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Price Rs225 

Target Price Rs218 

Implied Upside (-) 3.1% 

Sensex 17,970 

(Prices as on April 7, 2010) 

Trading Data 

Market Cap. (Rs bn) 490.6 

Shares o/s (m) 2,179.9 

Free Float 47.98% 

3M Avg. Daily Vol (‘000) 4,057.9 

3M Avg. Daily Value (Rs m) 978.0 

 

Major Shareholders 

Promoters 52.02% 

Foreign 15.04% 

Domestic Inst. 13.90% 

Public & Others 19.04% 

 

Stock Performance 

(%) 1M 6M 12M 

Absolute (6.3) (22.0) (7.1) 

Relative (11.1) (28.4) (73.9) 

 

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

Hindustan Unilever 
The games people play…no end in sight!!! 

As expected by us (refer our note, “The games have begun”, dated 8-3-2010), “price war” has 

extended from Detergents to Shampoo category. According to channel sources, P&G has taken 
indirect price cuts in shampoo sachets (both Head & Shoulders and Pantene brands) by 
increasing the sachet content by 20%, effective price cut of 17.6%. We also expect P&G to take 
price cut in Head & Shoulders bottles to the tune of 11-16% in all its sku’s starting next week, 
which we believe will be followed by cut in Pantene bottles. Consequently, we expect HUVR to 
react with price cuts/consumer promos in its Clear and Sunsilk brand, which will necessitate one 
more round of earnings downgrade and incremental pressure on the stock, in our view. 

 Price war spreads to Shampoo category: As expected by us, price war in detergents 
category has spread to shampoo category. P&G has increased shampoo sachet contents by 
20% in both Head & Shoulders and Pantene (from 7ml to 8.4ml and 7.5ml to 9ml, 
respectively) as a part of “consumer offer”. As per our channel checks, P&G is also 
expected to cut prices of Head & Shoulders bottles by 14.5%, 15.6% and 11.6% in 
90ml,200ml and 400ml sku’s, respectively in next week, again as a part of “consumer 
offer”. This, we believe will be followed by similar cuts in Pantene bottles a little later. 
This is partly to do with the flat to declining market share trend in shampoos for P&G in the 
recent months, in our view. Needless to say, this will necessitate price cuts/consumer 
promotion by HUVR which has 44% market share in shampoos and which, as per our 
estimates contribute nearly ~7% and ~10-11% of HUVR’s sales and EBIT, respectively. 

 HUVR can potentially see one more round of earnings downgrades: As and when HUVR 
responds to P&G’s “consumer offer” in Shampoos, it will entail one more round of earnings 
downgrades in our view.  HUVR has seen consensus earnings downgrades of ~12-15% in last 
45 days. Given this backdrop, valuations, which already look expensive at P/E of 22-23 
times FY11E given the depressing earnings growth scenario, will look further expensive post 
the earnings downgrades. We await HUVR’s counter move before cementing our estimates. 
Pressure on market shares, continued  onslaught from P&G(we expect tougher times ahead) 
absence of value growth owing to incessant price war, rising input costs, elevated ad 
spends and increased royalty payments underpin our bearish stance on HUVR. This is 
notwithstanding the 8-10% volume growth that we expect in 4QFY10E, partly as a result of 
base effect. Reiterate Sell. 

 
 

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

Revenues (Rs m) 205,011   175,798   192,388   215,699
     Growth (%) 47.8 (14.2) 9.4 12.1
EBITDA (Rs m) 27,029   27,420   28,593   32,144
PAT (Rs m) 24,900   21,229   22,168   25,028
EPS (Rs) 11.4 9.7 10.2 11.5
     Growth (%) 43.1 (14.7) 4.4 12.9
Net DPS (Rs) 7.5   7.8   8.1   9.2

Source: Company Data; PL Research 

Profitability & valuation FY09 FY10E FY11E FY12E

EBITDA margin (%) 13.3 15.7 14.9 15.0
RoE (%) 136.6 96.3 94.6 100.4
RoCE (%) 133.6 97.1 96.7 104.4
EV / sales (x) 2.3 2.7 2.4 2.2
EV / EBITDA (x) 17.4 17.1 16.4 14.6
PE (x) 19.7 23.1 22.1 19.6
P / BV (x) 23.0 21.6 20.3 19.1
Net dividend yield (%) 3.3 3.5 3.6 4.1

Source: Company Data; PL Research 

Gautam Duggad 
GautamDuggad@PLIndia.com 
+91-22-6632 2233 
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Price cuts in bottles will impact profitability: As per trade channel checks, 
P&G has started consumer promotion of 20% more on both H&S (7ml) and 
Pantene sachets (7.5ml) which translates into an indirect price cut of 
~16.7%. Interestingly, there is no offer/price cut/promotion on Rs1.5 sku’s of 
the same brands. We are more concerned with the expected pricing actions 
in bottles as margins are much higher in bottles compared to sachets and 
therefore, the expected price cuts/promotions in bottles will deteriorate the 
profitability for all the players. We don’t rule out the consumer offer 
stretching beyond the intended one month limited period. While Shampoos 
contribute 15-17% of P&G’s India revenues, HUL derives roughly 7-8% of sales 
and 10-12% of EBIT from Shampoo category, in our view. 

Even though P&G’s shampoo category has performed well…: We believe 
P&G has done well in Shampoo category in the last 3-4 years and achieved an 
estimated volume cagr of 17-18% since FY06 with both the brands growing in 
15-20% range. We believe H&S growth is driven by sachets which contribute 
~60% of H&S sales while in case of Pantene, growth is led by bottles which is 
~50% of Pantene revenues, as per our estimates. YTD growth in shampoo is 
driven by Head & Shoulder which according to our estimates, is growing at 
~40% owing to increased distribution footprint and focussed promotions in 
wholesale channels.   

…market shares have been trending flat in recent times: As per industry 
data, P&G’s market shares in shampoos have been showing flat to declining 
trend in recent times. Meanwhile, Dabur has shown 100-150 bps 
improvement in shampoo market shares in last 12-15 months led by strong 
performance of Vatika brand. P&G’s recent price cut/promotion is prompted 
by the need to prop up market share in a growing category like Shampoo. 
Trade channels suggest while off-take in H&S has been robust, Pantene 
sachet has underperformed (we estimate YTD volume growth of ~10-12% in 
Pantene sachets vs ~50% in H&S sachets)  

We reiterate our view that P&G’s rising India ambitions and aggressive 
growth targets (plans to take revenues ~5x in 5 years) will put pressure on 
HUVR and other incumbents in short, medium and long term. Initiative to 
take price cut in shampoos, despite being a significant player in the category 
(~23-24% market share, revenues of ~Rs5bn for FY09 and YTD growth of 
~30%) indicates P&G’s aggression and intention to build size in the category. 
We expect more such initiatives in the near term in various categories where 
P&G is already present. We see more downside risk to our as well as 
consensus estimates for HUVR. Reiterate Sell. 
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Prabhudas Lilladher Pvt. Ltd. 

3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India 
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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. 


