INSTITUTIONAL EQUITY RESEARCH

Hindustan Unilever Ltd ok

Getting future ready, but short term pressures persist

INDIA | FMCG | Analyst Meet Update

We attended the analyst meet of HUL where the company talked about the long term
growth opportunities in each of its four categories and how the company plans to tap them.

The key highlights of the meet are:

Demand environment subdued; management satisfied with prompt action after
commodity prices fell: Demand environment continues to be subdued and the current rural
FMCG growth rate is at its lowest in a decade. FY16 was marked by a sharp fall in commodity
prices; however, unlike 2009, when HUL absorbed input cost benefits and lost market share,
this time it was prompt in passing on input-cost benefits to consumers through price action
and thus maintained market share.

Innovations, market development, big data analytics, digital media to be key thrust areas:
Innovations will be the major thrust area and the company has a huge pipeline across
categories for the next 6-18 months. In the fast-growing ‘naturals’ category, HUL will not
only focus on extending its existing portfolio, but also focus on new brands like Ayush, St.
Ives, and its recently acquired ayurvedic hair-oil brand Indulekha. After considerable
expansion of direct coverage in the last four years, it will consolidate its current network and
focus on improving throughput from stores. Also, HUL will use its significant data to gain
more insights into consumer behavior through big-data analytics. It plans to undertake
innovative marketing campaigns in various channels and plans to use non-TV channels such
as ecommerce and digital media more, in line with evolving trends. It has developed a
strategy to use the internet through a focus on searches, online trends, and e-commerce. It
plans to use ‘mobiles as media’ though videos and campaigns like ‘Kan Khajura’ station.

Foods — drive penetration and unlock relevance: HUL plans to boost growth in the Foods
category by: (1) making its products more relevant through increased communication and
partnering with popular brands like Pizza Hut and (2) driving penetration through better
accessibility (smaller SKUs and increased reach), sampling, and new offerings.

Refreshments — brand and market development: HUL sees tremendous potential in
refreshments in India because of low per-capita consumption in ice creams vs. that in other
countries, low share of branded players in tea/coffee, and premiumisation opportunity in
tea/coffee/ice creams. It plans to tap this growth potential by creating more appealing
brands, using newer technology such as fresh tea vending machines, proprietary coffee and
ice cream technology, differentiated focus across different markets, and network expansion.

Personal Care — make core aspirational and lead market premiumisation: HUL will make
personal care core brands more aspirational through innovations in BB cream, ayurvedic
care and powder cream and improve engagement platforms. It will lead market
premiumisation through pioneering new trends in Lakme and expanding market by building
new benefits in existing brands like Axe, Tresseme and Dove.

Home Care — premiumisation, focus on ‘categories of future’, and margin improvement:
HUL plans to premiumise Home Care through higher focus on communication and
accessibility of Surf Excel, and disproportionate investment behind the right brands in right
geographies. It plans to develop categories of the ‘future’ like ‘matic’ powders, fabric
conditioners, liquid detergents, and dish-wash liquids — through right communication and
market development. It plans to improve margins in current VUCA environment through
improving mix, reducing stock covers, and reducing lead-time.

Outlook: We believe that the company has a clearly defined strategy in the long term, but
faces growth pressures in the short term due to sluggish market conditions. In the medium
term, it has no major growth triggers. While the inorganic route can be a key growth driver,
the company’s dividend policy and limited cash balance lead us to believe that an aggressive
expansion policy is unlikely. We maintain Sell with a target price of Rs 830.
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Rs mn FY16 FY17E FY18E
Net Sales 314,253 339,681 374,689
EBIDTA 62,306 70,219 77,435
Net Profit 41,226 45,179 50,113
EPS, Rs 19.0 20.8 23.1
PER, x 47.9 43.7 39.4
EV/EBIDTA, x 31.3 27.7 25.1
P/BV, x 53.6 54.3 56.4
ROE, % 111.8 1241 143.2

Source: PhillipCapital India Research Est.
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PE table (based on consensus estimates)

PC FMCG Current PE premium to historical avg| Premium to sector multiple ex-ITC
Universe Current PE 3yravg S5yravg 10yravg 3yravg 5yravg 10 yr avg Current 3yravg 5yravg 10yravg
Agro Tech 33.6 43.6 36.8 29.3 -23% -9% 15% -16% 18% 9% 2%
Bajaj Corp 22.1 21.2 18.5 17.8 4% 19% 24% -45% -43% -45% -38%
Britannia 34.2 29.2 25.7 25.1 17% 33% 36% -15% -21% -24% -12%
Colgate 37.3 38.1 36.2 29.0 -2% 3% 29% -7% 3% 7% 1%
Dabur 36.8 33.1 30.1 27.1 11% 22% 36% -8% -10% -11% -6%
Emami 39.1 34.0 29.2 235 15% 34% 66% -3% -8% -14% -18%
GCPL 38.5 32,6 30.3 23.5 18% 27% 64% -4% -12% -11% -18%
GSKConsumer 335 34.1 31.4 24.1 -2% 7% 39% -17% -8% -8% -16%
HUL 41.7 39.0 34.9 30.2 7% 19% 38% 4% 5% 3% 5%
Marico 40.3 313 30.5 26.4 29% 32% 53% 0% -15% -10% -8%
Nestle 46.8 47.9 45.0 36.1 -2% 4% 30% 16% 30% 32% 26%
Asian Paints 44.6 39.3 36.1 28.5 14% 24% 57% 11% 6% 6% -1%
ITC 25.7 27.3 26.6 23.7 -6% -3% 9%, -36% -26% -22% -17%
Total 34.0 32.8 30.7 26.5 4% 11% 28% -15% -11% -9% -8%
Total Ex-ITC 40.2 37.0 33.9 28.6 9% 18% 40%

Source: Bloomberg, PhillipCapital India Research Estimates; as on 15t July 2016
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Financials
Income Statement Cash Flow
Y/E Mar, Rs mn FY15 FY16 FY17E FY18E Y/E Mar, Rs mn FY15 FYl6 FY17E FY18E
Net sales 301,705 314,253 339,681 374,689 Pre-tax profit 55,240 59,108 66,766 73,694
Growth, % 10.1 42 8.1 10.3 Depreciation 2,867 3,208 3,463 3,739
Other income 12,535 10,625 11,365 12,048 Chg in working capital -1,653 2,157 -3,506 1,921
Total income 314,240 324,878 351,046 386,737 Total tax paid -15,920 -18,010 -15,621 -22,576
Raw material expenses -156,236 -153,130 -163,477 -179,665 Cash flow from operating activities 45,240 46,057 51,085 56,777
Employee expenses -15,789 -15,920 -16,805 -18,486 Capital expenditure -4,814 -6,849 -4,999 -5,498
Other Operating expenses -83,949 -93,522 -100,544 -111,151 Cash flow from investing activities -6,649 -3,731 -4,995 -5,498
EBITDA (Core) 58,266 62,306 70,219 77,435 Free cash flow 38,591 42,325 46,090 51,279
Growth, % 14.3 6.9 12.7 10.3 Dividend (incl. tax) -35,561 -40,309 -47,433 -49,337
Margin, % 19.3 19.8 20.7 20.7 Cash flow from financing activities -35,424 -40,112 -47,433 -49,337
Depreciation -2,867 -3,208 -3,463 -3,739 Net chg in cash 3,166 2,213 -1,343 1,942
EBIT 55,399 59,098 66,756 73,696
Growth, % 14.6 6.7 13.0 10.4
Margin, % 18.4 18.8 19.7 19.7 Valuation Ratios
Interest paid -168 2 2 2 FY15 FY16 FY17E FY1SE
Pre-tax profit 55,240 59,108 66,766 73,694
Tax provided 16,795 -17,882 -21,588  -23,582 Per Share data
Profit after tax 38,445 41,226 45,179 50,113 EPS (INR) 178 190 208 231
Net Profit 38,445 41,226 45,179 50,113 Growth, % 40 69 9.6 109
Growth, % 4.0 7.2 9.6 10.9 Book NAV/share (INR) 17.2 17.0 16.8 16.1
Net Profit (adjusted) 38,445 41,226 45179 50,113 FDEPS (INR) 178 190 208  23.1
Unadj. shares (m) 2,162 2,168 2,168 2,168 CEPS (|NR) 19.1 20.5 22.4 24.8
Wtd avg shares (m) 2,162 2,168 2,168 2,168 CFPS (INR) 187 214 236 26.2
DPS (INR) 15.0 16.0 18.0 20.0
Return ratios
Balance Sheet Return on assets (%) 290 297 313 331
Y/E Mar, Rs mn B oG B i | W FVA G Return on equity (%) 103.2 1118 1241 1432
Cash & bank 25376 27,588 26,954 28,8% Return on capital employed (%) 1101 1112 1245 143.2
Debtors 7,829 10,645 11,596 12,854 )
Inventory 26,027 25284 27,036 28,904 Turnover ratios
Loans & advances 12,407 12,546 14,673 16,111 Asset turnover (x)
Other current assets 593 625 406 406 Sales/Total assets (x) 2.3 2.3 2.4 2.5
Total current assets 72,232 76,688 80,666 87,171 Sales/Net FA (x) 106 101 10.1 10.6
Investments 32,779 29,666 29,666 29,666 Working capital/Sales (x) (0.2) (0.2) (0.2) (0.2)
Gross fixed assets 47,214 53,787 58,787 64,287 Working capital days (63.2) (64.7) (62.1) (61.2)
Less: Depreciation -22,638 -24,640 -28,104 -31,845 Liquidity ratios
Add: Capital WIP 4790 3,860 3,860 3,860 Current ratio (x) 07 07 07 07
Net fixed assets 29,365 33,007 34,543 36,302 Quick ratio (x) 05 05 05 0.5
Non-current assets 4 2 2 2
Interest cover (x)
Total assets 136,341 141,670 147,184 155,448 .
Current liabilities 75590 79,988 81,802 88,287 Dividend cover (x) 2 12 12
Provisions 23502 24810 29,694 32,864 Net debt/Equity (%)
Total current liabilities 99,093 104,797 111,496 121,150 Valuation
Total liabilities 99,093 104,797 110,788 120,442 PER (x) 512 479 437 394
Paid-up capital 2,164 2,164 2,164 2,164 Price/Book (x) 529 536 54.3 56.4
Reserves & surplus 35,084 34,709 34,232 32,842 Yield (%) 1.6 1.8 2.0
Shareholders’ equity 37,248 36,873 36,396 35,006 EV/Net sales (x) 6.4 6.2 5.7 5.2
Total equity & liabilities 136,341 141,670 147,184 155,448 EV/EBITDA (x) 334 313 277 251
EV/EBIT (x) 351 33.0 29.2 26.4

Source: Company, PhillipCapital India Research Estimates

Numbers in Indian GAAP format
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Stock Price, Price Target and Rating History
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Rating Methodology

We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one

year.

Rating

Criteria

Definition

BUY

>=+15%

Target price is equal to or more than 15% of current market price

NEUTRAL

-15% >to < +15%

Target price is less than +15% but more than -15%

SELL

<=-15%

Target price is less than or equal to -15%.
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Management
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Jignesh Shah (Head —Equity Derivatives) (9122)6667 9735
Research
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Dhawal Doshi (9122)6667 9769 Vibhor Singhal (9122)6667 9949 Surya Patra (9122)6667 9768
Nitesh Sharma, CFA (9122)6667 9965 Shyamal Dhruve (9122)6667 9992 Mehul Sheth (9122)6667 9996
Banking, NBFCs Infrastructure Strategy
Manish Agarwalla (9122)6667 9962  Vibhor Singhal (9122)6667 9949 Naveen Kulkarni, CFA, FRM  (9122)6667 9947
Pradeep Agrawal (9122)6667 9953 Deepak Agarwal (9122)6667 9944  Anindya Bhowmik (9122)6667 9764
Paresh Jain (9122)6667 9948 Logistics, Transportation & Midcap Telecom
Consumer & Retail Vikram Suryavanshi (9122)6667 9951 Naveen Kulkarni, CFA, FRM  (9122)6667 9947
Naveen Kulkarni, CFA, FRM  (9122)6667 9947 Media Manoj Behera (9122)6667 9973
Jubil Jain (9122)6667 9766 ManojBehera (9122)6667 9973 Technicals
Preeyam Tolia (9122)6667 9950 Metals Subodh Gupta, CMT (9122)6667 9762
Cement Dhawal Doshi (9122)6667 9769 Production Manager
Vaibhav Agarwal (9122)6667 9967 Yash Doshi (9122)6667 9987 Ganesh Deorukhkar (9122)6667 9966
Economics Midcap Editor
Anjali Verma (9122)6667 9969 Amol Rao (9122)6667 9952 Roshan Sony 9819972726
Engineering, Capital Goods Mid-Caps & Database Manager Sr. Manager — Equities Support
Jonas Bhutta (9122)6667 9759 Deepak Agarwal (9122)6667 9944 Rosie Ferns (9122)6667 9971
Vikram Rawat (9122)6667 9986 Oil & Gas

Sabri Hazarika (9122)6667 9756
Sales & Distribution Corporate Communications
Ashvin Patil (9122)66679991 SalesTrader Zarine Damania (9122)6667 9976
Shubhangi Agrawal (9122)6667 9964 Dilesh Doshi (9122)6667 9747 Bharati Ponda (9122)6667 9943
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Bhavin Shah (9122)6667 9974
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Disclosures and Disclaimers
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This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
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information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. or any of its group/associate/affiliate companies do not guarantee that such information is accurate
or complete and it should not be relied upon as such. Any opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) who prepared this research report hereby certifies that the views expressed in this research report accurately reflect the
research analyst’s personal views about all of the subject issuers and/or securities, that the analyst(s) have no known conflict of interest and no part of the
research analyst’s compensation was, is, or will be, directly or indirectly, related to the specific views or recommendations contained in this research report.

Additional Disclosures of Interest:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, or its associates or relatives of the Research Analyst does not have any financial interest in the company(ies) covered in
this report.

2. The Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively do not hold more than 1% of the securities of the
company (ies)covered in this report as of the end of the month immediately preceding the distribution of the research report.

3.  The Research Analyst, his/her associate, his/her relative, and PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its associates have not managed or co-managed in the previous twelve months, a private or public offering of securities for
the company (ies) covered in this report.

6.  PCIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party, in
connection with the research report.

7.  The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.

8.  The Research Analyst and PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
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1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
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3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the report.

Suitability and Risks: This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any securities referred to in this research report based upon the legal, tax and
accounting considerations applicable to such investor and its own investment objectives or strategy, its financial situation and its investing experience. The
value of any security may be positively or adversely affected by changes in foreign exchange or interest rates, as well as by other financial, economic, or
political factors. Past performance is not necessarily indicative of future performance or results.
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