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Key financial forecast

Mar-23F Mar-24F Mar-25F

Net Profit (Rsm) 101,141 114,878 129,591

Core EPS (Rs) 43.04 48.88 55.15
Core EPS Growth  14.8% 13.6% 12.8%
FD Core P/E 56.75 49.96  44.29
Recurring ROE 20.7% 23.5% 26.5%
P/BV (x) 11.76  11.74 11.72
DPS (Rs) 36.56 4153 46.85
Dividend Yield 1.75% 1.99% 2.24%
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Hindustan Unilever Ltd
4QFY23F preview: No demand cheer

= Volume growth continues to remain subdued while pricing growth tapers off
(base effect and price cuts in skin-cleansing products). We estimate
volume/value growth at 5%/11%, respectively, in 4QFY23F.

m We estimate 45bp/25bp yoy gross/EBITDA margin contraction to
49.1%/23.9%, respectively. We estimate ad spending at 9.3% of sales (vs.
7.1%I7.9% in 2Q/3Q), up 7.6% yoy, and royalty to increase by 30bp yoy.

s We estimate sales/EBITDA/APAT growth at 11%/9.7%/10.8%
respectively.

yoy,

Volume growth not enough to offset tapering price growth

e Despite the worst of inflation now behind (no sequential inflation), overall FMCG demand
is still reeling under pressure as consumer prices have remained largely similar. The
volume decline in Jan 2023 is at par with Nov-Dec 2022 levels. Our volume growth
assumption of 5% translates to a 2.5% two-year CAGR.

e Pricing growth to taper off due to 1) price cuts in the skin-cleansing portfolio (lower palm
oil prices), and 2) pricing now reflecting in the base quarter. Incremental price hikes
(higher milk and cereal prices) are taken only in the health food drinks (HFD) portfolio.
We expect the combination of these factors to lead to a pricing growth of 6% in 4QFY23F
vs. 12%/11% in 2Q/3Q, respectively. As a result, overall sales growth on a two-year
CAGR basis is expected to decelerate to 10.9% in 4QFY23F vs. 13.5%/13.3% in 2Q/3Q,
respectively.

Home care segment may continue to lead sales growth

e Market share gains in the home care segment continue while the growth rate is expected
to taper off (from 30-34% during 1Q-3QFY23) as pricing actions get reflected in the base
while the growth will be largely volume-driven.

e The beauty and personal care category’s growth will be impacted by 1) slowdown in
discretionary spending, and 2) volume not equally compensating for price cuts in soaps.

¢ In the food & beverage segment, HFD is expected to withess some pressure owing to
price inflation. The ice-cream business, which performed well over the last few quarters,
is expected to perform well due to early onset of the summer season. Trends in the tea
business remain similar to 3Q, with volume growth negated by pricing.

Margins to recover sequentially while being lower on yoy basis

o With net material inflation (NMI) coming down, the gross margin contraction (on a yoy
basis) is expected to narrow as the price vs. cost gap gets smaller. We estimate gross
margin to contract by 45bp yoy (up 160bp goq) to 49.1%.

e With a recovery in gross margin, ad spending is likely to inch up in 4QFY23F. We expect
ad spending at 9.3% of sales (vs. 7.1%/7.9% in 2Q/3Q, respectively), up 7.6% yoy.

o Royalty in 4QFY23F is likely to be higher by 30bp yoy (45bp increase from Feb 2023).

e We estimate EBITDA growth at 9.7% yoy with margin contraction of 25bp yoy to 23.9%
(up 60bp goq). We estimate APAT growth at 10.8% yoy.

Figure 1: Tapering pricing growth is expected to drag overall sales growth
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4QFY23F preview: No demand cheer

Figure 2: Sales growth to decelerate on a yoy basis
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Figure 3: Margins likely to recover sequentially
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Figure 4: Advertisement spending is expected to inch up with arecovery in gross margin
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Profit & Loss

Balance Sheet

(Rs mn) Mar-22A Mar-23F Mar-24F Mar-25F (Rs mn) Mar-22A  Mar-23F  Mar-24F  Mar-25F
Total Net Revenues 511,930 588,955 656,232 733,477 Total Cash And Equivalents 71,280 57,429 71,065 87,351
Gross Profit 260,690 279,006 326,626 369,474 Total Debtors 19,320 20,273 22,603 25,279
Operating EBITDA 125,030 137,434 159,490 179,347 Inventories 38,900 41,185 45,919 51,357
Depreciation And Amortisation (10,250) (10,400) (11,000) (11,750) Total Other Current Assets 42,400 42,851 43,563 44,382
Operating EBIT 114,780 127,034 148,490 167,597 Total Current Assets 171,900 161,738 183,149 208,369
Financial Income/(Expense) 1,090 4,000 4,500 5,050 Fixed Assets 346,190 337,790 329,040 319,790
Pretax Income/(Loss) from Total Investments 6,120 6,120 6,120 6,120
Assoc. Intangible Assets 173,160 173,160 173,160 173,160
Non-Operating 1,860 2,046 2,251 2,476 Total Other Non-Current Assets (61,410) (61,410) (61,410) (61,410)
Income/(Expense) Total Non-current Assets 464,060 455,660 446,910 437,660
Profit I?efore Tax (pre-El) 117,730 133,080 155,240 175,123 Short-term Debt 2,850 2,850 2,850 2,850
Exceptional I.tems (340) Current Portion of Long-Term Debt
Pre-tax Profit 117,390 133,080 155240 175123 | 345 Creditors 119,780 104,468 114,931 128,209
Taxation (29,210) (31,939) (40,362) (45,532) Other Current Liabilities
Exceptional Income - post-tax Total Current Liabilities 122,630 107,318 117,781 131,059
P(oflt. After Tax 88,180 101,141 114,878 129,591 Total Long-term Debt 6,860 6,860 6,860 6,860
Minority Intgrgsts Hybrid Debt - Debt Component
Preferrled Dividends Total Other Non-Current Liabilities
FX Gain/(Loss) - post tax Total Non-current Liabilities 6,860 6,860 6,860 6,860
Other Adjustments - post-tax (340) Total Provisions 18,870 15007 16,510 18,417
Net Profit _ 87,840 101,141 114,878 129591 | N 3qin/ | jabilities 148,360 129,185 141,151 156,336
Recurring Net Profit 88,095 101,141 114,878 129,591 | | gporenoiders Equity 487,610 488222 488918 489,703
Fully Diluted Recurring Net 88,095 101,141 114,878 129,591 Minority Interests
Profit Total Equity 487,610 488,222 488918 489,703
Cash Flow Key Ratios
(Rs mn) Mar-22A Mar-23F Mar-24F  Mar-25F Mar-22A  Mar-23F  Mar-24F  Mar-25F
EBITDA 125,030 137,434 159,490 179,347 Revenue Growth 11.1% 15.2% 11.5% 11.8%
Cash Flow from Invt. & Assoc. Operating EBITDA Growth 10.4% 9.9% 16.0% 12.5%
Change In Working Capital (8,000) (22,863) 4,190 6,251 Operating EBITDA Margin 24.8% 23.7% 24.7% 24.8%
(Incr)/Decr in Total Provisions Net Cash Per Share (Rs) 26.20 20.31 26.11 33.04
Other Non-Cash (340) BVPS (Rs) 207.49 207.75 208.05 208.38
(Income)/Expense Gross Interest Cover 117.12 127.03 148.49 167.60
Other Operating Cashflow 3,930 7,046 7,751 8,526 Effective Tax Rate 24.9% 24.0% 26.0% 26.0%
Net Interest (Paid)/Received (980) (1,000) (1,000) (1,000) Net Dividend Payout Ratio 85.3% 99.4% 99.4% 99.4%
Tax Paid (29,210)  (31,939)  (40,362)  (45,532) | [ Accounts Receivables Days 12.76 12.27 11.92 11.91
Cashflow From Operations 90,430 88,678 130,068 147,592 Inventory Days 52.83 47.15 48.23 48.77
Capex (13,100) (2,000) (2,250) (2,500) | 1 Accounts Payables Days 172.08 132.04 121.48 121.90
Disposals Of FAs/subsidiaries ROIC (%) 26.2% 28.3% 33.9% 39.5%
Acq. Of Subsidiaries/investments (11,270) ROCE (%) 23.8% 26.5% 30.9% 34.8%
Other Investing Cashflow Return On Average Assets 13.9% 15.5% 17.7% 19.5%
Cash Flow From Investing (24,370) (2,000) (2,250) (2,500)
Debt Raised/(repaid)
Proceeds From Issue Of Shares
Shares Repurchased
Dividends Paid (75,190) (100,529) (114,182) (128,806)
Preferred Dividends
Other Financing Cashflow 1,830
Cash Flow From Financing (73,360) (100,529) (114,182) (128,806)
Total Cash Generated (7,300) (13,851) 13,636 16,286
Free Cashflow To Equity 66,060 86,678 127,818 145,092
Free Cashflow To Firm 67,040 87,678 128,818 146,092
Key Drivers
12-mth Fwd Rolling FD Core P/E Mar-22A  Mar-23F  Mar-24F  Mar-25F
Sale growth 11.3% 15.0% 11.4% 11.8%
(x) EBIDTA margins 24.4% 23.3% 24.3% 24.5%
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Services Private Ltd.(formerly known as Earnest Innovation Partners Private Limited) (hereinafter referred to as “IRSPL”). IRSPL is registered with
SEBI as a Research Analyst vide Registration No. INHO00011024. Pursuant to a trademark agreement, IRSPL has adopted “Incred Equities” as its
trademark for use in this report.

The term “IRSPL” shall, unless the context otherwise requires, mean IRSPL and its affiliates, subsidiaries and related companies. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication,
availability or use would be contrary to law, regulation or which would subject IRSPL and its affiliates/group companies to registration or licensing
requirements within such jurisdictions.

This report is being supplied to you strictly on the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated,
stored or reproduced in any form by any means; or (i) redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any
purpose without the prior written consent of IRSPL.

The information contained in this report is prepared from data believed to be correct and reliable at the time of issue of this report.

IRSPL is not required to issue regular reports on the subject matter of this report at any frequency and it may cease to do so or change the periodicity
of reports at any time. IRSPL is not under any obligation to update this report in the event of a material change to the information contained in this
report. IRSPL has not any and will not accept any, obligation to (i) check or ensure that the contents of this report remain current, reliable or relevant;
(i) ensure that the content of this report constitutes all the information a prospective investor may require; (iii) ensure the adequacy, accuracy,
completeness, reliability or fairness of any views, opinions and information, and accordingly, IRSPL and its affiliates/group companies (and their
respective directors, associates, connected persons and/or employees) shall not be liable in any manner whatsoever for any consequences (including
but not limited to any direct, indirect or consequential losses, loss of profits and damages) of any reliance thereon or usage thereof.

Unless otherwise specified, this report is based upon reasonable sources. Such sources will, unless otherwise specified, for market data, be market
data and prices available from the main stock exchange or market where the relevant security is listed, or, where appropriate, any other market.
Information on the accounts and business of company(ies) will generally be based on published statements of the company(ies), information
disseminated by regulatory information services, other publicly available information and information resulting from our research. Whilst every effort is
made to ensure that statements of facts made in this report are accurate, all estimates, projections, forecasts, expressions of opinion and other
subjective judgments contained in this report are based on assumptions considered to be reasonable as of the date of the document in which they are
contained and must not be construed as a representation that the matters referred to therein will occur. Past performance is not a reliable indicator of
future performance. The value of investments may go down as well as up and those investing may, depending on the investments in question, lose
more than the initial investment. No report shall constitute an offer or an invitation by or on behalf of IRSPL and its affiliates/group companies to any
person to buy or sell any investments.

The opinions expressed are based on information which are believed to be accurate and complete and obtained through reliable public or other non-
confidential sources at the time made. (Information barriers and other arrangements may be established where necessary to prevent conflicts of
interests arising. However, the analyst(s) may receive compensation that is based on his/their coverage of company(ies) in the performance of his/their
duties or the performance of his/their recommendations. In reviewing this report, an investor should be aware that any or all of the foregoing, among
other things, may give rise to real or potential conflicts of interest. Additional information is, subject to the duties of confidentiality, available on request.
The report is not a “prospectus” as defined under Indian Law, including the Companies Act, 2013, and is not, and shall not be, approved by, or filed or
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