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Thou shalt stay in the past!

We remain hopeful that the market would be able to break the spell (or curse)
of the 2010s decade with respect to their view of consumption stocks. The
Street is still too enchanted with the past and is overlooking fundamental
changes to the sector that warrant a different valuation framework and
meaningfully lower multiples.

2020s decade could be very different from the 2010s decade

In our view, the sluggish financial and operating performance of consumption-
oriented stocks in the past few years should provide incontrovertible proof that
the 2010s decade is well and truly over. Parts of the market seem stuck in the
past decade and oblivious to (1) the changed operating environment of the
sector, (2) the weaker business models of the companies and (3) the inaptness
of historical valuation multiples.

2010s decade saw strong compounding in earnings, rerating in multiples

The 2010s decade was a magical era for ‘consumption’ stocks with (1) EPS
seeing strong compounding (see Exhibit 1) and (2) multiples seeing steady
rerating (see Exhibit 2). The former reflected favorable market conditions and
structure that resulted in (1) steady growth in volumes (income-led penetration
and usage), (2) strong growth in revenues (inflation + premiumization) and (3)
steady increase in margins given ability to pass on RM inflation or retain raw
RM deflation. The latter driver reflected (1) the market's confidence about
strong growth in EPS and (2) very low global interest rates (see Exhibit 3).

2020s decade has seen an increase in competition, weaker business models

The 2020s decade has seen a more moderate operating and financial
performance across companies (see Exhibit 4). In particular, the continued
weakness in performance even three years after the Covid-19 pandemic
highlights the deep structural issues in the sector. These include (1) growing
competition across categories, (2) ongoing erosion of distribution moat with
the emergence of new channels eroding the solid advantage of the incumbents
in the general trade channel and (3) companies’ margin-focused strategy, which
could possibly handicap them versus more aggressive competition.

Sector may be fast running out of narratives and time

Notwithstanding the sector’'s muted performance, valuations have been buoyed
by various narratives in the past 2-3 years—(1) periodic hopes of revival in rural
and/or urban demand and (2) constant optimism about higher margins (see
Exhibits 5-6), based on still-favorable market structures for incumbents (see
Exhibit 7). The current narrative revolves around higher margins from declining
(palm oil), expected-to-decline (tea) and low (crude oil) RM prices. In our view,
the sector could see meaningful cuts in earnings and multiples if companies
were to fail to show a decent uplift in margins. The market’s last hopes could
be tested against the twin realities of (1) weaker market structure across
sectors and (2) different strategies of companies (volumes or profitability).
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Key estimates summary

2025
Nifty estimates
Earnings growth (%) 8.6
Nifty EPS (Rs) 1,024
Nifty P/E (X) 239
Macro data
Real GDP (%) 6.5
Avg CPl inflation (%) 4.6

Source: Company data, Kotak Institutional Equities estimates

2026E

10.8
1132
21.6

6.0
4.0

2027E

14.8
1,301
18.8

6.3
42

Quick Numbers

Net profits of 17 consumer companies grew at 13%
CAGR (13% CAGR ex-ITC) over FY2010-19

P/E multiples of the same 17 companies broadly

became 2X over FY2010-19

Net profits of the same 17 companies grew at 6%
CAGR (8% CAGR ex-ITC) over FY2023-25
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KOTAK INSTITUTIONAL EQUITIES

2010s decade saw strong compounding in earnings of consumption stocks

I Exhibit 1: Earnings CAGR of consumption stocks in KIE coverage, March fiscal year-ends, 2010-19 (%)
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Source: Companies, Kotak Institutional Equities
2010s decade saw a sharp rerating in the multiples of consumption stocks
I Exhibit 2: 12-m forward P/E multiple of consumption stocks in KIE universe, March fiscal year-ends, 2010-19 (X)
12-m forward P/E multiple (X)
Company Mar-10f Mar-11  Mar-12 Mar-13 Mar-14 Mar-15 Mar-16 Mar-17 Mar-18| Mar-19
Asian Paints 24 23 27 33 36 38 38 45 44 51
Berger Paints 15 17 17 25 27 36 35 45 44 49
Britannia Industries 19 21 28 24 23 39 33 39 49 58
Colgate-Palmolive (India) 22 24 30 28 32 40 32 40 38 40
Dabur India 23 23 24 26 29 35 30 33 36 40
Godrej Consumer Products 20 20 22 30 31 31 35 37 43 38
Hindustan Unilever 22 26 29 28 33 40 39 41 47 50
ITC 22 24 25 28 27 24 23 29 25 26
Jyothy Labs 14 16 15 24 21 28 30 33 35 27
Kansai Nerolac 20 20 19 26 24 31 36 38 43 41
Marico 22 24 26 27 25 35 37 41 42 39
Nestle India 30 35 37 34 35 44 41 47 50 51
Page Industries 18 24 26 26 36 58 46 48 59 54
Pidilite Industries 16 21 22 27 26 42 34 37 43 54
Tata Consumer Products 14 14 18 17 18 19 16 18 26 23
United Breweries 37 47 54 58 68 63 51 51 51 52
United Spirits 26 22 16 37 59 90 57 53 58 43

Source: FactSet, Kotak Institutional Equities
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Low global interest rates in the post-GFC and pre-pandemic period (2010s decade)

I Exhibit 3: Policy rates of Eurozone, UK and US, calendar year-ends, 1983-2025 (%)
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Source: Bloomberg, Kotak Institutional Equities
Moderate operating and financial performance in the 2020s decade despite a recovery from Covid-19 lows
I Exhibit 4: Revenue, EBITDA and PAT data of consumption stocks in KIE coverage, March fiscal year-ends, 2021-25
Revenues (Rs bn) EBITDA (Rs bn) PAT (Rs bn) CAGR (%, FY2023-25)

Company 2021| 2022 2023 2024 2025| | 2021| 2022 2023 2024 2025| | 2021| 2022 2023 2024 2025 | Revenue EBITDA  PAT
Asian Paints 217 | 291 345 355| 342 49 48 63 76 61 31 31 42 55 42 (0) [©) 0
Berger Paints 68 88 106 112 115 12 13 15 19 18 7 8 9 12 12 4 11 17
Britannia Industries 131 141 163 168 179 25 22 28 32 8l 19 15 19 21 21 5 4 4
Colgate-Palmolive (India) 48 51 52 57 61 15 16 15 19 20 10 11 11 13 15 8 13 17
Dabur India 96 109 115 124 127 20 23 22 24 24 17 18 17 18 19 5 4
Godrej Consumer Products 110 123 133 141 143 24 24 24 29 30 18 18 18 19 19 4 10 5
Hindustan Unilever 460 512 591 605 615 113 125 136 142 143 80 87 97 101 102 2 3
ITC 455 563 660 654 697 155 189 239 245 247 130 151 187 204 201 3 2 4
Jyothy Labs 19 22 25 28 29 3 2 3 5 5] 2 2 2 4 4 7 25 27
Kansai Nerolac 47 59 71 74 75 8 6 8 10 10 5 4 5 7 7 3 11 18
Marico 80 95 98 97 108 16 17 18 20 21 12 12 13 15 16 5) 9 12
Nestle India 133 147 168 243 201 32 35 37 57 46 21 24 24 39 30 9 13 12
Page Industries 28 39 47 46 51 5) 8 9 9 10 3 5 6 6 7 4 10 12
Pidilite Industries 73 99 118 124 131 17 18 20 27 30 11 12 13 18 21 5 23 28
Tata Consumer Products 116 124 138 152 176 15 17 19 23 25 9 10 10 15 13 13 16 11
United Breweries 42 58 75 81 89 4 7 6 7 9 1 4 4 4 5 9 18 17
United Spirits 79 94 104 107 116 10 15 14 17 20 5 10 10 12 14 6 19 18

Source: Companies, Kotak Institutional Equities
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4
We expect some moderation in gross and EBITDA margins from elevated levels of FY2024
I Exhibit 5: Gross and EBITDA margins of consumer companies, March fiscal year-ends, 2019-27E (%)
Gross margin (%) EBITDA margin (%)

2019 2020 2021 2022 2023 2024 2025| 2026E 2027E 2019 2020 2021 2022 2023 2024 2025| 2026E 2027E|
Asian Paints 41.4 43.7 44.3 37.1 38.7 43.4 42.2 41.2 41.0 18.2 20.6 22.4 16.5 18.2 21.4 17.8 17.5 17.3
Berger Paints 39.0 41.5 43.3 38.0 36.3 40.7 41.2 40.3 39.8 14.5 16.7 17.4 16.2 14.1 16.6 15.9 15.0 14.7
Britannia Industries 40.6 40.3 41.9 38.0 41.2 43.4 41.0 41.6 41.9 15.7 15.9 19.1 15.6 17.4 18.9 17.2 17.2 17.7
Colgate-Palmolive (India) 65.1 65.2 68.0 67.3 65.7 69.7 69.4 69.2 69.3 27.7 26.6 31.2 30.7 29.6 33.5 32.3 322 32.5
Dabur India 49.5 49.9 49.9 48.2 45.6 48.0 48.3 48.2 48.4 20.4 20.6 20.9 20.7 18.8 19.4 18.9 19.2 19.7
Godrej Consumer Products 55.8 57.0 55.3 50.5 49.7 55.2 55.0 55.7 56.1 20.5 21.6 21.7 19.5 18.3 20.9 20.7 21.5 221
Hindustan Unilever 53.0 54.1 52.9 50.9 47.3 51.5 50.9 50.4 51.1 22.6 24.8 24.6 24.4 23.0 23.5 23.2 22.5 23.0
ITC 61.5 62.2 56.1 53.4 56.3 58.8 59.0 59.2 59.4 385 392 34.1 33.6 36.3 374 354 36.1 36.6
Jyothy Labs 46.5 47.4 47.1 41.6 42.3 49.1 50.1 49.7 49.6 185 14.7 16.5 11.3 12.7 17.4 17.3 16.9 16.8
Kansai Nerolac 36.2 38.1 37.9 30.0 30.0 355 354 345 343 14.3 15.8 17.8 10.5 11.2 13.8 13.2 12.6 12.5
Marico 45.2 48.8 46.9 42.9 45.2 50.8 50.3 50.3 91.5 17.5 20.1 19.8 17.7 18.5 21.0 19.7 19.9 20.7
Nestle India 59.1 57.5 57.3 56.7 53.8 55.9 56.4 56.7 57.1 23.7 229 23.7 23.6 21.7 23.6 23.2 23.6 24.2
Page Industries 58.0 55.5 55.4 56.0 55.8 54.5 54.7 515 55.8 21.7 18.1 18.6 20.2 18.3 19.0 20.6 21.6 21.8
Pidilite Industries 49.3 53.4 53.7 451 42.7 51.6 54.1 53.4 53.4 19.3 21.6 23.0 18.6 16.8 219 23.0 23.5 23.8
Tata Consumer Products 44.7 43.9 40.5 43.0 41.9 43.7 42.8 43.6 44.5 10.8 13.4 13.3 13.8 13.5 15.0 14.1 15.2 16.4
United Breweries 53.6 51.6 522 499 431 42.7 43.6 45.8 46.8 17.6 13.5 9.0 11.9 8.2 8.6 9.7 12.3 18.7
United Spirits 48.8 44.8 43.4 43.9 41.5 43.4 44.6 45.0 45.3 14.3 16.6 12.5 16.0 13.7 16.0 17.2 18.0 18.5

Source: Companies, Kotak Institutional Equities estimates

Elevated profitability for most consumer companies; moderation in margins in certain cases

I Exhibit 6: Gross and EBITDA margin of consumer companies under our coverage, 4QFY23-4QFY25 (%)

Gross margin (%) EBITDA margin (%)

4QFY23| 1QFY24 2QFY24 3QFY24|4QFY24| 1QFY25 2QFY25 3QFY25|4QFY25| |4QFY23|1QFY24 2QFY24 3QFY24|4QFY24| 1QFY25 2QFY25 3QFY25| 4QFY25
Asian Paints 42.6 42.9 43.4 43.6 43.7 42.5 40.8 42.4 43.0 213 231 20.2 22.6 19.4 18.9 15.4 19.1 17.8
Berger Paints 39.8 39.8 41.1 41.1 40.7 39.9 41.7 41.6 42.4 15.1 18.4 171 16.7 13.9 16.9 15.6 15.9 16.0
Britannia Industries 44.9 41.9 42.9 43.9 44.9 43.4 41.5 38.7 40.6 19.9 17.2 19.7 19.83 19.4 17.7 16.8 18.4 16.8
Colgate-Palmolive (India) 66.9 68.4 68.8 72.2 69.3 70.6 68.5 69.9 67.1 Ests) 31.6 32.8 33.6 35.7 34.0 30.7 31.1 31.5
Dabur India 45.8 46.6 48.3 48.6 48.6 47.8 49.3 481 481 {528 19.3 20.6 20.5 16.6 19.6 18.2 20.3 17.0
Godrej Consumer Products 52.9 53.7 54.9 55.9 56.1 556.9 55.6 54.1 54.7 20.0 18.6 19.5 23.0 223 21.7 20.7 20.1 20.6
Hindustan Unilever 48.7 49.9 52.7 51.5 51.9 51.4 51.0 50.7 50.5 233 232 24.2 233 23.1 23.5 235 23.2 22.8
ITC 58.6 59.5 57.3 58.4 59.9 57.7 52.9 54.4 56.1 37.9 39.5 36.5 36.5 37.2 37.0 32.8 34.2 35.0
Jyothy Labs 45.7 47.9 49.2 49.8 49.5 51.3 50.2 49.8 49.2 14.8 17.1 18.5 17.5 16.4 18.0 18.9 16.4 15.7
Kansai Nerolac 31.6 353 357 36.2 34.8 37.0 34.0 353 34.5 9.5 16.1 14.6 13.2 10.8 16.3 11.5 13.4 11.4
Marico 47.4 50.0 50.5 51.3 51.6 52.3 50.8 49.5 48.6 17.5 232 20.1 21.2 19.4 23.7 19.6 19.1 16.8
Nestle India 53.8 54.8 56.5 58.6 56.8 57.6 56.6 56.4 56.2 23.0 227 24.4 242 25.4 22.9 229 23.1 25.2
Page Industries 56.6 53.2 56.7 53.0 56.2 54.1 56.5 56.3 57.5 13.9 19.6 20.8 18.5 16.8 19.0 22.6 23.0 20.2
Pidilite Industries 46.8 49.0 51.3 52.9 53.4 53.8 54.4 54.3 54.4 17.1 21.6 22.1 237 19.9 239 238 23.7 19.9
Tata Consumer Products 41.8 422 42.5 43.8 46.1 44.9 43.6 411 41.9 14.1 14.6 14.4 15.0 16.0 15.3 14.9 12.7 13.5
United Breweries 38.6 40.6 44.5 44.0 41.7 43.0 43.8 43.1 43.5 3.0 9.8 9.8 8.0 6.7 11.5 10.7 7.1 8.0
United Spirits 42.6 43.0 43.4 43.4 43.3 44.5 45.2 447 44.6 10.7 17.1 16.4 16.4 13.6 19.5 17.8 17.1 15.4

Source: Companies, Kotak Institutional Equities
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Market structure is still quite favorable for the incumbents

I Exhibit 7: Company market share as a % of retail value (RSP), calendar year-ends, 2015, 2024

Shampoos
2015
HUL 443
P&G 24.8
L'Oreal 57
Dish wash
2015
HUL 59.9
Jyothy 11.3
Henkel 7.1
Baby Food
2015
Nestle 60.3
Abbott 17.5
Danone 6.2
Coffee
2015
Nestle 21.1
HUL 22.6
Narasu's Coffee 1.5

2024
46.4
20.3

5.3

2024
62.0
11.4

7.6

2024
60.9
18.0

8.1

2024
32.6
25.6

1.3

Source: Euromonitor, Kotak Institutional Equities

Beauty and Personal Care
Soaps
2015
40.9
11.3
9.6
Home Care
Home insecticides
2015
49.5

Reckitt Benckise 15.3
SC Johnson 19.5

Foods and Beverages
Biscuits
2015
30.0
322
10.4
Flavored Powder Drinks
2015
62.4
12.6
25.0

2024
37.1
11.2
11.2

2024
61.7
14.1
11.9

2024
30.2
29.3
13.3

2024
55.7
13.1
31.2

Colgate
HUL
Dabur

HUL
RSPL
P&G

Chocolate confectionary

Mondelez
Nestle
Ferrero

TCPL
HUL
Gujarat Tea Proc

Toothpaste

2015
49.0
19.7
12.2

Laundry care

Tea

2015
41.9
15.1
15.2

2015
58.0
13.2
12.9

2015
29.3
27.2

7.6

2024
43.4
18.8
16.6

2024
48.0
12.3

9.2

2024
57.2
16.1

7.4

2024
29.2
27.7

7.4
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“Each of the analysts named below hereby certifies that, with respect to each subject company and its securities for which the analyst is
responsible in this report, (1) all of the views expressed in this report accurately reflect his or her personal views about the subject companies
and securities, and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report: Sanjeev Prasad, Anindya Bhowmik, Sunita Baldawa.”
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Definitions of ratings

BUY. We expect this stock to deliver more than 15% returns over the next 12 months.

ADD. We expect this stock to deliver 5-15% returns over the next 12 months.

REDUCE. We expect this stock to deliver -5-+5% returns over the next 12 months.

SELL. We expect this stock to deliver <-5% returns over the next 12 months.

Our Fair Value estimates are also on a 12-month horizon basis.

Our Ratings System does not take into account short-term volatility in stock prices related to movements in the market. Hence, a particular Rating may

not strictly be in accordance with the Rating System at all times.

Distribution of ratings/investment banking relationships
Kotak Institutional Equities Research coverage universe

Percentage of companies covered by Kotak Institutional

70% - o " o
Equities, within the specified category.
60% -
Percentage of companies within each category for which
50% | Kotak Institutional Equities and or its affiliates has
provided investment banking services within the previous
12 months.
40%
* The above categories are defined as follows: Buy = We
30.1% expect this stock to deliver more than 15% returns over
30% 26.9% the next 12 months; Add = We expect this stock to deliver
22.4% 20.6% 5-15% returns over the next 12 months; Reduce = We
20% - expect this stock to deliver -5-+5% returns over the next
12 months; Sell = We expect this stock to deliver less than
-5% returns over the next 12 months. Our target prices
10% 56% o are also on a 12-month horizon basis. These ratings are
4.2% 3.8% 4.5% ) ) ) : .
used illustratively to comply with applicable regulations. As
0% of 31/03/2025 Kotak Institutional Equities Investment
BUY ADD REDUCE SELL Research had investment ratings on 286 equity securities.

Source: Kotak Institutional Equities

As of March 31, 2025

Coverage view

The coverage view represents each analyst’s overall fundamental outlook on the Sector. The coverage view will consist of one of the following
designations: Attractive, Neutral, Cautious.

Other ratings/identifiers

NR = Not Rated. The investment rating and fair value, if any, have been suspended temporarily. Such suspension is in compliance with applicable
regulation(s) and/or Kotak Securities policies in circumstances when Kotak Securities or its affiliates is acting in an advisory capacity in a merger or
strategic transaction involving this company and in certain other circumstances.

CS = Coverage Suspended. Kotak Securities has suspended coverage of this company.
NC = Not Covered. Kotak Securities does not cover this company.

RS = Rating Suspended. Kotak Securities Research has suspended the investment rating and fair value, if any, for this stock, because there is not a
sufficient fundamental basis for determining an investment rating or fair value. The previous investment rating and fair value, if any, are no longer in
effect for this stock and should not be relied upon.

NA = Not Available or Not Applicable. The information is not available for display or is not applicable.

NM = Not Meaningful. The information is not meaningful and is therefore excluded.
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