. to SumpHo !
We expect 250bps YoY decline in GM to 44.8%. erm
Like-Like EBITDA margin is expected to contract by 226bps
YoY to 15.2% (17.4% in 1QFY20 and 13.2% in 4QFY20). Like-
like EBITDA is expected to decline by 57% YoY (+54% in
1QFY20 and -8% in 4QFY20).
We expect revenue to decline by 3% YoY (+4% in 1QFY20 Toothpaste volume growth
and -7% in 4QFY20) with flat volumes (+4% in 1QFY20 and - and market share change
8% in 4QFY20). New launches and re-launches in core
L . . Feedback on recent launches
portfolio will guard against volume decline.
We model gross margin to remain flat at 65.9%. We expect ,ASP spends, espeF{ally with
Colgate AVG . 2. . increased competition from
moderation in ASP expense to continue. We model 12% YoY Dabur
dip in ASP (12.6% of sales).
EBITDA margin is expected to expand by 170bps YoY to
29.3% (+59bps in 1QFY20 and -237bps in 4QFY20). EBITDA
to grow by 3% YoY (+7% in 1QFY20 and -15% in 4QFY20).
We model 20% YoY domestic revenue decline (+2% in Kesh King growth outlook
1QFY20 and -19% in 4QFY20) with 25% YoY decline in Price hike strate
volumes (flat in 1QFY20 and -19% in 4QFY20). Domestic 8y
business will be impacted as most products are discretionary. Commentary on new
Navratana cooling will be most impacted as it has lost out on launches
sales. during prime se‘f;\son. Kesh King is riding on a highobase Outlook on Mentha oil
and is expected to be impacted severely (we modeled 20%
YoY decline in 1QFY21, co posted +30% in 1QFY20 and -26% Distribution strategy
Emami WEAK in 4QFY20).

International business is expected to post 10% YoY dip (+34%
in 1QFY20 and -4% in 4QFY20).

We expect moderation in raw material pressure, leading into
183bps YoY expansion in GM (-209bps in 1QFY20 and
+432bps in 4QFY20). EBITDA margin is expected to expand
by 263bps YoY to 23.3% (+58bps in 1QFY20 and -578bps in
4QFY20). EBITDA to decline by 9% YoY.

Commentary on international
business
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COMPANY OUTLOOK WHAT’S LIKELY KEY MONITORABLES
®  Dine-in has been washed out in 1QFY21. Delivery is also ®  Commentary on growth of
expected to be under pressure as consumers remain hesitant online ordering
to consume outside food. Due to lockdown, the only store -
. . . Commentary on demand for
expansion will be for stores that were supposed to open in takeawayv orderin
4QFY20. We model -54% YoY SSG in 1QFY21 (+4% in y &
1QFY20 and -3% in 4QFY20). We model 33 Domino’s store ®  Qutlook on store addition in
Jubilant WEAK additions in 1QFY21 (10 stores in 4QFY20). FY21-22
FoodWorks ®  We model gross margin to dip by 46bps YoY to 75% dueto ™  Competitive intensity, pricing
dairy inflation (+93bps in 1QFY20 and -164bps in 4QFY20). strategy
®  We model Employee/Rent/Other expenses decline of ®  Qutlook on sustainable SSG
45/31/55% YoY. Thereby, our like-like EBITDA margin is
expected to dip by 156bps YoY to 14.1% (-94bps 1QFY20 and
-686bps in 4QFY20). Like-like EBITDA to dip by 53% YoY
(+4% in 1QFY20 and -38% in 4QFY20).
®  We model 51% YoY revenue decline led by 54/67/15% YoY ®  Industry demand trends
decline in P&A/Regular/Non-IMFL. We expect 62% YoY " Commentary on product
volume decline (-55% P&A and -65% Popular) due to loss of launche ary on produ
on-premise consumption and delay in opening of liquor . s
stores. B Competitive intensity, pricing
®  Gross margins will remain under pressure owing to strategy
commodity inflation (ENA, molasses and glass bottles), ®  Commodity inflation outlook
Radico Khaitan WEAK although'EN'A prices have now ease'd off. We expect 74bps ™ Post COVID-19 change in
YoY decline in GM to 47% (-364bps in 1QFY20 and -628bps in debt el
4QFY20). ebt repayment plan
®  Cost control initiatives by the co will result in a decline in
Employee/S&D/Other Expenses by 20/55/50% YoY. Like-like
EBITDA margin is expected to decline by 474bps YoY to
11.1% (-185bps in 1QFY20 and -22bps in 4QFY20). Like-like
EBITDA is expected to decline by 66% YoY.
Page | 5
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Financial Summary

I e il vl N 1 e
1Q QoQ YoY| 1Q QoQ YoY| 1Q QoQ YoY| 1Q QoQ YoY| 1Q 4Q 1Q
FY2IE (%)  (%)| FY2IE (%)  (%)| FY21E  (bps) (bps)| FY2IE (%)  (%)| FY2IE FY20 FY20
ITC 838 (266) (27.2)| 306 (265 (33.0)| 365 7 (317)| 246 (352) (22.5) 2.0 31 2.6
HUL* 1011 138 13| 256 306 03| 250 321 @7 192 230 9.8 8.9 72 8.1
Nestle 3.0 (6.2) 40 76  (6.5) 59| 243 7) 44 51 (3.0) 164| 529 545 454
Britannia 33.0 00 223 5.0 95  260| 151  (78) 44 38 06 509 156 155 108
UNSP 109 (451)  (50.7) 17 (367) (57.1)] 152 203  (226) 05 (50.6) (73.1) 0.7 15 2.7
Dabur 19.6 53 (13.6) 42 213 76| 211 279 136 35 193 (6.6) 2.0 1.7 21
GCPL 22.9 72 (19) 48 1.0 48| 209 (127) 132 32 (4.0) 53 3.1 32 2.9
Marico 186 246 (13.9) 41 455  (86)| 220 315 127 30 522 (7.9) 23 15 25
Colgate 105 (17) (2.9 31 176 31| 293 480 170 20 (04) 202 75 7.5 62
Jubilant 49 (454) (47.9) 07 (252) (535)| 140 379  (168) 03 (347) (58.3) 26 39 6.2
Emami 53 (14)  (19.0) 12 243 (87)| 233 481 263 09 237 47 1.9 15 18
Radico 30 (481 (512) 03 (584) (659)| 111 (276)  (474) 01 (704) (76.2) 1.0 34 42
Aggregates | 3448  (6.9) (12.6)| 888  (43) (16.6)| 258 70 (129)| 663 (123)  (8.0)

* HUL including GSK Consumer

Estimate Change
Companies | Old Rating Ne'w Old TP New TP oud TflrgEt TI::g“;t OLJERS New EFS Est Chg (%)
Rating multiple multiple | FY21E  FY22E| FY2IE  FY22E| FY21E  FY22E
HUL REDUCE REDUCE 1,969 2,016 47 50 37.1 419 355 39.4 (4.4) (5.9)
ITC BUY BUY 221 236 17 18 11.3 13.0 11.4 12.9 13 (0.5)
Nestle REDUCE REDUCE 14,042 14,103 47 50 2376 2782| 2305 2633 3.0) (5.4)
Britannia REDUCE REDUCE 2852 3,120 38 40 65.6 75.1 65.5 75.4 0.2) 0.4
Dabur REDUCE REDUCE 404 433 40 42 9.0 10.1 9.1 10.1 13 0.2
GCPL REDUCE REDUCE 529 628 30 35 15.7 17.6 15.6 17.4 (0.8) (1.3)
Marico REDUCE REDUCE 283 351 30 35 8.4 9.4 85 9.8 13 3.7
UNSP ADD ADD 586 594 40 42 11.0 14.0 9.8 13.0| (11.2) (7.1)
Colgate ADD ADD 1,328 1,432 38 40 312 35.0 313 34.9 0.4 (0.4)
Jubilant REDUCE REDUCE 1,420 1,387 40 42 20.7 35.5 20.7 31.6 02  (11.0)
Emami REDUCE REDUCE 207 225 17 18 10.9 122 11.0 12.3 1.1 0.7
Radico BUY ADD 363 391 16 18 182 227 15.7 208 (13.9) (8.3)
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MCap CMP TP EPS (Rs) P/E (x) EV/EBITDA (x) Core RoCE (%)
Company Reco.

(Rsbn)  (Rs) (Rs) | FY21E FY22E FY23E|FY21E FY22E FY23E|FY21E FY22E FY23E|FY21E FY22E FY23E
HUL 4719 2,180 REDUCE 2,016 355 394 430| 614 553 506 426 380 322| 438 272 616
ITC 2414 196 BUY 236 114 129 138 172 152 142 113 99 91| 395 436 457
Nestle 1617 16775 REDUCE 14,103 | 2305 2633 300.8| 728 637 558 497 437 387| 663 613 666
Britannia 884 3,678 REDUCE 3,120 655 754 859| 562 488 428| 409 357 316 490 563 60.6
Dabur 837 474 REDUCE 433 91 101 109| 520 468 43.6| 434 386 351| 405 434 448
GCPL 707 692 REDUCE 628 156 174 196| 444 398 353| 333 309 282| 188 211 236
Marico 443 343 REDUCE 351 85 98 108| 404 352 316| 287 255 230| 432 483 529
UNSP 454 625 ADD 594 98 130 153| 640 480 409| 337 274 241| 179 226 242
Colgate 376 1,382  ADD 1,432 313 349 386| 441 396 358 284 257 235 657 782 898
Jubilant 223 1,687 REDUCE 1,387 | 207 316 373| 813 534 452| 448 317 272| 116 191 241
Emami 107 236 REDUCE 225 110 123 131| 214 192 180| 155 141 13.0| 246 311 374
Radico 50 378 ADD 391 157 208 243| 241 182 155 145 116 99| 114 141 152
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: > 10% Downside return potential
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