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Key takeaways from the concall

 The 3QFY11 concall highlighted innovation and market intervention strategies that enabled Hindustan Unilever Ltd

(HUL) to grow ahead of the market, strengthening its leadership.

 Palm fatty acid and other crude-linked costs are rising. HUL is making calibrated price increases but it is not

possible to completely mitigate the impact of input cost inflation.

 Although inflation is high, consumer demand has not been impacted so far.

 The FMCG market will be very competitive and adspends are unlikely to fall in the medium term.

3QFY11: 13% volume growth, margins fall 310bp, PAT down 2%

HUL's 3QFY11 volumes grew 13%, the fourth consecutive quarter of double digit volume growth. FMCG sales grew

sequentially from 9.7% to 11.5%. Gross margins expanded 180bp to 49.9%. Adspends grew 17.4% YoY to Rs7.4b, ad/

sales expanded 70bp YoY to 14.5%. EBITDA margins contracted 310bp to 14.1% and EBITDA de-grew 8% to Rs7.2b

(against our estimate of Rs7.9b). Soaps and detergents EBIT margins fell 570bp to 7.7% and personal products EBIT

margins fell 310bp. Adjusted PAT fell 2.1% to Rs5.9b.

Cutting estimates due to higher input costs, competitive pricing; Neutral

 We expect sequential improvement in 4QFY11 profit margins of soaps and detergents due to (1) a low base in

4QFY10 and (2) benefit from 4-5% increase in toilet soap prices.

 HUL will face strong headwinds due to (1) a likely increase in competition, (2) high input costs and (3) a higher base.

 We are cutting FY10-13 estimates by 4-8% to factor in the impact of (1) input cost inflation, (2) competitive pricing

and (3) higher financial other income due to an increase in interest rates.

 We are reducing FY11 EPS estimates to Rs9.5 (earlier Rs9.9), FY12 EPS estimates to Rs10.5 (Rs11.2 earlier) and

FY13 EPS estimates to Rs11.8 (Rs12.9 earlier). The stock trades at 25.9x FY12E and 22.9x FY13E. Neutral.
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Key takeaways from the concall

 3QFY11 concall highlighted the fourth consecutive quarter of double digit volume
growth, which indicates the success of the company's innovation programs and
market intervention strategies as it grew ahead of the market in terms of volume
and value, strengthening its leadership.

 Input costs are a key concern as prices of palm oil-based inputs (above their 2008
peak) were up by more than 50% in 3QFY11??? Besides, crude-linked carriage
and freight costs are also rising. HUL has increased toilet soap prices by 4-5%
since September 2010, though it is not possible to completely mitigate the impact of
input cost inflation.

 HUL continues to invest in the categories of tomorrow, including water, hair
conditioners, fabric conditioner, deodorants and premium skin care. HUL said it
would continue to make new innovations and product launches.

 Although inflation is high, consumer demand has not been impacted so far.
 The Indian FMCG market will be extremely competitive due to long term

attractiveness and advertising spends are unlikely to decline in the medium term.

Volume up 13% but margin contraction drives 2.1% PAT decline

HUL 3QFY11 sales grew 12.1% to Rs51.3b and adjusted PAT declined 2.1% to Rs5.9b.
 Volumes grew 13%, the fourth consecutive quarter of double digit volume growth.

FMCG sales growth increased QoQ from 9.7% to 11.5%.
 Gross margins expanded 180bp to 49.9%. Ad-spends grew 17.4% YoY to Rs7.4b, ad/

sales expanded 70bp YoY to 14.5% and other expenses increased 17.7% YoY to
16.8% of sales.

 EBITDA margins contracted 310bp to 14.1% and EBITDA de-grew 8% to Rs7.2b.
 A 98% increase in financial other income and a 200bp lower tax rate cushioned PAT

growth decline to 2%. Reported PAT of Rs6.4b included exceptional income from
gain on the sale of long-term investment (Rs159m) and properties (Rs492m).

 Soap and detergent EBIT margins were at an all time low of 7.7% and margins are
likely to expand sequentially.

 Personal care: sales were up 20% YoY and EBIT margins were down 310bp. We
expect competition to stiffen.

 Food sales were up 13% YoY and beverage EBIT increased 24% due to higher prices.
Export EBIT rose 200%.
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Quarterly segment analysis
3QFY11 3QFY10 Chg. % 9MFY11 9MFY10 Chg. %

Net Sales (Rs m)

Soaps and Detergents 21,929 20,719 5.8 65,868 62,872 4.8

Personal Products 16,547 13,770 20.2 43,850 37,927 15.6

Beverages 6,022 5,511 9.3 17,101 15,723 8.8

Processed Foods 2,219 1,872 18.6 6,525 5,332 22.4

Ice Creams 481 368 30.9 2,076 1,757 18.2

Exports 2,909 2,653 9.7 8,204 7,497 9.4

EBIT (Rs Mn)

Soaps and Detergents 1,693 2,785 -39.2 6,682 9,325 -28.3

Personal Products 4,769 4,399 8.4 11,296 10,232 10.4

Beverages 1,014 817 24.0 2,585 2,408 7.3

Processed Foods -161 -13 1184.8 45 -35 -230.6

Ice Creams -6 -37 -84.5 202 143 41.8

Exports 227 75 201.2 643 452 42.1

EBIT Margin %

Soaps and Detergents 7.7 13.4 -5.7 10.1 14.8 -4.7

Personal Products 28.8 31.9 -3.1 25.8 27.0 -1.2

Beverages 16.8 14.8 2.0 15.1 15.3 -0.2

Processed Foods -7.2 -0.7 -6.6 0.7 -0.6 1.3

Ice Creams -1.2 -10.2 9.0 9.7 8.1 1.6

Exports 7.8 2.8 5.0 7.8 6.0 1.8

Source: Company/MOSL
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Soaps, detergents EBIT margins at all time low; may expand QoQ
Soaps and detergents (43% of sales) posted 5.8% sales growth and 39.2% decline in
EBIT, indicating 570bp YoY and 400bp QoQ decline in margins. EBIT margins are at an
all time low for HUL in the segment. Competition and a delay in passing on input cost
increases impacted profit margins. HUL raised prices of Pears and Dove but prices were
left untouched in the laundry segment in 3QFY11, possibly due to concerns over market
share loss.

Sales growth 5.8% Margins at all-time low of 7.7%

Source: Company/MOSL
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The premium personal wash portfolio and Rin recorded good volume growth with overall
growth ahead of the market. HUL reported small market share gains in toilet soaps after
a long gap. PFAD (Palm Fatty Acid) and LAB prices were up ~50% and 11% respectively
in 3QFY11. Our channel check suggests HUL is increasing Lux and Lifebuoy prices by 4-
5% (price increase and grammage change) which should relieve input cost pressure in
4QFY11. However, margins are unlikely to return to 14-15% as they were 12-18 months
earlier.

PFAD prices up ~50% in 3QFY11 LAB prices up 11% in 3QFY11

Source: Company/MOSL

Palm Fatty Acid

998

614445

308
200

450

700

950

1,200

M
ay

-0
7

A
ug

-0
7

N
ov

-0
7

Fe
b-

08

M
ay

-0
8

A
ug

-0
8

N
ov

-0
8

Fe
b-

09

M
ay

-0
9

A
ug

-0
9

N
ov

-0
9

Fe
b-

10
M

ay
-1

0

A
ug

-1
0

N
ov

-1
0

U
S

D
/M

T

LAB Prices

90

76

102

68

86 87
91

50

80

110

140

D
ec

-0
6

A
pr

-0
7

A
ug

-0
7

D
ec

-0
7

A
pr

-0
8

A
ug

-0
8

D
ec

-0
8

A
pr

-0
9

A
ug

-0
9

D
ec

-0
9

A
pr

-1
0

A
ug

-1
0

D
ec

-1
0

R
s/

K
g



Hindustan Unilever

27 Janaury 2011  5

Personal care sales up, EBIT margins down; stiff competition expected

Personal product sales grew 20% and margins contracted 310bp to 28.8% but EBIT grew
just 8.4%. Skin care led sales growth due to strong demand for winter creams and the
success of innovations in Fair & Lovely, Ponds White Beauty and Vaseline. HUL had
increased prices of personal care products like FAL, Close-Up and Pepsodent, which
partially offset the impact of input cost inflation. HUL is leading innovation in skin care,
deodorants and hair care but competitive intensity is increasing in key sub-segments in
high margin skin creams, and competition in hair care is particularly fierce. We believe
competitive intensity in personal care could intensify due to (1) the likely entry of P&G in
toothpastes and (2) reduction in entry level prices by P&G and other MNCs in the skin
care segment. Margins are likely to be under pressure.

Personal products margins disappoint

Source: Company/MOSL

Food sales up, beverage EBIT up on higher prices; exports EBIT up 200%

Food, beverages and ice-cream sales grew 12.5% and EBIT grew 10%. Growth was led
by the beverage segment, which posted a 9% increase in sales and 24% increase in EBIT
as margins expanded 200bp. Processed food sales grew 18.6% to Rs2.2b and EBIT loss
increased to Rs161m as margins declined 660bp due to high input costs and ad spends on
key brands. Higher prices of tea and coffee brands and the relaunch of Red Label tea
boost beverage performance. Exports posted 500bp margin expansion and 200% jump in
EBIT.

Estimates cut due to higher input costs, competitive pricing; Neutral

 HUL posted all-time low EBIT margins of 7.7% in soaps and detergents due to
competitive pricing in laundry and a sharp increase in input costs of PFAD (Palm
Fatty Acid), a key input in toilet soaps. We expect sequential improvement in profit
margins of soaps and detergents due to (1) a low base in 4QFY11 and (2) benefits
from 4-5% increase in toilet soap prices.

 HUL aggressively launched new innovations and  products but rising competition and
input costs impaired profitability.

 We expect increased competition in the personal care segment due to (1) P&G's
likely entry in the toothpaste segment and (2) a reduction in entry level prices by P&G
and other MNCs in the skin care segment. We believe structural adjustment in personal
care margins is a key determinant for the coming couple of years. It is the most
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profitable segment with 25.8% EBIT margins v/s 14.1% for HUL and accounted for
51% of EBIT in 9mFY11.

 We believe HUL will face strong headwinds due to (1) the likelihood of increased
competition in the toothpaste and skin creams segments, (2) high input costs and (3) a
higher base as it has reported its fourth consecutive quarter of double digit volume
growth.

 We are cutting FY10-13 estimates by 4-8% to factor in the impact of (1) input cost
inflation, (2) competitive pricing and (3) higher financial other income due to an increase
in interest rates.

 We are reducing FY11 EPS estimates to Rs9.5 (earlier Rs9.9), FY12 EPS estimates
to Rs10.5 (Rs11.2 earlier) and FY13 EPS estimates to Rs11.8 (Rs12.9 earlier). The
stock trades at 25.9x FY12E and 22.9x FY13E. Maintain Neutral.

Downgrading estimates by 4-8%
Particular  FY11  FY12  FY13

 Prev.  New % Chg  Prev.  New % Chg  Prev.  New % Chg

Est est Est est Est Est

Net Sales      196,288        195,487 -0.4 219,701      218,873 -0.4            245,486     244,038 -0.6

Sales Growth (%)             10.7                 5.1  11.9              12.0 11.7 11.5

EBITDA       27,470           26,110 -5.0  31,168         28,751 -7.8 35,604         32,548 -8.6

EBITDA Margin (%)             14.0               13.4 14.2              13.1 14.5              13.3

PAT        21,688          20,802 -4.1 24,465         22,851 -6.6  28,154         25,872 -8.1

PAT Growth (%)               5.3                2.9 12.8               9.9 15.1              13.2

EPS (Rs)               9.9                9.5 -4.1 11.2              10.5 -6.6 12.9               11.9 -8.1

EPS Growth (%)               5.3                2.9  12.8               9.9               15.1              13.2

Source: Company/MOSL
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Shareholding Pattern (%)
Dec-10 Sep-10 Dec-09

Promoter 52.0 52.0 52.0

Domestic Inst 12.7 12.9 13.9

Foreign 17.8 17.5 15.4

Others 17.5 17.6 18.7

Hindustan Unilever: an investment profile

EPS: MOSL forecast v/s Consensus (Rs)
MOSL Consensus Variation

Forecast Forecast (%)

FY11 9.5 10.1 -5.9

FY12 10.5 11.5 -8.5

Target price and recommendation
Current Target  Upside Reco.

Price (Rs) Price (Rs)  (%)

271 261 -3.7 Neutral

Recent developments

 HUL has increased prices in key mass market soap
brands over the past 15 days.

 During the quarter the company launched Bedami
flavored Ice Cream.

Valuation and view

 We are reducing FY11 EPS estimates to Rs9.5 (earlier
Rs9.9), FY12 EPS estimates to Rs10.5 (Rs11.2 earlier)
and those for FY13 to Rs11.8 (Rs12.9 earlier).

 The stock trades at 25.9x FY12E and 22.9x FY13E.
Maintain Neutral.

Sector view

 We have a cautious view on the sector due to
inflationary pressure in the economy.

 Companies with competitive positions (Dabur is a
follower in bigger categories) will be better placed to
withstand a slowdown in a particular segment.

 Long term prospects are bright given rising incomes
and low penetration.

Stock performance

Comparative valuations
HLL ITC Nestle

P/E (x) FY11E 28.4 26.2 41.4

FY12E 25.9 22.3 34.4

EV/EBITDA (x) FY11E 21.4 16.4 27.7

FY12E 19.2 13.7 22.7

EV/Sales (x) FY11E 2.9 5.8 5.4

FY12E 2.6 5.0 4.5

P/BV (x) FY11E 19.8 7.5 42.4

FY12E 17.6 6.3 29.7

Company description

Hindustan Unilever Ltd (HUL) is the largest company in
the FMCG industry, with market leadership in soaps,
detergents and personal care categories. It has a wide
distribution network with direct reach of over 1m retail
outlets. HUL is a subsidiary of Anglo Dutch FMCG giant
Unilever.

Key investment argument

 It is the market leader in most of the categories and
has strong brands.

 It has a product range that straddles categories and it
has a presence at all price points.

 A decline in raw material prices will result in improved
margins.

Key Investment risk

 Loss in market share has forced HUL to pass on
significant benefit from reduction in raw material prices.

 Competitive pressure has intensified with more
companies entering personal care and toilet soap and
detergents which account for 80% of HUL' profits.
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Financials and Valuations
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Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.
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