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Shareholding (%) 

Promoters   51.4 

FII’s   12.9 

MFs   3.3 

Insurance Co.  12.5 

Others   19.9 

 

Share price performance 

52-week high/low (Rs) 296/165  

 -1m       -3m       -12m       

Abs (%)                     -2.8      -4.3      -31.2   

Rel* (%)                   -10.4     -4.4      -46.1 
*to Nifty 
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HPC revenue drags, margin disappoints 
Hindustan Lever Ltd. (HLL) posted disappointing numbers for 
yet another quarter. For Q1CY07, the company recorded 13.8% 
growth in net sales to Rs31.84bn, while net profits (excluding 
extra-ordinary items) grew by 13.6% to Rs3.34bn. Of the total 
revenue growth, 4.2% was accounted for by underlying volume 
growth, while the balance was due to increase in prices and 
improved product mix. Home and personal care (HPC) grew by 
just 10%, personal care being a major disappointment with 
growth of 10.8% (adjusted for Nihar) in sales. HPC accounted 
for 70.5% of HLL’s total sales in Q1CY07. EBITDA margin was 
under pressure due to higher A&SP; they fell by 40bps to 11.4% 
on YOY basis.  

Key highlights 

 The soaps and detergent segment saw revenue grow by 
9.6% to Rs14.45bn in Q1CY07. While detergents grew by 
double digits, with good growth in Surf and Wheel; soap 
segment managed growth in single digits. EBIT margin 
improved 50bps to 12.1% on the back of increase in prices. 
Margins have improved even after an increase in prices of 
key raw materials like crude oil derivatives and palm oil. 

 Revenue from personal care grew by 7.3% (10.8% adjusted 
for Nihar) to Rs8.22bn compared to 19.4% growth in CY05 
and 13.8% in CY06. Growth in revenue from this segment 
seems to be tapering off. Personal care is an important 
constituent of HLL’s portfolio as EBIT margin is the highest 
in the range of 24-30% compared to overall EBIT margin of 
15-16%. Q1CY07 EBIT margin improved by 30bps to 24.7%. 

 Performance of beverages segment was a positive surprise 
in terms of topline growth, as it grew 16.6% to Rs3.70bn. 
Growth in tea business was strong, with the entire range of 
Brooke Bond performing well. However, growth was at the 
cost of lower EBIT margin. Higher A&SP spend saw EBIT 
margin drop by 450bps to 15%. Fall in margin saw EBIT fall 
by 10.3% to Rs555.9mn. 

 Revenue from processed foods division grew 48.7% to 
Rs1.31bn on the back of robust performance of Knorr and 
Kissan. EBIT margin too improved from 0.4% to 5.6%, 
leading to EBIT of Rs73.8mn compared to Rs3.1mn in 
Q1CY06. Export growth was also robust at 27.7% to 
Rs3.52bn due to higher HPC and beverage exports. Export 
segment’s EBIT margin too improved from 2.9% to 3.8% 
leading to 66% growth in segment EBIT to Rs132.8mn. 
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 At the current market price, the stock is trading at a price-earnings multiple of 
24.9x and 22x based on CY07E and CY08E earnings. Though the stock appears 
inexpensive on P/E basis considering the historical premium it had been 
commanding, we are not enthused by the prospects going forward. On a PEG 
basis, the stock looks expensive as it is trading at a PEG of 1.7 based on CY07E 
and CY08E earnings growth. 
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Chart 2: Contributions to revenue                              Chart 3: Contributions to EBIT 

 
 Source: IISL research, company                                                                              Source: IISL research, company 
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Chart 4: Segmental margins  
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Chart 5: Trend in revenue growth of various segments 
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  Source: IISL research, company 
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   Table 1. Quarterly result table                                                                                                             

 Q1CY07 Q1CY06 YOY %
Net sales from operations 31,843.2 27,980.5 13.8
 
Total Expenses 28,223.5 24,675.0 14.4
 
(Increase)/Decrease in stock (758.1) (532.5)
Raw material consumed  12,948.7 12,016.2 7.8
Purchase of goods 5,485.7 3,765.2 45.7
Staff costs 1,786.8 1,563.5 14.3
Advertisement & sales promotion 3,563.7 3,033.4 17.5
Other Expenses 5,196.7 4,829.2 7.6
 
EBITDA 3,619.7 3,305.5 9.5
Depreciation 329.0 338.6 (2.8)
EBIT 3,290.7 2,966.9 10.9
Interest 51.3 20.5 150.2
Other Income 908.0 693.6 30.9
PBT 4,147.4 3,640.0 13.9
Provision for tax (including deferred tax) 808.8 700.2 15.5
Net Profit before extra-ordinary items 3,338.6 2,939.8 13.6
Extra-ordinary item 590.3 1,488.8 
Net profit 3,928.9 4,428.6 (11.3)
Equity 2,206.8 2,206.8 
EPS 1.8 2.0 

   Source: IISL research, company 

 

   Table 2. Key ratios 

 Q1CY07 Q1CY06
Gross  margins % 44.5 45.5
A&SP to sales % 11.2 10.8
Purchase of goods to sales % 17.2 13.5
Staff cost to sales % 5.6 5.6
EBITDA % 11.4 11.8
Effective tax rate % 19.5 19.2
NPM  % 10.5 10.5

   Source: IISL research, company 

 

    



 FMCG 

  Hindustan Lever 

       5 HLL 

  
 

Institutional Equity 

Table 3. Segment result 

 Q1CY07 Q1CY06 YOY %
Segment Revenues    
Soaps & Detergents 14445.3 13185.8 9.6
Personal products 8221.3 7658.6 7.3
Beverages 3704.9 3176.6 16.6
Processed foods 1311.2 881.9 48.7
Ice-Creams 322.3 264.5 21.9
Exports 3519.3 2755.3 27.7
Others 631.3 340.2 85.6
Total 32155.6 28262.9 13.8
Less: Inter-segment sales 13.8 14.7 -6.1
Gross sales from operations 32141.8 28248.2 13.8
 
Segment PBIT    
Soaps & Detergents 1744.2 1523.5 14.5
Personal products 2030.2 1867.6 8.7
Beverages 555.9 620.0 -10.3
Processed foods 73.8 3.1 2280.6
Ice-Creams 13.1 8.4 56.0
Exports 132.8 80.0 66.0
Others -157.2 -50.5 211.3
Total segment PBIT 4392.8 4052.1 8.4
 
 Segment Margins % Q1CY07 Q1CY06
Soaps & Detergents 12.1 11.6
Personal products 24.7 24.4
Beverages 15.0 19.5
Processed foods 5.6 0.4
Ice-Creams 4.1 3.2
Exports 3.8 2.9
Others -24.9 -14.8
Aggregate PBIT margins 13.7 14.3
Source: IISL research, company 

 

Table 4. Estimates 

Particulars CY2006 CY2007E CY2008E
Net sales 121033.9 137246.8 153065.3
growth % 9.4 13.4 11.5
EBITDA 16480.5 18722.7 21220.7
EBITDA margin % 13.6 13.6 13.9
Net profit 15396.7 17629.2 19968.1
growth % 13.7 14.5 13.3
NPM % 12.6 12.7 12.9
EPS (Rs) 7.0 8.0 9.0
P/E Ratio 28.6 24.9 22.0
PEG Ratio 2.1 1.7 1.7
Source: IISL research, company 
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Disclaimer Clause 
 
This report has been prepared by the Research Department of IL&FS Investsmart Securities Limited (IISL). 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. This report has been produced independently of the company, and forward looking statements, opinions and expectations 
contained herein are entirely those of IISL and given as part of its normal research activity and not as a Manager or Underwriter or any Offering or as an agent of 
the Company or any other person. Accordingly, if the Company should at any time commence an Offering of securities, any decision to invest in any such Offer or 
invitation to subscribe for or acquire securities of the Company must be based wholly on the information contained in the Final Prospectus issued or to be issued 
by the Company in connection with any such Offer or invitation and not on the contents hereof. This document is for information purpose only. Descriptions of any 
company or companies or their securities mentioned herein are not intended to be complete and this document is not, and should not be construed as an offer or 
solicitation of an offer, to buy or sell any securities or other financial instruments. IISL, its directors, analysts or employees do not take any responsibility financial or 
otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not restricted to, 
fluctuation in the prices of the shares and bonds, changes in the currency rates, diminution in the NAVs reduction in the dividend or income, etc 
IISL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in 
the report or may make sell or purchase or other deals in these securities from time to time or may deal in other securities of the companies / organizations 
described in this report. 
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 IISL or its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently send or has 
reached any individual in such country, especially, USA the same may be ignored and brought to the attention of the sender. This document may not be 
reproduced, distributed or published for any purpose without prior written approval of IISL. 
Foreign currency denominated securities, if any, 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 currencies effectively 
assume currency risk. 


