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Commodity inflation pressurises margins... 40000

The FMCG sector witnessed a high growth quarter on the back of lower sales 35000

in the base quarter, which was marred by country wise strict lockdown. 30000

Though Q1FY22 also witnessed the adverse impact of a second Covid-19 gizggg
S

wave & subsequent state wise lockdowns, the impact on supply chain was
minimal with industry, government & trade channel’s preparedness. Similar 10000
to previous lockdowns, consumption of some discretionary & out of home 5000
categories were adversely impacted. We believe detergent, cosmetics, skin 0
care products, juices, carbonated drinks would have seen muted sales during

the quarter. On the other hand, packaged foods, edible oil, nutrition,

immunity products would have continued the strong growth momentum.

Our FMCG coverage universe is likely to see 24.1% revenue growth. With — e EBITDA Margin
the sharp increase in many commodity prices, most companies have taken

price hikes to the tune of 5-20% in the last six months. We believe element Surge in palm oil prices (3/kg)

of price hikes in revenue growth is higher than usual in Q1FY22. After the
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contraction but ex-ITC, margins are likely to fall 240 bps. The quarter has 0121 0221 0321 0421 0122

one full year of aggressive new launches, the pace of new product 50 -
development has de-accelerated. However, new products would continue to 45
contribute 2-4% to the topline for FMCG companies. Within our coverage 40 -
universe, Dabur, HUL, Nestlé & Zydus Wellness are likely to see strong 15- 35 4 =
25% sales growth on the back of steep sales decline in base quarter. Marico 30 4 o
is likely to grow 28.5% on the back of strong growth in Saffola & foods 25 | o
segment. Saffola & foods portfolio of Marico has been growing at a fast pace 20 | &
in the last five quarters. We believe the growth momentum would continue 15 -— o
led by consumption shift from loose to packaged foods & acceleration in S 8 8 8 & & & =
adoption of healthier foods habits. Cigarettes sales for ITC & VST Industries 5 § 3 8 5 & 3 g_
may see strong growth on the back of beleaguered corresponding quarter. (I
High commodity prices; limited scope to curb margin fall Operating margins FMCG Coverage (%) g
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seen a steep increase in commodities costs with Palm Oil, Copra & crude Colagte 296 31.8 301 405 307
prices risen sharply. On a YoY basis, average palm oil & crude prices were Dabur 21.0 226 21.0 189 13.9
2x & copra prices were up 20%. Though palm oil & copra prices started HUL 250 251 241 244 233
cooling off in May-2021, the impact of the decline would not bring immediate I 279 339 350 31.6 314
relief. In previous quarter, Nestlé & Zydus benefited from lower milk prices Marico 242 196 19.4 159 182
given these companies were holding low cost skimmed milk powder (SMP) Nestle 245 249 226 258 23.8
inventories. Favourable sorbitol prices would continue to benefit margins for Tata Cons.  17.8 144 11.8 9.9 11.6
Colgate. However, increasing milk prices would entail price hikes, going VST Ind. 40.4 37.6 348 353 37.1
forward. We believe scope for cutting overhead & marketing spends remains Zydus Welln: 22.8 7.9 13.0 24.0 23.5
limited for FMCG companies on the back of consistent cost rationalisation FMCG Total 25.1 26.9 26.3 25.8 24.7
throughout the FY21. We expect net profit to witness growth of 17.9% during
the quarter. Dot

Tata Consumer
Exhibit 1: Estimates for Q1FY22E: (FMCG) (% crore) Zydus Wellness

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

Q1FY22E YoY QoQ OQ1FY22E YoY QoQ Q1FY22E YoY Qo0
Colgate Palmolive ~ 1,198.3 15.2 -6.8 368.3 19.6 -10.0 2421 222 -11.1
Dabur India Ltd 2,491.2 25.8 -1.0 4958 19.0 -12.9 413.3 211 -14.4

HUL 12,807.6 21.3 11.9 2,984.5 129 40 20934 113 4.2 Research Analysts

Company

ITC 12,284.9 29.3 2.6 3,858.3 45.8 5.0 3,125.0 334 -3.3 Sanjay Manyal

Marico Ltd 2,474.2 28.5 24.4 450.3 -3.5 15.8 335.7 -12.9 23.0 sanjay.manyal@icicisecurities.com
Nestle India 3,707.4 21.5 4.7 883.5 18.2 0.0 583.4 19.9 -0.6

Tata Consumer 3,282.0 20.9 18.0 381.6 -20.9 -4.5 238.3 -31.0 -12.8

VST Industries 284.8 16.0 -5.2 105.6 6.3 -6.6 79.7 53 -10.0

Zydus Wellness 635.2 18.2 85.7 149.6 22.2 4515 137.5 54.1 LP

Total 39,165.7 241 3.4 9,677.5 22.0 -29 71,2484 119 1.9

Source: Company, ICICI Direct Research
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Exhibit 2: Company Specific Views (FMCG) Copra Price Trend (3/kg)

Company Remarks
Colgate is expected to post 15.2% revenue growth in Q1FY22E on the back of 150.0
sales decline in base quarter. The company witnessed 4.1% revenue decline in the 140.0
base quarter. On a two year CAGR basis, growth is expected to be 5.2%. Though 130.0 A
Colgate we believe second wave of pandemic would have impacted sales, to a certain 120.0
extent, the impact would not have been as adverse as last year. We expect 114 110.0 1
bps operating margin improvement to 30.7% largely on the back of gross margin 100.0

90.0 A
expansion. Net profit is likely to grow 22.2% to ¥ 242.1 crore 80.0

Dabur is likely to witness 25.8% revenue growth on the back of sales decline in 70.0
base quarter to the extent of 12.9%. We believe second wave of Covid-19 would 60.0
have impacted sales in April-May given adverse impact reached rural regions.
However, we believe growth in health supplement & OTC, ethnic products has
been strong in continuance of FY21. We expect 168 bps gross margin contraction
during the quarter given crude based raw material cost has risen sharply.

Operating margin is expected to contract 118 bps. We expect net profit growth of Crude Price Trend (USD / barrel)
21.1% to X 413.3 crore

HUL is likely to report 21.3% revenue growth led by 29.9% growth in beauty &
personal care segment (BPC) & 22% growth in foods & refreshment segment. Both
these segments were adversely impacted by lockdown in base quarter. We
HUL believe home care segment would grow at slower 3.7% given second wave of 60 -
pandemic would have impacted detergent sales. With the sharp increase in palm 45 -
oil prices & elevated tea procurement prices, we expect operating margins to
contract 175 bps to 23.3%. We expect net profit to grow 11.3% to ¥ 2093.4 crore
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We expect ITC to witness 29.3% revenue growth led by 33.7% growth on
cigarettes segment mainly on account of severe adverse sales in base quarter.
Though we believe cigarettes sales would have been impacted due to second
Covid-19 wave, stocking at dealers levels in April would have off-set the negative
impact. Similarly, paper segment sales are expected to grow 50.4% with sustained
recovery in user industry. FMCG segment is likely to witness growth of 12.8%
during the quarter. We expect 19.6% sales decline in agri segment due to high
base & muted hotels segment sales due to second Covid-19 wave. Operating
margins are likely to expand 355 bps to 31.4%. We expect net profit to grow
33.4% to T 3125 crore

Marico is expected to see 28.5% revenue growth on the back of strong 30.3%
domestic business sales growth & 21.8% international business growth. The
expected growth was mainly on account of low base quarter impacted by
lockdown. However, despite high base quarter impact on Saffola & foods, the
company would continue to see strong growth in these segments. Copra prices
have cooled down in May-June 2021. We expect gross margin improvement on a
sequential basis. However, the company experienced very high margins in base
quarter led by sharp decline in marketing spends. With the normalisation trend of
marketing & overhead costs, we expect 600 bps contraction in operating margins.
We expect net profit decline of 12.9% to X 335.7 crore

Nestlé is expected to post 21.5% revenue growth on the back of muted sales in
base quarter. Though packaged food categories were positively impacted by
lockdown, the company faced supply constraints during the peak of the lockdown.
The company is trying to expand its distribution network to smaller towns and
villages to grow its existing brands. Milk prices have risen sharply in the last three
to four months. We believe the benefit of low cost SMP inventory would have
been exhausted. We expect small gross & operating margin contraction during the
quarter. Net profit is likely to grow 19.9% to T 583.4 crore
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Source: Company, ICICI Direct Research
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Exhibit 3: Company Specific Views (FMCG)

Company

Tata
Consumer
(TCPL)

VST
Industries

Zydus
Wellness

Remarks

TCPL is likely to witness 20.9% revenue growth largely led by sharp price
increases in tea segment. It is important to note that base quarter had normalised
sales as a sharp increase in 'at-home' consumption during lockdown benefited the
company. Tea procurement prices remain elevated with lower production during
March-April due to lack of rains in tea producing states. We expect 580 bps gross
margins contraction similar to Q4FY21. Operating margins were high in the base
quarter due to sharp cut-down in overhead spends. We expect operating margin
contraction to the tune of 180 bps during the quarter. Net profit is likely to de-grow
31% to X 238.3 crore

We expect VST Industries to post revenue growth (net of excise) of 16% to X
284.8 crore mainly on account of low base quarter. The corresponding quarter
witnessed sharp cigarettes volume de-growth due to lockdown. We expect gross
margin contraction of 570 bps given very high margins in base quarter due to
withdrawal of promotional offers. We estimate normalise promotional offers during
the quarter. We expect operating margin contraction of 337 bps to 37.1%. We
estimate net profit growth of 5.3% to X 79.7 crore

Zydus Wellness is likely to report 18.2% revenue growth on the back of 13.4%
revenue decline in base quarter. We believe skin care category (Everyuth) &
Nutralite butter sales would have been impacted by second wave of pandemic due
to reduced out of home activity & closures of restaurants. However, we believe
Sugarfree, Glucon-D & Nycil sales would have been stronger. We expect gross
margins improvement of 140 bps & operating margin improvement of 80 bps during
the quarter. With the expected reduction in interest cost due to re-payment of
debt, net profit is likely to witness strong 54.1% growth

Source: Company, ICICI Direct Research
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Exhibit 4 : ICICI Direct coverage universe (FMCG)

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

R) ) Rating (XCr) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E
Colgate (COLPAL) 1,725 1,900 Buy 42892 381 391 427 453 442 404 89 83 7.7 1064 1104 111.7 888 851 86.1
Dabur India (DABIND) 594 620 Buy 94540 96 109 122 620 543 487 99 87 19 245 265 211 221 229 232
Hindustan Unilever (HINLEV) 2,451 2,715  Buy 554,458 33.9 405 450 724 605 544 122 106 98 189 256 27.7 171 20.0 21.6
[TC Limited (ITC) 202 240 Hold 258,136 10.7 125 139 188 161 145 54 49 45 287 329 348 225 254 268
Jyothy Lab (JYOLAB) 175 160 Hold 5324 52 63 7.1 338 277 246 28 26 24 260 272 285 204 227 237
Marico (MARLIM) 534 490 Buy 53027 93 96 107 575 555 499 66 59 53 403 425 455 370 374 397
Nestle (NESIND) 17,621 19,300 Hold 164,840 216.0 254.8 283.8 81.6 69.2 621 124 11.2 102 546 627 69.1 103.1 124.2 1421

Tata Consumer Products (TAT ~ 766 725 Buy 57,963 101 124 145 758 617 528 50 44 41 80 91 100 64 76 85
VST Industries (VSTIND) 3591 3,600 Hold 5000 201.3 2188 2349 17.8 164 153 46 42 39 434 456 482 330 339 361
Varun Beverage (VARBEV) 770 800 Buy 33343 84 141 207 921 544 372 52 42 36 109 174 234 103 154 19.1
Zydus Wellness (ZYDWEL) 2,209 2,800 Buy 13502 187 60.8 720 1184 363 307 72 64 58 62 78 91 55 81 94

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%
Al ‘ ‘\
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Analyst Award 2012 &:‘j
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

1/We, Sanjay Manyal (MBA Finance) Research Analysts, 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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India
Limited (IRDAI) as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INHO00000990. 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 and its analysts, persons reporting to analysts and their relatives are generally
prohibited 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 such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed 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, and 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 endeavor 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 exercise of independent judgment 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. ICICl 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 and ICICI Securities as a entity 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 o

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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