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Strong all-round performance with normalization of cigarette
volumes and solid FMCG growth; maintain BUY

Our view

ITC delivered a solid performance with another quarter of robust growth in cigarette
volumes (~9%) which surpassed pre-Covid levels and now seems on growth trajectory, a
steady 12% growth in FMCG business despite a high base with sequential improvement in
margins, hotels business turning around and above expected growth in both the Agri (29%
growth) and paperboards (32% growth) businesses on a high base. We believe this sort of
consistency across segments with some visible relief on the cigarette taxation front can drive
a further re-rating on the valuations front. We expect normalized growth in cigarette
volumes going forward driven by stability in taxes, progressive claw back of illicit industry
and better growth rates and margins in FMCG, in addition to margin improvement in
cigarettes with positive operating leverage and a better mix. Hotels business should improve
steadily while paper business performance reinforces confidence in ITC’s ability to enhance
competitiveness. We believe the cigarettes business deserves better valuation given positive
volume growth expectations, improving geography and product mix and high ESG rankings.
The FMCG business is growing well with acquisitions supporting the organic growth and
margins moving up with scale. In other businesses, capital allocation concerns are being
addressed with the peak capex cycle behind us, while the IT business can be another key
value driver. We reiterate our BUY rating citing inexpensive valuations and a strong dividend
yield.

Result Highlights

= Result summary - Revenue growth of 17% YoY (2-yr CAGR of 20%) led by FMCG and
Cigarette business, steady performance from Agri and Paper business and continued
recovery in Hotels business. EBITDA margin flat YoY however increased 140bps QoQ
driven by gross margin improvement of 180bps QoQ and focused cost control
initiatives. PAT grew 11.8% YoY due to lower other income by 13%.

=  Segmental performance (Standalone) - Cigarettes saw 10% volume-led revenue and
EBIT growth, FMCG saw 12.3% revenue and 5.7% EBIT margin, hotels revenue
impacted by lower Covid-led Jan and Feb sales, resilient performance from agribusiness
and Paper business with revenue growth of 30%/32% with improved EBIT margins at
5.6%/20.6%.

Valuation

Given the improving growth outlook and improvement in margin profiles in other businesses,
we increase our EPS estimates by 6-9% and build in 8%/11%/12% revenue/EBITDA/PAT
CAGR for the company over FY22-24E. Solid dividend yield and cash flows coupled with
receding capital allocation concerns should keep the sentiment positive on the stock. We
reiterate our BUY rating with a revised TP of Rs 308 based on 20x FY24E earnings, a
significant discount of ~50% to sector peers and a 15% discount to its own long-term
average multiple. Any incremental tax increase or unrelated diversification remain the key
risks while any corporate restructuring initiatives or value accretive FMCG acquisitions could
provide positive triggers.
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= Other highlights - Cigarette volume growth of around 10% on a base of +8% with stable
pricing/mix while EBIT margin significantly up from 62.6% to 63.9% YoY, FMCG continued
strong sequential momentum with discretionary/OOH witnessed robust growth and resilient
performance in staples/foods while EBIT margin increased from 5.1% to 5.7 YoY, hotel
recovery impacted by disruption in Jan and Feb sales due to covid third wave, paper margins
expanded 110bps to 20.6% (vs 21.9% in Q3FY22) while agribusiness margins were stable at
5.6%. Declared final dividend of Rs 6.25/share taking total dividend to Rs 11.5/share
implying dividend payout ratio of ~92%.

Exhibit 2: Quarterly snapshot (Consolidated)

Particulars (Rs mn) 4QFY21 1QFY22 2QFY22 3QFY22 | 4QFY22 | % yoy % qoq FY22 FY21 % yoy
Sales 132947 122171 127310 158623 ; 155309 | 1638 (2.1) 606681 492728 23.1
EBITDA 44730 39922 46150 51,021 | 52244 168 24 206584 170027 215
EBITDA Margin % 33.6 32.7 36.3 322 : 33.6 : (0.7) bps 14;;; 34.1 345 (4%;2
Depreciation 3880 3955 4015 4093 . 4459 149 89 17324 16456 5.3
EBIT 40851 35967 42,136 46928 | 47784  17.0 18 189260 153571 232
EBIT Margin % 30.7 29.4 33.1 29.6 : 30.8 : A i 11553; 31.2 312 28bps
Interest charges 31 103 105 107 : 105 : 234.1 (2.9) 394 446 (11.7)
Other Income 7720 4290 6770 8099 | 6741} (127  (168) 18364 26326  (30.2)
PBT 48539 40154 48801 54920 | 54420 121 (09) 207230 1,79.451 155
Tax 11055 10019 11829 13358 12511 132 (63) 52373 45553 15.0
(Eo/zf)eC“"e Tax Rate 228 25.0 242 24.3 i 230 i 253 254

PAT 37484 30135 36972 41562 ; 41910; 118 08 154857 133898 157
PAT Margin % 28.2 24.7 29.0 26.2 : 27.0 : (12%)';2 3.0 bps 255 27.2 (16%:33
EPS (Rs) 30 24 30 34 | 34 118 08 12,6 109 157

Source: Company, YES Sec

PRESENTATION HIGHLIGHTS

= Quarter summary - Gross revenue up 16%, PBT up 12% on a standalone basis; resilient
performance from FMCG business on both growth and margins front amidst inflationary
environment, strong performance from Agri business with growth of 29% and stable margin
at 5.6%, Paper business registered robust 32% revenue growth aided by strong demand
across segments.

=  FMCG business - Revenue grew 12.3% YoY on a base of 16% growth driven by continued
momentum in discretionary/OOH consumption and resilient performance in staples and
foods category. EBITDA margin at 9.1% with increase in prices to mitigate inflation, Modern
trade and e-com continue to grow strongly (grew 1.5x YoY), B2B app Unnati rolled out to 3
lacs vs 2.2lacs retailer QoQ. Steep inflation seen in Edible oil, soap noodles and Metallocene.

= Distribution in FMCG - Total reach increased 1.1x, direct reach by 1.9x, market coverage by
3.1x and stockiest by 6.7x over 2018 to 2022.

=  Cigarettes business - Revenue growth of 10% YoY on a base of 14%, margin up 130bps YoY
led by innovation and premiumization of portfolio.

= Agribusiness - Segment registered 29.6% revenue growth on a base of 78% YoY led by
strong performance in wheat, rice, leaf, tobacco exports.

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material. 2
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= Paper business - Revenue at Rs21.8bn up 32% led by better volumes and realizations, EBIT
up 39%, Margin expansion drive to continue aided by operational and technological
efficiency.

= Hotels business - Revenue at Rs 390cr, lower QoQ with operating loss of ~Rs 34cr. ARR and
occupancy improving with recovery in economic activities. During the year, nine new
properties were added to the Group portfolio, including four in the Welcomhotel portfolio
at Bhubaneswar & Guntur (owned), and at Katra & Chail (managed). ITC Narmada project in
Ahmedabad is progressing well and the hotel is expected to be commenced shortly. Cost
savings measures led to 20% lower fixed cost vs FY20 levels.

Exhibit 3: Cigarette volume growth of 9% on base of Exhibit 4: Revenue grew 17% on a high base led by
+8% robust all-round performance especially in FMCG and
Cigarette business
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Exhibit 5: Gross margin fell 120bps YoY led by material Exhibit 6: EBITDA margin stable at 33.6% further helped
inflation partially offset by higher volumes and superior by lower SGA expenses
product mix
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Exhibit 7: Tight control on SGA continues Exhibit 8: PAT grew 12% lower than revenue growth due
to lower other income
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Exhibit 9: Cigarette revenues grew 10% on a base of 14% Exhibit 10: FMCG - Other delivered robust performance
both on revenue and margin front
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Exhibit 11: Agri business robust revenue growth driven Exhibit 12: Hotel business recovery momentum to
by wheat, rice, spices and leaf tobacco exports while continue with improving occupancy while ARR
margins were stable at 5.6% YoY
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Exhibit 13: Strong 32% YoY growth in Paper business Exhibit 14: Currently trading at 18.7x 1-yr forward P/E
with improving margin performance
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FINANCIALS

Y/e 31 Mar (Rs m) FY20 FY21 FY22E FY23E FY24E
Equity capital 12,292 12,309 12,323 12,323 12,323
Reserves 6,40,440 5,91,165 6,12,232 6,36,894 6,70,503
Net worth 6,56,507 6,06,942 6,28,219 6,52,880 6,86,489
Debt 73 95 56 56 56
Deferred tax liab (net) 16,272 17,364 16,735 16,735 16,735
Other non current liabilities 5,234 6,935 5,957 6,254 6,567
Total liabilities 6,78,087 6,31,335 6,50,966 6,75,925 7,09,847
Fixed Asset 2,36,173 2,59,560 2,62,258 2,74,183 2,84,548
Investments 2,90,487 2,52,474 2,52,052 2,52,052 2,52,052
Other Non-current Assets 31,440 24,702 38,604 40,502 42,495
Net Working Capital 47,213 48,008 51,508 68,598 72,488
Inventories 88,793 1,083,972 1,08,642 1,18,955 1,26,882
Sundry debtors 25,625 25,017 24,619 36,601 39,041
Loans and Advances 63 35 68 183 195
Sundry creditors 36,298 43,187 44,173 45,752 48,801
Other current liabilities 57,803 61,731 76,662 82,353 87,841
Cash & equivalents 72,773 46,590 46,544 40,589 58,263
Total Assets 6,78,087 6,31,335 6,50,966 6,75,925 7,09,847
Source: Company, YES Sec
Exhibit 15: Income statement
Y/e 31 Mar (Rs m) FY20 FY21 FY22E FY23E FY24E
Revenue 4,94,041 4,92,728 6,06,681 6,67,977 7,12,491
Operating profit 1,92,602 1,70,027 2,06,584 2,31,112 2,53,638
Depreciation 16,449 16,456 17,324 18,075 19,635
Interest expense 547 446 394 413 434
Other income 25,979 26,326 18,364 19,282 20,246
Profit before tax 2,01,585 1,79,451 2,07,230 2,31,905 2,53,815
Taxes 44,418 45,553 52,373 58,440 63,961
Minorities - 2,286 2,430 - -
Adj. PAT 1,57,167 1,31,612 1,52,427 1,73,465 1,89,853
Exceptional loss 1,239 69 - - -
Net profit 1,55,928 1,31,543 1,52,427 1,73,465 1,89,853

Source: Company, YES Sec

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Exhibit 16: Cash flow statement

Y/e 31 Mar (Rs m) FY20 FY21 FY22E FY23E FY24E
PBIT 2,02,131 1,79,897 2,07,624 2,32,318 2,54,249
Depreciation 16,449 16,456 17,324 18,075 19,635
Tax paid (44,418) (45,553) (52,373) (58,440) (63,961)
Working capital A (50,845) 30,225 22,321 (17,091) (3,890)
Other operating items
Operating cashflow 1,23,317 1,81,025 1,94,895 1,74,863 2,06,033
Capital expenditure (17,516) (39,843) (20,022) (30,000) (30,000)
Free cash flow 1,05,801 1,41,181 1,74,873 1,44,863 1,76,033
Equity raised 30,162 (48,482) 10,374 (0) -
Investments 5,955 6,993 (25,398) - -
Debt financing/disposal (27) 21 (39) - -
Interest Paid (547) (446) (394) (413) (434)
Dividends paid (1,24,766)  (1,32,320) (1,41,718) (1,48,804) (1,56,244)
Other items 14,673 6,869 (17,745) (1,601) (1,681)
Net A in cash 31,252 (26,183) (46) (5,955) 17,674
Exhibit 17: Growth and Ratio matrix
Y/e 31 Mar FY20 FY21 FY22E FY23E FY24E
Growth matrix (%)
Revenue growth 2.2 (0.3) 23.1 10.1 6.7
Op profit growth 4.6 (11.7) 21.5 11.9 9.7
EBIT growth 54 (11.0) 154 11.9 9.4
Net profit growth 22.6 (16.3) 15.8 13.8 9.4
Profitability ratios (%)
OPM 39.0 34.5 34.1 34.6 35.6
EBIT margin 40.9 36.5 34.2 34.8 35.7
Net profit margin 31.8 26.7 25.1 26.0 26.6
RoCE 323 28.5 33.6 36.3 38.0
RoNW 253 21.0 24.8 27.2 28.5
RoA 211 174 20.2 22.0 23.0
Per share ratios
EPS 12.8 10.7 124 141 154
Dividend per share 10.2 10.8 11.5 121 12.7
Cash EPS 141 12.0 13.8 15.5 17.0
Book value per share 53.4 49.3 51.0 53.0 55.7
Valuation ratios
P/E 20.9 25.0 21.6 19.0 17.3

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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Y/e 31 Mar FY20 FY21 FY22E FY23E FY24E
P/CEPS 18.9 22.2 19.4 17.2 15.7
P/B 5.0 5.4 5.2 5.0 4.8
EV/EBIDTA 16.7 19.1 15.7 14.1 12.7
Payout (%)
Dividend payout 79.4 100.5 93.0 85.8 82.3
Tax payout 22.0 254 25.3 25.2 25.2
Liquidity ratios
Debtor days 19 19 15 20 20
Inventory days 66 77 65 65 65
Creditor days 27 32 27 25 25
Source: Company, YES Sec
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity.D No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates 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.

YES Securities (India) Limited (YSL) distributes research and engages in other
approved or allowable activities with respect to U.S. Institutional Investors
through SEC 15a-6 rules and regulations under an exclusive chaperone
arrangement with Brasil Plural Securities LLC. The views and sentiments
expressed in this research report and any findings thereof accurately reflect
YSIL analyst’s truthful views about the subject securities and or issuers
discussed herein. YSIL is not registered as a broker-dealer under the
Securities Exchange Act of 1934, as amended (the "Exchange Act") and is
not a member of the Securities Investor Protection Corporation ("SIPC").
Brasil Plural Securities LLC is registered as a broker-dealer under the
Exchange Act and is a member of SIPC. For questions or additional
information, please contact Gil Aikins (gil.aikins@brasilplural.com) or call
+1 212 388 5600.

YES Securities (India) Limited

Registered Address: 2" Floor, North Side, YES BANK House,
Off Western Express Highway, Santacruz East,
Mumbai - 400 055, Maharashtra, India.

Correspondence Address: 4" Floor, AFL House,
Lok Bharti Complex, Marol Maroshi Road, Andheri East,
Mumbai - 400059, Maharashtra, India.

® +91 22 68850521 | X research@ysil.in
Website: www.yesinvest.in
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Registration Nos.: CIN: U74992MH2013PLC240971 | SEBI Single
Registration No.: NSE, BSE, MCX & NCDEX: INZ000185632 | Member
Code: BSE - 6538, NSE - 14914, MCX - 56355 & NCDEX - 1289 |
MERCHANT BANKER: INM000012227 | RESEARCH ANALYST:
INHO00002376 | INVESTMENT ADVISER: INAO0O0O007331 | Sponsor and
Investment Manager to YSL Alternates Alpha Plus Fund (Cat Il AIF) SEBI
Registration No.: IN/AIF3/20-21/0818 | AMFI ARN Code - 94338.

Details of Compliance Officer: Name: Vaibhav Purohit,
Email id: compliance@ysil.in, Contact No: +91-22-6885 0278

For important information about YES Securities (India) Ltd. and other disclosures, refer to the end of this material.
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