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Recommendation Result in-line with expectations

ITC’s performance for Q3FY12 was broadly in line with estimates. ITC scores
high on earning-resilience in these uncertain times -: 1) We feel that ITC can
Target Price 5 underperform in the near term due to most likely increase in the excise duty in
the next budget; 2) the Other FMCG business has started to narrow losses
which in our view will attain break even in 2HFY13E.
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Stock Details
&5 Net Sales for Q3FY12 went up by 14.2% to Rs. 6195.43 crores as compared

BSE Code 500875 to Rs. 5424.25 crores in Q3FY11 and was marginally up by 3.7% from Rs.
NSE Code ITC 5974.18 crores in Q2FY12. The company posted remarkable revenue
Bloomberg Code ITC IN primarily driven by a 24.4% growth in non-cigarette FMCG businesses, a

o L - 0 . .
Market Cap (Rs cr) 156975 16.6% growth in Cigarette business, 11.6% growth in Paperboard business.

Free Float (%) 100%  #5 EBITDA increased by 18% to Rs. 2381.1 crores in Q3FY12 compared to Rs.
2017.87 crores in Q3FY11 and was up by 7.3% from Rs. 2218.99 crores in
Q2FY12. This was led by cigarette gross revenue growth of 11% YoY driven
by a combination of ~4.5% volume growth and 5-6% price hike. The
Face Value (Rs) 1.00 cigarette volume disappoints though it reported a strong EBIT growth of
Shares o/s (Crs) 779.62 20% YoY. Operating margins for the cigarette business increased by 240bps
Relative Performance 1Mth  3Mth 1Yr to 31.7%, driven largely by price increases. Non-tobacco FMCG revenues
grew by 25% YoY even as segment losses reduced by 37.5%. Hotels business
margins improved 350 bps YoY.

52- wk HI/Lo (Rs) 216/150
Avg. volume BSE (Quarterly) 82,919

ITC 58%  0.8% 19.0%

Sensex 82% -2.6% -12.3%
oo &5 The Company reported an EBITDA margin of 38.4% in Q3FY12, as compared

- W to 37.2% in Q3FY11 and 37.1% in Q2FY12.

&5 Net Profit for Q3FY12 went up by 22.5% to Rs. 1700.99 crores as compared
100 1 to Rs. 1389.08 crores in Q3FY11 and increased by 12.3% from Rs. 1514.31
50 - crores in Q2FY12. ITC reported a PAT margin of 27.9% in Q3FY12, as
o compared to 25.5% in Q3FY11 and 25.3% in Q2FY12. The jump in PAT was
T 7 - attributed to the significant jump in other income by 48% YoY and 57.7%

Shareholding Pattern o E— QoQ. PBIT have grown by 18% YoY.

Foreign Promoters Holding 31.27% Valuation & Recommendation

Institutional (Incl. FIl) 51.69% At the CMP of Rs. 201 per share, the stock is currently trading at a PE of 27.3x
Corporate Bodies 65.97% FY12E & 22.8x FY13E. We are of the view that the chances of rise in excise duty
Public & others 11.07% in the next budget is very high as the government has not increased any excise
duty in the last budget and the occurrence of the increase in excise duty in the
coming budget is likely. We believe ITC has enough pricing power to pass on
Ti;iazr;hsggzlzgtza) excise duty hikes that are in the normal course of business without impacting its
) . earnings. We recommend to Hold the stock. Our target price is based on SOTP
(ruchita.maheshwari@nirmalbang.com) of Rs. 224 per share (FY13E), an upside of 11.3%.

Year Net Sales Growth Margm PAT (Rs Margm P/BV
EBIDTA P/E (x
- (Rs cr) - e 0 ]

FY10A  19135.9 15 6% 6943.0 36 3% 4168.2 21 8% 18.4 29.3%
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Ruchita Maheshwari

FY 11A  22273.7 16.4% 8184.2 36.7% 5017.9 22.5% 6.5 31.0 9.5 32.5%
FY12E  25164.2 13.0% 9216.2 36.6% 5757.7 22.9% 7.4 27.3 8.6 33.2%
FY13E  28750.4 14.3% 10926.1 38.0% 6879.4 23.9% 8.8 22.8 7.7 35.8%

*Adjusted to Bonus Issue
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Annexure:
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Source: Company & Nirmal Bang Research
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Source: Company & Nirmal Bang Research

SOTP Valuation: FY13E

16 8984 143737 186
2 5604 11207 14
15 527 7906 10
8 665 5318 7
4 1244 4977 6
Rs. per Share 224

Q3FY1l2 Result Update — 20 January 2012

Source: Nirmal Bang Research
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Q3FY12 Result Analysis

: Particulars Q3FY12 Q3FY11 YoY% Q2FY12 QoQ%
Net Sales 6,195.43  5,424.25 14.2% 5974.18 3.7%

o Other Operating Income 52.41 48.58 7.9% 111.04 -52.8%

N Total Income 6247.84  5472.83 14.2% 6085.22 2.7%

> Increase / Decrease in Stock -73.33 -58.72 24.9% -39.84 84.1%

'S Consumption of raw material 1,927.71 1,766.57 9.1% 1856.04 3.9%

m Purchase of traded goods 318.08 305.58 4.1% 502.94 -36.8%
Employees Cost 298.10 277.34 7.5% 265.04 12.5%

: Other Expenditure 1,396.18 1,164.19 19.9% 1282.05 8.9%

: Total Expenditure 3866.74  3454.96 11.9% 3866.23 0.0%

m PBIDT 2381.1 2017.87 18.0% 2218.99 7.3%

b | Interest 15.67 11.08 41.4% 14.18 10.5%

o Other Income 285.12 192.58 48.1% 180.8 57.7%
PBDT 2650.55  2199.37 20.5% 2385.61 11.1%

N Depreciation 173.89 168.1 3.4% 170.13 2.2%

I Tax 775.68 642.19 20.8% 701.17 10.6%
Reported Profit After Tax 1700.98 1389.08 22.5% 1514.31 12.3%

)

o EPS (Unit Curr.) 2.19 1.80 1.96

© Equity 775.68  770.59 773.81

go) Face Value 1 1 1

Q. PBIDTM(%) 38.4% 37.2% 37.1%

D PBDTM(%) 42.8% 40.5% 39.9%

e PATM(%) 0.0% 25.6% 25.3%
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Segment Analysis

Particulars Q3FY12 Q3FY11 YoY% Q2FY12 QoQ%

N FMCG - Cigarettes 3232.83 2772.6 16.6% 2968.14 8.9%

- FMCG - Others 1370.72  1102.13 24.4% 1340.66 2.2%

o Hotels 278.72 281.63 -1.0% 211.14 32.0%

N Agri Business 1139.41 1066.74 6.8% 1434.54 -20.6%
Paperboards, Paper & Packaging 979.42 877.33 11.6% 1005.42 -2.6%

> Others 0 0 0

= Total 7001.1 6100.43 14.8% 6959.9 0.6%

®

: Profit / Loss before Interest & Tax

: FMCG - Cigarettes 1844.2 1532.95 20.3% 1728.9 6.7%

(T FMCG - Others -46.03 -73.6 -37.5% -55.9 -17.7%

- Hotels 101.74 88.6 14.8% 43.44 134.2%
Agri Business 141.67 141.08 0.4% 238.78 -40.7%

o Paperboards, Paper & Packaging 224.32 191.42 17.2% 289.7 -22.6%

N Others 0 0 0

I Total 2265.9 1880.45 20.5% 2244.92 0.9%

m Less:

) Interest (Net) 15.67 22.96 14.18

m Other un-allocable income net of un-

-U allocable exp. -226.43 -173.78 15.26

Q- Profit before Tax 2476.66  2031.27 2215.48

D Less: Tax Expense 775.68 642.19 701.17

S

L]

: Profit After Tax 1700.98 1389.08 22.5% 1514.31 12.3%

n

&J EBIT Margin
FMCG - Cigarettes 57.0% 55.3% 58.2%

N FMCG - Others -3.4% -6.7% -4.2%

| Hotels 36.5% 31.5% 20.6%

>_ Agri Business 12.4% 13.2% 16.6%

L Paperboards, Paper & Packaging 22.9% 21.8% 28.8%

M
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Financials

Profitability (Rs. In Cr) FY10 FY11 FY12E  FY13E Financial Health  (Rs. In Cr) FY10 FY11  FY12E FY13E
Y/E - March Share Capital 3818 773.8 779.6 7796
Revenues - Net 19135.9 22273.7 25164.2 28750.4 Peference Share Capital 0.0 0.0 0.0 0.0

% change 15.6% 16.4%  13.0%  14.3% Reserves & Surplus 14076.5 15688.2 174155 19481.6
EBITDA 6324.1 7407.7 8437.4 10147.2 Net Worth 14458.3 16462.1 18195.2 20261.3
Interest 53.4 50.2 61.5 66.3 Minority Interest 1264  140.8 1408 1408
Other Income 618.89 77651 77885  778.85 Total Loans 110.8 124.6 134.6 144.6
EBDT 6889.6 81340 9154.7 10859.8 Net Deferred Tax Assets 7806 7981 7981  798.1
Depreciation 643.9 699.1 674.7 742.2 Total Liabilities 15476.0 17525.5 19268.6 21344.7
Extraordinary/Exceptional 0.0 0.0 0.0 0.0 Net Fixed Assets 8774.0 9143.8 10469.1 10726.9
PBT 6245.7 74349  8480.0 10117.6 Investments 5000.5 4867.8 4867.8 4867.8
Tax 20349 23655 26712  3187.0 cwip 1023.6 13680 11769 1176.9
PAT 4210.8 5069.4 5808.8  6930.5 Other Assets 3057 3665 4128 4749
Share of Profit & loss 6.2 9.6 10.0 10.0 Inventories 5092.0 5733.1 67929 7761.0
Minority Interest in Income 43.8 61.1 61.1 61.1 Sundry Debtors 1010.0 1101.7 12409 14479
Adj PAT 4168.2 50179 5757.7 6879.4 Cash & Bank 1348.6 24269 24325 34518
Shares o/s ( No. in Cr.)* 381.8 773.8 779.6 779.6 Loans & Advances 12453 13344 1503.0 17375
EPS 5.4* 6.1 74 8.8 CAL&A 8695.9 10596.1 11969.2 14398.2
Adj EPS* 5.4* 6.1 74 8.8 CL&P 83239 8816.8 9627.3 10300.1
Cash EPS 12.7 7.5 8.3 9.8 Working Capital 3720 1779.3 2342.0 4098.1
DPS (Rs.) 10.0 4.5 5.2 6.2 Misc Exp 0.2 0.1 0.0 0.0
Total Assets 15476.0 175255 19268.6 21344.7
Net Revenue including Ol 5960.0 5860.2 6085.2 6247.8 Cash Flow (Rs. In Cr) FY10 FY11  FY12E FY13E
EBITDA 19127 19761 22190 2381.1 Operating

Interest 14.0 16.5 14.2 15.7 Profit Before Tax 6245.7 74349 8480.0 10117.6
EBDT 1898.7 1959.6 2204.8  2365.4 Direct Taxes paid 20349 -2365.5 -2671.2 -3187.0
Dep 164.2 166.5 170.1 1739 Depreciation 6439 699.1 6747 7422
Other Inc. 102.2 143.8 180.8 285.1 Change in WC 2926.2 -389.8 -603.4 -799.0
Extraordinary 0.0 0.0 0.0 0.0 Interest Expenses 534 50.2 61.5 66.3
PBT 1836.7 1937.0 22155 2476.7 Other Operating Activities -698.9 -759.0 -7789 -778.9
Tax 555.3 604.3 701.2 775.7 CF from Operation 7135.3 4670.0 5162.8 6161.2
PAT from ordinary activities 12814 13327 15143 1701.0 Investment

Minority Interest 0.0 0.0 0.0 0.0 Capex -1442.1 -1000.7 -2000.0 -1000.0
PAT 12814 13327 15143 17010 Other Investment -2493.4 1326 0.0 0.0
EPS (Rs.) 1.7 1.7 2.0 2.2 Interest Received 6189 7765 7789 7789
Adjusted EPS (Rs.) 1.7 1.7 2.0 22 Total Investment -3316.7 916 -12211 -221.1
Free Cash Flow 38186 45784 39417 59400
EBITDA margin (%) 33.0% 333%  335%  353% Financing

Adj.PAT margin (%) 21.8%  225%  229%  23.9% Equity raised/(repaid) 4.4 392.0 5.8 0.0
Adj.PAT Growth (%) 254%  204%  147%  19.5% Inc/Dec in Reserves 1546  -3431 1401  -488
Price Earnings (x) 18.4 31.0 27.3 22.8 Proceeds from Issue of Shares 0.0 0.0 0.0 0.0
Book Value (Rs.) 379 213 233 26.0 Debt raised/(repaid) -75.9 13.8 10.0 10.0
ROCE (%) 43.8%  48.0%  48.9%  52.6% Dividend (incl. tax) paid -3818.2 -3512.6 -4030.4 -4815.6
RONW (%) 293%  325%  332%  35.8% Deferred Revenue Exp. 0.0 0.0 0.0 0.0
Debt Equity Ratio 0.0 0.0 0.0 0.0 Interest Expenses -53.4 -50.2 -61.5 -66.3
Price / Book Value (x) 5.3 9.5 8.6 7.7 Cash Flow from Financing Activities -3788.5 -3500.1 -3936.1 -4920.7
EV / Sales 2.5 4.5 4.0 35 Net Cash Flow 301 10783 5.6 10193
EV/EBIDTA 10.2 18.2 16.3 13.5 Beginning Cash Flow 13185 13486 24269 24325

Cash as reported in Balance Sheet 1348.6 24269 24325 3451.8

*Adjusted to Bonus Issue
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Disclaimer:

This Document has been prepared by Nirmal Bang Research (A Division of Nirmal Bang Securities PVT LTD). The information, analysis and
estimates contained herein are based on Nirmal Bang Research assessment and have been obtained from sources believed to be reliable. This
document is meant for the use of the intended recipient only. This document, at best, represents Nirmal Bang Research opinion and is meant for
general information only. Nirmal Bang Research, its directors, officers or employees shall not in anyway be responsible for the contents stated
herein. Nirmal Bang Research expressly disclaims any and all liabilities that may arise from information, errors or omissions in this connection. This
document is not to be considered as an offer to sell or a solicitation to buy any securities. Nirmal Bang Research, its affiliates and their employees
may from time to time hold positions in securities referred to herein. Nirmal Bang Research or its affiliates may from time to time solicit from or
perform investment banking or other services for any company mentioned in this document.

Nirmal Bang Research (Division of Nirmal Bang Securities PVT LTD)

B-2, 301/302, Marathon Innova,
Nr. Peninsula Corporate Park
Lower Parel(W), Mumbai-400013
Board No. : 91 22 3926 8000/8001

Fax.:022 3926 8010
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