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Supply restored; demand slack in urban India 20000

FMCG companies have restored distribution supplies completely to the pre- 24000
Covid levels. However, demand remained slack in discretionary categories,
specifically in urban regions, largely due to reverse migration of workers in
the last six months. According to Nielsen data, rural growth was 17%, 4% in
July, August, respectively, compared to pre-Covid levels. However, metro
cities are still struggling to return to pre-Covid level demand and witnessing 6000
10-15% lower sales. Though, we believe new product launches in health &

hygiene space has created opportunities for companies to drive growth in

newer categories, some discretionary categories like skin care, cosmetics,
ice-creams and juices continue to see subdued demand conditions. There

has been a wide trend of down-trading to mass brands or lower SKUs. Our — e EBITOA Magin
coverage universe is expected to witness 6.7% growth largely led by 13.4%,

50.5% growth in HUL, Tata Consumer (TCPL), respectively, mainly on Surge in palm oil prices (3/kg)
account of consolidation of their respective acquisitions. In our coverage
universe, Dabur would be an outlier with 6.5% revenue growth, which would 3500 -
be contributed by new products introduction in immunity boosting & hygiene

space. Marico is also expected to witness 7.5% growth largely led by strong 3000 -
growth in Saffola, foods portfolio and low base quarter effect for Parachute
& VAHO. Nestlé should see dismal growth numbers with infant & baby food 2500 +
products witnessing subdued sales. Moreover, Maggi growth has moderated 2000
compared to Q1 sales. TCPL, on a like-to-like basis, is expected to report 18%

growth largely contributed by price hikes in tea & strong growth in 1500
international business. However, we expect cigarette sales to continue to

stay dismal with 4-5% volume decline given intermediate lockdowns
impacting growth in July.

o 18000
s
(&)
[

12000

Q2FY20
Q3FY20
Q4FY20
Q1FY21
Q2FY21E

PAT Mamgin

Jan-19

May-19
Sep-19 1
Jan-20 1
May-20 A
Sep-20 1

Mixed trend in RM cost; reduction in overhead to sustain margin Operating margins FMCG Coverage (%)

EBITDA margin %
02FY20 Q3FY20 Q4FY20 Q1FY21 Q2FY21E
Dabur 221% 20.9% 18.9% 21.0% 24.4%
HUL 24.8% 24.9% 22.9% 25.0% 25.2%
ITC 38.4% 38.4% 36.5% 27.9% 35.0%
Marico ~ 19.3% 20.4% 18.9% 24.3% 21.1%

Though, on a reported basis, our coverage universe is expected to see 120 Company

bps contraction in operating margins, ex-ITC it is expected to see 60 bps

improvement in operating margins. Some commodity prices have seen a

sharp dip in January-June, which should benefit FMCG companies in Q2.

Palm oil prices have been volatile in the last nine months (dipped 30% from

tJa_nuary 2020 to June 2020 a_nd then recove_red to simila_wr levels). However, Neste  23.4% 215% 23.0% 245% 25.1%

it is up ~25% _YoY. Copra prices have remained stable in the last one year Tata Cons 12.8% 12.2% 12.8% 17.8%  13.8%

while crude prices have been down 20% compared to last year. The major VSTId.  32.2% 315% 325% 404%  34.7%

price inflation has been seen in tea prices, which are up ~80% YoY. We

believe lower crude based commodity cost would largely benefit FMCG

companies with a significant reduction in packaging cost. However, a Dabur

considerable increase in tea prices would impact HUL and TCPL's gross ot consumer

margins. FMCG companies have restored advertisement spends gradually.

However, lower ad rates throughout the quarters & cost cutting measures

would have helped in sustaining operating margins. Net profit of our

coverage universe is down 5.5%, largely due to a lower corporate tax in the

base quarter (adjusted due to a change in the corporate tax rate).
Sanjay Manyal

Exhibit 1: Estimates for Q2FY21E: (FMCG) (X crore) sanjay.manyal@icicisecurities.com

Revenue Change (%) EBITDA Change (%) PAT Change (%)

Q2FY21E  YoY QoQ Q2FY21E  YoY 0QoQ OQ2FY21E  YoY Qo0

Dabur India Ltd =~ 2,356.1 65 19.0 5737 172 377 443.1 9.8 29.8
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Company

HUL 11,005.3 13.4 58 2,815.1 15.2 6.5 1,977.9 7.0 5.1
ITC 11,594.6 -2.3 229 4,090.2 -10.3 54.5 34175 -15.1 45.9
Marico Ltd 1,966.2 1.5 2.1 415.0 17.6  -11.1 285.8 13.0 -26.0
Nestle India 3,055.9 -4.5 0.5 768.2 2.2 2.8 515.7 -13.4 6.0
Tata Consumer 2,760.7 50.5 1.7 381.0 62.4 -21.1 229.1 50.3 -33.7
VST Industries 293.0 -2.0 19.4 101.8 5.6 2.5 71.9 2.1 2.9
Total 33,031.7 6.7 11.0 9,145.1 24 21.9 6,947.1 -5.5 18.6

Source: Company, ICICI Direct Research
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Exhibit 2: Company Specific Views (FMCG)
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Remarks
Dabur is expected to witness 6.5% growth in consolidated sales with the volume
recovery in domestic sales to pre-Covid levels. We expect the domestic business to
post 8.2% growth largely led by health supplements, oral care, sanitisers, disinfectants
and OTC categories. The growth trend in these categories has been supported by
increased sales of Ayurveda & immunity boosting products. We believe launch of more
than 50 new products & variants since March 2020 largely in health & hygiene space
has been driving the recovery. We expect international business to continue to witness
dismal numbers with sales growth of mere 2%. With benign commodity cost &
continued cost cutting measures, operating margin is likely to improve by 222 bps. Net
profit is expected to grow moderately by 9.8% to ¥ 443.1 crore
HUL is likely to witness 13.2% sales growth mainly on account of consolidation of
acquired horlicks and boost brand. Home care and personal & beauty care businesses
would see flat sales during the quarter. We believe intermediate & localised lockdowns
in July would have impacted growth. Though rural sales has been growing strongly,
urban sales has been impacted by down trading & shift of the migrant population to
villages. Foods business is expected to grow 52% mainly due to inclusion of horlicks,
boost sales. We expect 150 bps gross margin contraction due to sharp increase in tea
prices. Tea prices have been up ~80% during the quarter. However, we expect lower
ad spends & other cost cutting measure to result in sustainable operating margins at
25.2%. Net profit is expected to grow 7% to ¥ 1977.9 crore
We expect ITC to report 1.6% decline in sales mainly on account of continued dismal
performance of hotels business and only 80-90% recovery in paper & paperboard
business. We expect cigarette business to witness 5% growth despite ~10% price
hike. Cigarettes volumes are expected to dip ~4% in due to intermediate lockdowns.
FMCG is likely to see 12% revenue increase with strong growth (some moderation from
Q1) in atta, biscuits, and noodles segments. Moreover, Savlon in the hygiene space is
witnessing robust growth with several new launches. We believe Classmate brand
would continue to see a steep decline in sales with schools remaining closed. Hotels
business continued to suffer with occupancies largely around 18-20%. Moreover, ARR
has also been down by 50% during the quarter. We expect a 10% decline in operating
profit mainly due to increase in excise duty on cigarettes in Budget. Net profit is likely to
decline 15% to ¥ 3417.5 crore due to low tax rate in the base quarter

We expect Marico to post 7.5% growth on the back 7% growth in domestic & 9.4%
growth in international business. We expect domestic growth to have been led by
moderate growth in Parachute, recovery in value added hair oils (VAHO) segment and
continued healthy growth momentum in Saffola & foods business on account of
increased ‘at home’ consumption. The strong growth in international business is
expected to be aided by Bangladesh business. Though we expect 100 bps contraction
in gross margins, lower ad spends & cost cutting measures are likely to improve
operating margins by 180 bps. We expect 13% growth in net profit to ¥ 285.8 crore

Nestlé India is expected to witness dismal numbers with 4.5% decline in sales. There
has been some moderation in growth for Maggi with June, July peaking sales post
pandemic. Promotions were back in Maggi, which would have negatively impacted
realisation by ~1-2%. Further, lower demand conditions has been particularly impacted
infant food, baby food products and chocolates.The company has not come up with
festive gift packs this year given demand for such packs would have been muted given
lower social interactions. We believe operating margins would improve 170 bps with
milk prices declining significantly in the last six months. We expect net profit decline of
13.4% to X 515.7 crore, largely due to a lower tax rate in the base quarter

TCPL is expected to report robust sales growth during the quarter with a recovery in tea
volumes & continued growth momentum in international business. Further, the company
has taken ~15% price hike on the back of a steep increase in tea prices. We expect
50% sales growth largely due to consolidation of acquired consumer business.
However, on a like to like basis, we expect 18% sales growth during the quarter. With
tea prices going up ~80% in Q2, we expect a 478 bps contraction in gross margins.
However, with the consolidation of acquired consumer business, lower ad spends &
cost cutting measures, operating margin is likely to witness 100 bps increase to 13.8%.
We expect net profit to grow 50.3% to T 229.1 crore

VST Industries is expected to witness 2.1% decline in sales (net of excise). We expect
22% growth in cigarettes sales largely on the back of ~11% price increase after the
excise hike in Budget 2020 & lower trade promotions in the last six months due to
pandemic induced lockdowns. We expect volumes to decline 5% during the quarter due
to intermediate and localised lockdowns in July. With cost cutting measures, operating
profit is expected to grow 5.6%. We estimate 2.1% growth in net profit

Source: Company, ICICI Direct Research
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Crude oil prices trend
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Exhibit 3: ICICI Direct coverage universe (FMCG)

S T CMP TP M Cap EPS ) P/E () Price/Sales (x) RoCE (%) RoE (%)

®) R Rating (¥Cr) FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E FY20 FY21E FY22E
Colgate (COLPAL) 1,452 1540 Hold 37,208 300 31.0 343 484 469 423 83 81 7.4 607 680 760 51.2 521 583
Dabur India (DABIND) 523 565 Buy 88708 82 88 103 638 593 51.0 102 101 87 261 240 247 21.9 209 21.4
Hindustan Unilever (HINLEV) 2159 2,410 Hold 480,922 31.2 324 401 69.2 66.6 538 126 113 00 895 267 330 8.7 203 254
ITC Limited (ITC) 167 250 Buy 218,801 125 117 130 134 142 128 47 46 41 294 283 361 238 217 217
Jyothy Lab (JYOLAB) 144 150 Hold 5141 43 53 58 335 271 247 31 29 26 243 297 299 217 242 241
Marico (MARLIM) 373 380 Hold 45802 81 85 96 461 438 389 63 62 55 41.0 423 462 345 356 395
Nestle (NESIND) 16,301 18,000 Hold 151,669 204.3 230.3 268.9 79.8 70.8 606 123 11.4 100 569 593 659 101.9 1142 123.6
Tata Consumer Products (TATGLC 488 525 Buy 49578 50 9.8 11.7 978 499 418 51 46 43 69 88 94 46 66 7.5
VST Industries (VSTIND) 3350 4,450 Buy 5530 196.9 202.1 2226 17.0 16.6 151 45 46 39 521 463 448 386 342 33.0
Varun Beverage (VARBEV) 676 700 Hold 19,948 164 97 178 413 694 37.9 28 33 27 155 113 163 142 88 142
Zydus Wellness (ZYDWEL) 1,782 2,300 Buy 10,782 246 434 664 725 41.1 268 61 58 52 59 70 83 54 59 86

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavours to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -56%;

Sell: <-15%
\@icici diroct.com| 1 | o /)
Invlllmtnll'o,f;:nu»‘un'llllpl | BH{JEﬁth ‘
| ICICI Securities Ltd. |l 757 a8mins ‘
Analyst Award 2012 A&L /
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

I/We, Sanjay Manyal, MBA (Finance), Research Analyst, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about 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. It is also confirmed that above mentioned Analysts of
this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report.

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a SEBI registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as

Our proprietary trading and investment busil may make i decisions that are inconsi with the recomr i p d herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the ise of independent jud by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.
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