
Prices of crude-linked inputs appear to have de-coupled from crude prices
Prices of major crude-linked inputs for FMCG players (palm oil, LAB, and packaging material) appear to have de-
coupled from crude prices in the last couple of months. Though crude prices have continued their slide, prices of these
inputs have moved up by 20-40% from the panic bottoms. Palm oil prices have increased from MYR1,415/ton to
current levels of MYR1,900/ton, a 35% upside. Similarly, HDPE prices have risen 22% from the bottom, while LAB
prices have been flat in February and March (despite ~10% fall in crude prices). Our interactions with industry players
suggest that some of these commodities are unlikely to test the recent bottoms.

Agri-based commodities remain a mixed bag
Agri-based inputs remain a mixed bag, as the prices of copra, safflower, coffee and barley are on a decline, while the
prices of sugar, liquid milk and wheat continue to hold firm. We believe that the prices of sugar, wheat and milk would
continue to rule firm. Sugar production has been low and minimum support price (MSP) of wheat has been increased by
8%. Copra and safflower prices are likely to be weak due to start of flush season. Barley malt prices have declined
globally, but processed malt prices are expected to decline once new capacities go on-stream in the next few months.
Agri-commodity inflation is likely to be significantly lower than the levels seen in the last couple of years.

Rupee depreciation to limit gains from lower cost of imported inputs
The rupee has depreciated ~33% from Rs39-40/US$ in January 2008 to the current ~Rs52/US$. This has neutralized
the gains from decline in input prices to a certain extent. Users of commodities like palm oil, skimmed milk powder,
solvents, LAB, HDPE, barley, coffee and cocoa will have limited gains from decline in input prices, as rupee depreciation
will neutralize the impact, significantly. Rupee depreciation will limit gains from palm oil price reduction for HUL and
GCPL. Nestle and Britannia will be adversely impacted due to rising sugar and wheat prices. Marico will gain from
lower prices of copra and safflower oil.

COMPARATIVE VALUATION
CMP    TP   UPSIDE              EPS (RS)            P/E (X)         EV/EBITDA (X)            ROE (%)
(RS) RECO (RS) (%) FY09E FY10E FY09E FY10E FY09E FY10E FY09E FY10E

Asian Paints 709 Neutral 794 12.0 39.1 46.7 18.1 15.2 11.8 9.5 31.5 31.3
Britannia Industries 1,244 Buy 1,426 14.6 91.3 118.8 13.6 10.5 9.3 6.8 24.0 25.7
Colgate 431 Buy 475 10.1 20.3 23.7 21.2 18.2 22.3 19.0 154.2 149.5
Dabur 90 Neutral 93 3.7 4.4 5.2 20.6 17.4 17.2 13.5 44.9 41.3
Glaxo Smithkline* 610 Buy 755 23.7 44.8 53.9 13.6 11.3 8.9 7.1 25.5 25.9
Godrej Consumer 123 Buy 149 20.9 6.2 8.3 19.8 14.9 15.3 11.3 27.5 33.5
Hind. Unilever 226 Neutral 246 8.9 11.3 11.2 19.9 20.2 17.3 17.1 128.1 100.3
ITC 162 Buy 204 25.9 8.7 10.2 18.6 15.9 11.7 10.1 23.9 24.3
Marico 61 Buy 64 5.4 3.0 3.6 20.3 17.1 13.3 11.0 41.0 35.3
Nestle* 1,471 Buy 1,793 21.9 56.4 71.7 26.1 20.5 16.8 13.1 119.3 118.2
Tata Tea 542 Neutral 666 22.9 50.9 66.6 10.6 8.1 3.9 3.0 8.1 10.0
United Spirits 602 Buy 712 18.3 33.7 47.5 17.9 12.7 10.1 8.4 12.7 15.1
* Companies are December ending. Read FY09 as CY08 Source: MOSL
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CRUDE LINKED INPUTS SEEM TO HAVE DE-COUPLED
CRUDE

RS V/S DOLLAR

PALM OIL PRICES (MALAYSIAN RINGIT\MT) - 37% UP FROM THE BOTTOM

HDPE (PACKAGING MATERIAL, USD/MT) - NOSEDIVE

Source: Company/Bloomberg/MOSL
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? End Usage: Toilet Soaps
? Major Users
? HUL (6% of Total Sales)
? Godrej Consumer (22% of

Sales)
? YoY Price Decline: ~54%
? Price increase from bottom:

~37%

? End Usage: Packaging Mat.
? Major Users (% of Sales):
? Britannia (~6%)
? Dabur (~16%)
? Colgate (~8%)
? GSK Consumer (~10% )
? Godrej Consumer (~10%)
? HUL (~9%)
? Marico (~8%)

? YoY Price Decline: ~38%
? Price increase from bottom:

~48%

? Crude down ~75% from the
peak, still declining

? Palm oil up ~37% from the
bottom

? HDPE up ~48% from the
bottom

? LAB flat during January to
March 2009

? Rupee declines ~33% from
its peak of 39.27 in January
2009

? Rupee declines ~9% since
de-coupling of crude based
rawmaterials v/s crude oil
prices



FMCG

12 March 2009  3

LAB PRICES (RS/KG) - STABILIZE POST 38% DECLINE FROM PEAK

Source: Company/Bloomberg/MOSL

AGRI BASED COMMODITIES REMAIN A MIXED BAG
SUGAR PRICES (RS/QTL) - LOWER PRODUCTION RESULTS IN 32% INCREASE IN PRICES
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COPRA PRICES (RS/QTL) - 24% DECLINE FROM PEAK, PRICES TO DECLINE FURTHER IN MARCH-09

SAFFLOWER OIL PRICES (INR/MT)

Source: Company/Bloomberg/MOSL

? Major End Usage: Biscuits,
Processed Foods

? Major Users:
? Britannia (~8% of Total

Sales)
? YoY Price Increase: ~32%

? Major End Usage: Pure
Coconut Oil, Hair Oil

? Major Users:
? Marico

? YoY Price Decline: ~11%
? Decline from Peak: ~24%

? End Usage: Detergents
? Major Users:
? HUL

? YoY Price Decline: ~5%
? Decline from Peak: ~38%

? Major End Usage: Edible Oil
? Major Users:
? Marico

? YoY Price Decline: ~23%
? Decline from Peak: ~30%
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information
contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter
pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of
this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement

The MOSt group and its Directors own shares in the following companies covered in this report: Marico

MOSt has no broking relationships with the companies covered in this report.

MOSt is engaged in providing investment-banking services in the following companies covered in this report: Nil

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail: Manish Shah

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021


