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Britannia Industries’ volume growth decelerated to ~6% in
Ajay Thakur IMFY12 vs. 15% growth in FY11, in-line with biscuit category
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Email: ajay.thakur@enam.com slowdown. This was on account of high inflationary environment

and lower disposable income. However, improvements in sales
mix and price hikes have aided revenue growth (up 18% YoY in

Relative Performance 9mFY12 for consolidated entity). However, we expect FY13

revenue growth to be slower at 16% (vs. 19% in FY12E).

140
120 Premiumisation and price hikes driving gross margin expansion:
100 T Britannia has successfully moved its product offerings up the value
go 1 V& \'“*"‘f“"*\,J,A,W\j\ W chain by fortifying its flagship brands with health benefits and
60 ' indulgent delight. For instance, the premium Good Day Fresh Bake
Jandl  Jul41 Jan12 biscuits retail at 1.5x the price of the regular variant. New product

innovation now contributes 10% of overall revenues and enjoys
1.2-1.5x gross margin of the biscuit category. Thus gross margin
Source: Bloomberg, ENAM Research will have an upward bias as sales mix improves in the long term.
Expect 40 bps YoY improvement in FY13 gross margin to 35.8%.

Sensex Britannia

Stock data

:I‘;rﬁ;s*c‘:;es ;;ﬁ%;‘;n Subsidiaries (9% of consolidated revenues) turnaround: Britannia
52 week high/low  : Rs 548/ Rs 324 reported cash profit for 9mFY12 in its domestic and international
Avg. daily vol. (6mth)  : 58,300 shares subsidiaries led by increased scale benefit. Consequently, we
DloomberE pode BT b factor in a profit of Rs 140 mn for FY13E (~3% PAT margin) as

against an estimate of Rs 50 mn loss earlier.
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Elrlzmme's ig:g 2:2 Raising earnings estimates by 12%; Upgrade to HOLD: We have
MFs / UTI : 8.8 0.6 revised upwards our earnings estimates for FY12 to Rs 16 (earlier
s e : 2 (©1)  Rs 14.2) and FY13 to Rs 19.2 (earlier Rs 17.2) to factor in an
Others . 192 (1.8)

improvement in margins and turnaround in the international
subsidiaries. Further, we roll over our valuation multiple to 21x
FY14E EPS and consequently increased our target price to Rs 500
(earlier Rs 378). The stock is currently trading at 33x FY12E and
27x FY13E EPS as against 5-yr median of 25x for 1-yr fwd P/E.

Financial summary (Consol)

Sales PAT Consensus EPS Change P/E RoE RoCE EV/EBITDA DPS
Y/E Mar (Rsmn) (Rs mn) EPS* (Rs) (Rs) YoY (%) (x) (%) (%) (x) (Rs)
2011 46,052 1,025 - 8.6 (14.5) - 334 215 - 6.5
2012E 54,626 1,911 15.5 16.0 86.4 329 517 31.7 20.4 7.5
2013E 63,250 2,292 19.8 19.2 19.9 27.5 494 35.1 16.7 8.5
2014E 73,929 2,830 25.3 23.7 23.5 22.3 483 39.1 13.7 10.0

Source: *Consensus broker estimates, Company, ENAM estimates

ENAM Research is available on Bloomberg (ENAM <Go>), Reuters.com, Firstcall.com and Factset.com 21 February 2012
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Key takeaways from the Analyst meet:

Biscuits market withesses a slowdown: Value growth in biscuits category
has slowed down to ~10% in Q3FY12 vs. 20% growth being witnessed in
H1FY12. Management attributed the slowdown to high inflation and fall in
disposable income. Further, Glucose segment (~50% of biscuits market)
has seen a marked slowdown during the year with its contribution to
Britannia’s revenue coming down to 23% from 30% earlier.

Innovation aiding revenue growth: Britannia has been launching new
products (Nutrichoice multigrain thins, Britannia 50-50 Snackuits) and
expanding into adjacent categories (Oats, Ready-to-eat Breakfast) which
have aided its growth. Today, over 10% of the company’s revenue is
contributed by new innovation. Britannia expects the non-biscuit segments
to grow at a faster pace and drive its revenue growth.

New standardized packaging norm could affect off-take: Almost 60% of
biscuits market is at popular price points of (Rs 5 and Rs 10) which could
be impacted by the new standardized packaging norms issued by the
government. The management however maintained that the FMCG
industry is still in discussion with the government. If the new standardized
packaging norms were to be implemented, it could hurt off-take due to
lesser affordability and accessibility.

RM cost: Barring wheat (down 9% YoY) and sugar (up 1% YoY), most of the
other inputs (including cashews, edible oil & packaging material) continue
to face inflationary pressure. While we are building in an improvement in
gross profit margin (driven by mix improvement and price hikes), a sharp
rise in input prices remain a key risk to our gross margin assumptions.

Competition: Britannia has maintained its overall market share in the
biscuits segment on a YoY basis despite new entrants and intense
competition. The company expects nhew entrants (such as Kraft Foods) to
help develop the market in premium segments. Over last few years, GSK
Consumer (~2% market share) and ITC (~9% market share) along with joint
leaders - Britannia (~33% market share) and Parle (~33% market share) -
have been gaining share from smaller regional and fringe players (on the
back of innovation, smaller packs sizes, brand promotions and increased
distribution reach).
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Consolidated revenue growth - Yearly
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Standalone revenue growth - Quarterly

35 4 30 -
(YoY %) o (YoY %)
30 132 25 - o7 — 28
i 25 25 | |
25 — 20 22 23 [ |
20 - 23 20 2124
23 22 15 | 18
15 - 19
16| |17 10 -
10 -
10 | 8
> 5 02
O 0 T T T T \’_‘\ T T T T T T T T 1
5 %8 8 § g3 ¥ 4 9 838333333333 d4d3
Tz £ £z £ ¥ ¥ ¢ S $ 8 8528558355 ¢8% 8
T T = S PO =E"ho=2hao=23260
Source: Company, ENAM Research
Gross & EBITDA margin trends Standalone: ASP-to-sales trend
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P/E relative to Sensex P/E 1-year forward P/E
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this
document should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to
buy or sell the securities of companies referred to in this document. The intent of this document is not in recommendary nature

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities
of companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of
such an investment. The investment discussed or views expressed may not be suitable for all investors

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express
or implied, is made as to the accuracy, completeness or fairness of the information and opinions contained in this document

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of
the views expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and
alternations to this statement as may be required from time to time without any prior approval

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or
deal as principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or
solicit investment banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent
of each other. The recipient should take this into account before interpreting the document

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM
Securities Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other
person or published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to
U.S.Persons), Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident
thereof. The distribution of this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform
themselves about, and observe, any such restrictions

Neither the Firm, not its directors, employees, agents or representatives shall be liable for any damages whether direct or indirect, incidental, special or
consequential including lost revenue or lost profits that may arise from or in connection with the use of the information.

Copyright in this document vests exclusively with ENAM Securities Private Limited.
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