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Cigarettes and FMCG shine; hotels hold steady

As expected, Cigarette business continues to report strong revenue growth (+13% YoY, volumes up ~8% in 1Q) driven
by market share gains from informal segment due to (1) stability in taxes and (2) deterrent action by enforcement
agencies. We expect volume growth for formal industry to remain healthy in FY24E. Similarly, FMCG business also
continued to report healthy growth rates (+16% YoY) with significant improvement in profitability (EBITDA margin up
by 320bps to 11% YoY; EBITDA and EBIT grew by 1.6x and 2.1x, respectively) driven by pricing and cost savings. Hotels
business reported decent performance (moderation in occupancy while ARRs witnessed strong growth). Maintain ADD.

Strong performance in Cigarettes and FMCG continues

Overall gross revenues (ex-wheat exports) grew 10.6% YoY led by continued
strong performance in cigarettes (13% YoY, ~9-10% YoY volume growth) and
FMCG (+16% YoY). Hotels business was relatively subdued with 8% YoY
growth (lower than peer in 1Q). In cigarettes, ITC has highlighted (1) volume
recovery from illicit trade continues on the back of (a) stability in taxes and (b)
deterrent actions by enforcement agencies, (2) recent launches gaining
traction with enhanced product portfolio mix. ITC has also strengthened its
product portfolio with new launches and premiumisation across segments.
Cigarettes EBIT was up 11% YoY (double-digit growth for nine consecutive
quarters) to INR 46.6 bn.

Double-digit growth in FMCG continues with significant

profitability improvement

FMCG revenues grew 16% YoY. Management highlighted that FMCG
witnessed strong growth (1) across major branded foods categories (Staples,
Biscuits, Noodles, Beverages, Dairy) and premium soaps, (2) continued strong
traction in stationary and incense sticks, (3) across channels and markets
(both urban and rural) driven by ramp up in market coverage (1.9x of pre-
pandemic levels). Segment EBITDA margins were up 320bps YoY to 11% led
by premiumisation, pricing actions, strategic cost management, digital
initiatives, supply chain agility etc. Segment EBITDA and EBIT were up 1.6x
and 2.1x YoY, respectively.

Financial Summary

Y/E March (INR mn) FY22A FY23A FY24E FY25E
Net Revenue 5,566,968 6,52,729 7,19,170 7,93,394
EBITDA 1,82,892 2,31,741 2,66,459 2,95,319
EBITDA Margin (%) 328 355 37.1 37.2
Net Profit 1,50,578 1,86,804 2,13,678 2,35,102
EPS (Rs) 12.2 15.2 17.3 19.0
EPS % Chg YoY 15.4 23.0 14.4 10.0
P/E (x) 36.8 299 26.1 237
EV/EBITDA (x) 29.7 232 20.2 18.2
RoCE (%) 210 252 27.6 303
RoE (%) 25.0 29.0 314 34.1
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Market Data

Market Cap (INR) 5,599bn
Market Cap (USD) 67,391mn
Bloomberg Code ITCIN
Reuters Code ITC.BO
52-week Range (INR) 500 /307
Free Float (%) 71.0
ADTV-3M (mn) (USD) 65.0
Price Performance (%) 3m 6m 12m
Absolute 9.1 206 51.0
Relative to Sensex 64 82 114
ESG Disclosure 2021 2022 Change
ESG score 66.1 65.6 (0.6)
Environment 69.6 67.9 (1.7)
Social 38.8 38.8 -
Governance 89.9 89.9 -

Note - Score ranges from 0 - 100 with a higher
score indicating higher ESG disclosures.

Source: Bloomberg, I-sec research

Earnings Revisions (%) FY24E FY25E
Revenue (0.5) 0.6
EBITDA 2.2 3.4
EPS 1.3 2.3
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Decent performance in hotels segments; agri-business and paper
business reported decline in revenues

Revenue growth of hotel segment was relatively subdued at 8% YoY with moderation
in occupancy due to relatively fewer wedding dates and pre-planned renovations
while strong growth in ARRs continued across properties. ITC added 6 hotels to
portfolio. The highlight continues to be the marked improvement in profitability —
EBITDA margin expanded to 33.9%. We note that ITC has been driving structural cost
savings in this business. Paperboards segment had a 6% YoY revenue decline due to
subdued demand in exports (increase in low priced Chinese supplies to global markets,
steep decline in pulp prices) and domestic markets (destocking). EBIT margin were
down 470bps YoY to 22.3% (inflation in key inputs). Agri-business witnessed pressure
with the impact of restrictions imposed on wheat and rice exports by the government
with revenue declining 24% YoY (grew by 31% YoY ex-wheat exports) to INR 57.1 bn,
however strong growth in high value added agri-products and leaf tobacco led to
absolute EBIT growth of 25% YoY (EBIT margin was up 240bps YoY).

Unlocking value of the Hotels business through proposed de-merger
ITC has approved de-merger of Hotels business (60% of shares to be held by ITC
shareholders directly (proportionately) while rest 40% to remain with ITC) with share
entitlement ratio of 10:1 (for every 10 shares held in ITC, ITC shareholders to get 1
share of ITC Hotels) with expectation of listing for ITC hotels in ~15 months (subject to
required approvals). Hotels business will continue to leverage ITC's institutional
strengths, strong brand equity and goodwill.

Valuation and risks

We upgrade our earnings estimates by 1% and 2% in FY24E and FY25E respectively.
Maintain ADD with a DCF-based revised target price of INR 500 (INR 450 earlier). At
our target price, the stock will trade at 26x P/E multiple Mar'25E. Key downside risk is
tax hikes much ahead of inflation leading to volume pressure (on cigarettes) as price
elasticity is still unfavourable.
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Q1FY24 result review

(INR mn) Q1FY24 Q1FY23 YoY (%) Q4FY23 QoQ (%)
Net Revenue 1,58,282 1,72,897 (8) 1,63,980 (3)
COGS (64,155) (84,768) (24) (67,941) (6)
Gross profit 94,127 88,128 7 96,038 (2)
Staff cost (9,038) (8,621) 5 (8,940) 1
Other opex (22,588) (23,032) (2) (25,005) (10)
Total opex (31,626) (31,653) (0) (33,944) (7)
EBITDA 62,501 56,475 11 62,094 1
Other income 7,087 3,127 127 7,463 (5)
Finance Cost (107) (91) 17 (118) (9)
D&A (4,025) (4,115) (2) (4,219) (5)
PBT 65,456 55,396 18 65,219 0
Tax (16,429) (13,702) 20 (15,079) 9
Recurring PAT 49,027 41,694 18 50,140 (2)
Extraordinary items - - 729

Net profit (reported) 49,027 41,694 18 50,869 (4)
EPS 3.9 34 17 4.0 (2)
Costs as a % of sales

COGS 40.5 49.0 -850 bps 41.4 -91 bps
Staff cost 5.7 5.0 72 bps 5.5 25 bps
Other opex 14.3 133 94 bps 15.2 -98 bps
EBITDA margin (%) 39.5 32.7 682 bps 37.9 162 bps
Income tax rate (%) 25.1 24.7 36 bps 23.1 197 bps
Segment revenues

Cigarettes 74,653 66,090 13 73,558 1
Other FMCG 51,660 44,514 16 49,450 4
Hotels 6,002 5,550 8 7,817 (23)
Agri business 57,054 74,730 (24) 35,786 59
Paperboards, paper, and packaging 21,208 22,672 (6) 22,210 (5)
Total segment revenue 2,10,576 2,13,555 (1) 1,88,821 12
Less: Intersegmental (42,147) (31,920) 32 (16,581) 154
Total revenues 1,68,429 1,81,636 (7) 1,72,240 (2)
Segment EBIT

Cigarettes 46,561 41,889 11 46,891 (1)
Other FMCG 4,309 2,039 111 5,016 (14)
Hotels 1,312 1,122 17 1,996 (34)
Agri business 3,560 2,840 25 3,071 16
Paperboards, paper, and packaging 4,725 6,130 (23) 4,450 6
Total segment EBIT 60,466 54,020 12 61,424 (2)
Segment EBIT margin, %

Cigarettes 62.4 63.4 -102 bps 63.7 -138 bps
Other FMCG 8.3 4.6 376 bps 10.1 -181 bps
Hotels 21.9 20.2 165 bps 25.5 -368 bps
Agri business 6.2 3.8 243 bps 8.6 -235 bps
Paperboards, paper, and packaging 22.3 27.0 -476 bps 20.0 224 bps

Source: Company data, |-Sec research
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Financial Summary

Profit & Loss
(INR mn, year ending March)

Cashflow statement

(INR mn, year ending March)

FY22A FY23A FY24E FY25E
Net Sales 556,968 6,52,729 7,19,170 7,93,394
Operating Expenses 3,74,076 4,20,988 4,552,710 4,98,075
EBITDA 1,82,892 2,31,741 2,66,459 2,95,319
EBITDA Margin (%) 328 355 37.1 37.2
Depreciation & Amortization 16,522 16,627 18,106 19,412
EBIT 166,370 2,15,114 2,48,353 2,75,907
Interest expenditure 420 418 416 414
Other Non-operating 32,344 32080 34339 35085
Income
Recurring PBT 1,98,295 2,46,775 2,82,276 3,10,578
Profit / (Loss) from
Associates ) ) . .
Less: Taxes 47,717 59,971 68,598 75,476
PAT 150,578 1,86,804 2,13,678 2,35,102
Less: Minority Interest - - - -
Extraordinaries (Net) - 729 - -
Net Income (Reported) 1,50,578 1,87,533 2,13,678 2,35,102
Net Income (Adjusted) 1,50,578 1,86,804 2,13,678 2,35,102
Source Company data, I-Sec research
Balance sheet
(INR mn, year ending March)
FY22A FY23A FY24E FY25E
Total Current Assets 3,09,420 3,52,034 3,70,502 3,92,745
of which cash & cash eqv. 155,029 2,01,883 2,06,545 2,13,496
Total Current Liabilities & =y 1 313 173678 136760 151418
Provisions
Net Current Assets 1,95,108 2,28,356 2,33,742 2,41,327
Investments 160,215 167,158 167,158 1,67,158
Net Fixed Assets 195592 204913 2,04827 204,935
ROU Assets 7,128 7,159 7,159 7,159
Capital Work-in-Progress 24,423 16,815 16,815 16,815
Total Intangible Assets 26,083 26,298 26,298 26,298
Long Term Loans & 28064 48240 51917 56,025
Advances
Deferred Tax assets - - - -
Total Assets 6,36,612 6,98939 7,07,916 7,19,717
Liabilities
Borrowings 53 45 45 45
Deferred Tax Liability 16,671 16,211 16,211 16,211
Provisions 1,869 2,018 2,224 2,453
Other Liabilities 4,024 4,726 4,881 5,055
Equity Share Capital 12,323 12,428 12,428 12,428
Reserves & Surplus 6,01672 6,63510 6,72,126 6,83,524
Total Net Worth 6,13,996 6,75,938 6,84,554 6,95,952
Minority Interest - - - -
Total Liabilities 6,36,612 6,98939 7,007,916 7,19,717
Source Company data, I-Sec research
Quarterly trend
(INR mn, year ending March)
Sep-22 Dec-22  Mar-23 Jun-23
Net Sales 159,415 160,824 161,159 156,756
% growth (YOY) 27.2 25 5.1 (8.5)
EBITDA 56,760 60,799 59,273 60,975
Margin % 35.6 37.8 36.8 38.9
Other Income 5,069 8,717 7,463 7,087
Extraordinaries - - 729 -
Adjusted Net Profit 44,661 50,310 50,140 49,027

FY22A FY23A FY24E FY25E
Operating Cashflow 1,48,078 1,79,117 2,07,048 2,29,723
Working Capital Changes 1,841 (4,441) (4,041) (4,338)
Capital Commitments 18,120 18,683 18,020 19,520
Free Cashflow 1,29,958 1,60,534 1,89,028 2,10,203
Other investing cashflow 2,950 (33,011) 21,111 20,867
Cashflow from Investing 5171, (51 594 3,001 1,346
Activities
Issue of Share Capital 2,918 24,774 - -
Interest Cost (421) (400) (416) (414)
Inc (Dec) in Borrowings (4) (7) - -
Dividend paid (1,35,471) (1,51,300) (2,05,062) (2,23,704)
Others (393) (370) - -
Cash flow from Financing ;35 376, (1 57.304) (2.05478) (2.24,118)
Activities
Chg. in Cash & Bank (463) 219 4,661 6,952
balance
Closing cash & balance 39,552 38,998 42,974 49,926

Source Company data, I-Sec research
Key ratios
(Year ending March)

FY22A FY23A FY24E FY25E
Per Share Data (INR)
Reported EPS 12.2 15.0 17.2 189
Adjusted EPS (Diluted) 12.2 15.2 17.3 19.0
Cash EPS 13.6 16.4 18.7 20.5
Dividend per share (DPS) 115 155 16.5 18.0
Book Value per share (BV) 49.8 54.4 55.1 56.0
Dividend Payout (%) 94.1 103.1 96.0 95.2
Growth (%)
Net Sales 235 17.2 10.2 10.3
EBITDA 20.7 26.7 15.0 10.8
EPS (INR) 15.4 23.0 14.4 10.0
Valuation Ratios (x)
P/E 36.8 299 26.1 23.7
P/CEPS 33.1 274 24.1 219
P/BV 9.0 8.3 8.2 8.0
EV /EBITDA 29.7 23.2 20.2 18.2
P/ Sales 10.0 8.6 7.8 7.0
Dividend Yield (%) 2.6 35 3.7 4.0
Operating Ratios
Gross Profit Margins (%) 52.9 55.8 56.7 56.7
EBITDA Margins (%) 328 355 37.1 37.2
Effective Tax Rate (%) 24.1 24.3 24.3 24.3
Net Profit Margins (%) 27.0 28.6 29.7 29.6
Net Debt / Equity (x) (0.3) (0.3) (0.3) (0.3)
Net Debt / EBITDA (x) (0.8) (0.9) (0.8) (0.7)
Fixed Asset Turnover (x) 2.1 2.3 2.3 2.4
Working Capital Days 29 16 14 13
Inventory Turnover Days 72 64 62 61
Receivables Days 14 14 13 13
Payables Days 31 26 26 26
Profitability Ratios
RoCE (%) 21.0 25.2 27.6 303
RoE (%) 25.0 29.0 314 34.1
RolC (%) 439 53.8 60.9 66.7

Source Company data, I-Sec research

Source Company data, I-Sec research
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