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Topline & Profitability (Coverage Universe)
Volumes to de-grow with steep price hikes... o000 N
FMCG companies are expected to witness dismal volumes in Q4FY22 given 35000 - n l
steep price hikes leading to down trading to economy brands or smaller 30000 - i
SKUs. Further, rural regions have been witnessing a dismal demand scenario 25000 L 19
specifically in discretionary categories. Our FMCG coverage universe is £20000 - &
expected to witness 13.1% revenue growth almost entirely driven by pricing. * 15000 - 14
Most FMCG companies have taken a price hike to the tune of 10-15% over 10000 + L 9
the last six months to pass on a steep increase in commodity inflation. We 5003 ] .

expect volume de-growth in HUL & Dabur due to grammage reduction in
soaps, detergent & high base of health supplements categories. Marico is
likely to post small volume growth in the India business contributed by foods,
digital brands but edible oil continues to drag overall volumes with a steep — e 6110 Magin
price hike in the last one year. Similarly, Zydus Wellness is also expected to

witness small volume growth given sharp price hikes are likely to adversely Surge in palm ol prices (Z/kg)

impact volumes for the company. We expect cigarette companies (ITC, VST)
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to see 7% & 10% volume growth, respectively, with volumes surpassing pre- 8500 -
Covid levels given offices, restaurants, pubs are completely open after lifting 7500
of all mobility restrictions. Moreover, robust wheat export due to Russia- 6500 4
Ukraine crisis is likely to benefit ITC’'s agri business sales. Within our 5500
coverage universe, Tata Consumer product (TCPL) is likely to witness 1500
positive volume growth aided by India business growth. With sharp decline 3500
in tea procurement prices, TCPL is likely to witness strong volume growth in 2500
tea moreover premiumisation trend in salt & pulses continue to aid growth 1500

in these businesses. We believe most FMCG companies will cut
advertisement spends to protect margins, which has adversely impacted
new product launches. Enhancement of direct distribution network &
expanding presence in rural regions continues.
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Commodity inflation continues to hurt margin despite price hikes — o
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EBITDA margin %
After showing some signs of stabilig,ation in Q3FY22, crude & palm oil pric_es Company Q421 Q1'22 02'22 0322 14'22E
(both up ~_6.0% YQY), started.shootlng up from_Feb.ruf':\ry-e.nd due to Russia- Colagte 329 305 29.6 297 303
Ukraine crisis. This resulted in ar.10ther s.teep rise in inflation for consumer Dabur 189 211 220 213 174
companies. Mos..t FMCG companies are Ilk.ely ’Fo witness 200-409 bps gross HUL 204 239 246 250 237
margin contraction due to continued inflation in crude, palm, milk & wheat. e 318 7308 31 30 308
Copra & tea prices are down 10-20% YoY. Gross margin contraction is likely Marico 15'9 19'0 17'5 14'0 15'3
to be offset by cut in ad & overhead spends. We expect a 25 bps contraction : : ’ : :
. 8 . . Nestle 258 24.4 244 232 24.7
in operating margin for our coverage universe. TCPL would see ~400 bps
. N . . . Tata Cons. 99 133 136 144 14.0
expansion in gross as well as operating margin. We estimate 50-150 bps
VST Ind. 35.4 33.4 385 332 35.9

contraction for HUL, ITC, Dabur & Marico. With the high dividend payout, Zvdus Wel
other income is likely to significantly come down for ITC. Further, taxation ydus Wellne 24.0 23.5 80 83 211
for Dabur, HUL, Colgate & Marico is likely to go up with expiry of tax benefits. FMCGTotal ;| 256 252 264 253 25.3

We estimate PAT growth of 5.7% for our coverage universe in Q4FY22E.

Dabur
Tata Consumer Products

Exhibit 1: Estimates for Q4FY22E: (FMCG) (% crore)
Revenue  Change (%) EBITDA Change (%) PAT Change (%)
Q4FY22E YoY QoQ Q4FY22E YoY QoQ Q4FY22E YoY Qo0

i Research Analysts

Colgate Palmolive ~ 1,351.7 5.3 5.6 408.9 -3.0 1.5 272.3 -135 -78.6 Saniav M |

Dabur India Ltd 25288 82 -140 4390 0.8 -30.0 3359 -11.0 -33.4 anjay Vanya

Company

sanjay.manyal@icicisecurities.com

HUL 13,185.7 8.7 07 31285 58 46 20416 4.7 -9.0
ITC 17,198.0 215 2.3 5,303.3 18.6 3.9 41486 107 -0.2
Marico Ltd 2,193.8 9.0 -8.9 336.5 55 0.0 240.9 6.1 -24.0
Nestle India 3,987.8 10.4 6.6 984.0 5.7 13.7 629.4 4.5 62.8
Tata Consumer 3,158.7 4.0 -1.5 442.4 474 -4.1 243.9 228.1 -15.9
VST Industries 329.2 18.5 0.3 118.2 203 8.4 86.3 185 4.4
Zydus Wellness 683.2 12.8 76.0 1441 0.9 346.3 13267 -0.4 4835
Total 44,617.0 13.1 1.0 11,305.0 12.1 1.0 81315 57 -123

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 register revenue growth of 5.3% entirely led by pricing growth. We
estimate flat volumes during the quarter mainly due to dismal demand in rural & semi-urban 140.0
regions. We believe price increase has also resulted in down trading and inferior product 120.0 4
mix. The sharp increase in crude prices and simultaneous increase in packaging costs
Colgate would pressurise gross margins. We expect 337 bps & 262 bps contraction in gross 100.0 4
margins & operating margins, respectively. We estimate 100 bps lower ad spends during 80.0 -
the quarter. Such a sharp dip in margins would result in net profit de-growth of 13.5% to
272.3 crore 60.0 1
Dabur is expected to post 8.2% revenue growth led by more than 10% pricing growth. The 40.0 o - - —
company is estimated to witness volume de-growth during the quarter mainly impacted by ?3 x ‘g_ I E X
dismal rural demand and high base of health supplement sales. This is likely to be partially o 3 < - © S
Dabur offset by higher stocking of beverages (Real) by distributors. We estimate 220 bps gross
margin contraction due to high and persistent commodity inflation in Q4. With the
expectation of lower overheads and high ad-spends, operating margins are estimated to dip
158 bps to 17.4%. The sharp contraction in margins is expected to result in a 11% dip in
profitability
We expect HUL to witness 8.7% revenue growth led by price hikes taken in the last one 135 1
. . P 120 -
year. The company has taken price hikes to pass on steep commodity inflation in the last 105 J
six months. We estimate ~5% volume decline during the quarter given rural regions are 90 -
witnessing dismal demand conditions with demand shifting towards economy brands. The 75 -
HUL elevated levels of palm oil & increasing crude based raw material costs is expected to 60 -
result in gross margins contraction of 227 bps in Q4. We expect 9% lower advertisement 45 -
spends, which is likely to partially offset contraction in gross margins. We expect 65 bps 30 o
contraction in operating margins. Net profit is likely to witness de-growth of 4.7% 15 1
We expect strong revenue growth of 21.5% for ITC led by strong recovery in cigarette 0 IS S S S S Y ¥
business and robust growth in agri, paperboard & hotels business. We estimate 9.2% sales % 5 % = s 3 % 5
S5 = = 7w =Zz2 5=

growth in cigarette sales with 7% volume growth. We also expect 69.5% growth in agri-
business with opportunity in wheat exports after Russia-Ukraine crisis. Paperboard
Imc business may see 28.9% sales growth with complete recovery in user industries. We
expect 83.6% growth in hotels business with strong occupancies & growth in ARRs. We
estimate 13.1% growth in FMCG sales largely led by price hikes & recovery in education &
stationary business. We estimate 76 bps contraction gross margins & 10.7% growth in
profitability adversely impacted by lower other income (ITC increased dividend payout)

Marico is expected to post 9% revenue growth led by 26.5% growth in international
business and 4.6% growth in domestic business. The company has registered small
increase in volumes in India business in Q4. Parachute is expected to see small volume de-
growth whereas VAHO segment is likely to witness low single digit value growth. The
strong growth is Saffola is mainly due to sharp price hikes taken in last one year to pass

Marico on steep inflation in vegetable oil. We expect volume de-growth in Saffola edible oil. Foods
& digital brand continues to grow at a stronger pace despite high base. We expect flat
gross margins given dip in copra prices & aggressive price hikes taken in last six months.
With the increase in marketing spends, operating margins are likely to contract 52 bps to
15.3%. Net profit is expected to grow 6.1% to I 240.9 crore

Nestlé India is likely to witness 10.4% revenue growth largely led by price hikes & small
increase in volumes. The company has taken price increase in Maggi & milk based
products to pass on steep commodity inflation. Price increases have impacted volume

Nestlé India  growth during the quarter. Inflation in milk, wheat continues to impact gross margins. We
expect 205 bps contraction in gross margins in Q4. With some cost saving & reduction in
ad-spend, operating margin is expected to contract 110 bps partially offsetting gross
margin pressure. We expect net profit growth of 4.5% to < 629.4 crore

Source: Company, ICICI Direct Research
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Exhibit 3: Company Specific Views (FMCG)

Company Remarks
Tata Consumer Products is expected to post 4% revenue growth on the back of strong
volume growth & pricing decline. India beverage & international beverage segment is
expected to register flat sales whereas India food business (salt, pulses & others) is

Tata expected to register 19% sales growth. Average tea procurement prices in north India have
Consumer witnessed ~15% decline in FY22, which is expected to result in 437 bps gross margin
(TCPL) expansion. We expect 47.4% growth in operating profit with operating margin expansion of

412 bps. Adjusting for one-off in the base quarter, the company is expected to witness
76.4% growth in profitability

VST Industries is expected to witness 18.5% revenue growth & 10% volume growth in Q4.
With the rationalisation in dealer offers, 8% growth would be contributed by realisation
VST growth. The full resumption of offices, restaurants, pubs has resulted in cigarette volumes
Industries reaching above pre-Covid levels. We expect 20.3% growth in operating profit during Q4FY22
with 54 bps expansion in operating margins. Net profit is expected to grow 18.5% to ¥ 86.3
crore

Zydus Wellness is expected to witness 12.8% revenue growth largely led by price hikes
given the company has taken price increases to pass on high inflation in milk & palm oil.
With the elevated prices of these commodities along with sharp increase in packaging
costs due to increasing crude prices, we estimate 453 bps contraction in gross margins.
We expect reduction in overhead spends, which is expected to partially offset dip in gross
margins. We estimate 290 bps contraction in operating margins & flat profits in Q4FY22

Zydus
Wellness

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

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

R ) Rating (X Cr) FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FY23E FY21 FY22E FYZ3E
Colgate (COLPAL) 1,565 1,575 Hold 37,937 381 385 408 411 407 383 79 74 68 1064 109.6 1127 888 849 86.6
Dabur India (DABIND) 558 745 Buy 98,242 96 109 122 581 514 458 103 89 81 245 260 273 221 227 232
Hindustan Unilever (HINLEV) 2,183 2,460 Hold 537,543 339 372 410 645 586 532 119 106 97 189 237 259 171 185 203
ITC Limited (ITC) 268 260 Hold 287,822 107 126 146 250 213 184 60 50 48 282 324 359 221 250 217
Jyothy Lab (JYOLAB) 154 150 Hold 5133 52 42 62 297 362 247 27 23 22 260 191 266 204 165 231
Marico (MARLIM) 517 550 Buy 60,768 93 10.0 114 557 515 453 76 63 59 403 426 475 370 384 414
Nestle (NESIND) 18,431 19,500 Hold 174,371 216.0 222.4 262.2 853 829 703 131 11.9 107 546 587 605 103.1 111.3 110.0
Tata Consumer (TATGLO) 817 910 Buy 70,404 101 11.7 141 81.0 697 582 61 56 51 80 89 99 64 72 83

VST Industries (VSTIND) 3,129 3,425 Hold 4,900 201.3 203.0 217.4 155 154 144 44 42 40 434 434 476 330 322 356
Varun Beverage (VARBEV) 963 1,060 Hold 41,121 84 17.2 205 1151 559 470 64 47 42 109 171 205 103 183 189
Zydus Wellness (ZYDWEL) 1,634 2200 Buy 10819 187 514 626 876 31.8 261 58 53 48 62 67 80 55 69 83

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 ‘ ‘\
jﬂICICIu'//f-r[A om| 1 .
| lnuummu'o,r;:'amJm.unpn | BHOB{{EH ‘
| ICICI Securities Ltd. |[@ 755 asmins | ‘
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

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 view:
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 i
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 ai

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 Developmen
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 — INH000000990. ICIC
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 engage«
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 ol

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 bankin¢
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 thei

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 i

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 expresse«

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 anc
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 ha:
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 advisor

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 othe
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 b
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 you
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 ow!
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 shoul
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 n«
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 Ris
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 statement

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 assignmen

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 service

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 or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companie

mentioned in the report in the past twelve months.

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 receiv
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 Researcl

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 th

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 actual/ beneficial ownership of one percen

or more or other material conflict of interest 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.
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