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Profitability of non-cigarette FMCG segment continues to improve
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Income summary

Revenue EBITDA Net profit EPS CFPS DPS
Year to 31 Mar (Rs m) (%) (Rs m) (%) (Rs m) (%) (Rs) (%) (Rs) (Rs)
2008 139,475 128 44,165 115 31,200 15.6 8.279 154 6.727 3.500
2009 153,881 10.3 48,402 9.6 32,636 46 8.647 44 8.460 3.700
2010E 170,521 10.8 57,023 17.8 39,680 216 10513 216 9.424 4.000
2011E 190,831 11.9 64,406 12.9 45,732 153 12.116 153 9.922 4.500
2012E 211,839 11.0 72,913 13.2 51,992 13.7 13.775 13.7 11.246 4.500

Source: Company, Daiwa forecasts
Note: The investment indicators and income summary on the front page of this report, as well as the back-page financial summary, are all based on the forex assumptions set out in the table at
the back of this report, unless stated otherwise.

IMPORTANT DISCLOSURES, INCLUDING ANY REQUIRED RESEARCH | Global Equity Research
CERTIFICATIONS, ARE PROVIDED ON THE LAST TWO PAGES OF THIS REPORT. e/




Cigarette revenue
continues to rise
strongly

We forecast the losses of
the FMCG business to
decline to under Rs4bn
from FY10 onward

Continuing as the global
leader in the integrated
tobacco-leaf business

We expect a recovery in
the hotel business in 2H
FY10

Daiwa Securities SMBC

Cigarettes continue to drive profit

The cigarette division contributed 66.3% of 2Q FY10 revenue. The company
experienced pressures due to the smoking ban in public places, the imposition of
graphic health warnings on tobacco products, an increase in VAT rates on
cigarettes to 20% from 12.5% by some states, including Maharashtra, Delhi,
Rajasthan, and Pondicherry, and the exit from popular low-priced micros and plain
non-filter cigarettes. In spite of these pressures, the cigarette division’s net revenue
continued its strong growth, expanding 21% YoY in 2Q FY10.

ITC: cigarettes’ quarterly contribution to gross sales and PBIT, and

PBIT margins
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Reduction in other FMCG losses and improvement in margins

The improved product mix, better sourcing of raw materials, better servicing of
markets, better consumer franchise, and supply-chain efficiencies helped ITC sales
in this division to increase by 14% YoY in 2Q FY10. The margins were also
positively affected by cost-curtailment activities. We expect annual losses for this
business to decline to under Rs4bn from FY10 onward, from the current level of
around Rs5bn, and for this reduction in losses to come from focusing on higher-end
consumer products, rather than on consumer staples.

India’s second-largest exporter of agri-products

Agri-business experienced sales growth of 19% YoY in 2Q FY10. The business
continues to provide strategic sourcing support to the company’s cigarette business
by ensuring international-quality supplies. ITC’s main customers include the major
tobacco companies around the world. The agri-business contributed 16.3% of 2Q
FY10 gross revenue. The PBIT margin almost doubled during the same period. In
2Q FY10, company experienced lower throughput of soya, coffee, and spices,
affecting the overall agri-product revenue.

Hotel business continues to experience pressure

Due to the economic slowdown, a drop-off in domestic air travel, and a slowdown
in inbound tourism, the hotel business recorded a drop in occupancy rates and
average room rates in 2Q FY10. The improvements in occupancies in the last
couple of weeks of 2Q FY10 could indicate early signs of recovery in this division.
In 2Q FY10, hotels contributed 3% of the company’s gross revenue. The ITC
Royal Gardenia opened in Bangalore in 2Q FY10.

The hotel business is cyclical in nature. Margins are usually higher in the second
half of the year, as occupancy and room rates during the peak season are higher
than those during the off-season (the second quarter of the year).
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ITC: hotel segment: gross sales and PBIT margins
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ITC: Daiwa earnings-forecasts revisions (Rs m
Year to 31 March 2010E 2011E 2012E
Total revenue
Sales — new 170,521 190,831 211,839
Sales — previous 164,917 181,747 200,892
Change (%) 3.4 5.0 5.4
EPS (Rs)
EPS — new 10.5 12.1 13.8
EPS — previous 10.0 11.3 12.7
Change (%) 5.1 6.9 8.3
Net profit
Net profit — new 39,680 45,732 51,992
Net profit — previous 37,751 42,786 48,026
Change (%) 5.1 6.9 8.3

Source: Daiwa forecasts

Valuation and target price

Over the past three years, The company has traded within a PER range of about 17-25x over the past three

ITC has traded ina PER  years. In our view, the stock’s recent fluctuations within this band have more to do

range of about 17-25x with news flow related to the cigarette business. We believe the company deserves
to trade at around the 20x PER level.

ITC: one-year forward PER bands
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Source: Bloomberg, Company, Daiwa forecasts
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We use a SOTP method  We use a sum-of-the-parts (SOTP) method to value the different parts of the

to arrive at our six- company’s business (see the following table for a breakdown). We maintain our

month target price 1 (Buy) rating, with a revised six-month target price of Rs306 (from Rs257), based
on our SOTP valuation (Rs267/share [a PER of 23x based on our FY11 EPS
forecast] for the cigarette business, Rs32/share for the other businesses, and
Rs7/share for cash and cash equivalents).

ITC: SOTP valuation

Segment Rs  Methodology Multiple (x) Remarks

Cigarettes 267  PER 23.0  Discount to the historical PER of 25x enjoyed by HUL
FMCG 13 EVisales 1.5 Inline with Nestle India

Hotels 9  EVIEBITDA 10.0  Inline with Indian Hotels (IH IN, not rated)

Agri Business 2 EVIEBITDA 5.0 We expect EBITDA growth of over 20%

Paperboards 8  EVIEBITDA 5.0 We expect EBITDA growth of around 15%

Net cash 7

Total 306

Source: Daiwa forecasts
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Company background

ITC was incorporated in 1910 as Imperial Tobacco Company of India Ltd. as a pure cigarette and tobacco-leaf business. Currently, it
has a diversified presence across a number of product ranges under various basic segments including other FMCG, hotels, agri-
business, and paper and packaging. Its core competencies lie with its distribution reach and effective supply-chain management. In
addition to this, the company has also made initiatives targeting India’s rural population through its e-choupal, choupal saagars and
choupal fresh outlets.

ITC —financial summary

Profit and loss (Rs m Balance sheet (Rs m

Year to 31 March 2008 2009 2010E 2011E 2012E As at 31 March 2008 2009 2010E  2011E  2012E
Cigarettes 138,256 151,151 176,890 194,647 211,664 Paid-up capital 3,769 3,774 3,774 3774 3774
Other FMCG 25,111 30,140 32,161 33314 39,927 Reserves & surplus 116,808 133,576 155,593 181,453 213,574
Hotels 11,002 10,203 8,633 9,924 10,816 Total equity 120,577 137,351 159,367 185,228 217,348
Agri-business 38,684 38,460 28,027 30,994 34,622 Minority interests 0 0 0 0 0
Paper & packaging 23,643 28,220 29,206 32,214 37,091 Total debt 2,144 1,776 1,776 1,776 1,776
Total 236,696 258,173 274,917 301,093 334,119 Deferred liabilities 5,451 8,672 8,672 8,672 8,672
Less: inter-segmentrevenue 23,137 26,738 16,858 15,095 16,924 Other non-current liabilities 0 0 0 0 0
Gross revenue 213,559 231,435 258,059 285,998 317,195 Capital employed 128,172 147,798 169,814 195,675 227,796
Less: excise 74,084 77,554 87,538 95,167 105,356 Total cur. lia. & prov. 44,323 47,050 49,157 53,203 57,735
Net sales 139,475 153,881 170,521 190,831 211,839 Total liabilities 172,495 194,848 218971 248,878 285530
Other operating income 0 0 0 0 0 Net fixed assets 72,956 84,860 96,531 106,927 116,057
Total revenue 139,475 153,881 170,521 190,831 211,839 Investments 8,456 8,923 8,923 8,923 8,923
YoY growth (%) 12.8 10.3 10.8 11.9 11.0 Inventory 40,505 45,997 49,217 55,123 61,738
Total operating expenses 95,309 105,479 113,499 126,425 138,926 Debtors 7,369 6,687 7,410 8,292 9,205
EBITDA 44165 48,402 57,023 64,406 72,913 Other current assets 16,616 18,603 18932 20,946 23,201
Margins (%) 317 315 334 338 344 Cash and equivalents 26,592 29,778 37,958 48,667 66,406
YoY growth (%) 115 9.6 17.8 129 132 Total current assets 91,083 101,066 113517 133,028 160,550
Depreciation 4385 5494 6478 7,700 8,965 Total assets 172,495 194,848 218,971 248,878 285,530
EBIT 39,781 42,908 50,544 56,705 63,948
Other income 6109 5349 8423 11,228 13260
Interest 173 0 18 18 18 yearto31March 2008 2009 2010E 2011E 2012E
PBT 45717 48,257 58,785 67,751 77,025 Adj. EPS (Rs) 83 36 105 21 138
Tax 14517 15622 19,105 22,019 25,033 YoY change (%) 15.4 44 216 153 137
Tax rate (%) 318 324 325 35 35 canEPS(Rs) 94 101 122 142 162
Minority interests 0 0 0 0 0 ERITDA - core (%) 317 315 334 338 344
Adjusteq PATl 31,200 32,636 39,680 45,732 51,992 Net-profit margin (%) 24 21.2 233 24.0 245
Net-profl_t mar,g'“ (%) 24 21.2 233 240 24.5 Net debt to equity (x) netcash netcash netcash netcash netcash
Extraordinary items 0 0 0 0 0
Reported PAT 31,200 32,636 39,680 45,732 51,992 PER (X) 319 305 251 218 19.2
EV/EBITDA core (x) 22.0 20.0 16.8 149 131
PER (X 82 12 62 54 46
Year to 31 March 2008 2009 2010E 2011E 2012E EV/sales (x) 7.0 6.3 5.6 5.0 45
PBT 45,717 48,257 58,785 67,751 77,025
Depreciation 4,385 5494 6478 7,700 8,965 ROCE (%) 27.3 249 26.5 26.3 25.7
Net change in working capital ~ (4,847)  (4,070) (2,165) (4,756) (5,251)  ROE (%) 217 253 267 265 258
Others (13,795)  (12,400) (19,105) (22,019) (25,033) ROIC (%) 33.0 28.7 29.4 29.3 29.7
CFO 31,460 37,281 43992 48,677 55,706
Capex (21,232) (17,397) (18,149) (18,097) (18,095) BVPS (Rs) 32.0 36.4 42.2 49.1 57.6
Net investments made (202) (467) 0 0 0 DPS* (Rs) 35 37 4.0 45 45
Others investing activities 1,434 1,435 0 0 0 Dividend-payout ratio (%) 423 42.8 38.0 371 32.7
CFI (19,900) (16,429) (18,149) (18,097) (18,095) Dividend yield (%) 13 14 15 17 17
Change in share capital 6 6 0 0 0
Change in debt 136 (369) 0 0 0 Sales/total assets** (x) 0.9 0.9 0.9 0.8 0.8
Dividend and dividend tax (15,432) (16,299) (17,663) (19,871) (19,871) Avg. collection days 18 17 15 15 15
Others 431 431 0 0 0 Avg. inventory days (on opex.) 142 150 153 151 154
CFF (14,859) (16,231) (17,663) (19,871) (19,871)
Total cash generated (3,299) 4621 8,180 10,708 17,740
Cash opening balance 9,002 5702 10,324 18504 29,212
Cash Closing Balance 5702 10,324 18,504 29,212 46,952
Cash and Equivalents 26,592 29,778 37,958 48,667 66,406

Source: Company, Daiwa forecasts
*Excludes dividend tax
**Net of deferred liability
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Daiwa forex assumptions (vs. US$)

Year end Rmb HK$ W S$ NT$ A$ Rs Rp RM
2007 7.300 7.800 935.8 1.440 32432 1.143 39.413 9,400 3.310
2008 6.828 7.750 1,259.6 1.430 32.792 1.423 48.803 11,120 3.460
2009E 6.700 7.800 1,200.0 1.410 32.500 1.250 47.000 9,800 3.480
2010E 6.450 7.800 1,160.0 1.390 32.200 1.120 46.100 9,500 3.440
2011E 6.200 7.800 1,100.0 1.370 32.400 1.160 45,500 9,500 3.420

Source: Daiwa
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Disclaimer

This publication is produced by Daiwa Securities SMBC Co. Ltd and/or its non-U.S. affiliates, and distributed by Daiwa Securities SMBC Co. Ltd
and/or its non-U.S. affiliates, except to the extent expressly provided herein. This publication and the contents hereof are intended for information
purposes only, and may be subject to change without further notice. Any use, disclosure, distribution, dissemination, copying, printing or reliance on
this publication for any other purpose without our prior consent or approval is strictly prohibited. Neither Daiwa Securities SMBC Co. Ltd nor any of
its respective parent, holding, subsidiaries or affiliates, nor any of its respective directors, officers, servants and employees, represent nor warrant the
accuracy or completeness of the information contained herein or as to the existence of other facts which might be significant, and will not accept any
responsibility or liability whatsoever for any use of or reliance upon this publication or any of the contents hereof. Neither this publication, nor any
content hereof, constitute, or are to be construed as, an offer or solicitation of an offer to buy or sell any of the securities or investments mentioned
herein in any country or jurisdiction nor, unless expressly provided, any recommendation or investment opinion or advice. Any view,
recommendation, opinion or advice expressed in this publication may not necessarily reflect those of Daiwa Securities SMBC Co. Ltd, and/or its
affiliates except where the publication states otherwise. This research report is not to be relied upon by any person in making any investment decision
or otherwise advising with respect to, or dealing in, the securities mentioned, as it does not take into account the specific investment objectives,
financial situation and particular needs of any person.

Daiwa Securities SMBC Co. Ltd, its parent, holding, subsidiaries or affiliates, or its or their respective directors, officers and employees from time to
time have trades as principals, or have positions in , or have other interests in the securities of the company under research including derivatives in
respect of such securities or may have also performed investment banking and other services for the issuer of such securities. The following are
additional disclosures.

Japan
Daiwa Securities SMBC and Daiwa Securities Group

Daiwa Securities SMBC is a Daiwa Securities Group company that is 60% owned by parent Daiwa Securities Group and 40% by Sumitomo Mitsui
Financial Group. Note, however, that the former has announced plans to acquire the stake of the latter on 31 December 2009, making Daiwa
Securities SMBC into a wholly owned subsidiary.

Investment Banking Relationship

Within the preceding 12 months, The Affiliates of Daiwa Securities SMBC Co. Ltd* has lead-managed public offerings and/or secondary offerings
(excluding straight bonds) of the securities of the following companies: China Zhongwang Holdings Ltd; Sundart International Holdings; China
Automation Group; China Kangda Food Co Ltd; Glorious Property; Tong Yang Life; China Kangda Food Co Ltd; Great Group Co., Ltd, Patel
Engineering.

*Affiliates of Daiwa Securities SMBC Co. Ltd. for the purposes of this section shall mean any one or more of:

« Daiwa Securities SMBC Hong Kong Limited

« Daiwa Securities SMBC Singapore Limited

« Daiwa Securities SMBC Australia Limited

« Daiwa Securities SMBC India Pvt. Limited

« Daiwa Securities SMBC-Cathy Co., Ltd

« Daiwa Securities SMBC Co., Ltd, Seoul branch

Hong Kong

This research is distributed in Hong Kong by Daiwa Securities SMBC Hong Kong Limited (“DHK”) which is regulated by the Hong Kong Securities
and Futures Commission. Recipients of this research in Hong Kong may contact DHK in respect of any matter arising from or in connection with this
research.

Ownership of Securities

For “Ownership of Securities” information, please visit BlueMatrix disclosure Link at http://mwww.daiwausa.com/report_disclosure.html.

Investment Banking Relationship

For “Investment Banking Relationship”, please visit BlueMatrix disclosure Link at http://www.daiwausa.com/report_disclosure.html.

Relevant Relationship (DHK)

DHK may from time to time have an individual employed by or associated with it serves as an officer of any of the companies under its research
coverage.

DHK market making
DHK may from time to time make a market in securities covered by this research.

Singapore

This research is distributed in Singapore by Daiwa Securities SMBC Singapore Limited and it may only be distributed in Singapore to accredited
investors, expert investors and institutional investors as defined in the Financial Advisers Regulations and the Securities and Futures Act. By virtue of
distribution to these category of investors, Daiwa Securities SMBC Singapore Limited and its representatives are not required to comply with Section
36 of the Financial Advisers Act (Section 36 relates to disclosure of Daiwa Securities SMBC Singapore Limited’s interest and/or its representative’s
interest in securities). Recipients of this research in Singapore may contact Daiwa Securities SMBC Singapore Limited in respect of any matter
arising from or in connection with the research.

Australia

This research is distributed in Australia by Daiwa Securities SMBC Stockbroking Limited and it may only be distributed in Australia to wholesale
investors within the meaning of the Corporations Act. Recipients of this research in Australia may contact Daiwa Securities SMBC Stockbroking
Limited in respect of any matter arising from or in connection with the research.

Ownership of Securities

For “Ownership of Securities” information, please visit BlueMatrix disclosure Link at http://mwww.daiwausa.com/report_disclosure.html.

India

This research is distributed in India by Daiwa Securities SMBC India Private Limited which is regulated by the Securities and Exchange Board of
India. Recipients of this research in India may contact Daiwa Securities SMBC India Private Limited in respect of any matter arising from or in
connection with this research.
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United Kingdom

This research report is distributed by Daiwa Securities SMBC Europe Limited, which is authorised and regulated by The Financial Services Authority
and is a member of the London Stock Exchange, Eurex and NYSE Liffe. Daiwa Securities SMBC Europe Limited and its affiliates may, from time to
time, to the extent permitted by law, participate or invest in other financing transactions with the issuers of the securities referred to herein (the
“Securities”), perform services for or solicit business from such issuers, and/or have a position or effect transactions in the Securities or options
thereof and/or may have acted as an underwriter during the past three years for the issuer of such securities. In addition, employees of Daiwa
Securities SMBC Europe Limited and its affiliates may have positions and effect transactions in such securities or options and may serve as Directors
of such issuers. Daiwa Securities SMBC Europe Limited may, to the extent permitted by applicable UK law and other applicable law or regulation,
effect transactions in the Securities before this material is published to recipients.

This publication is intended for investors who are not Retail Clients in the United Kingdom within the meaning of the Rules of the FSA and should not
therefore be distributed to such Retail Clients in the United Kingdom. Should you enter into investment business with Daiwa Securities SMBC
Europe’s affiliates outside the United Kingdom, we are obliged to advise that the protection afforded by the United Kingdom regulatory system may
not apply; in particular, the benefits of the Financial Services Compensation Scheme may not be available.

Daiwa Securities SMBC Europe Limited has in place organisational arrangements for the prevention and avoidance of conflicts of interest. These
include the requirement that the remuneration of Analysts must not be linked to specific transactions carried out by underwriting or investment
banking departments, nor may any decisions on remunerations of Analysts involve the said departments directly. Daiwa Securities SMBC Europe
Limited's research has been published in accordance with our conflict management policy, which is available at http://www.daiwasmbc.co.uk/about-
us/corporate-governance-and-regulatory.

Regulatory disclosures of investment banking relationships are available at http://www.daiwausa.com/report_disclosure.html.

Germany

This document has been approved by Daiwa Securities SMBC Europe Ltd and is distributed in Germany by Daiwa Securities SMBC Europe Ltd,
Niederlassung Frankfurt which is regulated by BaFin (Bundesanstalt fuer Finanzdienstleistungsaufsicht) for the conduct of business in Germany.

United States

This report is distributed in the U.S. by Daiwa Securities America Inc. (DSA). It may not be accurate or complete and should not be relied upon as
such. It reflects the preparer’s views at the time of its preparation, but may not reflect events occurring after its preparation; nor does it reflect DSA’s
views at any time. Neither DSA nor the preparer has any obligation to update this report or to continue to prepare research on this subject. This
report is not an offer to sell or the solicitation of any offer to buy securities. Unless this report says otherwise, any recommendation it makes is risky
and appropriate only for sophisticated speculative investors able to incur significant losses. Readers should consult their financial advisors to
determine whether any such recommendation is consistent with their own investment objectives, financial situation and needs. This report does not
recommend to U.S. recipients the use of any of DSA’s non-U.S. affiliates to effect trades in any security and is not supplied with any understanding
that U.S. recipients of this report will direct commission business to such non-U.S. entities. Unless applicable law permits otherwise, non-U.S.
customers wishing to effect a transaction in any securities referenced in this material should contact a Daiwa entity in their local jurisdiction. Most
countries throughout the world have their own laws regulating the types of securities and other investment products which may be offered to their
residents, as well as a process for doing so. As a result, the securities discussed in this report may not be eligible for sales in some jurisdictions.
Customers wishing to obtain further information about this report should contact DSA: Daiwa Securities America Inc., Financial Square, 32 OId Slip,
New York, New York 10005 (telephone 212-612-7000).

Ownership of Securities

For “Ownership of Securities” information please visit BlueMatrix disclosure Link at http://www.daiwausa.com/report_disclosure.html.

Investment Banking Relationships

For “Investment Banking Relationships” please visit BlueMatrix disclosure link at http://www.daiwausa.com/report_disclosure.html.

DSA Market Making

For “DSA Market Making” please visit BlueMatrix disclosure link at http://www.daiwausa.com/report_disclosure.html. DSA made a market in securities
or ADRs of the following issuers at the time this report was published.

Research Analyst Conflicts

For updates on “Research Analyst Conflicts” please visit BlueMatrix disclosure link at http://www.daiwausa.com/report disclosure.html. The principal
research analysts who prepared this report have no financial interest in securities of the issuers covered in the report, are not (nor are any members
of their household) an officer, director or advisory board member of the issuer(s) covered in the report, and are not aware of any material relevant
conflict of interest involving the analyst or DSA, and did not receive any compensation from the issuer during the past 12 months except as noted: no
exceptions.

Research Analyst Certification

For updates on “Research Analyst Certification” and “Rating System” please visit BlueMatrix disclosure link at
http://www.daiwausa.com/report_disclosure.html. The views about any and all of the subject securities and issuers expressed in this Research
Report accurately reflect the personal views of the research analyst(s) primarily responsible for this report (or the views of the firm producing the
report if no individual analysts[s] is named on the report); and no part of the compensation of such analyst(s) (or no part of the compensation of the
firm if no individual analyst[s)] is named on the report) was, is, or will be directly or indirectly related to the specific recommendations or views
contained in this Research Report.

The following explains the rating system in the report as compared to relevant local indices, based on the beliefs of the author of the report.
"1": the security could outperform the local index by more than 15% over the next six months.

"2": the security is expected to outperform the local index by 5-15% over the next six months.

"3": the security is expected to perform within 5% of the local index (better or worse) over the next six months.

"4": the security is expected to underperform the local index by 5-15% over the next six months.

"5": the security could underperform the local index by more than 15% over the next six months.

Additional information may be available upon request.
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