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ITC forays into fairness cream segment

After achieving a significant presence in the personal wash category, ITC has forayed
into the skincare category with the launch of Vivel Active fair cream. The product
is currently marketed in Kerala and would be extended to the other domestic
markets over time. The product is available in three different packs: a 50g tube
for Rs70, a 25g tube for Rs38 and 9g sachets for Rs5 only.

The fairness cream market in India is worth Rs1,700 crore and is growing at the
rate of 13-15% per annum. The product will be directly competing with Hindustan
Unilever Ltd (HUL)’s Fair & Lovely fairness cream (in terms of the pricing and the
pack size), which holds close to 30% market share in the fairness cream market in
India. The other key brands available in the markets are Fairever (Cavincare),
Fem Fairness cream (Dabur India), L’Oreal (L’Oreal India) and Fair & Handsome
(for men; Emami). With ITC’s entrance in the category, we expect the competition
to heat up in the domestic market.

Personal care segment—marching ahead

ITC’s personal care segment (that has a small base) delivered a strong sales growth
of around 70% year on year (yoy) in FY2010 with increasing market share in the
soap and shampoo categories. The soap and shampoo categories achieved market
shares of 5% and 4% respectively (in a short span of time; launched in 2007). This
was mainly on account of the higher investments made by the company in the
brands. We are of the opinion that ITC has scope to further increase the scale of
operations of the personal care segment by launching new products and entering
into new categories. Also, the company has adequate resources and high cash on
books (generated through the cash cow, the cigarette business) to support its new
launches with higher advertisement spends and promotional activities.

We believe ITC’s foray into the fairness cream category is the next step towards
scaling up its personal care business. Further, the addition of new products/variants,
and the increased distribution and higher brand investments towards the existing
products/new launches would help the company clock a hefty growth of above
40% in the personal care segment in the coming years.

Valuation table

E 3 & & 5| Particulars FY2009 FY2010E FY2011E FY2012E
Net profit (Rs crore) 3,263.6 4,060.9 4,800.9 5,510.0
o EPS (Rs) 8.6 10.6 12.6 14.4
% yoy chg 4.4 23.0 18.2 14.8
PER (x) 34.0 27.7 23.4 20.4
(%) Im  3m 6m 12m | 5,0 value (Rs) 36.4 36.7 43.4 52.0
P/BV (x) 8.1 8.0 6.8 5.7
Absolute 14.4 15.8 22.2 599 | by /EpiDTA (x) 21.4 17.2 14.5 12.4
Relative 8.8 14.2 16.2 29.7 | EV/Sales (x) 6.9 5.9 5.1 4.4
to Sensex RoCE (%) 32.6 37.9 41.3 40.7
RONW (%) 25.3 29.3 31.4 30.2
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Reduction in losses in non-cigarette FMCG business
despite higher brand investments

Even though the company is expected to make higher
investments in the personal care brands, we expect the
profitability of the non-cigarette fast moving consumer
goods (FMCG) business to improve on the back of the
break-even of the foods segment and an increase in the
scale of operations of the other segments. Overall, we
expect the losses of the non-cigarette FMCG businesses
to further decline by 20-25% in FY2011 (the management
of the company has also indicated the same).

Bonus bonanza

After announcing a rich dividend of Rs10 per share for
the shareholders in FY2010, the company has announced
a bonus issue in the ratio of 1:1, ie one equity share for
every one share held by the shareholders, for the current
year.

Outlook and valuation

We maintain our preference for ITC over HUL on account
of the strong resilience of the former’s cigarette business,
the sustenance of the above 20% growth in its non-
cigarette FMCG business and the revival in its hotel
business which will lead to a strong bottom line growth
in the coming years. However, the key things to watch
out for in the coming quarters are the sales volume growth
in the cigarette business and the performance of the new
launches in the non-cigarette FMCG business.

At the current market price, the stock trades at 23.4x its
FY2011E earnings per share (EPS) of Rs12.6 and 20.4x its
FY2012E EPS of Rs14.4. We maintain our positive bias and
Buy recommendation on the stock with the price target
of Rs303.

The author doesn’t hold any investment in any of the companies mentioned in the article.
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