Result Update

Rating matrix

Rating : Buy
Target %230
Target Period 12-15 months

Potential Upside 13%

Key Financials

% Crore FY11 FY12E FY13E FY14E
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Net Profit 4,987.6 6,203.4 7,269.8 8,371.5
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Valuation summary

FY11 FY12E FY13E FY14E
P/E 31.2 25.1 21.4 18.6
Target P/E 35.8 28.1 245 21.3
Dividend yield 2.2 2.6 3.0 3.0
Price/Sales 1.3 6.4 5.5 4.8
RoNW 31.3 35.5 315 315
RoE 31.3 35.5 315 315
RoNW 31.3 35.5 315 315

Bloomberg/Reuters Code ITC.BO/ITC.NS
Sensex 16,913.0
Average volumes 618,169.0
Market Cap (Rs crore) 155,536.7
52 week H/L 216/ 201
Equity Capital (Rs crore) 779.6
Promoter's Stake (%) -
FIl Holding (%) 16.3
DIl Holding (%) 34.8
Price movement
6,500 - r 230
6,000 - - 210
5,500 - W\W - 190
5,000 - \'J\/’m - 170
4,500 - 150
4,000 - F 130
3,500 - F 110
3,000 - 90
2,500 - F70
2,000 4 1 1 1 50
Feb-11 May-11 Jul-11 Oct-11 Jan-12
Price (R.H.S) Nifty (LH.S)

Analyst's name

Sanjay Manyal
sanjay.manyal@icicisecurities.com

Parineeta Poddar
parineeta.poddar@icicisecurities.com

(Hesearch
ICICI dire c} com

It's Advice, Not Adventure

January 23, 2012

ITC Limited (ITC)
% 204

WHAT'S CHANGED...

Moderate volume growth, rise in other income...

ITC posted strong results with ~22.5% growth in earnings in Q3FY12. Net
sales witnesses 13.6% growth YoY to ¥ 6195.4 crore led by ~11% growth
in cigarettes and 24.5% growth in the FMCG business. Cigarettes and
FMCG constitutes ~74% of the total sales. EBITDA margins expanded by
200 bps to 38.4% compared to 36.4% in Q3FY11. Other income increased
by 47.7% to ¥ 285.1 crore mainly on account of treasury income. Strong
EBITDA growth and higher other income resulted in a 22.5% increase in
net profit to ¥ 1701.0 crore.

= Segmental results

Cigarette revenues grew 11% to T 5809 crore on the back of strong
volume growth of ~5% and ~5.7% price led growth. The steep price
hike of ~10% in most categories resulted in volume growth moderating
from ~7% in H1FY12 to ~5% in Q3FY12. We believe ITC will witness
volume growth of ~5% in Q4FY12 and FY13. The FMCG business
witnessed 24.5% growth in sales led by almost ~15-17% volume growth
in the food segment of the FMCG business. The hotel business
witnessed 2.5% growth in sales led by marginal improvement in average
room rates (ARR).

Valuation

Currently, the stock is trading at 25x its FY12E EPS of ¥ 8.0 and 21x its
FY13E EPS of ¥ 9.4. We believe a continuous reduction in FMCG losses
and sustained growth in the cigarettes business (mainly led by price
hikes) would continue to drive bottomline growth and expand overall
margins in FY13E. However, due to moderate volume growth in
cigarettes, we are changing multiples for the cigarettes business from 26x
P/E to 25x P/E. Simultaneously, the risk of a steep increase in excise duty
would remain an overhang on the stock till the 2012 Budget. We have
valued the stock on an SOTP basis and arrived at a fair value of ¥ 230.

Exhibit 1: Financial Performance

(% Crore) Q3FY12  Q3FY12E  Q3FY11 Q2FY12 QoQ (Chg %) YoY (Chg %)
Net Sales 6195.4 6058.0 5453.5 5974.2 3.7 13.6
EBITDA 2381.1 2194.8 2029.3 2219.0 1.3 17.3
EBITDA Margin (%) 38.4 36.2 36.4 37.1 129 bps 201 bps
Depreciation 173.6 169.8 168.1 170.1 2.0 3.3
Interest 16.0 13.2 23.0 14.2 12.6 -30.4
Other Income 285.1 134.3 193.0 180.8 51.7 41.7
Reported PAT 1701.0 1444.3 1389.1 1514.3 12.3 22.5
EPS (%) 21 1.8 1.6 1.7 243 33.0

Source: Company, ICICldirect.com Research
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Revising estimates
In light of the price hikes in cigarettes, reduction in losses in the FMCG
business and higher other income, we believe the company would post
higher earnings for FY12 and FY13. Hence, we are revising our estimates
for FY12 and FY13.

Exhibit 2: Revising Estimates

Particulars FY12E FY13E

old New % Change 0ld New % Change
Revenue 23,928.5 24279.8 1.5 27,702.9 28250.3 2.0
EBITDA 8,643.0 9007.2 4.2 10,015.2 10902.7 8.9
EBITDA Margi 36.1 37.1 98 bps 36.2 38.6 244 bps
PAT 5769.8 6203.4 15 6665.1 7269.8 9.1
EPS 1.3 8.0 10.3 8.4 9.4 11.9

Source: Company, ICICldirect.com Research

Exhibit 3: ITC's revenues contribution (%) Exhibit 4: ITC's EBIT contribution (%)
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Moderation in volume growth

The company posted ~5% volume growth in cigarettes compared to
7%+ growth in the first half of FY12. The moderation in volumes has
been on account of steep price hikes taken by the company in August
2011. We expect the cigarettes volume growth to remain at ~5% in FY13
and growth in the cigarettes business would be more from the price hikes

in future.
Exhibit 5: Cigarette sales and EBIT trend Exhibit 6: Excise duty on cigarettes and percentage to cigarette sales
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Reduction in FMCG losses, hotels business margins improving

FMCG losses for the company are coming down on a continuous basis
and margins have improved from negative ~9%in Q1FY11 to negative
~3.4 in Q3FY12. The food segment of the FMCG business has broken
even. The company has adopted a strategy of continuous spend on
personal care brands and is increasing the penetration of Fiama, Vivel and
other brands in the personal care segment.

The hotels business witnessed a moderate 2.5% YoY growth. The
occupancy remains between ~65% and 68%, whereas the average room
rate for the company improved marginally to ¥ 8300. The company would
be adding 600 rooms in Chennai in Q1FY13, which should start
contributing to the topline from Q2FY13.

Exhibit 7: FMCG sales and EBIT margins trend Exhibit 8: Hotels sales and EBIT trend
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Strong volume growth in agri and paper business
The company has witnessed 9.8% and 12.3% growth in the agri and
paper business mainly driven by volumes. Margins in the agri segment
remain similar to the previous quarter and improved marginally in the
paper business.
Exhibit 9: Agri sales and EBIT trend Exhibit 10: Paper sales and EBIT trend
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Valuation

Currently, the stock is trading at 25x its FY12E of ¥ 8.0 and 21x its FY13E
EPS of ¥ 9.4. We believe a continuous reduction in FMCG losses and
sustained growth in the cigarettes business (mainly led by price hikes)
would continue to drive bottomline growth and expand margins in FY13E.
However, due to the moderate volume growth in cigarettes, we are
changing multiples for the cigarettes business from 26x P/E to 25x P/E.
Simultaneously, the risk of a steep increase in excise duty would remain
an overhang on the stock till the 2012 Budget. We have valued the stock
on an SOTP basis, valuing the cigarettes business at 26x P/E and FMCG
business at 1x price to sales, hotels at 2x EV per room, agri at 2x price to
book and the paper business at 6x EV/EBITDA and arrived at a fair value
of ¥ 230/share.

Exhibit 11: SOTP valuation (¥ per share)

250 7.0 "6 5.5 9.5 8.1 230.4
188.8 ) —
200 4 I — — fr—
150
100 -
50 -
0+
Cigarettes FMCG Paper Agri Hotels Cash per SOTP

share

Source: Company, ICICldirect.com Research

ICICI Securities Ltd | Retail Equity Research

Page 4



(Pesearch
ICICI dire c?‘f com

It's Advice, Not Adventure

Financial summary

(% Crore) (% Crore)
(Year-end March) FY11 FY12E FY13E FY14E (Year-end March) FY11 FY12E FY13E FY14E
Total operating Income 21,468.3 24,5946 28,7134 32,4355 Profit after Tax 4,987.6 6,203.4 7,269.8 8,371.5
Growth (%) 16.7 14.6 16.7 13.0 Add: Depreciation 656.0 675.8 734.6 809.6
Raw Material Expenses 8,126.5 9,152.7  10,253.8 10862.7 (Inc)/dec in Current Assets -939.1 -1,905.6  -1,231.9  -1,900.0
Employee Expenses 1,159.4 1,283.4 1,723.3 2140.7 Inc/(dec) in CL and Provisions 513.7 1,295.5 1,318.0 1,655.7
Marketing Expenses 765.5 423.4 988.8 1297.4 Others
Administrative Expenses 1,569.3 833.3 2,005.8 2400.2 CF from operating activities 5,218.2 6,269.1 8,090.6 8,942.8
Other expenses 2,393.4 3,894.6 2,839.2 3697.6 (Inc)/dec in Investments -2,889.1 172.2 -200.0 -220.0
Total Operating Expenditure 14,0141 15,587.4 17,810.8 20398.7 (Inc)/dec in Fixed Assets -1,357.0 -1,166.8 -1,650.0 -1,840.0
EBITDA 7,454.1 9,007.2 10,902.7 12,542.4 Others 0.0 0.0 -1.0 -2.0
Growth (%) 18.1 20.8 21.0 15.0 CF from investing activities -994.6 -1,851.0 -2,062.0 -2,070.0
Depreciation 656.0 675.8 734.6 809.6 Issue/(Buy back) of Equity 392.0 5.8 0.0 0.0
Interest 48.1 59.8 42.7 42.8 Inc/(dec) in loan funds -69.8 -8.5 0.0 -30.0
Other Income 518.2 789.5 543.6 593.6 Dividend paid & dividend tax -4,001.5 -4,687.8 -5,363.9 -5,409.0
PBT 7,268.2 9,061.2 10,668.9 12283.7 Inc/(dec) in Sec. premium 511.8 0.0 0.0 0.0
Others Others 1.1 0.0 0.0 0.0
Total Tax 2,280.6 2,857.8 3,399.1 3906.2 CF from financing activities -3,107.2  -4,6820 -53939  -5399.0
PAT 4,987.6 6,203.4 7,269.8 8,371.5 Net Cash flow 1,116.4 -263.9 634.7 1,473.8
Growth (%) 22.8 244 17.2 15.2 Opening Cash 1,122.4 2,238.8 1,974.9 2,609.6
EPS R) 6.4 8.0 9.4 10.8 Closing Cash 2,238.8 1,974.9 2,609.6 4,083.4
Source: Company, ICICIdirect.com Research Source: Company, ICICIdirect.com Research

(% Crore)
(Year-end March) FY11 FY12E FY13E FY14E (Year-end March) FY11 FY12E FY13E FY14E
Liabilities Per share data (%)
Equity Capital 773.8 779.6 779.6 779.6 EPS 6.4 8.0 9.4 10.8
Reserve and Surplus 15179.5 16695.1 18601.0 21569.5 Cash EPS 1.3 8.9 10.3 11.9
Total Shareholders funds 15953.3 17474.1 19380.7 22349.2 BV 20.6 22.6 25.0 28.9
Total Debt 99.2 99.2 69.2 79.2 DPS 4.4 5.2 6.0 6.0
Deferred Tax Liability 801.9 751.9 711.9 691.9 Cash Per Share 29 2.6 3.4 5.3
Minority Interest / Others Operating Ratios (%)
Total Liabilities 16854.3 18325.8 20161.7 23120.2 EBITDA Margin 34.7 36.6 38.0 38.1

PBT / Total Operating income 34.3 373 37.8 37.9

Assets PAT Margin 23.2 25.2 25.3 25.4
Gross Block 12,765.8  14,265.8 15,965.8 17765.82 Inventory days 4.3 41 41 4.1
Less: Acc Depreciation 4,416.3 5,092.0 5,826.7 6,636.2 Debtor days 23.3 19.2 18.3 18.3
Net Block 8,349.6 9,173.8 10,139.2  11,129.6 Creditor days 5.2 4.7 4.7 4.8
Capital WIP 1,333.4 1,433.4 1,533.4 1,533.4 Return Ratios (%)
Total Fixed Assets 9,683.0 10,607.2 11,672.6 12,663.0 RoE 31.3 355 315 315
Investments 5,554.7 5,754.7 5,974.7 6,224.7 RoCE 423 47.4 52.3 52.3
Inventory 5,267.5 6,706.1 7,225.6 8,770.0 RolC 31.9 349 395 42.0
Debtors 907.6 1,263.9 1,548.0 1,777.3 Valuation Ratios (x)
Loans and Advances 1,418.1 1,495.5 1,894.6 1,997.7 P/E 31.2 25.1 21.4 18.6
Other Current Assets 3415 380.9 4101 433.2 EV/EBITDA 20.0 16.6 13.7 1.7
Cash 2,238.8 1,974.9 2,609.6 4,083.4 EV / Net Sales 71 6.2 5.3 45
Total Current Assets 10,1795 11,821.3 13,687.8  12,832.0 Market Cap / Sales 1.3 6.4 5.5 4.8
Creditors 4457.9 4457.9 5294.0 6753.7 Price to Book Value 9.7 8.9 8.0 7.0
Provisions 4,104.8 4,669.7 5,294.0 6,078.3 Solvency Ratios
Total Current Liabilities 8,562.8 9,858.3 11,176.3  12,832.0 Debt/EBITDA 0.0 0.0 0.0 0.0
Net Current Assets 1,616.7 1,963.0 2,511.5 4,229.6 Debt / Equity 0.0 0.0 0.0 0.0
Others Assets 0.0 1.0 3.0 3.0 Current Ratio 1.2 1.2 1.2 1.3
Application of Funds 16,854.4 18,325.8  20,161.7  23,120.3 Quick Ratio 0.9 1.0 1.0 1.0
Source: Company, ICICIdirect.com Research Source: Company, ICICIdirect.com Research
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ICICIdirect.com Coverage Universe

Asian Paints Sales (% crore) EPS (%) PE (x) EV/E (x) RoNW (%) RoCE (%)

Idirect Code ASIPAI CMmP 2827 FY11 7706.2 87.9 32.2 22.8 57.6 54.5
Target 3390 FY12E 91111 100.0 28.3 20.7 49.3 49.4

MCap 29898.3 Upside 20% FY13E 10011.7 127.6 22.2 16.4 51.2 49.5

Dabur India

Idirect Code DABIND CMP 95 FY11 4077.4 33 29.1 21.1 48.9 a1
Target 120 FY12E 5076.1 3.7 25.5 19.3 38.9 322

MCap 17180.7 Upside 27% FY13E 5895.4 4.7 20.1 16.0 355 32.0

ITC

Idirect Code ITC cmMp 204 FY11 21167.6 6.4 31.7 20.0 31.3 42.3
Target 230 FY12E 24279.8 8.0 25.4 16.6 355 474

MCap 164048.7 Upside 13% FY13E 28250.3 9.4 21.1 13.7 315 52.3

Jyothy Laboratories

Idirect Code JYOLAB CMP 173 FY11 599.8 6.8 253 1.7 12.3 9.6
Target 136 FY12E 600.1 -0.1 NA 37.6 8.6 1.9

MCap 1145.0 Upside -21% FY13E 632.0 1.2 148.7 24.0 8.9 3.6

Kansai Nerolac

Idirect Code GOONER CMP 868 FY11 2138.7 41.6 20.9 16.2 225 241
Target 1048 FY12E 2580.9 42.3 20.5 12.9 20.2 25.1

MCap 4677.8 Upside 21% FY13E 2891.7 48.3 18.0 11.4 18.5 232

Marico

Idirect Code MARIN CMP 150 FY11 3128.3 4.7 322 23.9 36.5 29.1
Target 165 FY12E 4035.6 5.2 29.1 204 30.0 24.8

MCap 9218.4 Upside 10% FY13E 4729.8 6.6 22.7 16.2 29.5 28.8

Source: Company, ICICldirect.com Research

Exhibit 12: Recommendation History
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Exhibit 13: Recent releases

Date Event CMP Target Price Rating
20-Oct-11 Initiating Coverage 205 226 Buy
25-Oct-11 Q2FY12 Result Update 210 230 Buy

Source: Company, ICICldirect.com Research
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RATING RATIONALE

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICldirect.com assigns
ratings to its stocks according to their notional target price vs. current market price and then categorises them
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional
target price is defined as the analysts' valuation for a stock.

Strong Buy: >15%/20% for large caps / midcaps, respectively, with high conviction;
Buy: >10%/15% for large caps / midcaps, respectively;
Hold: Up to +/-10%;
Sell: -10% or more;
Pankaj Pandey Head - Research pankaj.pandey@icicisecurities.com

ICICIdirect.com Research Desk,
ICICI Securities Limited,

1% Floor, Akruti Trade Centre,
Road No. 7, MIDC,

Andheri (East)

Mumbai — 400 093

research@icicidirect.com

ANALYST CERTIFICATION

We /I, Sanjay Manyal MBA (Finance) Parineeta Poddar MBA research analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report
accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific
recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing group. We along with affiliates are leading
underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have investment banking and other business relationship with a significant percentage of
companies covered by our Investment Research Department. Our research professionals provide important input into our investment banking and other business selection processes. ICICI Securities
generally prohibits its analysts, persons reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and
meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without
prior written consent of ICICI Securities. While we would endeavour to update the information herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and
employees (“ICICI Securities and affiliates”) are under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities
from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities
policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This
report and information herein is solely for informational purpose and may not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial
instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their
receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific
circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment
objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate
the investment risks. The value and return of investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any
loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the
risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to
change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and affiliates might have received
compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of public offerings, corporate finance, investment
banking or other advisory services in a merger or specific transaction. It is confirmed that Sanjay Manyal MBA (Finance) Parineeta Poddar MBA research analysts and the authors of this report have not
received any compensation from the companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which
include earnings from Investment Banking and other business.

ICICI Securities or its subsidiaries collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of the
research report.

It is confirmed that Sanjay Manyal MBA (Finance) Parineeta Poddar MBA research analysts and the authors of this report or any of their family members does not serve as an officer, director or advisory
board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities and affiliates may act upon or make use
of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution,
publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and
to observe such restriction.
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