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Stock data 

No. of shares : 96mn 
Market cap  : Rs 86.8bn 
52 week high/low : Rs 1,387/ Rs 800 
Avg. daily vol. (6mth) : 34,800 shares 
Bloomberg code : NEST IN 
Reuters code : NEST.BO 
 
Shareholding (%) Dec-06 QoQ chg 

Promoters : 61.9 0.0  
FIIs : 9.1 0.4  
MFs / UTI : 3.8 (0.3) 
Banks / FIs : 5.7 (0.0) 
Others : 19.6 (0.1) 
 

 

 COST PRESSURES OVERSHADOW GROWTH 
Nestle India reported net revenues of Rs 7.36bn (  18%), EBIDTA 
(excluding contingent provisioning) of Rs 1.2bn (  2%) and adj. net 
profit of Rs 631mn ( 16%) in Q4CY06. Gross revenue growth of 11% 
YoY for CY06 constituted real internal growth (RIG) of ~9% and selling 
price increase of ~2%. Continuing inflationary cost environment 
alongside lower than expected price increases, resulted in an EBIDTA 
margin compression of 263 bps in Q4CY06 (97 bps for CY06). Higher 
provision for Q4CY06 contingencies, further impacted adj. PAT.        

Highlights –Q4CY06 
 Domestic growth a given: Domestic sales growth (  16% YoY) 

continues to be encouraging. While Q4CY06 exports grew by 37% 
YoY due to a lower base effect, full year growth stood at 8% due 
to continuing decline in coffee exports to Russia and Japan.  

 The tug of war - Inflation vs. pricing power. Raw material 
and packing cost were up by 26% YoY in Q4CY06. An overall ~2% 
price increase in CY06 was less than adequate to offset cost 
pressure. However we have not ruled out selective  price increases 
by Q2CY07, especially in nutrition and prepared foods segements. 
The prices of raw materials; coffee, wheat and sugar, have begun 
to soften in CY07. Expect this dual benefit to translate into better 
operting margins Q2CY07 onwards.  

 Expect more variants across categories: In CY06 Nestle 
introduced a number of new products across categories. It added 
Indianised variants in its hugely popular Maggi portfolio, and 
healthier options in the milk products and chocolates categories.   

With domestic consumption intact, we expect revenue growth of 12% 
CAGR YoY and earnings growth of 19% CAGR over the next 3 years. 
We believe current valuations reflect pessimism about continuing cost 
inflation and inept pricing power. At CMP (Rs 901), the stock trades at 
23x CY07E and 19x CY08E earnings. We upgrade the stock to sector 
Outperformer rating. 

Financial summary 
 
Y/E Dec 

Sales 
(Rs.mn) 

Adj. PAT  
(Rs. mn) 

Consensus 
EPS* (Rs.)

EPS 
(Rs.)

Change
YoY (%)

P/E 
(x)

RoE 
(%)

RoCE  
(%) 

EV/EBIDTA 
(x)

DPS 
(Rs.)

2005  24,750   3,092  -  32.1   22  28.1  91.8   134.8  17.3 25.0 

2006  28,161   3,154  -  32.7   2  27.5  84.6   124.2  16.5 25.5 

2007E  31,779   3,770  43.2  39.1   20  23.0  91.1   135.5  14.2 30.0 

2008E  35,482   4,570  48.4  47.4   21  19.0  97.1   147.2  11.8 35.0 

Source: *Consensus broker estimates, Company, ENAM estimates 
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Results Update 
 Quarter ended 12 months ended 

(Rs. mn) Dec-06 Dec-05 % Chg Sep-06 % Chg Dec-07E Dec-06 % Chg

Net Sales 7,363 6,228 18.2 7,227 1.9 31,779 28,161 12.8 
EBIDTA 1,039 1,156 (10.1) 1,383 (24.8) 6,129 5,270 16.3 
Other income 73 58 27.0 47 56.3 245 206 18.9 
PBIDT 1,112 1,214 (8.4) 1,429 (22.2) 6,374 5,476 16.4 
Depreciation 177 154 15.2 168 5.5 663 663 (0.1)
Interest 1 0 250.0 0 250.0 0 4 (100.0)
PBT 934 1,060 (11.9) 1,261 (26.0) 5,711 4,809 18.8 
Tax  303 305 (0.7) 431 (29.7) 1,942 1,654 17.4 
Adjusted PAT 631 754 (16.4) 830 (24.0) 3,770 3,154 19.5 
Extra ordinary income/ (exp.) (6) (13) - 0 - 0 (4) -
Reported PAT 625 742 (15.8) 830 (24.7) 3,770 3,151 19.6 
No. of shares (mn) 97 96  - 96  - 96 96  -
EBITDA margins (%) 14.1 18.6  - 19.1  - 19.3 18.7  -
PBIDT margins (%) 15.1 19.5  - 19.8  - 20.1 19.4  -
EPS - annualized (Rs.) 26.1 31.3 (16.5) 34.4 (24.1) 39.1 32.7 19.5 

Source: Company, ENAM Research  

Key raw material price trend Gross margins & EBITDA trend  
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Material cost breakup Sales mix 

Wheat
5%

Bough out
2%

Others
11%

Veg Oil
5%

Packing 
Material

20%

Milk
39%

Coffee
12%

Sugar
6%

Beverages
20%

Milk Products 
& Nutrition

45%

Prepared 
Dishes & 

Cooking Aids
20%

Chocolate & 
Confectionary

15%

 
Source: Company  
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This document is provided for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Nothing in this document 
should be construed as investment or financial advice, and nothing in this document should be construed as an advice to buy or sell or solicitation to buy or sell the 
securities of companies referred to in this document. The intent of this document is not in recommendary nature 

Each recipient of this document should make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of 
companies referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and risks of such an 
investment. The investment discussed or views expressed may not be suitable for all investors 

Enam Securities Private Limited has not independently verified all the information given in this document. Accordingly, no representation or warranty, express or implied, 
is made as to the accuracy, completeness or fairness of the information and opinions contained in this document 

The Disclosures of Interest Statement incorporated in this document is provided solely to enhance the transparency and should not be treated as endorsement of the views 
expressed in the report. This information is subject to change without any prior notice. The Company reserves the right to make modifications and alternations to this 
statement as may be required from time to time without any prior approval 

Enam securities Private Limited, its affiliates, their directors and the employees may from time to time, effect or have effected an own account transaction in, or deal as 
principal or agent in or for the securities mentioned in this document. They may perform or seek to perform investment banking or other services for, or solicit investment 
banking or other business from, any company referred to in this report. Each of these entities functions as a separate, distinct and independent of each other. The recipient 
should take this into account before interpreting the document 

This report has been prepared on the basis of information, which is already available in publicly accessible media or developed through analysis of ENAM Securities 
Private Limited. The views expressed are those of analyst and the Company may or may not subscribe to all the views expressed therein 

This document is being supplied to you solely for your information and may not be reproduced, redistributed or passed on, directly or indirectly, to any other person or 
published, copied, in whole or in part, for any purpose. Neither this document nor any copy of it may be taken or transmitted into the United State (to U.S.Persons), 
Canada, or Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. The distribution of 
this document in other jurisdictions may be restricted by law, and persons into whose possession this document comes should inform themselves about, and observe, any 
such restrictions 

Neither the Firm, not 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 profits that may arise from or in connection with the use of the information. 

Copyright in this document vests exclusively with ENAM Securities Private Limited. 


