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Operations set for rebound in FY09   

 Improving cigarette sales growth from 2H FY08 
We are revising up ITC’s cigarette forecast from a 4.5% decline in sales for FY08
to a 2.7% decline with improvement expected in 2HFY08. The imposition of
12.5% VAT (Value Added Tax) in the state of UP replaces the previous 33.5%
state trade tax, lowering the tax burden. We have raised our cigarette volume
growth for FY09 from 3.5% to 4%. 

 Raising forecasts for FY08 through FY10 
We are raising our EPS forecasts from Rs. 8.40 to Rs. 8.55 for FY08 and from Rs.
9.90 to Rs. 10.27 for FY09, both ahead of consensus. We have also raised FY10
EPS from Rs. 11.27 to Rs. 11.97. 

 FY09 budget expected to be benign on tax front 
We are building in a 5% increase in excise duties in the forthcoming FY09 budget.
Last year had seen a double whammy of imposition of 12.5% excise duty and a 5%
increase in excise duties which in our view is unlikely to be repeated 

 Valuation: Raising PT from Rs. 200 to Rs. 280. Maintain BUY. 
Our PT is based on a higher benchmark multiple of 28X 12 month-forward 
earnings up from 20X for our previous target. The Indian market is trading at
21.5X 12-month forward earnings. Strong volume growth in the cigarette business 
expands ITC’s multiples. We expect a rebound in cigarette volume growth to
rebound to 4% volume growth in FY08, driving multiple expansion. 
  

Highlights (Rsm) 03/06 03/07 03/08E 03/09E 03/10E
Revenues 97,905 123,693 152,846 174,863 198,415
EBIT (UBS) 32,836 39,300 46,698 56,114 65,261
Net Income (UBS) 22,828 27,000 32,153 38,649 44,961
EPS (UBS, Rs) 6.08 7.18 8.55 10.27 11.95
Net DPS (UBS, Rs) 2.31 3.11 3.60 4.30 5.00 
Profitability & Valuation 5-yr hist av. 03/07 03/08E 03/09E 03/10E
EBIT margin % 33.1 31.8 30.6 32.1 32.9
ROIC (EBIT) % 60.7 68.5 69.5 81.7 91.9
EV/EBITDA (core) x 9.7 14.8 16.2 13.3 11.1
PE (UBS) x 15.3 24.8 27.0 22.5 19.3
Net dividend yield % 2.3 1.7 1.6 1.9 2.2 
Source: Company accounts, Thomson Financial, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of Rs230.70 on 08 Jan 2008 23:38 HKT   
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 Unchanged 
12m price target Rs280.00/US$7.15 
 Prior:Rs200.00/US$5.11 
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10 January 2008
 
Trading data (local/US$) 
52-wk range Rs231.10-140.95/US$5.90-3.23
Market cap. Rs866bn/US$22.1bn
Shares o/s 3,755m (ORD)/3,755m (ADR)
ADR ratio 1 ADR:1 ORD
Free float 65%
Avg. daily volume ('000) 1,442/-
Avg. daily value (Rsm) 284.3/-
 
Balance sheet data 03/08E 
Shareholders' equity Rs123bn
P/BV (UBS) 7.0x
Net Cash (debt) Rs46.0bn
 
Forecast returns 
Forecast price appreciation +21.4%
Forecast dividend yield 1.6%
Forecast stock return +23.0%
Market return assumption 12.5%
Forecast excess return +10.5%
 
EPS (UBS, Rs) 
  03/08E 03/07
 From To Cons. Actual
Q1E - - - 1.74
Q2E - - - -
Q3E - - - -
Q4E - - - -
03/08E 8.40 8.55 8.32
03/09E 9.90 10.27 9.84
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Improving Operational Environment 
ITC’s cigarette business has been under significant pressure in 2007, hit by a 
double whammy of taxation both at the central and state levels. Q2 FY08 saw 
the twin impact of VAT (12.5%) and UP state tax (33.5%) from 1 June 2007. 
This was in addition to the additional excise of 6% introduced on cigarettes from 
March 2007. Despite the imposition of high taxes, the underlying performance 
of the cigarette division has been significantly better than expected as the regular 
size and the king size filter cigarette segments have held volumes better than 
expected.  We are revising the cigarette volume forecast from a decline of 4.5% 
projected in our note dated 31 Aug. 2007 (titled ‘We raise our forecasts and 
price targets.’) to a decline of 2.7% for FY08. Table 1 gives a trend of current 
expectations on cigarette volumes, sales and realizations. 

Table 1: ITC – Cigarette sales volumes, revenues and price realizations 

Particulars Mar-01 Mar-02 Mar-03 Mar-04 Mar-05 Mar-06 Mar-07 Mar-08 E Mar-09 E Mar-10 E 

No. cigarettes (b 
sticks) 66.5  60.9 63.4 65.4 70.0 75.9 81.3 79.1 82.3 85.2 

% change 0.5  (8.4) 4.2  3.1 7.1  8.4 7.1  (2.7) 4.0 3.5  

Cigarette sales (INR 
m) 76,766  80,136  87,568  92,236 99,964  113,229 128,244  147,390  162,348 176,182  

Price (per 1,000 
sticks) 1,154.8  1,316.6  1,380.9  1,410.6 1,428.1 1,491.9 1,578.1 1,863.8  1,973.1 2,068.9 

% change 10.1  14.0  4.9  2.2 1.2  4.5 5.8  18.1  5.9 4.9  

Source: UBS estimates, Annual reports  

As seen in table 1, we are projecting an 18% increase in cigarette prices, driven 
entirely by the excise duty increase. This has resulted in a 2.7% decline in 
cigarette volumes for FY08. We are building in a sharp recovery in volumes for 
cigarettes to 4% growth for FY09 and 3.5% for FY10. We are building in a 5% 
pa increase in excise duties for both FY09 and FY10.  

Consumer products division 

ITC’s performance is increasingly driven more by the non-cigarette businesses 
as paperboard, hotels and consumer products become a greater part of revenues 
and earnings. The consumer products division remains the fastest growth 
segment for ITC. ITC’s Consumer Goods business comprises primarily of 
staples and biscuits. ITC now has a leadership position in the staples category 
category, achieved within three years of national launch. ITC’s sourcing strategy 
in this business benefits from the network of e-choupals created by the company. 
The other large category is the biscuits segment, launched under the Sunfeast 
label. In the regions where it is present, Sunfeast has gathered 10%+ share 
against established players such as Britannia and Parle. Table 2 gives the trend 
of revenues and profitability in the consumer segment 

Cigarette business has outperformed 
despite high excise duty increases 

Cigarette volume growth projected to 
recover sharply in FY09 

Consumer products division is turning 
the corner on existing businesses. 
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Table 2: Consumer products - sales and operating profit 

 Sales, Rs mn Operating Profit, Rs mn Margin, % 

Q1FY06    2,003           (547) -27% 

Q2FY06    2,469           (353) -14% 

Q3FY06    2,606           (395) -15% 

Q4FY06    3,057           (423) -14% 

FY06  10,135        (1,718) -17% 

Q1FY07    3,597           (582) -16% 

Q2FY07    4,096           (490) -12% 

Q3FY07    4,367           (465) -11% 

Q4FY07    4,985           (483) -10% 

FY07  17,044        (2,020) -12% 

Q1FY08    5,422           (446) -8% 

Q2FY08    5,870           (365) -6% 

1H08  11,292           (812) -7% 

Source: Company data 

Table 3 below gives the movement of composition of sales over time for the 
cigarette business and other divisions of ITC. The consumer business of ITC has 
moved from 11% of sales for FY06 to 17% of sales in 1HFY08. The cigarette 
business comprises only 48% of sales for 1HFY08, though still contributes 85% 
of EBIT for the period. EBIT margins for the cigarette business have moved 
from -17% for FY06 to -7% for 1HFY08. We expect ITC’s existing consumer 
business to move towards break even in 2HFY08, though new launches of 
shampoos in FY08, could put some pressure on margins. 

Cigarette business now comprises less 
than 50% of sales, though still 85% of 
EBIT 
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Table 3: Segmental sales and profit breakdown 

 FY06 FY06 FY06 FY06 FY07 FY07 FY07 FY07 FY08 FY08   

 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2  FY06 FY07 1H08 

Sales break-down                         

Net cigarette sales 53% 52% 48% 43% 47% 46% 45% 41% 49% 47%  49% 45% 48% 

Consumer 
business  9% 12% 10% 11% 13% 15% 14% 15% 16% 18%  11% 14% 17% 

Total FMCG 62% 64% 58% 55% 60% 60% 59% 56% 65% 65%  59% 59% 65% 

Hotels 7% 7% 9% 10% 7% 7% 9% 9% 7% 7%  8% 8% 7% 

Agribusiness 35% 22% 26% 30% 40% 31% 25% 28% 42% 22%  28% 31% 32% 

Paperboards 21% 22% 20% 18% 18% 19% 18% 16% 16% 18%  20% 17% 17% 

Total sales 124% 115% 113% 111% 125% 117% 111% 109% 129% 113%  116% 115% 121% 

Inter-segment sales 24% 15% 13% 11% 25% 17% 11% 9% 29% 13%  16% 15% 21% 

Net sales 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%  100% 100% 100% 

Segmental profits                         

Cigarette 87% 86% 83% 82% 84% 83% 81% 81% 85% 84%  84% 82% 85% 

Other FMCG  -7% -4% -5% -5% -6% -5% -5% -5% -4% -4%  -5% -5% -4% 

Total FMCG 80% 81% 78% 76% 78% 77% 76% 76% 81% 80%  79% 77% 81% 

Hotels 4% 3% 9% 13% 6% 6% 12% 13% 6% 6%  7% 9% 6% 

Agribusiness 5% 4% 2% 1% 5% 5% 2% 1% 5% 1%  3% 3% 3% 

Paperboards 11% 12% 11% 10% 11% 12% 10% 11% 8% 12%  11% 11% 10% 

Total EBIT 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%  100% 100% 100% 

Margins                         

Cigarette (Net) 60% 63% 58% 54% 63% 61% 59% 53% 57% 55%  59% 59% 56% 

Other FMCG  -27% -14% -15% -14% -16% -12% -11% -10% -8% -6%  -17% -12% -7% 

Total FMCG 47% 48% 45% 40% 46% 44% 43% 37% 41% 38%  45% 42% 40% 

Hotels 21% 18% 35% 37% 29% 29% 42% 38% 29% 29%  30% 36% 29% 

Agribusiness 5% 7% 2% 1% 4% 5% 3% 1% 4% 1%  3% 3% 3% 

Paperboards 19% 20% 19% 17% 21% 21% 19% 18% 16% 20%  19% 20% 19% 

Total EBIT Margin 36% 38% 33% 29% 35% 34% 33% 27% 33% 31%  34% 32% 32% 

Source: Company data 
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PE bands 

 

Chart 1: ITC PE Band chart 
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An analysis of ITC’s 12 year has brought about some interesting conclusions. 

ITC has traded at an average of 18X 12-month forward earnings through its 
history. The bottom (-2 standard deviation) multiple is 7X, though it has never 
reached that level and the top multiple is 29X standard deviation. Higher 
cigarette sales volume growth results in re-rating of the stock and the imposition 
of high excise taxes results in derating of the stocks.  

The other way of looking at this as a function of premium or discount to the 
market multiple. This approach helps us out put the impact of overall market 
multiple expansion or contraction on ITC’s valuations. Strong cigarette volume 
growth from FY03 to FY06 as seen in table 1 with volumes moving from 3.1% 
in FY04 to 7.1% for FY07. During that period ITC’s premium to the market 
moved from 15% premium for 2004 peaking at 65% premium in the middle of 
2006. 

ITC’s PE traded at a premium of ~34% to Sensex PE during FY98-02. This was 
the period of high excise duty increases which were passed through to consumer. 
Through FY03-07, the stock traded at a 20% premium to the Sensex PE despite 
being the faster growth period for cigarette volumes. Currently it trades at 13% 
premium to the Sensex. We believe a rebound in volume growth in cigarettes to 
4% in FY07 and 3.5% for FY08 can expand ITC’s trading multiples. 

ITC’s multiple premium/discount to the 
market expands with sustained volume 
growth in the cigarette business. 

 

ITC set to expand trading multiples as 
volume growth returns to cigarette 
market 
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Chart 2: ITC 1 year forward P/E – premium/discount to BSE Sensex 
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Table 4: Global comps 

Company Rating Mkt Cap (US$) Pre-exp PE(x) EV/Sales(x) EV/EBITDA(x) 

  9-Jan-08 2005 2006 2007 2008 2009 2005 2006 2007 2008 2009 2005 2006 2007 2008 2009 

UK                  

Altadis Neutral (CBE) 18,546  27.2 24.2 28.5 25.4 20.4 3.0 3.2 3.5 4.0 4.2 9.7 10.8 12.2 13.4 13.4 

BAT UK Buy 80,429  15.3 23.9 22.5 18.5 17.0 2.0 2.8 3.1 3.4 3.8 7.4 8.5 9.4 10.1 11.4 

Imperial Tobacco Sell 35,360  43.6 33.9 21.9 19.9 18.2 4.1 4.6 5.1 5.9 6.6 9.7 10.3 11.1 12.3 13.8 

Swedish Match Sell 6,833  24.5 27.8 19.8 21.3 19.5 2.1 2.2 3.0 3.4 4.1 8.7 8.8 10.9 13.6 15.2 

US                  

Altria Group Buy 167,608  17.4 15.4 13.9 18.6 17.2 2.1 2.4 2.7 4.1 4.0 7.4 8.8 9.5 11.0 10.4 

Asia                  

ITC Buy 21,870  46.0 37.5 31.8 26.7 22.2 3.3 4.6 5.2 5.4 4.6 9.1 12.4 14.8 16.0 13.1 

BAT (Malaysia) Neutral 3,629  15.2 18.6 16.5 16.3 16.1 4.3 3.5 3.4 3.4 3.2 11.7 12.4 11.1 11.6 11.4 

Gudang Garam Suspended 1,753  9.1 9.0 10.7 10.1 9.9 1.3 1.2 1.0 0.9 0.7 9.5 8.5 7.7 7.4 6.0 

KT&G Buy 13,035  29.0 26.1 18.8 17.1 15.0 1.6 2.4 3.4 3.8 4.5 3.8 6.7 9.3 9.5 10.5 

Source: Company data, Reuters, UBS estimates 
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Income statement (Rsm) 03/03 03/04 03/05 03/06 03/07 03/08E % ch 03/09E % ch 03/10E % ch
Revenues 58,658 64,704 76,395 97,905 123,693 152,846 23.6 174,863 14.4 198,415 13.5 
Operating expenses (ex depn) (37,069) (41,089) (48,438) (64,607) (84,101) (105,610) 25.6 (118,450) 12.2 (133,325) 12.6 
EBITDA (UBS) 21,589 23,616 27,957 36,159 42,929 51,073 19.0 61,114 19.7 70,261 15.0 
Depreciation (2,373) (2,416) (3,129) (3,323) (3,629) (4,375) 20.5 (5,000) 14.3 (5,000) 0.0 
Operating income (EBIT, UBS) 19,216 21,199 24,828 32,836 39,300 46,698 18.8 56,114 20.2 65,261 16.3 
Other income & associates 1,696 2,249 2,358 0 0 0 - 0 - 0 - 
Net interest (298) (248) (424) (119) (33) (100) 204.9 (100) 0.0 (100) 0.0 
Abnormal items (pre-tax) 0 0 0 0 0 0 - 0 - 0 - 
Profit before tax 20,613 23,200 26,762 32,717 39,267 46,598 18.7 56,014 20.2 65,161 16.3 
Tax (6,848) (7,262) (8,360) (9,888) (12,267) (14,446) 17.8 (17,364) 20.2 (20,200) 16.3 
Profit after tax  13,765 15,938 18,402 22,828 27,000 32,153 19.1 38,649 20.2 44,961 16.3 
Abnormal items (post-tax) 0 0 0 0 0 0 - 0 - 0 - 
Minorities / pref dividends 0 0 0 0 0 0 - 0 - 0 - 
Net income (local GAAP) 13,765 15,938 18,402 22,828 27,000 32,153 19.1 38,649 20.2 44,961 16.3 
Net Income (UBS) 13,765 15,938 18,402 22,828 27,000 32,153 19.1 38,649 20.2 44,961 16.3 

Tax rate (%) 33 31 31 30 31 31 -0.8 31 0.0 31 0.0 
Pre-abnormal tax rate (%) 36 35 34 30 31 31 -0.8 31 0.0 31 0.0 
Per share (Rs) 03/03 03/04 03/05 03/06 03/07 03/08E % ch 03/09E % ch 03/10E % ch
EPS (local GAAP) 3.71 4.29 4.96 6.08 7.18 8.55 19.1 10.27 20.2 11.95 16.3 
EPS (UBS) 3.71 4.29 4.96 6.08 7.18 8.55 19.1 10.27 20.2 11.95 16.3 
Net DPS 0.99 1.49 2.07 2.31 3.11 3.60 15.9 4.30 19.4 5.00 16.3 
Cash EPS 4.35 4.94 5.80 6.96 8.14 9.71 19.3 11.60 19.5 13.28 14.5 
BVPS 216.78 258.98 319.00 24.13 27.74 32.76 18.1 38.75 18.3 45.64 17.8 
Balance sheet (Rsm) 03/03 03/04 03/05 03/06 03/07 03/08E % ch 03/09E % ch 03/10E % ch
Net tangible fixed assets 31,700 36,121 41,369 44,051 56,109 51,573 -8.1 54,573 5.8 57,573 5.5 
Net intangible fixed assets 0 0 0 0 0 0 - 0 - 0 - 
Net working capital (incl. other assets) 3,249 (1,691) 737 4,033 10,591 16,045 51.5 15,245 -5.0 14,586 -4.3 
Other liabilities 0 0 0 0 0 0 - 0 - 0 - 
Operating invested capital 34,949 34,429 42,106 48,084 66,700 67,618 1.4 69,818 3.3 72,159 3.4 
Investments 8,288 8,692 9,346 9,346 9,346 9,346 0.0 9,346 0.0 9,346 0.0 
Total capital employed 43,237 43,122 51,452 57,429 76,046 76,963 1.2 79,163 2.9 81,505 3.0 
Shareholders' equity 53,656 64,101 78,956 90,615 104,371 123,006 17.9 145,509 18.3 171,695 18.0 
Minority interests 0 0 0 0 0 0 - 0 - 0 - 
Total equity 53,656 64,101 78,956 90,615 104,371 123,006 17.9 145,509 18.3 171,695 18.0 
Net debt / (cash) (10,419) (20,979) (27,504) (33,186) (28,325) (46,042) 62.6 (66,345) 44.1 (90,190) 35.9 
Debt deemed provisions 0 0 0 0 0 0 - 0 - 0 - 
Total capital employed 43,237 43,122 51,452 57,429 76,046 76,963 1.2 79,163 2.9 81,505 3.0 
Cash flow (Rsm) 03/03 03/04 03/05 03/06 03/07 03/08E % ch 03/09E % ch 03/10E % ch
Operating income (EBIT, UBS) 19,216 21,199 24,828 32,836 39,300 46,698 18.8 56,114 20.2 65,261 16.3 
Depreciation 2,373 2,416 3,129 3,323 3,629 4,375 20.5 5,000 14.3 5,000 0.0 
Net change in working capital 3,855 9,370 (10,092) (3,829) (6,836) (1,695) -75.2 (1,831) 8.0 (1,972) 7.7 
Other (operating) 0 0 0 0 0 0 - 0 - 0 - 
Operating cash flow 25,444 32,985 17,865 32,331 36,093 49,379 36.8 59,283 20.1 68,289 15.2 
Net interest received / (paid) (298) (248) (424) (119) (33) (100) 204.9 (100) 0.0 (100) 0.0 
Dividends paid (3,341) (3,713) (5,588) (8,676) (11,347) (11,663) 2.8 (13,518) 15.9 (16,147) 19.4 
Tax paid (6,407) (8,135) (7,403) (9,725) (13,925) (14,444) 3.7 (17,362) 20.2 (20,198) 16.3 
Capital expenditure   (4,274) (6,837) (8,377) (6,006) (15,687) 161 - (8,000) - (8,000) 0.0 
Net (acquisitions) / disposals 0 0 0 0 0 0 - 0 - 0 - 
Other 698 (5,602) (59) (1,647) (2,408) 2,158 - 0 - 0 0.0 
Share issues (484) 95 5,129 202 (1,581) 0 - 0 - 0 - 
Cash flow (inc)/dec in net debt 11,338 8,545 1,142 6,361 (8,887) 25,491 - 20,303 -20.4 23,845 17.4 
FX / non cash items 1,402 2,015 5,383 (680) 4,027 (7,774) - 0 -100.0 0 - 
Balance sheet (inc)/dec in net debt 12,740 10,560 6,525 5,681 (4,861) 17,717 - 20,303 14.6 23,845 17.4 
Core EBITDA 21,589 23,616 27,957 36,159 42,929 51,073 19.0 61,114 19.7 70,261 15.0 
Maintenance capital expenditure 0 0 0 0 0 0 - 0 - 0 - 
Maintenance net working capital 3,855 9,370 (10,092) (3,829) (6,836) (1,695) -75.2 (1,831) 8.0 (1,972) 7.7 
Operating free cash flow, pre-tax 25,444 32,985 17,865 32,331 36,093 49,379 36.8 59,283 20.1 68,289 15.2 

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. Note: For some companies, the data represents an extract of the full company accounts. 
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Company profile 
ITC is the leading cigarette manufacturer in India with a 67% share of
the market by volume and 83% by value.  ITC has identified tobacco
and paperboard, hotels and agri-business as its core businesses for
the future. 
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Valuation (x) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E
P/E (local GAAP) 15.3 21.1 24.8 27.0 22.5 19.3 
P/E (UBS) 15.3 21.1 24.8 27.0 22.5 19.3 
P/CEPS 13.2 18.4 21.9 23.8 19.9 17.4 
Net dividend yield (%) 2.3 1.8 1.7 1.6 1.9 2.2 
P/BV 1.2 5.3 6.4 7.0 6.0 5.1 
EV/revenue (core) 3.6 4.6 5.2 5.4 4.6 3.9 
EV/EBITDA (core) 9.7 12.4 14.8 16.2 13.3 11.1 
EV/EBIT (core) 10.8 13.7 16.2 17.8 14.4 11.9 
EV/OpFCF (core) 9.5 13.9 17.7 16.8 13.7 11.4 
EV/op. invested capital 6.6 10.0 NM NM NM NM 

 
Enterprise value (Rsm) 03/06 03/07 03/08E 03/09E 03/10E
Average market cap 480,158 668,131 866,310 866,310 866,310 
+ minority interests 0 0 0 0 0 
+ average net debt (cash) (30,345) (30,755) (37,184) (56,194) (78,268) 
+ pension obligations and other 0 0 0 0 0 
- non-core asset value 0 0 0 0 (9,346) 
Core enterprise value 449,813 637,376 829,126 810,116 778,696  
Growth (%) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E
Revenue 17.9 28.2 26.3 23.6 14.4 13.5 
EBITDA (UBS) 17.4 29.3 18.7 19.0 19.7 15.0 
EBIT (UBS) 17.8 32.3 19.7 18.8 20.2 16.3 
EPS (UBS) 17.1 22.7 18.0 19.1 20.2 16.3 
Cash EPS 16.5 20.1 16.9 19.3 19.5 14.5 
Net DPS 26.9 11.6 34.4 15.9 19.4 16.3 
BVPS -39.5 -92.4 15.0 18.1 18.3 17.8 

 
Margins (%) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E
EBITDA / revenue 36.9 36.9 34.7 33.4 34.9 35.4 
EBIT / revenue 33.1 33.5 31.8 30.6 32.1 32.9 
Net profit (UBS) / revenue 23.8 23.3 21.8 21.0 22.1 22.7 

 
Return on capital (%) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E 
EBIT ROIC (UBS) 60.7 72.8 68.5 69.5 NM NM 
ROIC post tax - 50.8 47.1 48.0 56.3 63.4 
Net ROE 27.6 26.9 27.7 28.3 28.8 28.3 

 
Coverage ratios (x) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E 
EBIT / net interest NM NM NM NM NM NM 
Dividend cover (UBS EPS) 3.1 2.6 2.3 2.4 2.4 2.4 
Div. payout ratio (%, UBS EPS) 33.7 38.0 43.3 42.1 41.9 41.8 
Net debt / EBITDA NM NM NM NM NM NM 

 
Efficiency ratios (x) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E 
Revenue / op. invested capital 1.8 2.2 2.2 2.3 2.5 2.8 
Revenue / fixed assets 2.0 2.3 2.5 2.8 3.3 3.5 
Revenue / net working capital 18.4 41.1 16.9 11.5 11.2 13.3 

 
Investment ratios (x) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E 
OpFCF / EBIT 1.1 1.0 0.9 1.1 1.1 1.0 
Capex / revenue (%) 10.8 6.1 12.7 NM 4.6 4.0 
Capex / depreciation 2.8 1.8 4.3 NM 1.6 1.6 

 
Capital structure (%) 5Yr Avg 03/06 03/07 03/08E 03/09E 03/10E 
Net debt / total equity (27.1) (36.6) (27.1) (37.4) (45.6) (52.5) 
Net debt / (net debt + equity) (37.1) (57.8) (37.2) (59.8) (83.8) NM 
Net debt (core) / EV (5.6) (6.7) (4.8) (4.5) (6.9) (10.1) 

Source: Company accounts, UBS estimates. (UBS) valuations are stated before goodwill, exceptionals and other special items. 
Valuations: based on an average share price that year, (E): based on a share price of Rs230.70 on 08 Jan 2008 23:38 HKT Market cap(E) may include 
forecast share issues/buybacks.  
  
Sandeep Bhatia 
Business/Country Head 
sandeep-za.bhatia@ubs.com 
+91-22-2286 2032                         

Sunita Sachdev 
Analyst 
Sunita.Sachdev@ubs.com 
+91-22-2286 2059                         
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 ITC 

ITC is the leading cigarette manufacturer in India with a 67% share of the 
market by volume and 83% by value.  ITC has identified tobacco and 
paperboard, hotels and agri-business as its core businesses for the future. 

 
 
 

 Statement of Risk 

We believe higher excise duty is the key risk to ITC’s earnings growth and 
valuations. A steady increase in excise duty would adversely affect the long 
term growth trend and lead to down trading by smokers. 

 

 Analyst Certification 

Each research analyst primarily responsible for the content of this research 
report, in whole or in part, certifies that with respect to each security or issuer 
that the analyst covered in this report:  (1) all of the views expressed accurately 
reflect his or her personal views about those securities or issuers; and (2) no part 
of his or her compensation was, is, or will be, directly or indirectly, related to 
the specific recommendations or views expressed by that research analyst in the 
research report. 
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Required Disclosures 
 
This report has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, 
branches and affiliates are referred to herein as UBS. 

For information on the ways in which UBS manages conflicts and maintains independence of its research product; 
historical performance information; and certain additional disclosures concerning UBS research recommendations, 
please visit www.ubs.com/disclosures. 

UBS Investment Research: Global Equity Rating Allocations 

UBS 12-Month Rating Rating Category Coverage1 IB Services2

Buy Buy 55% 39%
Neutral Hold/Neutral 36% 36%
Sell Sell 8% 20%
UBS Short-Term Rating Rating Category Coverage3 IB Services4

Buy Buy less than 1% 25%
Sell Sell less than 1% 50%

1:Percentage of companies under coverage globally within the 12-month rating category. 
2:Percentage of companies within the 12-month rating category for which investment banking (IB) services were provided within 
the past 12 months. 
3:Percentage of companies under coverage globally within the Short-Term rating category. 
4:Percentage of companies within the Short-Term rating category for which investment banking (IB) services were provided 
within the past 12 months. 
 
Source: UBS. Rating allocations are as of 31 December 2007.  
UBS Investment Research: Global Equity Rating Definitions 

UBS 12-Month Rating Definition 
Buy FSR is > 6% above the MRA. 
Neutral FSR is between -6% and 6% of the MRA. 
Sell FSR is > 6% below the MRA. 
UBS Short-Term Rating Definition 

Buy Buy: Stock price expected to rise within three months from the time the rating was assigned 
because of a specific catalyst or event. 

Sell Sell: Stock price expected to fall within three months from the time the rating was assigned 
because of a specific catalyst or event.  
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KEY DEFINITIONS 
Forecast Stock Return (FSR) is defined as expected percentage price appreciation plus gross dividend yield over the next 12 
months.  
Market Return Assumption (MRA) is defined as the one-year local market interest rate plus 5% (a proxy for, and not a 
forecast of, the equity risk premium).  
Under Review (UR)  Stocks may be flagged as UR by the analyst, indicating that the stock's price target and/or rating are 
subject to possible change in the near term, usually in response to an  event that may affect the investment case or valuation. 
Short-Term Ratings reflect the expected near-term (up to three months) performance of the stock and do not reflect any 
change in the fundamental view or investment case. 
 
EXCEPTIONS AND SPECIAL CASES 
UK and European Investment Fund ratings and definitions are :           
Buy: Positive on factors such as structure, management, performance record, discount; Neutral: Neutral on factors such as 
structure, management, performance record, discount; Sell: Negative on factors such as structure, management, performance 
record, discount.    
Core Banding Exceptions (CBE) : Exceptions to the standard +/-6% bands may be granted by the Investment Review 
Committee (IRC). Factors considered by the IRC include the stock's volatility and the credit spread of the respective company's 
debt. As a result, stocks deemed to be very high or low risk may be subject to higher or lower bands as they relate to the rating. 
When such exceptions apply, they will be identified in the Company Disclosures table in the relevant research piece. 
 
   
Company Disclosures 

Company Name Reuters 12-mo rating Short-term rating Price Price date 
ITC ITC.BO Suspended N/A Rs227.95 09 Jan 2008 

Source: UBS. All prices as of local market close. 
Ratings in this table are the most current published ratings prior to this report. They may be more recent than the stock pricing 
date 
  
        
Unless otherwise indicated, please refer to the Valuation and Risk sections within the body of this report. 
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Note: On August 4, 2007 UBS revised its rating system. (See 'UBS Investment Research: Global Equity Rating Definitions' table 
for details). From September 9, 2006 through August 3, 2007 the UBS ratings and their definitions were: Buy 1 = FSR is > 6% 
above the MRA, higher degree of predictability; Buy 2 = FSR is > 6% above the MRA, lower degree of predictability; Neutral 1 = 
FSR is between -6% and 6% of the MRA, higher degree of predictability; Neutral 2 = FSR is between -6% and 6% of the MRA, 
lower degree of predictability; Reduce 1 = FSR is > 6% below the MRA, higher degree of predictability; Reduce 2 = FSR is > 6% 
below the MRA, lower degree of predictability. The predictability level indicates an analyst's conviction in the FSR. A 
predictability level of '1' means that the analyst's estimate of FSR is in the middle of a narrower, or smaller, range of possibilities. 
A predictability level of '2' means that the analyst's estimate of FSR is in the middle of a broader, or larger, range of possibilities. 
From October 13, 2003 through September 8, 2006 the percentage band criteria used in the rating system was 10%.        
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Global Disclaimer 
 
This report has been prepared by UBS Securities India Private Ltd, an affiliate of UBS AG. UBS AG, its subsidiaries, branches and affiliates are referred to herein as UBS. In certain countries, 
UBS AG is referred to as UBS SA. 
 
This report is for distribution only under such circumstances as may be permitted by applicable law. Nothing in this report constitutes a representation that any investment strategy or 
recommendation contained herein is suitable or appropriate to a recipient’s individual circumstances or otherwise constitute a personal recommendation. It is published solely for information 
purposes, it does not constitute an advertisement and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments in any jurisdiction. No 
representation or warranty, either express or implied, is provided in relation to the accuracy, completeness or reliability of the information contained herein, except with respect to information 
concerning UBS AG, its subsidiaries and affiliates, nor is it intended to be a complete statement or summary of the securities, markets or developments referred to in the report. UBS does not 
undertake that investors will obtain profits, nor will it share with investors any investment profits nor accept any liability for any investment losses.  Investments involve risks and investors should 
exercise prudence in making their investment decisions. The report should not be regarded by recipients as a substitute for the exercise of their own judgement. Any opinions expressed in this 
report are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or groups of UBS as a result of using different assumptions and criteria. 
Research will initiate, update and cease coverage solely at the discretion of UBS Investment Bank Research Management. The analysis contained herein is based on numerous assumptions. 
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact with trading desk personnel, sales personnel and other 
constituencies for the purpose of gathering, synthesizing and interpreting market information. UBS is under no obligation to update or keep current the information contained herein. UBS relies 
on information barriers to control the flow of information contained in one or more areas within UBS, into other areas, units, groups or affiliates of UBS. The compensation of the analyst who 
prepared this report is determined exclusively by research management and senior management (not including investment banking). Analyst compensation is not based on investment banking 
revenues, however, compensation may relate to the revenues of UBS Investment Bank as a whole, of which investment banking, sales and trading are a part. 
The securities described herein may not be eligible for sale in all jurisdictions or to certain categories of investors. Options, derivative products and futures are not suitable for all investors, and 
trading in these instruments is considered risky. Mortgage and asset-backed securities may involve a high degree of risk and may be highly volatile in response to fluctuations in interest rates 
and other market conditions. Past performance is not necessarily indicative of future results. Foreign currency rates of exchange may adversely affect the value, price or income of any security 
or related instrument mentioned in this report. For investment advice, trade execution or other enquiries, clients should contact their local sales representative. Neither UBS nor any of its 
affiliates, nor any of UBS' or any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of this report. Additional 
information will be made available upon request. 
For financial instruments admitted to trading on an EU regulated market: UBS AG, its affiliates or subsidiaries (excluding UBS Securities LLC and/or UBS Capital Markets LP) acts as a market 
maker or liquidity provider (in accordance with the interpretation of these terms in the UK) in the financial instruments of the issuer save that where the activity of liquidity provider is carried out 
in accordance with the definition given to it by the laws and regulations of any other EU jurisdictions, such information is separately disclosed in this research report. 
United Kingdom and the rest of Europe: Except as otherwise specified herein, this material is communicated by UBS Limited, a subsidiary of UBS AG, to persons who are eligible 
counterparties or professional clients and is only available to such persons. The information contained herein does not apply to, and should not be relied upon by, retail clients.. UBS Limited is 
authorised and regulated by the Financial Services Authority (FSA).  UBS research complies with all the FSA requirements and laws concerning disclosures and these are indicated on the 
research where applicable. France:  Prepared by UBS Limited and distributed by UBS Limited and UBS Securities France SA. UBS Securities France S.A. is regulated by the Autorité des 
Marchés Financiers (AMF). Where an analyst of UBS Securities France S.A. has contributed to this report, the report is also deemed to have been prepared by UBS Securities France S.A. 
Germany: Prepared by UBS Limited and distributed by UBS Limited and UBS Deutschland AG. UBS Deutschland AG is regulated by the Bundesanstalt fur Finanzdienstleistungsaufsicht 
(BaFin). Spain: Prepared by UBS Limited and distributed by UBS Limited and UBS Securities España SV, SA. UBS Securities España SV, SA is regulated by the Comisión Nacional del 
Mercado de Valores (CNMV). Turkey: Prepared by UBS Menkul Degerler AS on behalf of and distributed by UBS Limited. Russia: Prepared and distributed by ZAO UBS Securities. 
Switzerland: Distributed by UBS AG to persons who are institutional investors only. Italy: Prepared by UBS Limited and distributed by UBS Limited and UBS Italia Sim S.p.A.. UBS Italia Sim 
S.p.A. is regulated by the Bank of Italy and by the Commissione Nazionale per le Società e la Borsa (CONSOB). Where an analyst of UBS Italia Sim S.p.A. has contributed to this report, the 
report is also deemed to have been prepared by UBS Italia Sim S.p.A.. South Africa: UBS South Africa (Pty) Limited (Registration No. 1995/011140/07) is a member of the JSE Limited, the 
South African Futures Exchange and the Bond Exchange of South Africa. UBS South Africa (Pty) Limited is an authorised Financial Services Provider. Details of its postal and physical address 
and a list of its directors are available on request or may be accessed at http:www.ubs.co.za.  United States: Distributed to US persons by either UBS Securities LLC or by UBS Financial 
Services Inc., subsidiaries of UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a ’non-US affiliate’), to major US institutional investors only. 
UBS Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a report prepared by another non-US affiliate when distributed to US persons by UBS Securities LLC 
or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this report must be effected through UBS Securities LLC or UBS Financial Services Inc., and not 
through a non-US affiliate. Canada: Distributed by UBS Securities Canada Inc., a subsidiary of UBS AG and a member of the principal Canadian stock exchanges & CIPF. A statement of its 
financial condition and a list of its directors and senior officers will be provided upon request. Hong Kong: Distributed by UBS Securities Asia Limited. Singapore: Distributed by UBS Securities 
Pte. Ltd or UBS AG, Singapore Branch. Japan: Distributed by UBS Securities Japan Ltd to institutional investors only. Australia: Distributed by UBS AG (Holder of Australian Financial 
Services Licence No. 231087) and UBS Securities Australia Ltd (Holder of Australian Financial Services Licence No. 231098) only to ‘Wholesale’ clients as defined by s761G of the 
Corporations Act 2001. New Zealand: Distributed by UBS New Zealand Ltd. China: Distributed by UBS Securities Co. Limited. 

The disclosures contained in research reports produced by UBS Limited shall be governed by and construed in accordance with English law. 
 
UBS specifically prohibits the redistribution of this material in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the actions of third parties in this 
respect. © UBS 2008. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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