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Rating BUY 

Price Rs249 

Target Price Rs300 

Implied Upside 20.5% 

Sensex 16,860 

(Prices as on January 22, 2010) 

Trading Data 

Market Cap. (Rs bn) 939.8 

Shares o/s (m) 3,774.4 

Free Float 100% 

3M Avg. Daily Vol (‘000) 4,632.5 

3M Avg. Daily Value (Rs m) 1,182.9 

 

Major Shareholders 

Promoters NA 

Foreign 13.1% 

Domestic Inst. 37.7% 

Public & Others 49.2% 

 

Stock Performance 

(%) 1M 6M 12M 

Absolute 1.0 14.5 46.1 

Relative 0.0 0.9 (45.2) 

 

Price Performance (RIC: ITC.BO, BB: ITC IN) 
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Source: Bloomberg

ITC 
All guns blazing, top pick in FMCG space 

ITC reported strong Q3FY10 results (18% revenue growth, 27% PAT growth), ahead of our as well 
as market expectations, driven by strong performance in core cigarette business and improved 
profitability in all the other divisions, including Hotels. 

 Strong performance in cigarettes: Net sales grew by 17% YoY led by ~8% volume growth 
and improved realization led by price hikes and richer mix. We expect ~5% volume growth 
for FY10E and FY11E, respectively. Excise hike in the region of 5-10% can be handled with 
price hikes as demonstrated in the past. 

 Non-Tobacco FMCG losses for FY10E may come in below Rs4bn: FMCG-others posted 
healthy 17% revenue growth driven by branded packaged foods which grew 24% YoY 
(Aashirvaad 34%, Confectionery 34%, Bingo 59%). Improving product mix in the Biscuits 
segment (21% and 38% growth in cookies and cream variants, 78% growth in ‘Marie’ post re-
launch). Other FMCG losses have come in at Rs860m, in line with the FY10E guidance of 
Rs4bn. For 9MFY10, FMCG losses have come in at Rs2.7bn. We expect FY10E EBIT loss of 
Rs3.7bn. 

 Across the board margin expansion in other businesses: Led by continued strong 
performance of the leaf tobacco portfolio (prices up ~50% YoY), the Agri division has posted 
revenue growth of 46% (Leaf tobacco exports grew 194% YoY). Better mix (value added 
paper grew 50%), lower input costs and benefits from backward integration (recent 
investment in paper and pulp facilities) have aided ~710bps improvement in the Paper 
division margins to 24.8%. Hotels posted robust sequential improvement (~42% and 142% 
growth in revenues and EBIT sequentially). Occupancies improved from mid 50s in 2Q to 
mid 60s in current quarter, while ARR’s witnessed ~20% QoQ growth. We expect full 
recovery in Hotels by FY11E. 

 Valuation and Outlook: Better-than-expected a) volume growth in cig and b) profitability 
in paper division lead us to revise our earnings estimates for FY10E and FY11E by ~2% each. 
We believe ITC will be able to tackle 5-10% hike in excise duty in the forthcoming budget 
with well demonstrated pricing power. We expect ITC to sustain 5% volume growth in 
cigarettes in FY10E and FY11E, respectively. Current sluggishness in the stock on account of 
budget related uncertainty provides excellent entry opportunity in our view. We continue 
to highlight ITC as our top pick in the large cap space, with a revised target price of Rs300. 
Maintain ‘BUY’. 

 
Key financials (Y/e March) FY09 FY10E FY11E FY12E

Revenues (Rs m) 163,323   183,614   204,314   229,186
     Growth (%) 11.4 12.4 11.3 12.2
EBITDA (Rs m) 50,723   62,902   72,666   82,005
PAT (Rs m) 33,185   41,283   47,796   54,069
EPS (Rs) 8.8   10.9   12.7   14.3
     Growth (%) 5.2 24.4 15.8 13.1
Net DPS (Rs) 3.7 4.9 5.7 6.9

Source: Company Data; PL Research 

Profitability & valuation FY09 FY10E FY11E FY12E

EBITDA margin (%) 31.1   34.3   35.6   35.8
RoE (%) 25.2   27.5   27.9   27.8
RoCE (%) 35.4   38.2   38.2   37.6
EV / sales (x) 5.5 4.9 4.4 3.9
EV / EBITDA (x) 17.7   14.3   12.4   11.0
PE (x) 28.3   22.8   19.7   17.4
P / BV (x) 6.7   5.9   5.1   4.6
Net dividend yield (%) 1.5 2.0 2.3 2.8

Source: Company Data; PL Research 

Gautam Duggad 
GautamDuggad@PLIndia.com 
+91-22-6632 2233 
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Q3FY10 Result Overview (Rs m) 

Y/e March Q3FY10 Q3FY09 YoY gr. 
(%) 

Q2FY10 9MFY10 9MFY09 YoY gr. 
(%) 

Net sales 45,319  38,333  18.2 43,453  129,598  115,957  11.8 

(Increase) / decrease in stock-in-trade & WIP (490) (480)  (344) (301) (2,046)  

Consumption of raw materials 16,803  12,984   15,627  45,824  40,705   

Purchase of traded goods 1,910  2,667   1,893  6,096  10,032   

Gross profit 27,096  23,162  17.0 26,277  77,980  67,266  15.9 

 Margin (%) 59.8 60.4  60.5 60.2 58.0  

Employees cost 2,228  2,130  4.6 2,420  7,469  6,687  11.7 

Other expenditure 8,275  7,506  10.2 7,956  24,645  23,627  4.3 

EBITDA 16,593  13,527  22.7 15,901  45,866  36,952  24.1 

 Margin (%) 36.6 35.3  36.6 35.4 31.9  

Depreciation (1,549) (1,442)  (1,484) (4,549) (4,043)  

EBIT 15,045  12,085  24.5 14,417  41,317  32,909  25.5 

 EBIT margin (%) 33.2 31.5  33.2 31.9 28.4  

Interest (109) (5)  (181) (349) (46)  

PBT 17,010  13,310  27.8 14,920  45,105  36,340  24.1 

Tax (5,569) (4,277)  (4,821) (14,777) (11,794)  

 Tax Rate (%) 32.7 32.1  32.3 32.8 32.5  

PAT  11,442  9,032  26.7 10,099  30,328  24,546  23.6 
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Segmental Break-up (Rs m) 

Y/e March Q3FY10 Q3FY09 YoY gr. (%) Q2FY09 QoQ gr. (%) 

Revenues      

Cigarettes 23,316 19,935 17.0 21,997 6.0 

Other FMCG 8,896 7,200 23.6 8,633 3.0 

Total FMCG 32,213 27,135 18.7 30,630 5.2 

Hotels 2,479 2,471 0.3 1,740 42.4 

Agri business 9,052 6,215 45.6 10,283 -12.0 

Paper and packaging 8,116 6,271 29.4 7,904 2.7 

Total- other businesses 19,646 14,957 31.3 19,927 -1.4 

Total segment revenue 51,859 42,093 23.2 50,557 2.6 

Less: Inter segment revenue 6,540 3,760 74.0 7,631 -14.3 

Gross sales 45,319 38,333 18.2 42,926 5.6 

      

EBIT      

Cigarettes 13,098 11,341 15.5 12,517 4.6 

Other FMCG (860) (1,270) (32.3) (850) 1.2 

Total FMCG 12,238 10,071 21.5 11,667 4.9 

Hotels 763 911 (16.2) 316 141.7 

Agri business 1,041 502 107.4 1,741 (40.2) 

Paper and packaging 2,014 1,111 81.4 1,862 8.2 

Total- other businesses 3,818 2,523 51.3 3,919 (2.6) 

Total recurring EBIT 16,056 12,594 27.5 15,585 3.0 

      

EBIT margin   Bps change  Bps change 

Cigarettes 56.2 56.9 (71) 56.9 (73) 

Other FMCG (9.7) (17.6) 797 (9.8) 18 

Total FMCG 38.0 37.1 88 38.1 (10) 

Hotels 30.8 36.9 (607) 18.1 1,265  

Agri business 11.5 8.1 342 16.9 (543) 

Paper and packaging 24.8 17.7 711 23.6 126 

Total- other businesses 19.4 16.9 256 19.7 -23 

Overall recurring EBIT margin 31.0 29.9 104 30.8 13 
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Cigarettes volume growth: remains robust 
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Source: Company Data, PL Research 

Other FMCG losses : Improving profitability 
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Source: Company Data, PL Research 

EBIT margin trend  
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Prabhudas Lilladher Pvt. Ltd. 

3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India 
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209 
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PL’s Recommendation Nomenclature 

BUY  : Over 15% Outperformance to Sensex over 12-months Accumulate : Outperformance to Sensex over 12-months 

Reduce : Underperformance to Sensex over 12-months Sell : Over 15% underperformance to Sensex over 12-months 

Trading Buy : Over 10% absolute upside in 1-month Trading Sell : Over 10% absolute decline in 1-month 

Not Rated (NR) : No specific call on the stock Under Review (UR) : Rating likely to change shortly 

This document has been prepared by the Research Division of Prabhudas Lilladher Pvt. Ltd. Mumbai, India (PL) and is meant for use by the recipient 

only as information and is not for circulation.  This document is not to be reported or copied or made available to others without prior permission of 

PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.   

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently 

verified the accuracy or completeness of the same. Neither PL nor any of its affiliates, its directors or its employees accept any responsibility of 

whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.  

Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of investments can go 

down as well. The suitability or otherwise of any investments will depend upon the recipient's particular circumstances and, in case of doubt, advice 

should be sought from an independent expert/advisor.  

Either PL or its affiliates or its directors or its employees or its representatives or its clients or their relatives may have position(s), make market, act 

as principal or engage in transactions of securities of companies referred to in this report and they may have used the research material prior to 

publication.  

We may from time to time solicit or perform investment banking or other services for any company mentioned in this document.  

For Clients / Recipients in United States of America:  

All materials are furnished courtesy of Direct Access Partners LLC ("DAP") and produced by Prabhudas Lilladher Pvt. Ltd. ("PLI"). This material is for 

informational purposes only and provided to Qualified and Accredited Investors. You are under no obligation to DAP or PLI for the information 

provided herein unless agreed to by all of the parties. Additionally, you are prohibited from using the information for any reason or purpose outside 

its intended use. Any questions should be directed to Gerard Visci at DAP at 212.850.8888. 


