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B Weak performance, high valuations; Sell. Nestlé India reported
2% yoy net profit growth on a 277-bp EBITDA margin drop. o .
Given its second straight weak quarter, we expect its premium Shl:‘;g;zg%:g(:
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ice of Rs2,416.
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B Steady revenue growth. The company’s revenue grew 16.9%
yoy. Domestic revenue rose 16.7%; exports 20.4%. Nestlé
indicated that volume growth was strong. Rising inflation and
intensifying competition held it back from raising prices.

aniruddhajoshi1@rathi.com

Key data NEST IN /NEST.BO

B Higher raw material prices holding down margins. Raw 52-week high/low Rs3,025/Rs1,652

material costs as percent of net sales has increased 263bps. Due to Sensex/Nifty 17694/5304

higher raw material costs, EBITDA margin has decreased 277bps. 3-m average volume US$1.6m

Higher adspend also impacted margins. Net profit is up just 2% Market cap Rs276bn/US$6bn

due to a lower tax rate (down 100bps). Shares outstanding 96m

Free float 38.1%

B Outlook. We expect high food inflation to continue to impact Promoters 61.9%

margins for the next 2-3 quarters. The impact of higher excise will Foreign Institutions 10.4%

also be felt in coming quarters. We expect revenue and net profit Domestic Institutions 9.6%

CAGR of 18% and 17%, respectively over CY09-11. Public 18.1%
B Valuation. We value the stock at a target price of Rs2,416 at PE

of 25x CY11e earnings. Our target PE is at a 65% premium to

12M forward Nifty PE (last 10 and five year average premium:

65% and 62%, respectively). The current premium is 94%.
Quarterly results Financials
Year end 31 Dec 1QCY09 1QCY10 % yoy/bps CYo08 CY09 % yoy Year end 31 Dec CY10e CYite
Sales (Rsm) 12,659 14,798 169 43242 51,204 18.6 Sales (Rsm) 60,436 71,114
EBITDA (Rsm) 2,992 3,088 3.2 8,637 10,345 19.8 Net profit (Rsm) 7,974 9,319
EBITDA margin (%) 236 209 277 bps 200 202 (19)bps EPS (Rs) 827 96.7
Interest (Rsm) 2 6 243.8 16 14 (14.9) Growth (%) 16.4 16.9
Depreciation (Rsm) 256 310 21.1 924 1,113 20.5 PE (x) 34.6 29.6
Other income(Rsm) 103 91 (11.4) 339 378 11.5 PBV (x) 37.6 29.6
PBT (Rsm) 2,837 2,864 0.9 8,036 9,596 19.4 RoE (%) 118.4 111.8
Tax (Rsm) 864 845 (22) 2497 2745 9.9 RoCE (%) 164.4 155.3
Tax rate (%) 30.5 295 (100) bps 31.1 286 (247)bps Dividend yield (%) 2.1 23
PAT (Rsm) 1,973 2,019 2.3 5,539 6,851 23.7 Net gearing (%) (73.2) (85.9)
Source: Company, Anand Rathi Research Source: Company, Anand Rathi Research

Anand Rathi Financial Services, its affiliates and subsidiaries, do and seek to do business with companies covered in its research reports. Thus, investors should be
aware that the firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making
their investment decision. Disclosures and analyst certifications are located in Appendix 1.
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23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

Quick Glance - Financials and Valuations

Fig 1 —Income statement (Rsm) Fig 4 — PE Band

Year end 31 Dec CY07 CY08 CY09 CY10e CY1le

Net sales 35044 43242 51294 60436 71,114

Sales growth (%) 244 23.4 186 178 17.7 3,500

- Op. expenses 28,081 34605 40,949 48641 57514 3,000 36x
EBIDTA 6963 8637 10345 11795 13,600 30x
EBITDA margins (%) 19.9 20.0 20.2 195 191 2,500 VJ

- Interest 9 16 14 - - 2,000 24x
- Depreciation 747 924 1,113 1300 1,493 N o
+ Other income 233 339 378 581 837 1,500 Nestle oy Vf

-Tax 2148 2497 2745 3,101 3,624 000 ) \/f‘ 1o
PAT 4292 5539 6851 7974 9319 ’ W

PAT growth (%) 36.0 29.1 23.7 16.4 16.9 500 o _Ww‘“-»/

Consolidated PAT 4292 5539 6851 7974 9319 =

FDEPS (Rs/share) 445 574 71.1 82.7 96.7 O L 4 e e e e 2 @ o
CEPS (Rs/share) 523 67.0 82.6 %2 1121 c T T £ ¢ T T T ¢ T %
DPS (Rs/share) 330 35.0 485 60.0 65.0 co o s e e m
Source: Company, Anand Rathi Research Source: Bloomberg, Anand Rathi Research

Fig 2— Balance sheet (Rsm) Fig 5 — Price-to-Book Band

Year end 31 Dec CY07 CY08 CY09 CY10e CY1le

Share capital 964 964 964 964 964

Reserves & surplus 3116 38507 4,138 5168 6,375 3,000

Shareholders’ fund 4,471 5102 6,133 7339 932 Nej'f]

2,500 30x

Debt 29 8 - - -

Minority interests - - - - - 2,000 25x
Capital employed 4,500 5,110 6,133 7,339 9,326 ‘\A J 20

1,500 MJ Vl

Fixed assets 6755 8622 9758 10458 11,465 I 15x
Investments 944 349 2,033 4,533 7,733 1,000 ,,_/ W"’\, 1ox
Working capital (3577)  (5797)  (7,214)  (8491) (10,153) ——

Cash 378 1,937 1556 839 281 800 (o AR -

Capital deployed 4500 5110 6,133 7,339  9,3%

No. of shares (m) 9% 9% 9% 9% 9 O Y e« e e = = =z o
Net DebVEquity (%) @1.7) (492 (348 (338  (28.9) g ¢ T T T ¢ E E :E E 3

W C tumn (days) (348)  (39.6)  (46.3)  (474)  (47.8) coo T T

Source: Company, Anand Rathi Research Source: Bloomberg, Anand Rathi Research

Fig 3 — Cash flow statement (Rsm) Fig 6 — Relative comparison

Year end 31 Dec CY07  CY08 CY09 CY10e  CYite

Consolidated PAT 4292 5539 6,851 7974 9319

+Depreciation 83 1005 1064 1300 1,493 00

Cash profit 5135 6544 7915 9274 10813 2750 8 W)
- Incr/(Decr) in WC (478) (2,220) (1417)  (1277)  (1,662) Sensex W

Operaing cashflow 5613 8765 9332 10552 12474 2500 Nestle

-Capex 1,702 2790 2249 2000 2,500 2.250

Free cash flow 3911 5974 7,083 8552 9,974

-Dividend 3843 4792 5,471 6,768 7,332 2,000 BSE FMCG
+ Equity raised - - - - - 1750

+ Debt raised (134) 21) (8) - -

-Investments 166 (595) 1,684 2500 3,200 1,500

-Misc. items 154 198 301 - - 1250

Net cash flow (386) 1,559 (381) (717) (558) Y8 Y Il e e
+Opening cash 764 378 1937 155 839 8585335328853 8%5888%5%5%
Closing cash 378 1,937 1,556 839 281
Source: Company, Anand Rathi Research Source: Bloomberg
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23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

l Results Review

Nestlé India reported revenue growing 16.9% yoy, largely volume-
led. The EBITDA margin, however, was down 277bp chiefly due to
higher raw material costs. Net profit was up 2.3% mainly due to the
lower tax rate.

Domestic revenues steadily growing

Nestlé India reported revenue growing 16.9% yoy. Domestic revenue was
up 16.7%, exports 20.4%. Domestic revenue growth is consistent with
company maintaining growth of over 15% for the 13% consecutive
quarter. Exports have grown on a smaller base as 1QCY09 exports
revenue was down 15%. The company indicated that volume growth was
better and contributed significantly to the revenue growth.

Domestic revenue grew over 15%
Jor the 13% consecutive quarter

Exports have grown on a smaller
base

Fig 7 — Domestic revenues maintaining momentum
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Higher raw material cost

Raw material cost (as percent of net sales) has increased 263bp yoy.
Higher prices of wheat, milk and sugar led to higher raw material costs.
With rising prices of crude oil, prices of packaging materials have also
risen. With exports growing faster, the change in revenue-mix has also
resulted in higher raw material costs.

Most of the major raw material
prices were up 20%

Fig 8 — Raw material cost as percentage of net sales
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23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

Major raw material costs

Fig 9 — Major raw material costs
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EBITDA margin 277-bp lower

The EBITDA margin was down 277bp yoy. Higher raw material costs
have weighed down on the EBITDA margin. Because of the inflationary
situation, especially in foods, the company has not raised prices of most of
its SKUs. A lower EBITDA margin naturally resulted. Management has

indicated that higher advertising and transportation costs have held down
the EBITDA margin.

Fig 10 — EBITDA margin is lower by 277bps
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23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

Tax rate lower by 100bhps

The tax rate has slid 100bp (from 30.5% in 1QCY09 to 29.5% a year on).
Higher production of Maggi noodles at the Pantnagar tax-exempt unit in
has helped lower the income-tax rate.

Fig 11 — Effective income tax rates
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Net profit growth

Net profit is up 2.3% yoy. Despite revenue growing 16.9%, the lower
EBITDA margin has resulted in paring net profit growth to 2.3% yoy.
With the lower interest rates, ‘other income’ has stepped down.

Fig 12 — Net profit growth
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23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

l Reducing food inflation

Food prices have continued to soften from their peaks. Inflation in
food articles is expected to be below 5% in Mar ’11.That would help
Nestlé India, we expect, to cut raw material costs.

Inflation in food articles softening

Prices of food atticles have been softening in the past three months. Our
economist Sujan Hajra reckons that inflation in foods has peaked and
would slide down to single digits in the months ahead. Inflation in food is
expected to slip below 5% in Mar *11.

Such lower food inflation would help Nestlé India reduce raw material
cost and allow for better realizations.

Fig 13 — Reducing food inflation
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23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

] valuation

We retain our Sell rating on Nestle with a target price of Rs2,416.
Our target is at PE of 25x on CY1le earnings.

Valuation

We retain our Sell rating on Nestlé India, with a target price of Rs2,416
(earlier Rs2,075). Our target price is at PE of 25x on CY11e earnings. In
the last 10 years, the stock has traded at an average premium of 65% to the
Nifty and at premium of 62% over last 5 years. (It now trades at a 94%
premium.) Our target PE of 25x is also at a 65% premium to the 12M-
The stock has traded at a 65% forward Nifty PE.
premiun in the past

Fig 14 — Premium/discount to 12M forward Nifty PE
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Mean PE and standard deviations

In the past, the stock has traded at average forward PE of 24x over the last
10 years. It now trades at a 12M-forward PE of 32x and is near the mean

and two standard deviations. We expect valuations to cotrect in coming
quarters.

Fig 15— Mean PE and standard deviations
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Nestlé India — Second straight weak quarter; retain Sell

Relative valuation
Fig 16 — Relative Valuation

M.Cap ROE (%) RoCE (%) EPS CAGR PE (x) Div Yield
Company Price (Rs) (US$m) FY1tle FY1tle FY09-11 (%) FY10e FY1tle FY10e (%)
Nestle* 2,885 6,182 118.4 164.4 16.6 40.6 34.6 1.7
ITC 264 22,264 215 28.4 8.9 24.6 25.3 1.4
HUL 237 11,487 95.4 81.0 5.0 23.0 23.5 3.4
Asian Paints 2,070 4,411 40.0 48.3 41.2 26.6 235 0.9
Dabur 176 3,386 48.8 53.0 16.2 29.7 23.5 1.0
Colgate 735 2,221 184.4 148.8 215 26.2 21.9 2.7
Marico 113 1,529 46.3 45.0 322 25.2 19.7 0.6
GCPL 306 2,094 25.0 21.1 46.4 26.1 21.3 2.0
GSKCH* 1,579 1,477 31.1 34.1 29.9 28.5 20.9 1.1
Britannia 1,657 880 62.8 35.5 20.8 20.9 18.6 2.4
Emami 689 1,158 26.4 29.0 42.2 29.6 21.9 0.7
Source: Anand Rathi Research * Dec ending

Risks to our valuation

Lower prices of raw materials

Lower raw material prices would result in expanding margins and earnings.

Better pricing power

If the company is able to raise prices without affecting volumes, it would

report revenue and earnings better than our estimates.

Anand Rathi Research



23 April 2010 Nestlé India — Second straight weak quarter; retain Sell

Fig 17 — Income Statement (Rsm)

Year end 31 Dec CY06 CYo7 CYo08 CY09 CY10e CYtte
Gross Sales 29,442 36,472 44,711 52,224 61,588 72,470
Less: Excise Duty 1,281 1,428 1,468 930 1,152 1,356
Net Sales 28,161 35,044 43,242 51,294 60,436 71,114
Growth (%) 13.7 24.4 23.4 18.6 17.8 17.7
Expenditure

Cost of Goods Sold 13,201 16,850 21,041 24,484 29,029 34,437
Staff Cost 2,162 2,694 3,146 4,324 4,986 5,867
Advt & Sales Promotion 1,388 1,722 1,944 2,675 3,324 3,911
Freight & Distribution 1,337 1,608 2,036 2,404 2,840 3,342
Power & Fuel 1,156 1,239 1,598 1,589 1,934 2,276
Other Expenses 3,646 3,967 4,841 5,474 6,527 7,680
EBITDA 5,270 6,963 8,637 10,345 11,795 13,600
Growth (%) 55 32.1 241 19.8 14.0 15.3
EBITDA Margin (%) 18.7 19.9 20.0 20.2 19.5 19.1
Depreciation 663 747 924 1,113 1,300 1,493
EBIT 4,607 6,215 7,714 9,232 10,495 12,107
Interest Expense 4 9 16 14

Other Income 206 233 339 378 581 837
Profit Before Tax 4,809 6,440 8,036 9,596 11,076 12,944
Total Taxes 1,654 2,148 2,497 2,745 3,101 3,624
Income Taxes 1,562 1,981 2,497 2,745 3,101 3,624
Deferred Taxes 92 167 - - - -
Income Tax Rate (%) 5.9 6.1 538 5.4 5.1 5.1
Profit After Tax 3,155 4,292 5,539 6,851 7,974 9,319
Share of Profit From Associates

Profit Before X/O 3,155 4,292 5,539 6,851 7,974 9,319
Growth (%) 2.8 36.0 29.1 23.7 16.4 16.9
PAT Margin (%) 11.2 12.2 12.8 13.4 13.2 13.1
Extraordinary ltems 4) (154) (198) (301) - -
Profit for Shareholders 3,151 4,138 5,341 6,550 7,974 9,319
Number of Shares (m) 96 96 96 96 96 96
Earnings Per Share Bef X/O (Rs) 32.7 445 57.4 7141 82.7 96.7
Earnings Per Share Aft X/O (Rs) 32.7 42.9 55.4 67.9 82.7 96.7

Source: Company, Anand Rathi Research
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Nestlé India — Second straight weak quarter; retain Sell

Fig 18 — Balance Sheet (Rsm)

Year end 31 Dec CY06 CYo07 CY08 CY09 CY10e CY11e
Sources of Funds
Share Capital 964 964 964 964 964 964
Reserves and Surplus 2,925 3,220 3,769 4,848 6,055 8,042
Deferred Tax Liability 192 287 369 320 320 320
Net Worth 4,080 4,471 5,102 6,133 7,339 9,326
Net Worth Net of Rev. Res. 4,080 4,471 5,102 6,133 7,339 9,326
Secured Loans 163 29 8
Unsecured Loans
Total Loans 163 29 8
Total 4,243 4,500 5,110 6,133 7,339 9,326
Application of Funds
Fixed Assets Gross Block 10,583 11,798 14,048 16,408 19,204 21,704
Less: Depreciation 5,165 5,780 6,519 7,446 8,746 10,239
Net Block 5,418 6,018 7,530 8,962 10,458 11,465
Capital WIP 382 737 1,092 796
Gross Block-Brand value 10,583 11,798 14,048 16,408 19,204 21,704
Liquid Investments 778 944 349 2,033 4,533 7,733
Current Assets 5,354 6,379 7,980 8,566 8,967 9,684
Inventories 2,762 4,012 4,349 4,987 5,862 6,898
Sundry Debtors 558 535 456 642 786 924
Cash & Bank Balances 764 378 1,937 1,556 839 281
Loans & Advances 1,270 1,454 1,238 1,380 1,480 1,580
Current Liabilities 7,689 9,578 11,840 14,224 16,620 19,556
Liabilities 3,736 4,600 5,066 5,876 6,950 8,178
Provisions 3,953 4,978 6,773 8,348 9,670 11,378
Net Current Assets (2,335) (3,199) (3,860) (5,658) (7,652)  (9,872)
Total 4,243 4,500 5,110 6,133 7,339 9,326
Source: Company, Anand Rathi Research
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compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations or views expressed by the research
analyst(s) in this report.

Important Disclosures on subject companies
Rating and Target Price History (as of 23 Apr 2010)

3,000 Share

Nestle 4 Date Rating TP(Rs) Price

2,800
1 12-Dec-08  Hold 1,495 1,360

2,600
2,400 6-May-09  Sell 1,520 1,758

2
2,200 3 4-Mar-10 Sell 2,003 2,631
2,000 4

2 1-Apr-10 Sell 2,075 2,712
1,800
1,600
1,400
1,200 1
1,000
[eo] 0 [eo] 0 [eo] 0 D D D D D D o o

The research analysts, strategists, or research associates principally responsible for the preparation of Anand Rathi Research have received compensation based
upon various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking
revenues.

Anand Rathi Ratings Definitions

Analysts’ ratings and the corresponding expected returns take into account our definitions of Large Caps (>US$1bn) and Mid/Small Caps (<US$1bn) as described
in the Ratings Table below.

Ratings Guide

Buy Hold Sell
Large Caps (>US$1bn) >20% 5-20% <5%
Mid/Small Caps (<US$1bn) >30% 10-30% <10%
Anand Rathi Research Ratings Distribution (as of 31 Mar 10)

Buy Hold Sell
Anand Rathi Research stock coverage (118) 61% 12% 27%
% who are investment banking clients 8% 0% 0%

Other Disclosures
This report has been issued by Anand Rathi Financial Services Limited (ARFSL), which is regulated by SEBI.

The information herein was obtained from various sources; we do not guarantee its accuracy or completeness. Neither the information nor any opinion expressed
constitutes an offer, or an invitation to make an offer, to buy or sell any securities or any options, futures or other derivatives related to such securities ("related
investments"). ARFSL and its affiliates may trade for their own accounts as market maker / jobber and/or arbitrageur in any securities of this issuer(s) or in related
investments, and may be on the opposite side of public orders. ARFSL, its affiliates, directors, officers, and employees may have a long or short position in any
securities of this issuer(s) or in related investments. ARFSL or its affiliates may from time to time perform investment banking or other services for, or solicit
investment banking or other business from, any entity mentioned in this report. This research report is prepared for private circulation. It does not have regard to
the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report. Investors should seek financial
advice regarding the appropriateness of investing in any securities or investment strategies discussed or recommended in this report and should understand that
statements regarding future prospects may not be realized. Investors should note that income from such securities, if any, may fluctuate and that each security's
price or value may rise or fall. Past performance is not necessarily a guide to future performance. Foreign currency rates of exchange may adversely affect the
value, price or income of any security or related investment mentioned in this report.

This document is intended only for professional investors as defined under the relevant laws of Hong Kong and is not intended for the public in Hong Kong. The
contents of this document have not been reviewed by any regulatory authority in Hong Kong. No action has been taken in Hong Kong to permit the distribution of
this document. This document is distributed on a confidential basis. This document may not be reproduced in any form or transmitted to any person other than the
person to whom it is addressed.

If this report is made available in Hong Kong by, or on behalf of, Anand Rathi Financial Services (HK) Limited., it is attributable to Anand Rathi Financial Services
(HK) Limited., Unit 1211, Bank of America Tower, 12 Harcourt Road, Central, Hong Kong. Anand Rathi Financial Services (HK) Limited. is regulated by the Hong
Kong Securities and Futures Commission.

Anand Rathi Financial Services Limited and Anand Rathi Share & Stock Brokers Limited are members of The Stock Exchange, Mumbai, and the National Stock
Exchange of India.

© 2010 Anand Rathi Financial Services Limited. All rights reserved. This report or any portion hereof may not be reprinted, sold or redistributed without the written
consent of Anand Rathi Financial Services Limited.

Additional information on recommended securities/instruments is available on request.




	Nestlé India
	Quick Glance – Financials and Valuations
	Results Review
	Major raw material costs
	Reducing food inflation
	Valuation
	Risks to our valuation



