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FMCG

Demand recovery lags margins

The HSIE consumer index sales grew by 12% YoY in Q4FY23 (+11% in Q4FY22,
+11% in Q3FY23). On a four-year CAGR basis, the universe clocked 9% growth in
Q4FY23, a trend similar to that witnessed in the previous few quarters. On a four-
year CAGR basis, Paints/QSR/F&B/Home Care have grown ahead of our index
average (14/13/12/11%) in Q4FY23. On the other hand, Personal
Care/Cigarette/Liquor/Oral Care/Hair care/Footwear underperformed, growing
below the aggregate at 7/6/6/5/4/3% (Link). Although discretionary categories
exhibited high YoY growth, they are witnessing deceleration in demand on weak
consumer sentiment. A large part of the growth across categories was driven by
price hike, while volume growth remained soft throughout FY23 (although
improved in Q4). The FMCG sector witnessed positive volume growth after five
consecutive quarters of decline, led by urban markets. Rural softness has likely
bottomed out, given the reversal of the declining trend. Moderating input costs and
retail inflation should help sustain demand recovery.

We expect divergence between volume and value growth to normalise in FY24 with
volume growth back to its historical average of mid-single digit. Moreover, the
easing commodity inflation will help sustain gross margin expansion. However
companies shall reinvest some of these gains in product innovation, distribution
expansion and marketing spends, which shall limit operating margin expansion.

We believe there will be no more pressure on earnings for FMCG companies in
FY24 (earnings cut cycle is behind) while both revenues and margins should see an
uptrend. We remain cautious and selective on valuation for the medium term (do
not see rerating as a story); however, earnings pick-up in FY24 will continue to
support FMCG stocks. We rate ITC, Dabur, GCPL, Marico, UNSP, and Colgate as
ADD and HUL, Nestle, Britannia, Emami, and Radico as REDUCE.

® Essentials performance led by F&B, Home care; OTC FMCG/healthcare weak:
F&B and Home care continued to drive performance for essentials, growing by
12/11% (four-year CAGR). Personal Care/Oral Care/ Hair Care saw revenue
CAGR of 7/5/4%. OTC FMCG/healthcare revenues fell 2% YoY on account of a
high base. We note that Q4/FY23 growth was pricing led; going ahead, we expect
divergence between volume and pricing to return to normal.

® Discretionary categories see sequential deceleration: With sustained high
inflationary environment impacting consumer wallet, discretionary categories
witnessed sequential deceleration in demand. However, Paints/QSR reported a
four-year CAGR of 14/13%. We note that QSR growth was largely led by store
addition as most players reported deceleration in SSSG. Cigarettes revenues grew
14% YoY on a low base, with underlying four-year CAGR of 6%. We believe
discretionary categories will underperform in the coming year.

®  Volumes turn positive; rural has likely bottomed out: In Q4, after five
consecutive quarters of decline, FMCG sector volumes grew in low single digits.
Urban consumption continues to exhibit faster recovery and has remained steady.
Moreover, with rural recording reversal of declining trend, we believe the rural
sector has most likely bottomed out. We expect demand to sustain this trajectory,
given moderating input costs and retail inflation.

® Margins improvement sustaining: With prices of key inputs (palm oil, crude,
crude derivatives, etc.) softening, most companies recorded sequential
improvement in margins (both at gross and operating level). Companies will look
to reinvest some margin gains in marketing/distribution in order to further
stimulate demand.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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Company  CMP (INR) Reco.
HUL 2,717 REDUCE
ITC 444 ADD
Nestle 22,050 REDUCE
Britannia 4,656 REDUCE
Dabur 557 ADD
GCPL 983 ADD
Marico 550 ADD
UNSP 874 ADD
Colgate 1,608 ADD
Emami 398 REDUCE
Radico 1,198 REDUCE

FMCG Universe: Earnings vs.
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FMCG Universe Performance
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Q4FY23 performance
Co es Revenue Growth (%) Domestic Volume Growth (%) EBITDA Growth (%) PBT Growth (%)
mpanie 7 bl | bl | bl |
P 40 10 20 3Q 140 14Q 19 20 30 140 140 1Q 20 30 140 140 1Q 20 3Q | 4Q 1|
HUL 10 19 16 l6=11=0 6 4 5}4}10 14 8 8:7:9 17 9 13}9}
ITC (cig) 10 29 23 17 | 14 ] 9 26 20 15 | 12 | 12 30 24 17 | 14 [ na na na na | na |
ITC(Total) [ 16 41 27 3 | 7 lna na ma malmalwz a 27 21wl 38 2 22|
Nestle 11 16 19 14 1 21 1 8 7 9 @1 510 1 7 1512 1@ @& 8 171 23 1
Britannia 3 9 21 17 I 13 I 4 @ 5 3 I 3 I 9 @10 27 51 I 46 I 5 (13 26 52 I 46 I
Dabur 8 8 6 3 : 6 : 2 5 1 (3) : 1 : 3 @ @G 0 =(10)= 5 (G ) =(17)=
UNSP 12 34 18 (3 10 j@) 17 8 (25 3 | 4 6 5 @)j@h)jp 9 111 5  (20) | (29 |
GCPL 9 12 8 11 : 12 : @B 6 6 3 : 13 =(13) 3 (@15 10 : 32 =(15) 15 @8 11 : 37 :
Marico 1 3 31411 (6 3 4 1518 10 2 6 1 14 1 7 7@ 9 1 25 |
Emami 5 17 3 1 lolo 0o o @wl2]l1 2 e lz2lw ® a o] 6]
Colgate 1 3 3 11 41@® @ @ G111 2 @& 2 G115 13 @ 4 @19l
Jyothy 10 12 12 16 : 15 : 4 3 1 2 : 3 =(19) ® 19 39 : 59 :(18) 29 47 101 : 87 :
Bajaj Cons. | (11) 15 7 0 : 12 =(10) 14 0 - : 10 =(39) (32) (@37) (18): 13 =(29) (32) (33) (16): 7 :
Radico 18 27 7 5 12 116 2 11 0 j @ 1@) 0 @19 @191 1) 163 1) (26 (24 | 18) |
ITC- EBIT growth
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HSIE Universe: Volume Performance
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HSIE Universe: Company Volume Performance
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Category Q4FY23 Performance - 4-Year CAGR
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Company-wise Q4FY23 Performance - 4-Year CAGR
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Volume Performance — —
Volume Gr (%) FY%; FY%; FY%; FY%; FY%; FY%; FY%;E FY%;; FY16 FY17 FY18 FY19 FY20 Fy21 FY22: FY23!
Personal Products I I I I
HUL 2 - 6 4 51 4 1 6 10 2 3 al s
Colgate — Overall 2 3 ) (3) (3) (5)} 1: () 3 6 4 2: (2)}
Dabur — Overall 34 10 2 2 5 1 @ 2 5 11 2 12 120 1l
Emami — Overall 38 6 - - NG (4)! 2! 14 7 3 4 @ 12 9! (2)!
Hair Care i i i i
Bajaj Consumer 24 (1) (6) (10) 14 0 4 10 @) 3 7 ) 7 of 6
Marico - FMCG 21 8 - () 3 a5 4 2 8 1 9 s 2l
Marico - PCNO 12 7 T @ 0 2: 9: 2 8 = 6 5: 2:
Marico ~-VAHO 34 16 3 3 - @ @ 12 14 4 7 Q) - 142
Home Care i i i i
GCPL - Branded Biz 5 4 - @ © 6 3 1B 10 4 9 5 10 12}
Jyothy Labs - Overall 17 11 7 4 3 1 2} 3} 15 10 7 2 9 (4)} 14}
! !
Britannia Industries 1 2 4 2) 3l 3l 11 8 10 2 12 3l 21
Marico - Saffola 24 10 4 (19) B e 9 ) 8 o 17 11 )
Nestle - Domestic 13 6 8 7 @ 5 @) 25 u o un 7 3 ul 9
osr | -
Jubilant FoodWorks - SSG 14 26 6 26 6 @ O 3 @ 1 1 3 s 37 A
Devyani - KFC 158 72 24 64 13 A - - - 5 3oy sl
Devyani — PH 216 74 25 32 3 e @l - - - @ (B0 1151 115
Sapphire — KFC 149 na 29 15 6 15 3 28 - - - 1 5 @) 3} 31
Sapphire - PH 135 na 22 3 w23 @ @ - - - 5 6 65 4
Westlife Development - SSG 183 84 44 23 97 40 20} 14} 2 4 16 17 4 (24) 58: 36:
Burger King - SSG na 62 na 17 66 27 a 8 - - 12 29 (© @) 471 o3l
L -
ITC-Cig 31 10 13 9 26 20 15 12} (9 1 @ © @12 16 18
Godfrey Phillips 57 12 13 13 37 24 230 18 na na 1 10 (0 20} 25
Liquor I I I I
United Spirits - P&A 60 8 9 24 14 3l 10l 10 8 1 2@ 9 1 n
United Spirits - Total 61 26) 17 s 3 m ® 1 ¢ o a el o
Radico Khaitan - P&A 41 18 14 28 29 22 14 17} 9 8 6 21 15 (8  24] 20|
Radico Khaitan - Total s 7 7 16 2 1 o @ » o 7 1 12 @ 18 7
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Revenue Performance

Value Growth QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY231Q4FY23IFY16 FY17 FY18 FY19 FY20 FY21 FY22l Fy23l
Personal Products i i i i
HUL (FMCG business) 12 11 1 10 19 16 6o o4 3 12 12 1 6 11 16|
Colgate - Overall 12 5 4 1 3 1: 4: 5 3 5 7 1 7 5: 2:
Dabur - Overall 36 12 7 8 8 7 sl sl 7 0 6 10 1 15 15 s
Emami - Overall 42 9 3 3 1 - 520 10 o 7 @4 10 12} 5
Hair Care I I I I
Bajaj Corp. - ADHO 11 (4) 7 a1 15 7 0} 12} 7 (1) 12 10 () 10 (4)} 8:
Marico - FMCG 35 24 12 5 @ 1 2l a2 7 @ 9 16 @ 1 19 o
Marico - PCNO 20 18 8 5 © an - (6l 3 5 © 2 23 @ 8 13l (6l
Marico -VAHO 35 16 3 3 5 > @l 13l 16 4 4 12 6 @ 14 4
Home Care I I I I
GCPL - Branded Biz 19 10 8 9 12 s 1] 12 9 2 10 8 @ 1 1}l 10
Jyothy Labs - Overall 21 6 13 10 14 13 14 13 5 6 4 2 @ 1B 16 13
o o
Britannia - Domestic 1) 6 13 13 9 21 17} 13} 0 8 9 12 5 13 8: 15}
Marico - Saffola 60 16 19 17 13) 4 o @ 10 8 @ 10 12 25 4
Nestle - Domestic 14 10 9 11 16 19 4 21018 15 12 13 11 8 1l 15l
QSR I L
Jubilant FoodWorks 131 37 13 13 41 17 10] sl 16 6 17 18 10 (16 321 18]
Devyani - KFC 360 141 64 39 109 47 270 260 - - - - 31 6 8o a5
Devyani - PH 268 112 64 41 71 36 18 18] - - - - @ @) 8 32
Sapphire - KFC 246 95 53 43 98 36 26 24l - - - - - @y 7l 40
Sapphire - PH 203 87 51 33 85 60 20} 18: N ) 67: 41}
Burger King 289 154 72 37 125 50 2l sl - - - 7 3 @y ol sl
Westlife Development 176 84 47 27 108 49 # 2l 9 12 2 U 10 @) el 4l
g‘rm Hut - System Sales 2 78 57 38 77 45 19 vl 1 10 17 3 @ 77 35
KFC - System Sales Gr 163 92 60 0 104 2 %0 51 - 7 9 2 16 (a1 83 43
Others I I I I
ITC-Cig 33 10 14 10 29 23 71 14 0 0o 5 10 3 @ 15 20
Godfrey Phillips 68 (9 B 3 34 59 0 14 © o 8 9 16 @ 9 34
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HSIE consumer index

The HSIE consumer index examines the underlying health of consumption across
various consumption categories (oral care, haircare, personal care, home care, F&B,
OTC FMCG;, cigarette, footwear, paints, QSR, dairy, and liquor). The index is based on
weighted average YoY growth.

HSIE Consumer Index- Quarterly Growth HSIE Consumer Index- Annual Growth
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HSIE Consumer Index— Category-wise Aggregate Performance N S
YoY Gr. (%) Q4Y21 Q1FY22 Q2FY22 Q3FY22 Q4FY22 Q1FY23 Q2FY23 Q3FY23 Q4FY23= f 5%;:13\{18 FY19 FY20 FY21 FY22 FY23= c A5 GYI:H
Personal Care 3%  16%  10% 8% 5%  20%  12%  11%  11%] 13%] 11% 10% -3% 6% 9% 13%| 6%]|
Hair Care 29%  30%  15% 5% 2% 6% 1% 2% 8% 3%) 8% 14% -4% 2% 12% 3% 4%
Oral Care 25% 17% 8% 5% 1% 7% 0% 1%  4%] 3% 9% 8% 1% 10% 7% 3%| 6%]
F&B 17%  13% 1% 1%  12% 13%  16%  13% 14%} 12%}10% 11% 7% 12% 11% 12%} 11%}
Home Care 18% 14% 15% 20% 19% 26% 29% 28% 18%1 25%1 12% 13% 4% 5% 17% 25%1 11%I
OTC FMCG 14% 21% -1% 0% 4% -12% -4% 0% -2%: -5%: 8% 12% 5% 15% 5% -5%: 4%:
Cigarette 8%  36% 7% 12% 9%  29%  28%  18%  14%| 21%] 5% 10% 5% -11% 14% 21%] 5%]
Liquor 15%  58%  28%  15%  15%  57%  18% 5% 5% 21%) 9% 14% 3% -14% 19% 21%]  8%]
QSR 10% 204% 8%  39%  25% 8%  35%  20% 19%} 34%} 17% 25% 13% -22% 58% 34%} 23%}
Dairy 8% 18% 18% 14% 16% 36% 20% 20% 19%: 24%:10% 14% 8% -5% 16% 24%: 10%:
Paints 43% 95% 29% 23% 15% 56% 20% 2% 13%1 19%1 12% 14% 4% 6% 32% 19%1 14%]I
Footwear 17%  95%  42%  28% 9% 142%  20% 2%  15%| 21%] 10% 15% 5% 20% 25% 21%] 4%
Note: Category growth is weighted average growth (YoY) based on revenue size of each player_ - *QSR — 4-year CAGR T
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Category outperformers and underperformers (LTM basis)

® Essentials performance led by F&B, Home care; OTC FMCG/healthcare weak:
F&B and Home care continued to drive performance for Essentials, growing by
12/11% on a four-year CAGR basis. Personal Care/Oral Care/ Hair Care saw
revenue CAGRs of 7/5/4%. OTC FMCG/ healthcare revenues fell 2% YoY on
account of a high base. We note that Q4/FY23 growth was pricing led; going ahead,
we expect divergence between volume and pricing to return to normal.

® Discretionary categories see sequential deceleration: With sustained high
inflationary environment impacting consumer wallet, discretionary categories
witnessed sequential deceleration in demand. However, Paints/ QSR reported
four-year CAGR of 14/13%. We note that QSR growth was largely store addition-
led as most players reported low single digit SSSG. Cigarettes revenues grew 14%
YoY on a low base, with underlying four-year CAGR at 6%. We believe
discretionary categories will underperform in the coming year.

Category Co Avg. i Co Avg.
Categories Gr. Category Outperformers Gr. Outperformance i Underperformers Gr. Underperformance
Gr. (LTM) (x) i (x)
(Q4FY23) (LTM) H (LTM)
Personal Care 11% 13% GCPL 20% 1.6x Dabur -4% -0.3x
Hair Care 8% 3% Bajaj Corp 11% 3.8x Marico - PNCO -6% -2.0x
Oral Care 4% 3% Dabur 4% 1.6x Gillette 0% 0.0x
F&B 14% 12% Dabur 29% 2.4x Agro Tech -7% -0.6x
Home Care 18% 25% Jyothy - Fabric Care 29% 1.2x i Jyothy - HI -20% -0.8x
OTC FMCG -2% -5% Dabur - OTC -4% 7X Emami - Balm -14% 2.8x
Cigarette 14% 21% Godfrey Phillips 34% 1.6x i VST 10% 0.5x
Liquor 5% 21% United Breweries 28% 1.3x Radico Khaitan 9% 0.4x
QSR 19% 34% Burger King 53% 1.5x Jubilant FoodWorks 18% 0.5x
Dairy 19% 24% Parag 40% 1.7x Hatsun Agro 18% 0.8x
Paints 13% 19% Berger 21% 1.1x i Asian Paints 19% 1.0x
Footwear 15% 21% Bata 45% 2.2x Mirza International -55% -2.6x
Source: HSIE Research
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HSIE Consumer Index - Category-wise Revenue Performance

(GREEN/RED is outperformer/ underperformer in the category)

Oral Care QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 A"éé FYI7 FYIS FY19 FY20 FY21 FY22 FY23 :GYI:
Colgate 12 5 4 1 3 3 1 4 d 3 5 7 1 7 5 2

Dabur 21 13 7 1 8 9 3 3 7 17 10 2 23 10 4
Gillette 56 25 9 5) 8B 1) ) 7 ® 26 17 @ 1 17 () 8
Weighted Avg Gr. (%) 17 8 5 1 7 © ) 4 3 3 9 8 1 10 7 3 6
Hair Care QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 A"gt‘: FYI7 FYIS FY19 FY20 FY21 FY22 FY23 :GYI:
Marico -PCNO 20 18 8 5 © Ay ©) 3 © 2 23 @ 8 13 (6 7
Marico - VAHO 35 16 3 3 5 2 ®) 13 d 4 4 12 ® @ 14 4 3
Dabur 37 25 8 4 12 4 M 0 4 o 4 uw @ 2 17 4 7
Bajaj Corp 24 M © (10 14 0 - 10 u @ 12 1w @ 9 @ 1 3
Emami - Navratna 21 ©) 11 ; 29 ) ©) 3 d 3 s 8 @ ©® 5 2
GCPL - Hair Colors 15 11 2 2 5 9 14 v 4+ 1 o1 o© 3 8 m 4
Emami - Kesh King 53 15 ; % 20 (10 M 1 | 4 v 13 1 15 u 18
Weighted Avg Gr. (%) 30 15 5 2 6 ) ) 8 ] 1 8 1 @ 2 12 3 4
Personal Care QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 A"gt‘: FYI7 FYIS FY19 FY20 FY21 FY22 FY23 :GYI:
HUL 13 10 7 4 17 11 10 10 2 4 10 1 @ 4 8 12 6
GCPL - Soaps 18 12 16 27 30 20 14 v o 1 6 » 15 18 200000
Gillette 17 7 8 9 28 16 16 10 vl 2 7 10 q 1 10 17 7
Emami -Boroplus 9 29 2 8 ; 17 3 @) 1 5 2 2 @ 1B 5 1 3
Emami - F&H 78 15 ®) 4 32 2 M 29 i © 4 3 @ e 16 3G
Dabur - Skin G 1 3 1 1) ©) o) 4 11T @ 166 @ 2
Weighted Avg Gr. (%) 16 10 8 5 20 12 1 1 B 3 1 1 @ 6 9 1B 6
Home Care QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 A"gt‘: FYI7 FYI8 FY19 FY20 FY2I FY22 FY23 :GYI:
HUL - Detergent 12 16 23 24 30 34 32 19 280 8 15 15 6 2 19 o28f 18
GCPL - HI 21 7 4 o) @ 2 10 14 d 3 2 2 @ 1 8 6 5
Dabur - HI 31 25 19 11 52 21 18 10 4 4 14 1B 1 @ 21 24 10
Jyothy — Fabric care 28 25 19 18 39 34 26 20 8 4 8 (3 (® 22 2 8
Jyothy - Dishwash 2 13 10 12 10 6 10 9 g 9 9 v @ 23 1w 8 10
Jyothy — HI 13 4 10 © 68 Gy (16 1 @ o o a1 2 3 eolllE
Weighted Avg Gr. (%) 14 15 20 19 26 29 28 18 5] 7 12 1B 4 5 17 25 11
F&B QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 A"gt‘: FYI7 FYIS FY19 FY20 FY2L FY22 FY23 ASGYI:
Britannia ) 6 13 13 9 21 17 13 B & 9 12 5 1B 8 15 10
Nestle 14 10 9 11 16 19 14 21 B 15 12 1B 1 8 1 15 12
HUL - Food 5 7 9 301

UL - Refreshmont 15 11 6 8 13 5, , 1 4 v 7 5 9
Marico - Saffola 60 46 19 17 13 4 10 ©) @ s @ 10 12 23 xu ES
Dabur - Real 81 45 38 34 5 30 6 2 B 1 9 (6 6 48 29 12
Agro Tech 1 10 © L) ©) ) ) 4 0 1 17 3 ol
Weighted Avg Gr. (%) 13 11 1 12 13 16 13 14 2 1 1 1 7 12 1 12 u
OTC FMCG QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 Avgt‘: FYI7 FYI8 FY19 FY20 FY21 FY22 FY23 :GYI;
Dabur - Health Supp. 25 (14) ®) 10 ©Gs (13 0 ® @ @ 1w 135 8 42 © @1 9
Emami - Pain MGT 70 6 7 9 Gy 13 ® ) 6 6 7 3 23 18 g
Dabur - OTC 52 2 4 8 (15 ® 4 (0)- ® 5 14 (© 32 14 @ 10
Amrutanjan - Balm 56 17 10 11 % © 1@ 0 @ 16 9 22 4 31 18 @

Emami - Digestive 59 5 ©) 4 @) (e 2 o W o o 12 @ 45 12 ) 2
Weighted Avg Gr. (%) 21 ) © FRNEY) @ © o) G @@ 8 12 5 15 5 4
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Cigarette QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 Avgé FY17 FY18 FY19 FY20 FY21 FY22 FY23 ASGYI:
ITC 33 10 14 10 29 23 17 14 20 5 5 10 3 (12 15 20 4
Godfrey Phillips (Gross) 68 ) 3 3 34 59 30 14 2 8 9 16 2) 9 34
VST 12 (10) 15 9 9 27 5 (0) 4 3 16 13 (10 6 10
Weighted Avg Gr. (%) 36 7 12 9 29 28 18 14 21 5 5 10 5 @1y 14 21 5
QSR QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 Avgé FY17 FY18 FY19 FY20 FY21 FY22 FY23 :GYI:
Jubilant FoodWorks 131 37 13 13 41 17 10 8 6 17 18 10 (16 32 18
Devyani (KFC) 360 141 64 39 109 47 27 26 45 - - - 31 6 8 45
Devyani (PH) 268 112 64 41 71 36 18 16 32 - - - @® @y 8 32 13
Sapphire (KFC) 246 95 53 43 98 36 26 24 40 - - - 18 (24 75 40 22
Sapphire (PH) 203 87 51 33 85 60 20 18 41 - - - 9 (4 67 41 14
Burger King 289 154 72 37 125 50 32 36 53 - - 67 33 (41) 91 53 23
Westlife Developers 176 84 47 27 108 49 28 22 451 12 2 24 10 (36) 60 45 13
eciality Restaurants
Speciality R 268 214 57 10 196 52 17 22 3 () 17 3 (58 68 48 2
Weighted Avg Gr. (%) 204 83 39 25 83 35 20 19 34 6 17 25 13 (2 58 34 23
. Avg. 4 5Yr
Liquor QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 Ou| FY17 FY18 FY19 FY20 FY21 FY22 FY23 fop
United Spirits 57 14 16 12 34 18 ®) (0) 20 8 1 10 @ @dn 2 20
Pernod Ricard 27 27 11 19 47 21 13 11 21 3 11 18 5 @11 23 21 11
United Breweries 121 58 23 11 118 18 2 3 2 19 15 0 (35 38 28 6
d B 2) (35)
Radico Khaitan 46 13 1 18 27 7 5 2 2 9 15 16 @ 19 o
Weighted Avg Gr. (%) 58 28 15 15 57 18 5 5 21 4 9 14 3 a9 19 21 8
. Avg. 4 5Yr
Paints QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 on| FY17 FY18 FY19 FY20 FY21 FY22 FY23 (fop
Asian Paints 91 33 26 19 60 19 0 13 7 11 14 5 7 34 19-
Berger 93 28 20 8 53 20 6 12 21 8 13 17 5 7 29 2 15
Kansai 118 16 13 4 38 19 1 14 18 15 13 @ (3 25 19-
Weighted Avg Gr. (%) 95 29 23 15 56 20 2 13 19 9 12 14 4 6 32 19 14
Avg. 4 5Yr
Footwear QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 Ou| FYI7 FY18 FY19 FY20 FY21 FY22 P23 op
Bata 98 67 37 13 253 35 7 17 2 6 11 4 @44 40 45
Relaxo 37 24 11 @) 34 6) 2 12 5 2 19 18 5 @2 12 5 7
Mirza International 203 45 54 (48) 92 22 (80) ) 1 4 18 9 (18) 34 (55)-
Liberty 90 15 3 @2) 65 51 4 31 34 10 10 11 3 @) (9 34 4
Weighted Avg Gr. (%) 95 42 28 © 142 20 @ 15 21 3 10 15 5 (00 25 21 4
Dairy QIFY22 Q2FY22 Q3FY22 Q4FY22 QIFY23 Q2FY23 Q3FY23 Q4FY23 Avgt‘: FY17 FY18 FY19 FY20 FY21 FY22 FY23 :GYI:
Hatsun Agro 31 25 14 12 31 17 14 10 17 0 11 10 4 20 18
Heritage 3 11 12 14 28 23 18 18 21 6 27 8 8§ (10) 10 21
Parag 1 7 14 29 58 25 37 ) 5 11 25 2 @4 12 40 9
Weighted Avg Gr. (%) 18 18 14 16 36 20 20 19 2 11 10 14 8 (G 16 24 10
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Commodity trend
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After witnessing unprecedented commodity inflation post Covid, prices have
cooled off over the past 12 months. Most crops (wheat, barley, maize, copra, etc.)
along with palm oil, crude oil, and crude derivatives have all seen meaningful price
correction in recent months. This has aided sequential improvement in gross
margins across most of our coverage universe. We expect sustained improvement in
gross margins across most FMCG companies in the coming quarters.

Commodities Unit 1\/([0(/:)1)\/[ ?02/; 1(02/31 2(21/31 ioz)r 1(00 /;r Categories Impacted
Beverages
India Tea INR/KG ) 16 0 (8) 20 25 Tea
Coffee Arabica $/1b ®) ) (16) 28 84 111 Coffee
Cocoa Beans USD/MT 4 7 33 40 43 91 Chocolate
Liquid Milk INR/LTR (2) (2) - 41 62 62  Dairy
Fruit Pulp WPI Index 8 19 5) 6 22 89  Fruit Juice
Crops
Wheat India INR/Quintal ®) ) 9 22 26 49  Biscuits
Barley INR/Quintal 8) 27)  (37) 4 33 52 HFD
Maize (Corn) INR/MT ) (200 (34) 39 39 33  Oral Care
Copra INR/Quintal 2) 7) 11) (38 (32 92  Hair oil
Safflower Oil INR/10KG (13) (19) (45 (45 31 34 Cooking Oil
Sugar India INR/100kg 0) 5 3 11 30 14 F&B
Amla WPI Index 18 22 2 7 26 109 Hair oil
0Oil
Brent Oil INR/BBL ) 8) (31) 26 24 10  Packaging & Transport
Palm Oil INR/MT 4 (18) (43) ) 56 47  Soaps, Skin care
LLP INR/1t 1 2 9 31 68 57  Hair oil
Crude Oil INR/Barrel 4) ) (33) 25 33 13 Packaging & Transport
Mentha Oil INR/kg 2) (6) 4) 8 4) 28 Hair oil
Packaging
HDPE INR/kg ®) (11)  (22) 1 8) 9  Packaging
Miscellaneous ®) (11)  (22) 1 (8) 9
Caustic Soda INR/50kg ) (11) (13) 49 83 107 Soaps
Titanium Dioxide INR/KG -1 @1y 36 54 81 ?Laji‘;:szzds’ Cosmetics,
Linear Alkyl Benzene WPI Index 3) 0 (10) 9 37 14  Detergents
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Valuation trend
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FMCG universe has outperformed the Nifty-50 in the past 12 months. Within the
FMCG universe, ITC, Nestle, Britannia, GCPL and Radico have outperformed the
Nifty-50 in the past 12 months, while HUL, Dabur, UNSP, Marico, Colgate and
Emami have underperformed the Nifty-50.

Sector P/E (12-month Rolling Forward)

Sector (Ex-ITC) P/E (12-month Rolling Forward)

FMCG Sector P/E (x)
e— 5 Years' Avg P/E (x)

= «» «= 10 Years' Avg P/E (x)
3 Years' Avg P/E (x)
50
[m—————— 1
ICurrent P/E}
45 I 40x |

o aath

35

30

25

May-13  May-15  May-17  May-19  May-21  May-23

FMCG Sector P/E (x) @ @» @= 10 Years' Avg P/E (x)

70 e 5 Years' Avg P/E (x) 3 Years' Avg P/E (x)

.AL 1.k . AL
’ T

50

30

May-13 ~ May-15  May-17  May-19

May-21

May-23

Source: Companies, Bloomberg, HSIE Research

Sector Valuation Premium (12-month) Over Nifty 50

Source: Companies, Bloomberg, HSIE Research

Sector (Ex-ITC) Valuation Premium (12-month) Over
Nifty 50

0, 0,
(%) Premium to NIFTY (%) e e e Avg Premium (%) (%) Premium to NIFTY (%) = e e« Avg Premium (%)
180 250
200
135
150
90
100
45
50
0 0
May-13  May-15  May-17  May-19  May-21  May-23 May-13  May-15 ~ May-17  May-19 ~ May-21 ~ May-23
Source: Companies, Bloomberg, HSIE Research Source: Companies, Bloomberg, HSIE Research
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FMCG Universe: Earnings vs. Valuation FMCG Universe: Earnings vs. Valuation (Ex-ITC)
30 m EPS Gr (%) m P/E (x) 5x s m EPS Gr (%) m P/E (%) .
- |
® 52x 1 u [ u m 52x
[ |
20 m |
] u g En m M| 39x [ ] 3
m N 14
15
- 26x
26x
10 7
13x
5 13x
0 0x
©O =4 oA N K IHh O NN O O O |53}

0 o FEEEEEEEEEEIEERS
2o agdesngEg2gaTNRE e
D S S R S R R S I SIS S IS IS IR
O O I S O O O Ol S

Source: Companies, Bloomberg, HSIE Research Source: Companies, Bloomberg, HSIE Research

FMCG Universe: Profit Mix FMCG Universe: Market Cap Mix

JYL, 1%__ BAJAJCON, RDCK, 1% JYL, 0% BAJAJCON,
RDCK, 0% 0% JUBL, 2% 0%
JUBI, 1% HMN, 1% \
HMN, 2% 9
. CLGT, 2%
CLGT 2%\ AP
MRCO, 3% _g~ MRCO, 4%
UNSP, 2% UNSP, 3% ITC,29%
0,
BRIT, 5% BRIT, 6%
GCPL, 4%
GCPL, 5%
DABUR, 4% ITC, 46%
DABUR, 5%
NEST, 5%!
NEST, 11%
R,32%
HUVR, 24%
Source: Companies, Bloomberg, HSIE Research Source: Companies, Bloomberg, HSIE Research
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FMCG Universe: Valuation Trend
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1Yr Fwd P/E (x) P/E Re-rating/De-rating

PIE () 10 Yr 5Yr 3Yr Current 10 Yr 5Yr 3Yr
Emami 34 29 27 23

ITC 24 20 18 26

UNSP 121 62 58 53

Radico 25 32 41 44 73% 35% 7%
Marico 41 45 46 45 11% 1%

GCPL 41 47 47 49 18% 4% 4%
Britannia 41 48 48 48

Colgate 39 39 39 37

Dabur 44 52 54 46

HUL 49 58 58 54

Nestle 58 67 72 68

Jubilant 79 82 92 70
EMCG | . 37 39 39 0

!FMCG (Ex-ITC) 48 54 55 52

iNifty-50 19 20 20 18

FMCG Universe: Stock Performance

Companies 1IW (%) 1M (%) 3M (%) 6M (%) 12M (%) 3Yr(%) 5Yr (%)
HUL 79 7.7

ITC 5.7 515 19.2 32.1 66.8

Nestle 16.4 7.7 23.2

Dabur

Britannia

GCPL

UNSP

Marico

Colgate

Emami

Jubilant 92.5
Radico 251.1 1434
Jyothy 95.8

Bajaj Corp

Tata Consumer

116.5

200.3

NSE FMCG 3.2 5.9 12.7
Nifty 50 1.6 3.0 7.5 0.9) 13.7 94.1 75.2
Note:

Green indicates outperformance to Nifty 50 during the respective period
Red indicates underperformance to Nifty 50 during the respective period
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MCap | CMP TP EPS (INR) P/E (x) EV/EBITDA (x) Core RoCE (%)

Company (INR bn) | (INR) Reco. (INR) FY23/ FY24E/ FY25E/| FY23/ FY24E/ FY25E/| FY23/ FY24E/ FY25E/| FY23/ FY24E/ FY25E/

CY22 CY23E CY24E| CY22 CY23E CY24E| CY22 CY23E CY24E| CY22 CY23E CY24E
HUL 6,385 2,717 |\REDUCE | 2,450 434 479 526| 627 567 51.6| 446 398 361 205 220 236
ITC 5,518 444 |ADD 395 157  16.8 18.0 284 264 247 202 186 173| 523 551 589
Nestle 0 22,050 |REDUCE | 18,500 | 251.4 3119 3513 877 70.7 628| 553 464 408 520 573 524
Britannia 1,122 4,656 |REDUCE 4,150 845 943 1044| 551 494 446 394 348 315 573 709 776
Dabur 987 557 |ADD 560 96 116 132| 580 479 422 434 373 320[ 465 465 526
GCPL 1,005 983 |ADD 950 171 211 237 574 46.6 415 416 398 320 169 164 164
Marico 710 550 |ADD 565 101  12.0 134| 545 460 410 392 334 30.1| 531 614 681
UNSP 635 874 |ADD 875 127 157 189| 688 557 463| 440 358 303| 19.1 224 244
Colgate 437 1,608 |ADD 1,700 385 425 462| 418 379 348 277 253 232 1051 1287 1433
Emami 176 398 |REDUCE 385 155 177 184 257 224 216 20.1 169 155/ 333 406 437
Radico 159 1,198 |REDUCE 900 153 236 298| 783 508 40.1| 460 303 241 85 117 135
Source: Company, HSIE Research
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FMCG: Sector Update

FMCG Companies P/E Bands
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Bloomberg consensus earnings trend (FY24E)
Red line — EPS FY24; White line — share price

HUL earnings trend C earnmgs trend STLE earnings trend

s, Adj Estimate

24 £PS, Adj Estimate 21.367
L} ] 1049.95

)l & \l‘;
Y ,Ww ulih

Ps, dj Estimate 3390
937.00],

¥r 24 EPS, Adi Estimate 7.47% \
[ ]-ric:] 448,60 M \
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Rating Criteria

>+15% return potential
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Disclosure:

We, Varun Lohchab, PGDM, Naveen Trivedi, MBA, Paarth Gala, Bcom & Riddhi Shah, MBA, 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. SEBI conducted
the inspection and based on their observations have issued advise/warning. The said observations have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his
relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or more in the subject company at the end of the month
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does have/does not have any material conflict of interest.

Any Holding: YES
HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must not be used as a singular
basis of any investment decision. The views herein are of a general nature and do not consider the risk appetite or the particular circumstances of an
individual investor; readers are requested to take professional advice before investing. Nothing in this document should be construed as investment
advice. Each recipient of this document should make such investigations as they deem necessary to arrive at an independent evaluation of an
investment in securities of the companies referred to in this document (including merits and risks) and should consult their own advisors to determine
merits and risks of such investment. The information and opinions contained herein have been compiled or arrived at, based upon information obtained
in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty,
express or implied, is made as to its accuracy, completeness or correctness. All such information and opinions are subject to change without notice.
Descriptions of any company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update this
report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is
a citizen or resident or located in any locality, state, country or other jurisdiction where such distribution, publication, reproduction, availability or use
would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.
If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the same should be ignored and
brought to the attention of the sender. This document may not be reproduced, distributed or published in whole or in part, directly or indirectly, for
any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their
value or price, or the income derived from them. In addition, investors in securities such as ADRs, the values of which are influenced by foreign
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