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Below expectations: Weak volumes, increased royalty payments

What surprised us

Investment Profile

Hindustan Unilever (HUL) reported 3QFY13 profit before tax (before e High
exceptional items) of Rs10.9 bn (4% below GSe, 12% yoy) on account of Growth Cronih
lower margins for soaps and detergents. Key highlights: 1) HUL reported ::::;1 ::::.r:;
5% volume growth vs GSe 7% due to lower volume growth in Wheel, N— 0 N
disruption in FAL volumes (price increase to Rs8 from Rs7) and higher Percentile 20th  40th  60th  8Oth  100th

base effect in Dove sachets; 2) GM was down yoy due to higher proportion
of sales from Soaps & Detergents vs. Personal Products, which have
higher gross margins; 3) Higher gross margins for Soaps & Detergents

. Hindustan Unilever (HLL.BO)

O Asia Pacific Consumer Peer Group Average

the disclosure section

were offset by increased A&P spend, leading to overall Soaps &
Detergents margins missing our estimates by 158bp; 4) HUL's board has Key data
approved an increase in royalty payments to 3.15% of sales by FY18 from  Price (Rs)

* Returns = Return on Capital For a complete description of the
investment profile measures please refer to

of this document.

Current

12 month price target (Rs)

1.4% currently. Payments would be increased in a phased manner +50bp Market cap (Rs mn / US$ mn)

in FY14 and +30-70bp until FY18; and 5) Mgmt guided for a tax rate of

26.5% in FY14 and 29%-33% in FY15.

Foreign ownership (%)

481.55
414.00
1,050,173.7 / 19,514.5

3/12 3/13E 3/14E 3/15E
EPS (Rs) New 11.90 14.50 15.90 17.05
- EPS revision (%) 0.0 3.0 (2.3) (6.4)
What to do WIth the StOCk EPS growth (%) 12.0 21.9 9.6 7.2
We retain our Sell rating on HUL. We revise our FY13-15E EPS by -6% to ::’ES(;:’)“’ (Rs]New 1421642 1;-322 13692 1;503
+3%, adjusting for higher other income for FY13 and increased P/B (X) 296 243 211 1756
royalty/taxes for FY14/15E. Thus, our 12-month target price moves down to ED\I’\ZZBQ'J:’;LQ o 23 2 22 e
Rs414 (from Rs423), still based on 26X FY14E P/E. We now estimate near- ROE (%) 87.6 95.7 74.5 68.0
. . . CROCI (%) 143.8 162.7 121.4 113.1
term volume growth of 7-7.5%, in line with the 7.2% long-term average.
We estimate 8.4% EPS CAGR over FY13-15E, lower than 11.9% over FY08- 5., Lerformance chart
13E. Despite this, HUL trades at expensive levels at 31X 1-yr fwd EPS, over gy

1SD above the 10-year average. Key risks: (1) Sharp margin rebound in

laundry segment; (2) higher-than-expected volume.
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Hindustan Unilever — 3QFY13 results summary

Rs mn 3QFY13 3QFY13 var 3QFY12 yoy
Actual GS est. Actual

Net sales 64,337 66,092 -3% 58,527 10%

PAT 8,714 8,918 -2% 7,538 16%
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Source: Company data, Goldman Sachs Research estimates.
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Hindustan Unilever: Summary Financials

Hindustan Unilever (HLL.BO)

Profit model (Rs mn) 3/12 3/13E 3/14E 3/15E Balance sheet (Rs mn) 3/12 3/13E 3/14E 3/15E

Total revenue 217,356.0 252,534.3 284,744.0 319,640.7 Cash & equivalents 18,300.4 22,143.0 25,874.2 35,047.0

Cost of goods sold (119,560.1)  (136,960.3) (153,574.8) (171,437.1) Accounts receivable 6,789.9 12,277.3 13,843.2 15,5639.7

SG&A (70,872.7) (84,801.3) (95,163.1)  (107,119.2) Inventory 25,166.5 38,348.9 43,000.9 48,002.4

R&D - - - - Other current assets 5,210.4 5,210.4 5,210.4 5,210.4

Other operating profit/(expense) 3,807.7 6,900.0 6,900.0 6,900.0 Total current assets 55,467.2 77,979.6 87,928.7 103,799.6

EBITDA 32,9135 40,208.4 45,765.3 51,193.9 Net PP&E 23,629.2 26,144.2 28,979.9 32,163.1

Depreciation & amortization (2,182.5) (2,635.7) (2,859.2) (3,209.6) Net intangibles 0.0 0.0 0.0 0.0

EBIT 30,731.0 37.672.7 42,906.1 47,984.3 Total investments 26,524.5 26,524.5 26,524.5 26,524.5

Interest income 1,177.0 549.0 664.3 776.2 Other long-term assets 3,961.8 3,961.8 3,961.8 3,961.8

Interest expense (12.4) 0.0 0.0 0.0 Total assets 109,582.7 134,610.0 147,394.9 166,449.0

Income/(loss) from uncons. subs. 0.0 0.0 0.0 0.0

Others 1,606.1 5,200.0 3,500.0 3,600.0 Accounts payable 46,229.6 52,532.7 58,905.4 65,756.7

Pretax profits 33,501.6 43,421.7 47,070.4 52,260.5 Short-term debt 0.0 0.0 0.0 0.0

Income tax (7,776.3) (12,069.8) (12,709.0) (15,416.9) Other current liabilities 18,257.4 29,217.4 29,2121 31,630.1

Minorities 0.0 0.0 0.0 0.0 Total current liabilities 64,487.0 81,750.1 88,117.5 97,386.8
Long-term debt 0.0 0.0 0.0 0.0

Net income pre-preferred dividends 25,725.3 31,351.9 34,361.4 36,843.7 Other long-term liabilities 9,966.4 9,966.4 9,966.4 9,966.4

Preferred dividends 0.0 0.0 0.0 0.0 Total long-term liabilities 9,966.4 9,966.4 9,966.4 9,966.4

Net income (pre-exceptionals) 25,725.3 31,351.9 34,361.4 36,843.7 Total liabilities 74,453.4 91,716.5 98,083.9 107,353.2

Post-tax exceptionals 1,188.7 6,000.0 0.0 0.0

Net income 26,914.0 37,351.9 34,361.4 36,843.7 Preferred shares 0.0 0.0 0.0 0.0
Total common equity 35,129.3 42,893.5 49,311.0 59,095.8

EPS (basic, pre-except) (Rs) 11.91 14.51 15.90 17.05 Minority interest 0.0 0.0 0.0 0.0

EPS (basic, post-except) (Rs) 12.46 17.29 15.90 17.05

EPS (diluted, post-except) (Rs) 12.45 17.28 15.90 17.05 Total liabilities & equity 109,582.7 134,610.0 147,394.9 166,449.0

DPS (Rs) 7.50 13.51 10.00 11.01

Dividend payout ratio (%) 60.2 78.1 62.9 64.5 BVPS (Rs) 16.25 19.84 22.81 27.34

Free cash flow yield (%) 35 3.2 3.0 35

Growth & margins (%) 3/12 3/13E 3/14E 3/15E Ratios 3/12 3/13E 3/14E 3/15E

Sales growth 12.0 16.2 12.8 12.3 CROCI (%) 143.8 162.7 121.4 113.1

EBITDA growth 21.9 22.2 13.8 11.9 ROE (%) 87.6 95.7 74.5 68.0

EBIT growth 24.0 22.6 13.9 11.8 ROA (%) 25.6 30.6 244 235

Net income growth 16.7 38.8 (8.0) 7.2 ROACE (%) 185.5 164.7 153.3 152.9

EPS growth 17.3 38.8 (8.0) 7.2 Inventory days 81.3 84.6 96.7 96.9

Gross margin 45.0 45.8 46.1 46.4 Receivables days 13.6 13.8 16.7 16.8

EBITDA margin 15.1 15.9 16.1 16.0 Payable days 142.7 131.6 1324 132.7

EBIT margin 14.1 14.9 15.1 15.0 Net debt/equity (%) (52.1) (51.6) (52.5) (59.3)
Interest cover - EBIT (X) NM NM NM NM

Cash flow t (Rs mn) 3/12 3/13E 3/14E 3/15E Valuation 3/12 3/13E 3/14E 3/15E

Net income pre-preferred dividends 25,725.3 31,351.9 34,361.4 36,843.7

D&A add-back 2,182.5 2,535.7 2,859.2 3,209.6 P/E (analyst) (X) 40.5 33.2 30.3 28.3

Minorities interests add-back 0.0 0.0 0.0 0.0 P/B (X) 29.6 24.3 21.1 17.6

Net (inc)/dec working capital 2,036.3 (1,406.6) 149.4 2,571.2 EV/EBITDA (X) 22.3 25.3 222 19.6

Other operating cash flow (2,436.5) 0.0 0.0 0.0 EV/GCI (X) 34.9 37.0 30.7 27.3

Cash flow from operations 28,696.4 38,481.0 37,370.0 42,624.5 Dividend yield (%) 1.6 2.8 2.1 2.3

Capital expenditures (2,622.1) (5,050.7) (5,694.9) (6,392.8)

Acquisitions (6,935.4) 0.0 0.0 0.0

Divestitures 0.0 0.0 0.0 0.0

Others 0.0 0.0 0.0 0.0

Cash flow from investments (9,457.5) (5,050.7) (5,694.9) (6,392.8)

Dividends paid (common & pref) (17,546.3) (29,587.7) (27,943.9) (27,058.8)

Inc/(dec) in debt 0.0 0.0 0.0 0.0

Common stock issuance (repurchase) 335.5 0.0 0.0 0.0

Other financing cash flows (12.4) 0.0 0.0 0.0

Cash flow from financing (17,223.2) (29,587.7) (27,943.9) (27,058.8)

Total cash flow 2,015.7 3,842.6 3,731.2 9,172.8 Note: Last actual year may include reported and estimated data.

Analyst Contributors

Source: Company data, Goldman Sachs Research estimates.
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Hindustan Unilever (HLL.BO)

Exhibit 1: 3QFY13 profit before tax (before exceptionals) was 4% below GSe, +12% yoy

3QFY13 segment results

Segment results 3QFY13 3QFY13 var 3QFY12 yoy 2QFY13 qoq
Rs mn Actual GS est. bps Actual bps Actual bps
Revenue
Soaps and detergents 31,712 31,752 0% 26,460 20% 31,762 0%
Personal Products 20,489 21,880 -6% 18,862 9% 17,445 17%
Beverages 7,929 7,508 6% 6,704 18% 7,196 10%
Processed foods 3,301 3,585 -8% 3,064 8% 3,663 -10%
Exports - NM 3,375 NM - NM
Others 2,902 2,357 23% 982 195% 2,884 1%
Total (includes sevice income) 66,334 67,082 1% 59,446 12% 62,949 5%
EBIT
Soaps and detergents 3,937 4,445 -11% 3,559 11% 4,536 -13%
Personal Products 5,789 5,798 0% 4,881 19% 4,226 37%
Beverages 1,404 1,201 17% 1,052 33% 1,031 36%
Processed foods (26) (36) -27% (60) -56% 9 NM
Exports - NM 446 NM - NM
Others (186) (47) NM (103) NM 21 NM
Total 10,917 11,362 -4% 9,776 12% 9,822 11%
Margins
Soaps and detergents 12.4% 14.0% (158) 13.5% (103) 14.3% (186)
Personal Products 28.3% 26.5% 175 25.9% 237 24.2% 403
Beverages 17.7% 16.0% 170 15.7% 201 14.3% 338
Processed foods -0.8% -1.0% 20 -1.9% 115 0.2% (104)
Exports NA NA NA 13.2% NA NA NA
Others -6.4% -2.0% (442) -10.5% 403 0.7% (713)
Total 16.5% 16.9% (48) 16.4% 1 15.6% 85
Source: Company data, Goldman Sachs Research estimates.
Exhibit 2: HUL volume growth has declined to trend Exhibit 3: Sales and EPS growth to decline from FY14E
Quarterly volume and value growth Sales growth and EPS growth
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Exhibit 4: Royalty expenses and tax set to rise Exhibit 5: Trading more than 1SD above long-term mean

Common size P&L (Sales indexed to 100) Rolling 12-month fwd P/E

Common size P&L FY2012 FY2012  FY2013E  FY2014E  FY2015E 400 -

Sales 100.0 100.0 100.0 100.0 100.0 : HLL.BO Average

COGS (51.8) (54.0) (53.2) (52.9) (52.6) ! g

Royalty (1.4) (1.3) (1.4) (1.9) (2.4) 350 +1 Std de -1Std dev

Other expenses (33.1) (29.5) (29.4) (29.0) (28.9)

EBITDA 13.7 15.1 15.9 16.1 16.0

D&A (1) (1.0) (1.0) (1.0) (1.0) 30.0

EBIT 12.6 141 149 15.1 15.0

Net interest/Other income 1.5 1.3 2.3 1.5 1.3 25.0

PBT 141 15.4 17.2 16.5 16.3

Tax (3.0) (3.6) (4.8) (4.5) (4.8)

PAT 111 11.8 12.4 12.1 115 20.0

15.0 T T T T T T T T T T T T T T T T T T T T
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Source: Company data, Goldman Sachs Research estimates. Source: Datastream, Goldman Sachs Research estimates.
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Disclosure Appendix

Reg AC

WEe, Puneet Jain and Aditya Soman, hereby certify that all of the views expressed in this report accurately reflect our personal views about the
subject company or companies and its or their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly,
related to the specific recommendations or views expressed in this report.

Investment Profile

The Goldman Sachs Investment Profile provides investment context for a security by comparing key attributes of that security to its peer group and
market. The four key attributes depicted are: growth, returns, multiple and volatility. Growth, returns and multiple are indexed based on composites
of several methodologies to determine the stocks percentile ranking within the region's coverage universe.

The precise calculation of each metric may vary depending on the fiscal year, industry and region but the standard approach is as follows:

Growth is a composite of next year's estimate over current year's estimate, e.g. EPS, EBITDA, Revenue. Return is a year one prospective
aggregate of various return on capital measures, e.g. CROCI, ROACE, and ROE. Multiple is a composite of one-year forward valuation ratios, e.g.
P/E, dividend yield, EV/FCF, EV/EBITDA, EV/DACF, Price/Book. Volatility is measured as trailing twelve-month volatility adjusted for dividends.

Quantum

Quantum is Goldman Sachs' proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets.

GS SUSTAIN

GS SUSTAIN is a global investment strategy aimed at long-term, long-only performance with a low turnover of ideas. The GS SUSTAIN focus list
includes leaders our analysis shows to be well positioned to deliver long term outperformance through sustained competitive advantage and
superior returns on capital relative to their global industry peers. Leaders are identified based on quantifiable analysis of three aspects of corporate
performance: cash return on cash invested, industry positioning and management quality (the effectiveness of companies' management of the
environmental, social and governance issues facing their industry).
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Company-specific regulatory disclosures
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Rating Distribution Investment Banking Relationships
Buy Hold Sell Buy Hold Sell
Global 1% | B5% | 14% 48% 4% 36%

As of January 1, 2013, Goldman Sachs Global Investment Research had investment ratings on 3,523 equity securities. Goldman Sachs assigns
stocks as Buys and Sells on various regional Investment Lists; stocks not so assigned are deemed Neutral. Such assignments equate to Buy, Hold
and Sell for the purposes of the above disclosure required by NASD/NYSE rules. See 'Ratings, Coverage groups and views and related definitions'
below.

Price target and rating history chart(s)

Hindustan Unilever (HLL.BO) Stock Price Currency : Indian Rupee
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The price targets show n should be considered in the context of all prior published Goldman Sachs research, w hich may or
may not have included price targets, as weell as developments relating to the company, its industry and financial markets.
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Disclosures required by United States laws and regulations

See company-specific regulatory disclosures above for any of the following disclosures required as to companies referred to in this report: manager
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The following are additional required disclosures: Ownership and material conflicts of interest: Goldman Sachs policy prohibits its analysts,
professionals reporting to analysts and members of their households from owning securities of any company in the analyst's area of
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