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The Indian FMCG industry is expected to sustain double-digit sales growth in 
Q2FY07E – improvement in profitability would be driven by companies in the 
home and personal care segments. Moreover, most Indian FMCG companies are 
widening operations by increasing presence in other geographies. 

 All-round growth. We believe that the Indian FMCG industry is likely to sustain 
robust growth led by resurgence in rural demand and an increase in realisations
across most categories. We expect recent floods (spread across regions, but 
predominant in the West) to marginally impact the sector’s growth and all FMCG
companies to register double-digit sales growth. ACNielsen’s retail sales audit 
shows a 22% sales growth for July-August ’06 with all the top-12 categories 
growing in double-digits. Biscuits – the largest FMCG category – has grown 33% 
YoY due to a shift to the organised sector. Further, the industry is witnessing limited 
resistance from consumers and has exercised its pricing power, especially in the 
home and personal care segments. 

 Profitability of food processing business under pressure. A significant increase 
in input prices of tea, coffee, wheat, milk, vegetable fats etc coupled with higher 
freight costs is having an adverse impact on the profitability of the food processing 
companies. While companies such as Nestle and GSK Consumer (GSKCH), with
strong pricing power, have passed on cost increases to a large extent, the biscuit 
category has been reeling under profitability pressure. This is in sharp contrast to 
the home and personal care segments, in which margins have significantly 
expanded over the past two years. 

 Increase in acquisitions by Indian FMCG companies abroad has gathered 
momentum with key recent acquisitions being Eight O’Clock and Energy Brands
(Glaceau) in the US by Tata Tea Group, Rapidol in South Africa by GCPL and 
Fiancee in Egypt by Marico. The acquisitions are not only supporting growth, but 
also opening new avenues, thereby transforming these companies into 
multinationals. 

 Colgate and GCPL to register strong profit growth. With the industry benefitting
from strong consumer demand and increased fiscal benefits, we expect EBITDA 
margin to improve. Barring Britannia, all other companies in the i-SEC FMCG 
universe are likely to sustain robust profitability – Marico is expected to register the 
sharpest YoY OPM expansion. After a subdued performance in Q1FY07, Colgate
and GCPL are likely to register strong net profit growth during the quarter. A
sustained growth momentum, an uptrading in product portfolio, exercise of pricing 
power and heightened acquisition activity abroad by Indian players augur well for 
the sector’s valuations. Our preferred picks in the sector are ITC, GSKCH and 
Colgate. 
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Table 1: Quarterly summary 
 (Rs mn) 

Company Sales EBITDA PAT 
% Chg % Chg % Chg 

 JAS 06* (YoY) (QoQ) JAS 06* (YoY) (QoQ) JAS06* (YoY) (QoQ)
Asian Paints (Standalone)  7,320 21.5 21.3 1,237 23.0 31.7 803 27.6 38.4
Britannia 5,695 23.0 18.0 399 (38.2) 22.3 359 (18.2) 8.5
Colgate 3,226 16.0 4.2 516 19.6 28.8 458 48.4 27.1
GSKCH 2,894 11.9 7.7 551 2.5 1.4 376 24.3 18.7
Godrej (Standalone) 1,903 21.1 (0.7) 417 27.4 17.5 347 24.6 18.8
Kansai Nerolac 3136 19.0 17.2 533 19.2 28.2 361 18.2 33.3
HLL 30,519 10.4 (2.2) 4,792 22.2 6.3 4,126 22.6 8.8
ITC (Standalone)  26,911 23.3 (5.6) 9,933 21.2 2.3 6,890 20.4 5.6
Marico (Consolidated)  3,685 33.0 (1.1) 553 78.7 (1.7) 299 22.8 (1.3)
Nestle 7,097 13.6 4.2 1,384 8.2 8.2 868 11.7 17.5
P&G HH 1,267 (33.9) 12.2 342 1.7 34.5 258 0.1 26.5
Tata Tea (Consolidated) 9,798 25.8 22.6 2,156 33.4 36.7 1,205 16.8 47.2
Total 103,451 17.0 2.8 22,813 19.7 9.3 16,351 19.7 12.5

* July-September 2006 
Source: i-SEC Research  

 

Chart 1: Acceleration in sales growth 
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Source: AC Nielsen 
 

Chart 2: All top-10 categories registered double-digit growth in August ’06 
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Source: AC Nielsen 
Note: The size of the bubble refers to the size of the category for August ’06 
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Chart 3: Margin* expansion for most companies  
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* EBITDA margin  
Source: i-SEC Research  
 

Chart 4: FMCG sector has underperformed against BSE Sensex in recent past 
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Asian Paints (Buy) 
(QoQ chg: 17.9%; YTD chg: 16.8%) 

Quarterly estimates (Rsmn, year ending March 31) 
 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 7,320 6,025 21.5 21.3 6,034 5,106 18.2 
EBITDA 1,237 1,006 23.0 31.7 939 728 29.0 
PBT 1,207 956 26.3 37.1 880 672 30.9 
PAT 803 629 27.6 38.4 580 442 31.3 

Source: Company data, i-SEC Research 
Note: Performance on standalone basis 
 
• We expect exceptional sales growth in Q2FY07E as early occurrence of Diwali 

this quarter compared with the past two years will lead to an increase in sales in 
the festive season. Besides, APL is also hiking prices of water-based emulsion 
paints by around 1% from October ’06. A higher pick-up from the trade prior to 
price hikes would lead to further advancement of sales during the quarter. 

• APL has raised prices by around 3% in solvent-based paints from September ’06 
(announced in July ’06) to offset the increase in input costs. This combined with a 
shift in revenue mix in favour of emulsion paints is positive for profitability.  

• Creeping acquisition by the promoters reinforces their confidence on robust future 
outlook of the company. 

 
Britannia Industries (Hold) 
(QoQ chg: (8.1%); YTD chg: (16.8%)) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 5,695 4,630 23.0 18.0 4,828 3,856 25.2 
EBITDA 399 645 (38.2) 22 .3 326 572 (43.0) 
PBT 425 640 (33.6) 11.5 381 543 (29.8) 
PAT 359 439 (18.2) 8.5 331 364 (9.1) 

Source: Company data, i-SEC Research   
 
• ACNielsen retail sales audit data indicate a robust YoY growth of over 30% for the 

biscuits category over the past five months, making it one of the fastest-growing 
FMCG category. Though Britannia’s market share continues to decline, robust 
sales growth would be sustained on the back of accelerated growth of the 
category.  

• With higher input prices of wheat flour and vegetable fats, the inability to pass on 
the cost increase due to competitive pressures would lead to about 690bps YoY 
contraction in the EBITDA margin to 7%. 

• Any price hike effected by the industry has to be observed keenly as it would have 
a step increase in the profitability of the company. Further, expansion plans of the 
company as well as usage of surplus cash are factors to watch for. 
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Colgate-Palmolive (Buy) 
(QoQ chg: (9.5%); YTD chg: 36.8%) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 3,226 2,781 16.0 4.2 3,096 2,583 19.9 
EBITDA 516 432 19.6 28.8 401 382 4.9 
PBT 611 443 38.1 19.9 509 494 3.1 
PAT 458 309 48.4 27.1 361 355 1.6 

Source: Company data, i-SEC Research   
Note: Q1FY07 onwards, there is a change in the accounting practice relating to group company income. While 
there is no change in net profits, it will result in lower EBITDA and higher other income from Q1FY07.    
 

• Colgate’s sales are likely to grow 16% YoY led by strong volume growth on the 
back of rural demand. Further, the full impact of a 4% price hike in toothpaste 
(effective mid-May ’06) would be reflected in Q2FY07E. In order to create 
awareness about its products, Colgate is celebrating oral health month in 
September ’06 at nearly double the scale compared with the previous year. We 
believe this event will help strengthen consumer connect. 

• We believe that accounting in Q1FY07 was conservative and expect profitability to 
be significantly better in Q2FY07. Despite factoring in the change in accounting 
practice related to netting of reimbursement from group companies, we expect 
OPM to expand 46bps on a YoY basis. 

• If VRS plans at the Mumbai unit are successful, it would lead to both significant 
reduction in cost structure and optimisation of higher fiscal benefits by expanding 
at the Himachal Pradesh unit.  

• Colgate has underperformed over the last quarter after weaker-than-expected 
performance in Q1FY07. We expect the stock to bounce back post strong 
Q2FY07 performance.  

GlaxoSmithKline Consumer Healthcare (Buy) 
(QoQ chg: 10.7%; YTD chg: (1.8%)) 

Quarterly estimates 
(Rs mn, year ending December 31) 

 Q3CY06E Q3CY05 YoY (%) QoQ (%) # YTDCY06 # YTDCY05 YoY (%)
Revenues 2,894 2,587 11.9 7.7 5,457 4,658 17.2 
EBITDA 551 538 2.5 1.4 1,123 968 16.0 
PBT 574 465 23.5 14.5 1,042 863 20.7 
PAT 376 303 24.3 18.7 661 555 19.1 

Source: Company data, i-SEC Research;               # Jan-June period  
Note: From Q2CY06 onwards, there is a change in the accounting practice relating to group company income. 
While there is no change in net profits, it results in lower EBIDTA and higher Other Income from Q2CY06.    
 
• The full impact of price increase effective June ’06 would be reflected in Q3CY06E 

– this would enable the company to offset the increase in input prices. Without 
considering the change in accounting practice relating to netting of reimbursement 
from group companies, we expect OPMs to expand on a YoY basis.  

• The implementation of VAT in Tamil Nadu, the key consuming market, from 
January ’07 would lead to significant tax savings as sales tax rates are 
significantly higher than 12.5% VAT at present.  

• Initiatives to diversify beyond malted food drinks should be a positive factor to 
watch for. 
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Godrej Consumer Products (Buy) 
(QoQ chg: 7.5%; YTD chg: 35.6%) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 1,903 1,571 21.1 (0.7) 1,916 1,677 21.1 
EBITDA 417 328 27.4 17.5 355 331 7.4 
PBT 389 295 32.0 18.3 329 298 10.4 
PAT 347 278 24.6 18.8 292 271 7.6 

Source: Company data, i-SEC Research   
Note: The earnings estimates above are based on standalone performance of GCPL  
 
• GCPL’s sales are likely to grow 21% YoY driven by market share gain in toilet 

soaps and an expected resurgence in sales of hair colour after a slow growth due 
to inventory correction in the past two quarters. With better growth in the highly 
profitable hair colour segment, margins will likely improve. 

• Consolidated profits are likely to be significantly boosted by better performance of 
Keyline Brands, UK as well Rapidol business in Africa (effective for only one 
month during the quarter). 

• GCPL will likely hike prices of toilet soaps in the near future to offset the rising 
cost of palm oil derivatives. Apart from this, we expect the company to exercise its 
pricing power in the hair colour segment in H2CY06 – this should lead to a 
significant improvement in profitability.     

Hindustan Lever (Hold) 
(QoQ chg: 2.0%; YTD chg: 25.2%) 

Quarterly estimates 
(Rs mn, year ending December 31) 

 Q3CY06E Q3CY05 YoY (%) QoQ (%) # YTDCY06 # YTDCY05 YoY (%) 
Revenues 30,519 27,654 10.4 (2.2) 59,538 54,129 10.0 
EBITDA 4,792 3,922 22.2 6.3 8,176 6,594 24.0 
PBT 4,972 4,060 22.5 7.5 8,265 6,591 25.4 
PAT 4,126 3,366 22.6 8.8 6,732 5,113 31.7 

Source: Company data, i-SEC Research  
# January-June period 
Note: We have not considered income on sale of investments in the estimates  
 
• Robust rural demand, increased efficiencies in distribution and higher brand 

spends would enable HLL to sustain robust growth. Barring packaged tea, we 
expect all other key FMCG categories to register double-digit sales growth –
shampoos and skin care categories will surpass others. We expect HLL’s 
Q3CY06E FMCG sales to grow 14% YoY, ahead of Q2CY06 growth.   

• ACNielsen retail sales audit suggests that HLL has gained market shares in many 
of its key categories like shampoos, detergent cakes, scourers, toothpaste, skin 
creams, packaged tea and coffee during August ’06 compared to Q2CY06.   

• A shift in revenue mix towards profitable personal care business and benefits from 
judicious price increase would lead to 173bps YoY expansion in OPM to 15.9% – 
operating profits would grow 22% YoY. In the absence of further decline in 
effective tax rate, recurring net profits are likely to grow 23% YoY to Rs4.1bn.  
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ITC (Buy) 
(QoQ chg: 0.1%; YTD chg: 30.2%) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 26,911 21,832 23.3 (5.6) 28,498 22,669 25.7 
EBITDA 9,933 8,198 21.2 2.3 9,706 8,268 17.4 
PBT 9,985 8,152 22.5 3.2 9,672 8,034 20.4 
PAT 6,890 5,723 20.4 5.6 6,523 5,583 16.8 

Source: Company data, i-SEC Research  
 
• ITC has hiked prices of Gold Flake Kings and Scissors brands from September 

’06. While the full impact of the price hike will be reflected from Q3FY07, the mid-
year price hike reflects the strong pricing power of the company in a robust 
demand scenario. Driven by double-digit cigarette sales growth, we expect profits 
of the segment to grow 19% YoY.  

• The hotel business is likely to register a sharp improvement in profitability with 
EBIT growing 130% YoY to Rs633mn. This coupled with higher profits in 
paperboard and agri businesses would lead to a 20% YoY growth in net profits.  

• Effect of depiction of pictorial warnings on tobacco products from February ’07, 
the levy of VAT on cigarettes from April ’07, potential entry into personal care 
FMCG business and increased capex plans for hotels and paperboard businesses 
are the key factors to watch for.  

Kansai Nerolac (Buy) 
(QoQ chg: 21.0%; YTD chg: 16.8%) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 3,136 2,635 19.0 17.2 2,676 2,267 18.0 
EBITDA 533 447 19.2 28.2 416 364 14.4 
PBT 531 450 18.1 33.1 399 335 19.1 
PAT 361 306 18.2 33.3 271 220 23.2 

Source: Company data, i-SEC Research   
 
• We expect exceptional sales growth in Q2FY07E as early occurrence of Diwali 

this quarter compared with the past two years will lead to an increase in sales in 
the festive season. Besides, higher pick-up from the trade prior to price hikes in 
end-September would lead to further advancement of sales during the quarter. 

• Sales of Kansai’s automotive paints are likely to be robust on the back of 12% 
YoY growth in Maruti’s passenger vehicle sales in Q2FY07, a key customer for 
Kansai. 

• Announcement of significant capacity additions by automobile companies augurs 
well for long-term paint demand. With India emerging as the hub for global car 
manufacturing, Kansai would witness an acceleration in auto paint sales over the 
medium term. 

 



 
 

FMCG ICICI  Securities
 

 8 

Marico (Buy) 
(QoQ chg: 2.8%; YTD chg: 39.8%) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 3,685 2,771 33.0 (1.1) 3,728 2,729 36.6 
EBITDA 553 309 78.7 (1.7) 563 296 90.1 
PBT 404 268 51.0 (2.4) 414 250 65.8 
PAT 299.0 243.5 22.8 (1.3) 303 217 39.8 

Source: Company data, i-SEC Research 
Note: Performance on consolidated basis 
 
• We expect Marico to register robust 33% consolidated sales growth in Q2FY07, 

albeit on a relatively lower base of Q2FY06, when sales had grown 8.5% YoY. 
Apart from strong growth in existing brands, launch of new variants and 
contribution from acquisition of brands such as Nihar, Manjal, Camelia and 
Aromatic would boost sales growth. 

• While coconut oil prices have increased as compared with Q1FY07, they are far 
lower than levels prevalent in FY05 and are unlikely to impact margins in 
Q2FY07E. A shift in revenue mix towards profitable products and Kaya operations 
breaking-even would lead to around 380bps YoY improvement in EBITDA margin, 
despite increased brand spends. 

• Key events to watch for are acquisitions and fund-raising plans. 

Nestle India (Buy) 
(QoQ chg: (2.6%); YTD chg: 11.0%) 

Quarterly estimates 
(Rs mn, year ending December 31) 

 Q3CY06E Q3CY05 YoY (%) QoQ (%) # YTDCY06 # YTDCY05 YoY (%) 
Revenues 7,097 6,248 13.6 4.2 13,571 12,293 10.4 
EBITDA 1,384 1,278 8.2 8.2 2,645 2,767 (4.4) 
PBT 1,277 1,179 8.3 10.1 2,419 2,620 (7.7) 
PAT 868 777 11.7 17.5 1,542 1,678 (8.1) 

Source: Company data, i-SEC Research 
# January-June period  
 
• Robust volume growth in chocolates, vermicelli and coffee categories supported 

by small increase in realisations across most categories are likely to lead to 16% 
YoY growth in domestic sales.  

• Increase in prices of key inputs such as milk, coffee, vegetable fats and wheat, 
higher freight costs as well as lower exports are unlikely to be completely offset by 
price hikes and stronger domestic growth. While OPM is likely to decline 96bps 
YoY to 19.5%, effective tax rate would dip marginally with the commencement of 
new unit at Uttaranchal for producing noodles. 

• We believe that September ’06 would be the last quarter of margin decline as the 
company’s profitability is likely to improve; however, it would also be up against a 
low base thereafter. The key factor to watch out for is the potential price hike on 
noodles, which can lead to a significant increase in the company’s profitability. 
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Procter & Gamble Hygiene & Healthcare (Hold) 
(QoQ chg: 0.6%; YTD chg: 3.7%) 

Quarterly estimates 
(Rs mn, year ending June 30) 

 Q1FY07E Q1FY06 YoY (%) QoQ (%) FY06 FY05 YoY (%) 
Revenues 1,267 1,917 (33.9) 12.2 5,667 6,849 (17.3) 
EBITDA 342 336 1.7 34.5 1,298 1,334 (2.7) 
PBT 380 353 7.8 26.5 1,417 1,376 3.0 
PAT 258 258 0.1 26.5 979 948 3.3 

Source: Company data, i-SEC Research  # July to June 
 
• From the next quarter, the performance of P&G would be comparable on a YoY 

basis as September ’06 is the last quarter when the detergent contract 
manufacturing business has a corresponding base. 

• We expect both hygiene and healthcare segments to register double-digit sales 
growth with overall branded sales growing 18% YoY. Whisper Choice, the 
economy variant and Whisper Ultra, the premium variant are both likely to drive 
growth of the hygiene segment. In the healthcare segment, Cough Lozenges and 
rubefacients are likely to drive growth. However, the absence of marketing of 
Vicks Formula 44 cough syrup in the OTC category has adversely impacted. 

• Commencement of the new unit at Himachal Pradesh for manufacturing 
healthcare products from the October-December ’06 quarter is likely to boost the 
profitability of P&G. 

Tata Tea (Buy) 
(QoQ chg: (3.3%); YTD chg: (22.3%)) 

Quarterly estimates 
(Rs mn, year ending March 31) 

 Q2FY07E Q2FY06 YoY (%) QoQ (%) YTDFY07 YTDFY06 YoY (%) 
Revenues 9,798 7,788 25.8 22.6 7,989 7,167 11.5 
EBITDA 2,156 1,616 33.4 36.7 1,577 1,382 14.1 
PBT 1,716 1,379 24.4 46.0 1,175 970 21.1 
PAT 1,205 1,032 16.8 47.2 819 625 31.0 

Source: Company data, i-SEC Research 
Note: Performance on consolidated basis; We have not considered income on sale of investments in the estimates 
 
• Supported by an increase in realisation across geographies, revenue contribution 

from Good Earth Teas and 8’OClock Coffee (for two months) in the US, and 
Jemca in Czechoslovakia, Tata Tea’s sales are expected to grow 26% YoY on a 
consolidated basis. On the back of benefits from improved plantation profitability 
and increased contribution from higher margin business, consolidated operating 
profits are likely to grow 33% YoY. 

• Recent acquisition of the 30% stake in Energy Brands (Glaceau) for US$677mn at 
CY06E sales of 6x has led to a significant increase in risk profile of the company 
and would adversely impact earnings till FY08E. However, increased commitment 
from the Tata Group reflects the company’s confidence in leveraging this 
acquisition to transform the Group into a global beverage player.  

• Market share gain, post the 15% price reduction for Agni brand, needs to be 
observed. Further, funds to be released from the sale of investments to Tata Sons 
and a potential exit from plantations are factors to watch out for.  


