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Figure 1. Indian Consumer Top Picks Valuation Summary  

 RIC  Mkt Cap Price 
Target 

P/E (x) EV/EBITDA 
(x) 

Div. Yld. (%) RoE (%) RoCE 
(%) 

Company Code Rating (USD M ) (Rs) FY08E FY09E FY08E FY08E FY08E FY09E 
Hindustan 
Unilever 

HLL.BO 1L 10,305 254 20.9 18.0 17.9 4.1% 80.7% 83.6%

ITC ITC.BO 1L 14,015 195 19.5 16.3 12.4 2.2% 27.2% 24.7%
United 
Spirits 

UNSP.BO 1L 3,086 1,463 31.4 22.3 19.7 0.0% 17.1% 10.7%

Tata Tea TTTE.BO 1L 954 1,045 11.8 8.3 4.2 2.3% 52.9% 8.1%

Source: Company Reports and Citigroup Investment Research estimates 
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 Indian Consumer 
 Unduly De-rated; Revisiting the Drawing Board  
 

 Stellar 1Q, but ignored  — Markets have continued to ignore the significant pick-up 
in the growth profile of Indian consumer companies – 1QFY08 was a stellar 
quarter, with all companies beating our (& Street) estimates handsomely (for HUL, 
Apr-Jun07 earnings grew fastest in last six years). Competition has become more 
rational, allowing for pricing power; margins are improving despite cost pressures.  

 Valuations have shrunk, focus on earnings quality — Sector absolute and relative 
valuations are near historic lows, and while the sector de-rating was quick following 
irrational competition (P&G, HLL price war) and growth slowdown, the market has 
been slow to reward a turn in fundamentals. Quality of earnings (pick-up in core 
businesses, corporate governance, ROE) seem to have been largely ignored. 

 Free cash flow, dividend yield support — Sector offers average free cash yield of 
5% and avg div yield of ~3%. Most companies offer free cash yield of 6%-8%. 

 Outlook remains robust — We polled consumer company managements recently  – 
the growth outlook remains strong, the margins outlook is selectively improving, 
more price hikes are not ruled out and earnings windfalls await in the event of 
input commodity prices cool off. 

 Top picks — 1) HUL: Earnings  picking up, share buybacks support, attractive 
valuations; 2) ITC: Cigarette volumes and margins look to surprise positively, 
attractive valuations; 3) Tata Tea: Net cash of Rs200 per share (30% of market 
cap), core business available at 9xFY08 P/E; 4) United Spirits: 41% 3-year EPS 
CAGR, potential positive earnings surprises. 
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Fundamentals are improving….. 

Figure 2. CIR Consumer Universe Sales Growth (% 
YoY)  

 Figure 3. CIR Consumer Universe EBITDA Growth 
(% YoY)  
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Source: Company Reports and CIR estimates  Source: Company Reports and CIR estimates 

Figure 4. CIR Consumer Universe PAT Growth (% 
YoY)  

 Figure 5. CIR Consumer Universe Change in EBIT 
Margins (bps YoY) 
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Source: Company Reports and CIR estimates  Source: Company Reports and CIR estimates 

……but valuations have remained depressed 

Figure 6. Consumer Sector P/E Bands   Figure 7. Consumer Sector P/E Relative to Sensex 
P/E (%) 
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Source: Citigroup Investment Research  Source: Citigroup Investment Research 

 

 

Sector sales growth over the last eight 
quarters has remained over 15%. 
Despite raw material cost pressures, 
margins have been stable, aided by 
price hikes. Apr-Jun07 saw the 
strongest EBITDA and net profit 
growth for the sector over last eight 
quarters. Most companies surprised 
positively, reporting growth ahead of 
our and Street estimates 

Sector valuations are near historic 
lows, both on absolute basis and 
relative to Sensex. While the market 
was quick to de-rate the sector 
following slow growth and irrational 
competition, a turnaround over the 
last few quarters has not seen any 
improvement in valuations. We 
believe that there is undue pessimism 
and the Street is ignoring the quality 
of earnings growth that the sector 
offers  
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Figure 8. Indian Consumer Sector Valuation Summary  

Company RIC Rating Mkt Cap Target P/E (x) EV/EBITDA (x) Dividend Yield (%) RoE (%) RoCE (%) 
 Code  (USD M ) Price FY08E FY09E FY08E FY09E FY08E FY08E FY08E 
Asian Paints ASPN.BO 1L 2,171.0 1,028 26.8 23.5 16.6 14.2 1.9% 41.5% 75.5% 
Britannia Industries BRIT.BO 1L 925.7 1,825 20.3 15.2 15.7 11.1 1.1% 27.3% 42.3% 
Colgate Palmolive (India) COLG.BO 1L 1,222.8 482 19.7 17.2 18.2 15.2 3.1% 82.6% NC 
Dabur India DABU.BO 1L 2,060.1 125 24.3 19.7 19.1 17.0 1.9% 71.7% 47.5% 
Godrej Consumer GOCP.BO 1L 755.2 172 20.3 17.4 15.2 13.0 3.0% 107.5% 63.6% 
GSK Consumer GLSM.BO 1L 610.9 770 14.7 13.6 8.7 7.5 3.8% 27.1% 22.4% 
Hindustan Unilever HLL.BO 1L 10,305.0 254 20.9 18.0 17.9 15.2 4.1% 80.7% 83.6% 
ITC ITC.BO 1L 14,015.2 195 19.5 16.3 12.4 10.0 2.2% 27.2% 24.7% 
United Spirits UNSP.BO 1L 3,086.1 1,463 31.4 22.3 19.7 15.0 0.0% 17.1% 10.7% 
Marico MRCO.BO 1L 847.0 74 23.3 19.3 13.8 11.5 2.2% 65.4% 36.7% 
Nestle India NEST.BO 1L 2,758.1 1,244 22.0 18.8 13.4 11.3 3.0% 102.2% 253.8% 
Tata Tea TTTE.BO 1L 954.3 1,045 11.8 8.3 4.2 3.0 2.3% 52.9% 8.1% 
Average     21.3 17.5 14.6 12.0 2.4% 58.6% 92.0% 

Source: Company Reports and Citigroup Investment Research estimates 

 

Free cash yield and dividend support  

Figure 9. Indian Consumer Stocks Dividend Yield 
(%) 

 Figure 10. Indian Consumer Stocks Free Cash 
Yield (%) 
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Source: Company Reports and CIR estimates  Source: Company Reports and CIR estimates 

 

Management outlook remains robust 

Figure 11. Summary of Consumer Company Management Meetings / Polls  

Company Recent Management Comments 
Asian Paints Expect to grow over 15%. Margins may improve as some raw material prices have cooled 

off and operating leverage from international business 
Dabur Expect sales growth of 18%-20% and stable to improving margins. Strong growth across 

all key segments 
GSK Consumer Sales growth to remain robust, 7%-8% volume growth and 4%-5% price hikes to 12%-

13% sales growth. Price hikes to mitigate raw material cost pressures, margins to 
remain stable 

Marico Sales growing close to 20%, underlying volume growth of 14%. Can take price hikes 
easily, not just to pass on cost pressures but also to improve margins 

Godrej Consumer Sales growth to remain strong – re-launch and re-positioning of high end hair color 
brand revive to curb market share losses. Margins likely to expand going forward 

HUL Sales growth momentum remains strong, company gaining market share in key segments. 
Will mitigate raw material costs through further price hikes 

Source: Company Reports 

 

Indian Consumer sector offers strong 
free cash and dividend yield support. 
Companies like Colgate, Nestle and 
HUL offer dividend yields of almost 
3%-4%, while sector free cash yields 
for most companies are between 5%-
8% 

We recently polled managements of 
key consumer companies. Growth 
outlook remains robust across the 
board, while companies selectively 
expect margins to improve going 
forward 
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Top Picks 

Hindustan Unilever  
 Growth turning around: Sales and earnings growth momentum is picking up. 

EBITDA profits in Apr-Jun07 quarter grew 23.5%, highest in the last six 
years. After significant investment behind brands, HUL seems to be now in a 
position to scale back its ad spend (already coming off a high base), which 
should aid margins further. 

 Valuations seem attractive: Valuations have abated and the stock trades near 
historical lows. Premium to Sensex has shrunk to only 25%, against historical 
average of about 80%-100%. 

 Stock buyback support: Company has announced a share buyback from the 
market up to Rs230 per share, which should provide downside support to the 
stock. We have a price target of Rs254. 

Figure 12. HLL P/E Bands  Figure 13. HLL Stock Price Performance  
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ITC 
 Expect positive volume and margin surprises: ITC’s cigarette volumes 

surprised positively in 1QFY08E, which we believe set an undertone for the 
full year. We also expect cigarette EBIT margins to surprise positively, given 
that cigarette price hikes are heavily loaded in favor of the mid segment 
which is almost 65% of volumes. 

 Foods business break even to aid margins: Foods business losses are 
declining and ITC management expect it to break even by end FY08E. This 
should be a major milestone for the company and would boost sentiment. 

 Valuations look attractive: Stock price has declined by almost 14% over last 
four weeks following strong 1Q results, providing a good entry opportunity, in 
our view. Stock is currently trading at P/E of 16.3xFY09E. We have a price 
target of Rs195. 
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Figure 14. ITC P/E Bands  Figure 15. ITC Stock Price Performance  
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Tata Tea 
 Cash of Rs200 per share: Tata Tea will have net cash of about Rs200 per 

share (net of debt) once money from its Glaceu stake sale to Coke flows in 
around Oct-Nov 2007. This cash represents almost 30% of company’s market 
cap. While Tata Tea may not retire debt, earnings growth should accelerate, 
aided by yield on excess cash. 

 Chances of a potential leveraged acquisition diminishing: With the current 
global credit environment, we believe that chances of Tata Tea making a 
potentially large leveraged acquisition in the international market have 
diminished. This should improve sentiment and lift a potential overhang on 
the stock. 

 Attractively Valued: The stock looks attractively valued at a P/E of 8.3x FY09E, 
the lowest amongst our consumer universe and near its historic lows. We 
have a price target of Rs1,045. 

Figure 16. Tata Tea P/E Bands  Figure 17. Tata Tea Stock Price Performance  
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United Spirits 
 Solid earnings growth profile: United Spirits is amongst the best leveraged 

stock to Indian consumption growth and young population profile. We expect 
strong demand for branded liquor and improving margins to drive 41% EPS 
CAGR over FY07-FY10E. 
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 Positive earnings surprises: UNSP has historically surprised positively on 
earnings, and we believe that there are ample levers in place for the company 
to further surprise positively. Key positive surprise is likely on earnings of 
Whyte & Mackay (acquired recently) – management has guided at GBP50m 
EBITDA for FY08E, which we believe could be beaten materially given that 
scotch prices have continued to increase post the acquisition. 

 Potential treasury stock sale to prepay debt: Management has indicated that 
they are likely to pre-pay debt raised for the Whyte & Mackay acquisition. 
This could happen through a combination of sale of treasury stock and 
raising funds through a potential listing of Whyte & Mackay. An earlier-than-
anticipated debt pay-down would boost earnings and the stock price. We 
have a price target of Rs1,463. 

Figure 18. United Spirits P/E Bands  Figure 19. United Spirits Stock Price Performance  
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subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through Citi 
Smith Barney Pty Ltd. (ABN 19 009 145 555 and AFSL No. 240813), Participants of the ASX Group and regulated by the Australian Securities & Investments Commission.  
Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  If the Product is being made 
available in certain provinces of Canada by Citigroup Global Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front 
Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup 
Global Markets Deutschland AG & Co. KGaA, which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 16, 60323 
Frankfurt am Main.  If the Product is made available in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia 
Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the 
Product is made available in Hong Kong by The Citigroup Private Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong 
Kong.  The Citigroup Private Bank and Citibank N.A. is regulated by the Hong Kong Monetary Authority.  The Product is made available in India by Citigroup Global Markets 
India Private Limited, which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  If the Product was prepared by 
Citigroup Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license. If the Product was prepared by NCL and 
distributed by Nikko Cordial Securities Inc., Citigroup Global Markets Inc., or Monex, Inc. it is being so distributed under license. NCL is regulated by Financial Services 
Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Akasaka Park 
Building, 2-20, Akasaka 5-chome, Minato-ku, Tokyo 107-6122.  In the event that an error is found in an NCL research report, a revised version will be posted on Citigroup 
Investment Research's Global Equities Online (GEO) website.  If you have questions regarding GEO, please call (81 3) 5574-4860 for help.  The Product is made available in 
Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service.  Hungkuk Life 
Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is 
regulated by Malaysia Securities Commission.  Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450.  The Product is made available in Mexico by Acciones y Valores 
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Banamex, S.A. De C. V., Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores.  Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the 
Product is made available through Citigroup Global Markets New Zealand Ltd., a Participant of the New Zealand Exchange Limited and regulated by the New Zealand 
Securities Commission.  Level 19, Mobile on the Park, 157 lambton Quay, Wellington.  The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an 
indirect subsidiary of Citigroup Inc., which is regulated by Komisja Papierów Wartosciowych i Gield.  Bank Handlowy w Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa.  
The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance 
with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service 
for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the 
territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian 
Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made 
available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore.  
1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.    The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
Singapore branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.  Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of 
South Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. 
is regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services contained herein are not 
available to private customers in South Africa.  The Product is made available in Taiwan through Citigroup Global Markets Inc. (Taipei Branch), which is regulated by 
Securities & Futures Bureau.  No portion of the report may be reproduced or quoted in Taiwan by the press or any other person.  No. 8 Manhattan Building, Hsin Yi Road, 
Section 5, Taipei 100, Taiwan.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange 
Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in United Kingdom by 
Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services of a person 
outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this 
material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is 
regulated by NASD, NYSE and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU Member 
States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  Many European regulators require that a firm 
must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The 
policy applicable to Citigroup Investment Research's Products can be found at www.citigroupgeo.com.  Compensation of equity research analysts is determined by equity 
research management and Citigroup's senior management and is not linked to specific transactions or recommendations.  The Product may have been distributed 
simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to be construed as providing investment services in any 
jurisdiction where the provision of such services would be illegal. Subject to the nature and contents of the Product, the investments described therein are subject to 
fluctuations in price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in 
value that could equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and 
basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific 
market or other risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it  has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the 
appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to 
obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 

© 2007 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citigroup Investment Research is a division and service mark of 
Citigroup Global Markets Inc. and its affiliates and is used and registered throughout the world. Citigroup and the Umbrella Device are trademarks and service marks of 
Citigroup or its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any 
unauthorized use, duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The information contained in the Product is intended solely for 
the recipient and may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the 
addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. 
Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties 
whatsoever as to, the data and information contained therein.  Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided 
solely for your convenience and information and the content of the linked site does not in anyway form part of this document.  Accessing such website or following such link 
through the Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced 
website. 
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