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Tata Consumer Products

Going aggressive on white spaces

TCPL's acquisitions of Capital Foods and Organic India signify aggression to tap white spaces
with a clear intent to build a more comprehensive premium F&B portfolio with high growth
potential. The acquisitions are at c.6.8x and c.5.2x FY24E sales of Capital Foods and Organic
India vs TCPL's own valuation at c.7x at CMP, ¢.5-5.5x at 3-6M ago prices, and add ¢.6% to
TCPL's Sales and EBITDA. Capital Foods has scaled well in the past (5-year sales CAGR 15%)
and has strong margin potential but a lot more work needs to be done in case of Organic
India (patchy growth profile, falling margin - could require prolonged category-development
work). The immediate task would be to leverage TCPL's distribution scale to unlock value in
estimated large TAMs, and also correct cost-structures (including trade-related) to improve
profitability. This, in our view, could take a couple of more years’ work vs management’s
guidance of Year-2 break-even.
= Contours of the transaction, and estimated impact on financials: TCPL announced that it
has entered into a definitive agreement to acquire: 1) Capital Foods in a phased manner -
75% upfront (to be completed by Mar'24) and balance 25% within three years - at a
valuation of INR51bn (EV on no-cash-no-debt basis). This works out to ¢.6.8x FY24 sales
(expected to be in range of INR 7.5-7.7bn), c.30x EBITDA, 2) 100% stake in Organic India
for a cash consideration of INR19bn (EV on no-cash-no-debt basis) which works out to
€.5.2x FY24E sales (INR 3.6-3.7bn) plus potential earnout linked to FY26 performance.
TCPL had net-cash of c.INR 25bn at Sep’24 and plans to fund the acquisitions through a
combination of internal accruals and debt or equity (rights) or a combination thereof.
Management expects deal to achieve EPS breakeven in Year 2 of operation and be
accretive thereafter. For this to be achieved, TCPL would need to double Capital Foods’
FY24 topline by FY26 and make a c.25-26% margin thereon, as per our workings. TCPL
has grown Nourishco aggressively (80%+ in FY22/23) after buying out its JV partner’s
stake but HUL's performance on the GSK acquisition suggests that integrating a large
business is not all that easy. Organic India could need a much longer period of
development, in our view.

= High-growth premium F&B is a key thrust area for TCPL: Capital Foods operates the
‘Ching’s Secret’ (market-leader in ‘Desi Chinese’ categories — chutneys, spices, sauces,
soups, noodles) and ‘Smith & Jones’ (cooking pastes) brands while Organic India has a
portfolio of premium organic products including tea & infusions, herbal supplements and
organic packaged foods with strong moats in supply-chain and organic certifications.
Both businesses are in high growth fragmented categories with large TAMs - c.INR220bn
for Capital Foods and c.INR820bn globally in the case of the latter, as per management -
and enjoy superior gross margins (50-60%+) vs TCPL's existing portfolio (c.43-44%).

= Expected synergy benefits: Given that both businesses are under-indexed on distribution
(Capital Foods/Organic India reach at 400k/24k outlets in India vs TCPL's 3.8mn), the
immediate opportunity is to capitalise on TCPL's GT strength, and increase presence in
the alternate modern channels; Organic India’s portfolio also unlocks the pharma channel
for TCPL to cross-sell other brands. On costs front, there is potential to extract efficiencies
on various aspects - trade margins, selling expenses, fixed costs, utilisations, etc, though
TCPL could need to up ad-spends in line with the intent to drive aggressive growth.

1JM FINANCIAL

Mehul Desai
mehul.desai@jmfl.com | Tel: (91 22) 66303065

Sumanyu Saraf
sumanyu.saraf@jmfl.com | Tel: (91 22) 66303077

Richard Liu
richard.liu@jmfl.com | Tel: (91 22) 66303064

Key Data — TATACONS IN

Current Market Price INR1,159
Market cap (bn) INR1,076.7/US$13.0
Free Float 58%
Shares in issue (mn) 921.6
Diluted share (mn) 929.0
3-mon avg daily val (mn) INR1,565.5/US$18.9
52-week range 1,166/685
Sensex/Nifty 72,568/21,895
INR/US$ 82.9
Price Performance

% ™ 6M 12M
Absolute 22.2 37.4 53.7
Relative* 17.1 23.9 27.0

Y/E March FY22A FY23A FY24E FY25E FY26E
Net Sales 123,470 136,598 153,416 169,308 185,982
Sales Growth (%) 7.0 10.6 12.3 10.4 9.8
EBITDA 17,188 18,565 23,098 25,726 28,385
EBITDA Margin (%) 13.9 13.6 15.1 15.2 15.3
Adjusted Net Profit 9,676 11,022 14,099 16,498 18,807
Diluted EPS (INR) 10.5 1.9 15.2 17.8 20.2
Diluted EPS Growth (%) 10.9 13.0 27.9 17.0 14.0
ROIC (%) 8.7 9.0 1.3 12.7 14.0
ROE (%) 6.5 7.0 8.5 9.6 10.5
P/E (x) 110.4 97.7 76.4 65.3 57.3
P/B (x) 7.1 6.6 6.4 6.1 5.9
EV/EBITDA (x) 60.8 56.4 45.0 40.2 36.2
Dividend Yield (%) 0.5 0.7 0.9 1.1 1.2

Source: Company data, JM Financial. Note: Valuations as of 12/Jan/2024
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Exhibit 1. Capital Foods’ Summary Financials

INR mn FY14 FY15 FY16 FY17 FY18 FY19 FY20 FY21 FY22 FY23
Sales 1,827 2,487 2,763 3,316 3,172 3,728 4,452 6,667 5,742 7,055
COGS 737 1,226 1,349 1,721 1,585 1,781 2,045 2,931 3,044 3,399
Gross profit 1,090 1,261 1,414 1,595 1,587 1,947 2,407 3,736 2,698 3,656
Gross margins 59.7% 50.7% 51.2% 48.1% 50.0% 52.2% 54.1% 56.0% 47.0% 51.8%
staff cost 141 183 239 257 292 368 518 813 697 644
other expenses 938 992 1,235 1,253 1,242 1,498 1,762 1,876 1,936 1,925
EBITDA 11 85 -60 86 53 81 127 1,047 66 1,088
EBITDA margins 0.6% 3.4% -2.2% 2.6% 1.7% 2.2% 2.9% 15.7% 1.1% 15.4%
depreciation 69 89 54 59 69 70 71 145 207 147
interest cost 37 9 2 4 5 5 5 22 24 13
other income 8 14 19 31 24 45 38 76 67 87
PBT -86 2 -98 54 3 51 89 956 -98 1,015
tax -39 12 -47 10 -2 49 56 269 -24 264
PAT -47 -10 -51 44 5 2 33 687 -74 751
Source: VCC Edge and ROC data, JM Financial
Exhibit 2. Organic India’s Summary Financials

INR mn FY17 FY18 FY19 FY20 FY21 FY22 FY23

Sales 2,414 2,714 3,362 3,449 3,948 3,618 3,244

COGS 743 973 921 955 1,203 1,182 1,241

Gross profit 1,671 1,741 2,441 2,494 2,745 2,436 2,003

Gross margins 69.2% 64.1% 72.6% 72.3% 69.5% 67.3% 61.7%

staff cost 412 439 600 544 658 648 562

other expenses 842 932 1,427 1,679 1,790 1,480 2,297

EBITDA 416 370 414 271 297 308 -855

EBITDA margins 17.2% 13.6% 12.3% 7.9% 7.5% 8.5% -26.4%

depreciation 16 25 55 203 220 175 152

interest cost 15 21 47 112 95 85 96

other income 62 120 75 125 111 65 92

Exceptional -4 -5 -38

PBT 447 444 387 77 89 76 -1,011

tax 165 158 182 16 42 7 -135

PAT 283 285 205 61 47 69 -875

Source: VCC Edge and ROC data, JM Financial

Exhibit 3. Our preliminary estimate pegs the potential EBITDA margins for Capital Foods to be 20-22% and 10-12% for Organic India
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Source: VCC Edge and MCA data, JM Financial
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Exhibit 4. For Capital Foods to break-even in Yr-2, TCPL would need to double FY24's sales in FY26 and earn a 25%-+ EBITDA margin thereon
(assuming TCPL's cost of funds work out to 7.5% p.a.). Organic India would need INR10bn sales with ¢.15% margin

Capital Foods Organic India

Fy26
Scenario To Break-even Fy26
Net Revenue 15,000 Scenario Break-even
EBlTQAD 3'8205 Revenue 10,000
?caPrLg'mg‘y h f EBITDA 225 556/90 EBITDA 1,450
s /o shareo ' Margin 14.5%

EV of Cap Foods 51,000
Cost of Acgn of 75% stake 38,250 Cost of Acq n‘ 15,000
Assumed % Cost of Funds 7.5% Cost of funding 7.5%
Cost of Funding (75% stake) 2,869 Interest costs 1,425
EBITDA less funding costs 0 EBITDA less funding costs 25

Source: Companies data, JM Financial

Exhibit 5. Capital Foods’ products enjoys strong market positions in its categories of operations

Chutneys Blended Masala Ginger Garlic
(Schezwan) (Desi-Chinese) Paste
|
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@ # Market position
xx% « Market Share in respective categories as of 2022. Sauces include green chill, red chilli and soy sauces.

Source: Management estimates, Industy sources ———OT

Source: TCPL presentation, JM Financial

Exhibit 6. Huge opportunities for distribution expansion

Massive potential to leverage TCPL’s distribution to scale up Capital Foods?1....

Incremental GT unlock

3.8

Total retail
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through key account
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Source: TCPL presentation, JM Financial
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Exhibit 7. Organic India’s portfolio well-spread across premium and emerging categories with strong gross m

argin profile...

Product Portfolio (Revenue Split%)

Herbal Supplements
(~40%)

Tea & Infusions
(~40%)

Organic Packaged
Food (~20%)

Condition Specific Daily Nutrition Psyllium Green Tea Wellness Tea Infusion Ghee Honey Jaggery
Powder
~
P . Organic India Tea & Gross margin;
remium Infusions - priced at 0 - :
brand 15-20% premium over 55 A’+ _?ggill_l;a?rf;;ll\;: to
Tetley P
S Y

Source: TCPL presentation, JM Financial

Exhibit 8. ... and enjoys strong supply-chain moats and end-to-end certifications for organic products

Long-standing relationships with farmers enables flexible sourcing End-to-end certifications for organic products

. ) ) International certifications
m ~130 members strong operations team including Agri development NON N
w, and procurement division A m N Fo Y4 Mo \
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Indirectly associated with an additional 12,000+ farmers t" v .
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©
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i i Madhya
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categories

Source: Company, JM Financial

Exhibit 9. TCPL's synergy benefits expectations

s

‘ﬁ@ Increase GT footprint Optimize trade margins

&

Optimize selling expenses

S\ Deliver high growth in MT and
E-commerce

Fixed cost optimization

Higher capacity utilisation

&, ®
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\
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Revenue Synergies Cost Synergies

‘ Significant synergies to boost growth and enhance EBITDA Margin

Source: Company, JM Financial
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Financial Tables (Consolidated)

Profit & Loss Statement (INR mn) Balance Sheet (INR mn)
Year ended March FY22A FY23A FY24E FY25E FY26E Year ended March FY22A FY23A FY24E FY25E FY26E
Net Sales 123,470 136,598 153,416 169,308 185,982 Shareholders' Fund 151,419 162,767 169,016 175,615 182,838
Sales Growth 7.0% 10.6% 12.3% 10.4% 9.8% Share capital 922 929 929 929 929
Other Operating Income 784 1,234 1,304 1,439 1,581 Reserves & Surplus 150,498 161,838 168,087 174,686 181,909
Total Revenue 124,254 137,832 154,720 170,747 187,563 Preference Share Capital 0 0 0 0 0
Cost of Goods Sold/Op. Exp. 70,840 80,057 88,024 97,337 107,224 Minority Interest 11,516 8,502 9,604 10,844 12,219
Personnel cost 10,480 11,204 12,506 13,717 14,975 Total Loans 10,106 11,828 9,044 7,095 5,731
Other expenses 25,746 28,006 31,091 33,967 36,980 Def. Tax Liab / Assets (-) 7,337 8,144 8,982 9,770 10,650
EBITDA 17,188 18,565 23,098 25,726 28,385 Total - Equity & Liab 180,378 191,241 196,646 203,324 211,439
EBITDA (%) 13.9% 13.6% 15.1% 15.2% 15.3% Net Fixed Assets 124,449 129,477 130,391 131,288 132,131
EBITDA Growth (%) 11.3% 8.0% 24.4% 11.4% 10.3% Gross Fixed Assets 64,525 68,311 72,311 76,391 80,552
Depn & Amort 2,780 3,041 3,108 3,209 3,347 Intangible Assets 77,541 80,254 80,254 80,254 80,254
EBIT 14,408 15,524 19,991 22,517 25,037 Less: Depn. & Amort. 22,005 23,852 26,960 30,169 33,516
Other Income 1,401 1,689 2,014 2,234 2,431 Capital WIP & Net Lease Assets 4,388 4,765 4,787 4,812 4,841
Finance Cost 728 872 872 872 784 Investments 7,973 14,330 15,763 17,339 19,073
PBT before Excep & Forex 15,081 16,341 21,133 23,880 26,684 Current Assets 74,313 79,646 86,132 93,997 103,376
Excep & forex Inc/Loss(-) -521 1,595 0 0 0 Inventories 22,665 27,017 28,161 31,078 34,139
PBT 14,560 17,936 21,133 23,880 26,684 Sundry Debtors 8,352 7,983 8,966 10,669 11,719
Taxes 3,770 4,470 5,382 6,042 6,751 Cash & Bank Balances 25,999 27,969 30,873 32,532 36,072
Extraordinary Inc/Loss(-) 0 0 0 0 0 Loans & Advances 10,369 9,590 10,549 11,604 12,765
Assoc. Profit/Min. Int.(-) -1,432 -1,428 -1,653 -1,340 -1,125 Other Current Assets 6,928 7,086 7,582 8,113 8,681
Reported Net profit 9,358 12,038 14,099 16,498 18,807 Current Liab. & Prov. 26,356 32,212 35,640 39,300 43,141
Adjusted Net Profit 9,676 11,022 14,099 16,498 18,807 Current Liabilities 23,529 29,104 32,118 35,388 38,843
Net Margin (%) 7.8% 8.1% 9.2% 9.7% 10.1% Provisions & Others 2,827 3,108 3,522 3,912 4,298
Diluted share capital (mn) 921.6 929.0 929.0 929.0 929.0 Net Current Assets 47,957 47,434 50,492 54,697 60,235
Diluted EPS (Rs) 105 11.9 15.2 17.8 20.2 Application of Funds 180,378 191,241 196,646 203,324 211,439
Diluted EPS Growth 10.9% 13.0% 27.9% 17.0% 14.0% Source: Company, JM Financial

Total Dividend + Tax 5,576 7,850 9,899 11,584 13,205

Dividend Per Share (Rs) 6.1 8.5 10.7 125 14.2

Source: Company, JM Financial

Cash Flow Statement (INR mn) Dupont Analysis

Year ended March FY22A FY23A FY24E FY25E FY26E Y/E March FY22A FY23A FY24E FY25E FY26E
Profit before Tax 14,560 17,936 21,133 23,880 26,684 Net Margin 7.8% 8.1% 9.2% 9.7% 10.1%
Depn. & Amort. 2,780 3,041 3,108 3,209 3,347 Asset Turnover (x) 0.7 0.7 0.8 0.9 0.9
Net Interest Exp. / Inc. (-) -673 -817 -1,142 -1,362 -1,646 Leverage Factor (x) 1.2 1.2 1.2 1.2 1.2
Inc (-) / Dec in WCap. 23 -254 -290 -2,670 -2,107 RoE 6.6% 7.1% 8.6% 9.7% 10.6%
Others 821 -1,406 -1,653 -1,340 -1,125 Key Ratios

Taxes Paid -2,353 -3,887 -4,408 -5,129 -5,763 Year ended March FY22A FY23A FY24E FY25E FY26E
Operating Cash Flow 15,158 14,613 16,748 16,587 19,390 BV/Share (INR) 164.3 175.2 181.9 189.0 196.8
Capex -2,461 -1,399 -4,000 -4,080 -4,162 ROIC (%) 8.7% 9.0% 11.3% 12.7% 14.0%
Free Cash Flow 12,697 13,214 12,748 12,507 15,229 ROE (%) 6.5% 7.0% 8.5% 9.6% 10.5%
-Inc/dec in investments -11,662 -8,101 -1,433 -1,576 -1,734 Net Debt-equity ratio (X) -0.1 -0.1 -0.2 -0.2 -0.2
Other current assets 905 1,222 2,014 2,234 2,431 PER 110.4 97.7 76.4 65.3 57.3
Investing Cash Flow -13,218 -8,278 -3,419 -3,422 -3,465 PBV 7.1 6.6 6.4 6.1 59
Inc/(dec) in capital 0 0 0 0 0 EV/EBITDA 60.8 56.4 45.0 40.2 36.2
Dividend+Tax Thereon -3,982 -5,734 -7,850 -9,899 -11,584 EV/Net Sales 8.5 7.7 6.8 6.1 55
Inc/dec in loans -4,947 -38 -2,784 -1,949 -1,364 Debtor days 25 21 21 23 23
Other assets -1,019 -1,372 209 343 562 Inventory days 67 72 67 67 67
Financing Cash Flow -9,948 -7,144 -10,425 -11,505 -12,386 Creditor days 80 89 89 89 89
Inc / Dec (-) in Cash -8,008 -809 2,904 1,659 3,539 Source: Company, JM Financial

Opening cash balance 34,007 28,779 27,969 30,873 32,532

Closing cash balance 25,999 27,969 30,873 32,532 36,072

Source: Company, JM Financial
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History of Recommendation and Target Price

Date Recommendation Target Price
15-May-20 Buy 385
8-Jul-20 Buy 390
13-Jul-20 Buy 400
5-Aug-20 Buy 400
8-Oct-20 Buy 400
8-Nov-20 Buy 530
3-Feb-21 Buy 620
7-May-21 Buy 620
4-Aug-21 Buy 620
23-Oct-21 Buy 810
3-Feb-22 Buy 805
29-Mar-22 Buy 805
5-May-22 Buy 810
11-Aug-22 Buy 860
7-Oct-22 Buy 860
21-Oct-22 Buy 860
3-Feb-23 Buy 830
25-Apr-23 Buy 870
26-Jul-23 Buy 900
31-Oct-23 Buy 965

% Chg.

1.3
26
0.0
0.0
325
17.0
0.0
0.0
30.6
-0.6
0.0
0.6
6.2
0.0
0.0
-35
4.8
34
7.2

Recommendation History

Tata Consumer Products
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Definition of ratings

Rating Meaning

Buy Total expected returns of more than 10% for stocks with market capitalisation in excess of INR 200 billion and REITs* and more than
15% for all other stocks, over the next twelve months. Total expected return includes dividend yields.
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eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this report may come, are required to inform themselves of
and to observe such restrictions.

Additional disclosure only for U.S. persons: JM Financial Institutional Securities has entered into an agreement with JM Financial Securities, Inc. ("JM Financial
Securities"), a U.S. registered broker-dealer and member of the Financial Industry Regulatory Authority ("FINRA") in order to conduct certain business in the
United States in reliance on the exemption from U.S. broker-dealer registration provided by Rule 15a-6, promulgated under the U.S. Securities Exchange Act of
1934 (the "Exchange Act"), as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission ("SEC") (together "Rule 15a-6").

This research report is distributed in the United States by JM Financial Securities in compliance with Rule 15a-6, and as a "third party research report" for
purposes of FINRA Rule 2241. In compliance with Rule 15a-6(a)(3) this research report is distributed only to "major U.S. institutional investors" as defined in Rule
15a-6 and is not intended for use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research report and are
not a major U.S. institutional investor, you are instructed not to read, rely on, or reproduce the contents hereof, and to destroy this research or return it to JM
Financial Institutional Securities or to JM Financial Securities.

This research report is a product of JM Financial Institutional Securities, which is the employer of the research analyst(s) solely responsible for its content. The
research analyst(s) preparing this research report is/are resident outside the United States and are not associated persons or employees of any U.S. registered
broker-dealer. Therefore, the analyst(s) are not subject to supervision by a U.S. broker-dealer, or otherwise required to satisfy the regulatory licensing
requirements of FINRA and may not be subject to the Rule 2241 restrictions on communications with a subject company, public appearances and trading
securities held by a research analyst account.

Any U.S. person who is recipient of this report that wishes further information regarding, or to effect any transaction in, any of the securities discussed in this
report, must contact, and deal directly through a U.S. registered representative affiliated with a broker-dealer registered with the SEC and a member of FINRA. In
the U.S., JM Financial Institutional Securities has an affiliate, JM Financial Securities, Inc. located at 1325 Avenue of the Americas, 28th Floor, Office No. 2821,
New York, New York 10019. Telephone +1 (332) 900 4958 which is registered with the SEC and is a member of FINRA and SIPC.

Additional disclosure only for U.K. persons: Neither JM Financial Institutional Securities nor any of its affiliates is authorised in the United Kingdom (U.K.) by the
Financial Conduct Authority. As a result, this report is for distribution only to persons who (i) have professional experience in matters relating to investments
falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended, the "Financial Promotion Order"), (ii)
are persons falling within Article 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial Promotion Order, (jii) are outside
the United Kingdom, or (iv) are persons to whom an invitation or inducement to engage in investment activity (within the meaning of section 21 of the Financial
Services and Markets Act 2000) in connection with the matters to which this report relates may otherwise lawfully be communicated or caused to be
communicated (all such persons together being referred to as "relevant persons"). This report is directed only at relevant persons and must not be acted on or
relied on by persons who are not relevant persons. Any investment or investment activity to which this report relates is available only to relevant persons and will
be engaged in only with relevant persons.

Additional disclosure only for Canadian persons: This report is not, and under no circumstances is to be construed as, an advertisement or a public offering of the
securities described herein in Canada or any province or territory thereof. Under no circumstances is this report to be construed as an offer to sell securities or as
a solicitation of an offer to buy securities in any jurisdiction of Canada. Any offer or sale of the securities described herein in Canada will be made only under an
exemption from the requirements to file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable
securities laws or, alternatively, pursuant to an exemption from the registration requirement in the relevant province or territory of Canada in which such offer or
sale is made. This report is not, and under no circumstances is it to be construed as, a prospectus or an offering memorandum. No securities commission or
similar regulatory authority in Canada has reviewed or in any way passed upon these materials, the information contained herein or the merits of the securities
described herein and any representation to the contrary is an offence. If you are located in Canada, this report has been made available to you based on your
representation that you are an “accredited investor” as such term is defined in National Instrument 45-106 Prospectus Exemptions and a “permitted client” as
such term is defined in National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations. Under no circumstances is the
information contained herein to be construed as investment advice in any province or territory of Canada nor should it be construed as being tailored to the
needs of the recipient. Canadian recipients are advised that JM Financial Securities, Inc., JM Financial Institutional Securities Limited, their affiliates and authorized
agents are not responsible for, nor do they accept, any liability whatsoever for any direct or consequential loss arising from any use of this research report or the
information contained herein.
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