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Momentum sustained

Nestle India (NEST) continued to deliver strong topline growth in 3QCY19 as well. Revenue grew
by 9.4% YoY to Rs. 32.2bn (vs our est. 7% growth to Rs. 31.5bn). Domestic sales grew by 10.5%
YoY to Rs. 30.4bn, driven largely by volume and mix. Maggi, Kitkat, Nestle Munch, Nescafe RTD,
Nangrow and Ceregrow delivered strong performances. The overall performance was to some
extent pulled down by exports, which were down by 7.1% YoY to Rs. 1.6bn on account of lower
coffee exports to Turkey. Overall EBITDA grew by 2.4% YoY to Rs. 7.6bn (vs our est. 4.9% growth
to Rs. 7.8bn). Adj. PAT grew by 30.4% to Rs. 6bn (vs our est. 18.4% growth to Rs. 5.5bn) as tax
rate came in at 14.8% vs our estimate of 25.2%. Other income decreased (down 15.9% YoY) due to
lower average liquidities following the payment of special interim dividend and lower yields.
Gross margin contracted 220bps YoY to 57.6% due to higher commodity prices, particularly in
milk and its derivatives, which is expected to continue in the near term. EBITDA margin
contracted 160bps YoY to 23.6% (vs our est. 24.7%) as other expenses as a % of sales were down
70bps YoY. We expect the company to continue to roll out innovative products by leveraging its
strong R&D, sourcing and supply chain capabilities. Considering the fact that the company
continues to maintain its launch pipeline, we are fairly confident that it will be able to sustain
healthy earnings growth (16-18% over the next two years) driven by volume. We feel the valuation
is fair, the stock trades at ~58x FY21E EPS. We thus maintain Accumulate rating with a target
price (TP) of Rs14,600 (Rs14,520 earlier), based on an unchanged P/E multiple of 52x Sep’21 EPS.
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Healthy growth in domestic sales: NEST's domestic sales growth for the quarter was above our Key Data

estimate. However, export sales remained weak on account of reduced exports to markets such as  Current Shares O/S (mn) 96.4
Turkey, which dragged down the overall performance. Continuing with its new launch strategy for the

domestic business, during the quarter the company brought back Milo (a cocoa-malt beverage) to the Mkt Cap (Rsbn/USSon) 1,397.1119.6
India market. 52 Wk H/L (Rs) 15,150/9,875
9MCY19 performance: Sales, EBITDA and Adj. PAT grew 9.8%, 4.6% and 15.9%, respectively. Gross  Daily Vol. (3M NSE Avg.) 103,928
margin was down 140bps YoY to 57.6% while EBITDA margin contracted by 120bps to 24%.

Change in management: Board of Directors has appointed Mr. David McDaniel as Whole-time Director, ~ Price Performance (%)

designated as 'Executive Director - Finance & Control and Chief Financial Officer' with effect from 1st M 6M 1Yr
March, 2020, for a term of five years in place of Mr. Shobinder Duggal, who will continue as the CFO fill

29th February, 2020. Nestle India 6.5 429 44.0
Outlook and valuation: There are minor changes to our CY19/CY20/CY21 EPS. NEST continues to  Nifty Index 7.0 4.8 12.4
deliver strong domestic topline growth. We believe it can easily deliver 16-18% earnings growth over the

next two years driven by volume and mix led topline growth. The stock has run-up quite well and now ~ Source: Bloomberg

trades at ~58x FY21E EPS. We thus maintain Accumulate rating with a target price (TP) of Rs14,600

(Rs14,475 earlier), based on an unchanged P/E multiple of 52x Sep’21 EPS.

Y/E Dec. (Rsmn) 3QCY18 2QCY19 3QCY19 YoY (%) QoQ (%) 9MCY18 9MCY19 YoY (%)
Net Sales 29,394 30,009 32,158 94 7.2 83,950 92,196 9.8
COGS 11,841 12,522 13,650 15.3 9.0 34,008 38,625 13.6
% of sales 40.3 41.7 424 220bps 70bps 40.5 41.9 140bps
Gross margin % 59.7 58.3 57.6 (220bps) (70bps) 59.5 58.1 (140bps)
Employee costs 2,904 3,146 3,220 10.9 24 8,443 9,403 114
% of sales 9.9 10.5 10.0 10bps (50bps) 10.1 10.2 10bps
Other expenses 7,228 7,269 7,693 6.4 5.8 20,313 22,006 8.3
% of sales 24.6 24.2 23.9 (70bps) (30bps) 24.2 23.9 (30bps)
EBITDA 7,420 7,073 7,595 24 74 21,187 22,162 4.6
EBITDA margin % 252 23.6 23.6 (160bps) 0.0 252 24.0 (120bps)
Depreciation 930 808 780 (16.1) (3.5) 2,573 2,368 (8.0)
EBIT 6,490 6,264 6,815 5.0 8.8 18,614 19,794 6.3
EBIT margin % 22.1 20.9 21.2 (90bps) 30bps 22.2 21.5 (70bps)
Interest expense 275 299 299 9.0 0.0 868 915 5.4
Other income 670 726 564 (15.9) (22.3) 1,837 2,022 10.1
Exceptional items - - - 0.0 0.0 - - -
PBT 6,886 6,691 7,080 2.8 5.8 19,583 20,902 6.7
Tax 2,257 2213 1,045 (53.7) (52.8) 6,416 5,638 (12.1)
Effective tax rate % 32.8 33.1 14.8 (18.0) (18.3) 328 27.0 (5.8)
Adj. PAT 4,629 4,478 6,035 30.4 34.8 13,168 15,263 15.9
Adj. PAT margin % 154 14.6 18.4 300bps 390bps 15.3 16.2 90bps

Source: Company, Nirmal Bang Institutional Equities Research

Please refer to the disclaimer towards the end of the document.
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a relationship beyond broking

Exhibit 1: Financial summary

YIE Dec. (Rsmn) cY17 CY18 CY19E CY20E CY21E
Net revenues 1,00,096 1,12,923 1,24,202 1,40,091 1,57,644
Yo growth (%) 9.5 12.8 10.0 12.8 125
EBITDA 22,214 27,324 29,536 33,958 38,923
EBITDA margin (%) 22.2 24.2 23.8 24.2 4.7
PAT 13,500 17,217 20,707 24,217 28,026
EPS (Rs) 140.0 1786 214.8 251.2 290.7
Yo growth (%) 13.2 27.5 20.3 17.0 15.7
RoCE (%) 417 50.2 72.7 105.0 110.8
RoE (%) 403 485 705 102.3 108.0
PIE (x) 103.4 81.1 67.4 57.6 498
P/BV (x) 408 38.0 633 55.2 525
EV/EBITDA (x) 613 495 462 40.0 347

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Our estimates versus actual performance

Y/E Dec. (Rsmn) 3QCY18 2QCY19 3QCY19 YoY (%) QoQ (%) NBIE estimate  Variation (%)
Net sales 29,39% 30,009 32,158 94 72 31,451 2.2
EBITDA 7,420 7,073 7,595 24 74 7,782 -2.4
EBITDA margin (%) 25.2 236 23.6 (70 bps) (130 bps) 24.7 (100 bps)
Net income 4,629 4,478 6,035 30.4 34.8 5,481 10.1

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 3: Change in our estimates

Y/E Dec. Old estimate New estimate Change (%)

(Rsmn) FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Net sales 123602 139476 156959 | 1,24,202 1,40,091 157,644 0.5 0.4 04
EBITDA 29,579 33,782 38,723 29,536 33,958 38,923 -0.1 0.5 0.5
EBITDA (%) 239 24.2 24.7 23.8 24.2 24.7 (10bps) 0.0 0.0
Adj. PAT 20,939 24,094 27,872 20,707 24,217 28,026 -1.1 0.5 0.5

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 4: Domestic sales growth trend
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Exhibit 5: Export sales growth trend
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Exhibit 6: One year forward P/E
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Financials (standalone)

Exhibit 7: Income statement

Institutional Equities

Exhibit 8: Cash flow

Y/E December (Rsmn) CY17 CY18 CY19E CY20E CY21E
Net sales 1,00,096  1,12,923 1,24202 140,091 1,57,644
% Growth 9.5 12.8 10.0 12.8 12.5
COGS 43,269 45,902 52,219 58,142 64,983
Staff costs 10,577 11,732 12,595 14,760 16,924
Other expenses 24,037 27,965 29,851 33,231 36,814
Total expenses 77,882 85,599 94,666 1,06,133  1,18,721
EBITDA 22,214 27,324 29,536 33,958 38,923
% growth 94 23.0 8.1 15.0 14.6
EBITDA margin (%) 22.2 24.2 23.8 24.2 24.7
Other income 1,769 2,589 2,690 3,549 4,216
Interest costs 919 1,120 1,220 1,342 1,477
Depreciation 3,423 3,357 3,334 3,802 4,210
Profit before tax (before 19641 25437 27672 32362 37452
Exceptional items -1,248 -1,148 -702 -702 -702
Tax 6,141 8,220 6,965 8,146 9,427
PAT 12,252 16,069 20,005 23,515 27,324
Adj. PAT 13,500 17,217 20,707 24,217 28,026
Adj. PAT margin (%) 133 14.9 16.3 16.9 17.3
% Growth 224 31.2 14.8 17.5 12.8
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 9: Balance sheet

Y/E December (Rsmn) CcY17 CY18 CY19E CY20E CY21E
Share capital 964 964 964 964 964
Reserves 33,242 35,773 21,067 24,334 25,624
Net worth 34,206 36,737 22,031 25,298 26,588
Total debt 351 351 351 351 351
Deferred tax liability 1,220 588 588 588 588
Total liabilities 35,777 37,677 22,97 26,238 27,528
Gross block 33,584 34,854 36,854 42,354 45,354
Depreciation 7,423 10,848 14,182 17,984 22,194
Net block 26,162 24,006 22,672 24,370 23,160
Capital work-in-progress 942 1,052 1,052 1,052 1,052
Investments 19,789 26,585 28,510 30,628 32,957
Inventories 9,025 9,656 10,867 12,110 13,512
Debtors 890 1,246 1,015 1,144 1,288
Cash 14,574 16,101 4,288 8,292 13,276
Loans & advances 2,245 2,236 2,965 3,379 3,847
Total current assets 26,734 29,238 19,135 24,926 31,923
Creditors 9,846 12,404 13,877 15,770 17,625
Othe.rlcurrent liabilities & 28,002 30,800 34,520 38,967 43,938
Total current liabilities 37,849 43,204 48,398 54,737 61,564
Net current assets -11,115 -13,966 -29,263 -29,812 -29,641
Total assets 35,777 37,677 22,970 26,238 27,528

Source: Company, Nirmal Bang Institutional Equities Research

Nestle India

Y/E December (Rsmn) CcY17 CY18 CY19E CY20E CY21E
PAT 18,393 24290 26,202 30,156 34,713
Depreciation 3,423 3,357 3,334 3,802 4,210
Other income 1,353 2,477 2,690 3,549 4,216
(Inc.)/dec. in working capital 3,750 4,128 3,485 4553 4,813
Cash flow from operations 18,178 20,525 24,586 28,159 31,569
Capital expenditure (-) 639 -2,592 3,458 5054 6,253
Net cash after capex 18,817 17,932 28,044 33,212 37,822
Interest paid (-) 7 41 1,220 1,342 1,477
Dividends paid (-) 8292 -10,895  -34,711  -20,248 -26,033
Inc./(dec.) in investments -1,118 -1,604 -1,925 2,118 -2,329
Cash from financial activities -9,966 13,174 -35931 -21,590 -27,510
Opening cash balance 8,800 14,574 16,101 4,288 8,292
Closing cash balance 14574 16,101 20,686 32,868 36,970
Change in cash balance 5774 1,526 4585 28580 28,677
Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 10: Key ratios

Y/E December CY17 CY18 CY19E CY20E CY21E
Per share (Rs)

EPS 140.0 178.6 2148 2512 290.7
Book value 354.8 381.0 228.5 2624 2758
DPS 86.0 113.0 300.0 175.0 2250
Valuation (x)

EV/sales 136 12.0 11.0 9.7 8.6
EV/EBITDA 61.3 495 46.2 40.0 347
PIE 103.4 81.1 674 57.6 498
PBV 40.8 38.0 63.3 55.2 52.5
Return ratios (%)

RoCE 417 50.2 72.7 105.0 110.8
RoE 40.3 485 705 102.3 108.0
Profitability ratios (%)

Gross margin 56.8 594 58.0 58.5 58.8
EBITDA margin 222 242 238 242 247
EBIT margin 18.8 212 211 215 220
PAT margin 133 14.9 16.3 16.9 173
Liquidity ratios (%)

Current ratio 0.7 0.7 04 05 0.5
Quick ratio 0.5 0.5 0.2 0.2 0.3
Solvency ratio (%)

Debt to Equity ratio 0.0 0.0 0.0 0.0 0.0
Turnover ratios

Total asset turnover ratio (x) 2.8 31 41 5.7 5.9
Fixed asset turnover ratio (x) 3.8 47 55 5.7 6.8
Inventory days 76 7 76 76 76
Debtors days 3 4 3 3 3
Creditor days 83 99 97 99 99

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track
Date Rating Market price (Rs) Target price (Rs)
13 March 2018 Buy 7,619 9,400
11 May 2018 Buy 8,981 10,700
6 August 2018 Buy 10,325 11,900
29 October 2018 Buy 9,569 11,200
19 February 2019 Buy 10,350 12,500
9 April 2019 Buy 10,878 12,500
15 May 2019 Buy 10,470 12,100
5 August 2019 Accumulate 11,411 12,350
23 September 2019 Accumulate 13,502 14,650
9 October 2019 Accumulate 13,600 14,520
11 November 2019 Accumulate 14,471 14,600
Rating track graph
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DISCLOSURES

Research Reports that are published by Nirmal Bang Securities Private Limited (hereinafter referred to as “NBSPL”) are
for private circulation only. NBSPL is a registered Research Analyst under SEBI (Research Analyst) Regulations, 2014
having Registration no. INHO00001766. NBSPL is also a registered Stock Broker with National Stock Exchange of India
Limited , BSE Limited ,Metropolitan Stock Exchange of India Limited , Multi Commodity Exchange of India Limited ,
National Commodity and Derivative Exchange Limited and Indian Commaodity Exchange Limited in cash and Equity and
Commodities derivatives segments.

NBSPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at
times, have different or contrary views on stocks and markets.

NBSPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing /
dealing in securities Market. NBSPL, its associates or analyst or his relatives do not hold any financial interest (Except
Investment) in the subject company. NBSPL or its associates or Analyst do not have any conflict or material conflict of
interest at the time of publication of the research report with the subject company. NBSPL or its associates or Analyst or
his relatives may or may not hold beneficial ownership of 1% or more in the subject company at the end of the month
immediately preceding the date of publication of this research report.

NBSPL or its associates / analyst has not received any compensation / managed or co-managed public offering of
securities of the company covered by Analyst during the past twelve months. NBSPL or its associates have not received
any compensation or other benefits from the company covered by Analyst or third party in connection with the research
report. Analyst has not served as an officer, director or employee of Subject Company. NBSPL / analyst has not been
engaged in market making activity of the subject company.

Analyst Certification: I, Vishal Punmiya, the Research Analyst and Ayush Chaturvedi, the research associate, authors of
these reports, hereby certify that the views expressed in this research report accurately reflects my/our personal views
about the subject securities, issuers, products, sectors or industries. It is also certified that no part of the compensation of
the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations or views in this
research. The analyst(s) principally responsible for the preparation of this research report and has taken reasonable
care to achieve and maintain independence and objectivity in making any recommendations.

Nestle India
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%
DISCLAIMER

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBSPL is not soliciting any
action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any such
transaction. In preparing this research, we did not take into account the investment objectives, financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBSPL and must not be copied, either in whole or in part, or distributed or redistributed to any other
person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any way. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. NBSPL will not treat recipients as customers by virtue of their receiving this report. This report is not
directed or intended for distribution to or use by any person or entity resident in a state, country or any jurisdiction, where such distribution, publication, availability or use would
be contrary to law, regulation or which would subject NBSPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-
date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it. NBSPL or any of its affiliates or employees shall not
be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information contained in this report. NBSPL or any of its affiliates
or employees do not provide, at any time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBSPL reserves its absolute discretion and right to make or refrain from making modifications and alterations to
this statement from time to time. Nevertheless, NBSPL is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether the advice is
appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does
fluctuate, and an individual security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as
currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. Opinions expressed are subject to change
without any notice. Neither the company nor the director or the employees of NBSPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising
from any use of this research and/or further communication in relation to this research. Here it may be noted that neither NBSPL, nor its directors, employees, agents or
representatives shall be liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.

Team Details:

Name Email Id Direct Line

Rahul Arora CEO rahul.arora@nirmalbang.com -
Girish Pai Head of Research girish.pai@nirmalbang.com +9122 6273 8017 / 18
Dealing

Ravi Jagtiani Dealing Desk ravi.jagtiani@nirmalbang.com +91 22 6273 8230, +91 22 6636 8833

Pradeep Kasat Dealing Desk pradeep.kasat@nirmalbang.com +91 22 6273 8100/8101, +91 22 6636 8831

Michael Pillai Dealing Desk michael.pillai@nirmalbang.com +91 22 6273 8102/8103, +91 22 6636 8830

Nirmal Bang Equities Pvt. Ltd.

Correspondence Address
B-2, 301/302, Marathon Innova,
Nr. Peninsula Corporate Park,
Lower Parel (W), Mumbai-400013.
Board No. : 91 22 6273 8000/1; Fax. : 022 6273 8010

Nestle India


http://www.nirmalbang.com/

