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Buy: 3Q07 – Defying Cost Pressures; Raise TP to Rs980 
  

 Delivering amidst cost pressures — We are enthused by GSK’s consistently 

strong profit growth despite raw material cost pressures. Management strategy 
of new product launches, price hikes and cost containment measures is paying 
off, driving strong sales and profit growth. 3Q07 net profits increased 40% yoy.  

 Cost pressures to continue — Management indicated 25% increase in milk 

prices and 15% increase in wheat prices YTD.  Milk prices could increase 
further, post lifting of export ban on SMP and expected weak milk output in 
Australia and NZ. GSK could take more price hikes to counter cost inflation.   

 Volume growth remains robust — Malted products volumes are growing 7%, 

despite about 7% average price hikes effected in 2007 (5.5% at the consumer 
end). New product variants such as Junior Horlicks are aiding volume growth. 
GSK is likely to launch new products from its parent’s portfolio in 2008, while 
continuing to expand variants for the existing malt beverages.   

 Raising EPS and price target — We raise 07E-09E EPS estimates by 11.9%-

26.6%, following better than expected 9m07 results  and lift our price target to 
Rs980, still based on our 20x P/E multiple, but rolled forward to Dec-08. 

 Attractive valuations, cash support — GSK is trading at 12.8x 08E P/E, lowest 

in our Indian consumer universe. GSK also has about Rs110 cash per share on 
its books, which offers downside support. While management is seeking 
inorganic growth opportunities, we see strong case for higher dividend payout. 
 

Statistical Abstract             
                

Year to Net Profit Diluted EPS EPS growth P/E P/B ROE Yield

31 Dec (RsM) (Rs) (%) (x) (x) (%) (%)

2005A 1,430 34.00 110.9 18.4 5.5 28.5 2.2

2006A 1,269 30.18 -11.2 20.8 4.9 24.9 2.7

2007E 1,755 41.74 38.3 15.0 4.3 30.4 3.6

2008E 2,061 49.00 17.4 12.8 3.8 31.7 4.3

2009E 2,369 56.33 15.0 11.1 3.4 32.2 5.0

Source: Powered by dataCentral          

Buy/Low Risk 1L

Price (23 Oct 07) Rs626.45
Target price Rs980.00

from Rs770.00   
Expected share price return 56.4%
Expected dividend yield 3.6%
Expected total return 60.1%

Market Cap Rs26,346M
  US$664M
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Fiscal year end 31-Dec 2005 2006 2007E 2008E 2009E

Valuation Ratios

P/E adjusted (x) 18.4 20.8 15.0 12.8 11.1
EV/EBITDA adjusted (x) 11.0 13.0 9.6 8.0 6.6
P/BV (x) 5.5 4.9 4.3 3.8 3.4
Dividend yield (%) 2.2 2.7 3.6 4.3 5.0
Per Share Data (Rs)

EPS adjusted 34.00 30.18 41.74 49.00 56.33
EPS reported 34.00 30.18 41.74 49.00 56.33
BVPS 112.97 129.05 145.30 163.96 185.36
DPS 13.73 16.73 22.81 27.18 31.31

Profit & Loss (RsM)

Net sales 9,668 11,119 13,002 14,737 16,405
Operating expenses -7,887 -9,701 -11,020 -12,396 -13,620
EBIT 1,782 1,418 1,981 2,340 2,784
Net interest expense -42 -35 0 0 0
Non-operating/exceptionals 243 522 600 690 794
Pre-tax profit 1,983 1,905 2,582 3,030 3,578
Tax -553 -636 -826 -970 -1,209
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 1,430 1,269 1,755 2,061 2,369
Adjusted earnings 1,430 1,269 1,755 2,061 2,369
Adjusted EBITDA 2,200 1,845 2,440 2,851 3,306
Growth Rates (%)
Sales 12.1 15.0 16.9 13.3 11.3
EBIT adjusted 97.6 -20.4 39.7 18.1 19.0
EBITDA adjusted 67.1 -16.1 32.2 16.9 15.9
EPS adjusted 110.9 -11.2 38.3 17.4 15.0

Cash Flow (RsM)
Operating cash flow 1,181 2,993 1,973 2,532 2,842
Depreciation/amortization 419 427 459 511 522
Net working capital 350 1,297 -241 -40 -48
Investing cash flow -131 -2,302 -985 -1,256 -1,373
Capital expenditure -131 -105 -850 -750 -150
Acquisitions/disposals 0 -2,197 -135 -506 -1,223
Financing cash flow -646 -785 -1,072 -1,275 -1,469
Borrowings 0 0 0 0 0
Dividends paid -646 -785 -1,072 -1,275 -1,469
Change in cash 404 -94 -84 0 0

Balance Sheet (RsM)
Total assets 6,856 7,753 8,672 9,765 10,940
Cash & cash equivalent 1,858 479 1,000 1,000 1,000
Accounts receivable 241 281 427 484 539
Net fixed assets 2,838 2,579 2,645 2,884 2,512
Total liabilities 2,105 2,327 2,561 2,870 3,144
Accounts payable 1,766 1,882 2,461 2,770 3,044
Total Debt 0 0 0 0 0
Shareholders' funds 4,751 5,427 6,111 6,896 7,795

Profitability/Solvency Ratios (%)

EBITDA margin adjusted 22.8 16.6 18.8 19.3 20.2
ROE adjusted 28.5 24.9 30.4 31.7 32.2
ROIC adjusted 40.0 25.4 40.0 47.0 54.4
Net debt to equity -39.1 -8.8 -16.4 -14.5 -12.8
Total debt to capital 0.0 0.0 0.0 0.0 0.0

For further data queries on Citigroup's full coverage 
universe please contact CIR Data Services Asia Pacific at 
CitiResearchDataServices@citigroup.com
or +852-2501-2791
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Raising price target to Rs980 

We are raising the price target for GSK Consumer to Rs980 (Rs770 earlier) 
based on 20x 08E P/E. Our price target increase is based on 1) Increasing our 
EPS estimates for 2007E-09E by 11.9%-26.6%; and 2) Rolling forward our 
target P/E multiple from mid-08 to Dec-08, given that we are already in 4Q07 
and GSK stock’s valuation is increasingly likely to reflect 2008 earnings.  

We are increasing our EPS estimates for GSK Consumer for 2007E-09E by 
11.9%-26.6%. Our increase in estimates is based on GSK Consumer’s 
significantly better than expected profit growth in 9m07 and management 
guidance of 13%-14% sales growth going forward, which is higher than our 
earlier sales growth estimates of 12%-13% (9m07 sales growth has been 
almost 18%). In addition, we also incorporate savings from the company’s cost 
containment programme as well as higher price hikes, given that the company 
has already taken almost 7% price hikes against our expectations of about 4% 
hikes. We now forecast an EPS CAGR of 23.1% over 2006-09E, driven by 
13.8% sales CAGR, and 330bps margin expansion over the same period. Our 
earnings revision summary is enumerated below: 

 

Valuations are attractive 

GSK Consumer stock is currently trading at 12.8x 08E P/E, which is at almost 
50% discount to our Indian consumer universe and the lowest as well. We find 
the stock valuations attractive, given the robust earnings growth, which the 
company is delivering despite raw material cost pressures. While it is difficult 
to make a call at this juncture on a potential softening of key raw materials 
(milk and wheat), a turn in the cost cycle can throw up material positive 
earnings surprises. In addition, GSK is planning to introduce new products 
from its parent’s stable in 2008, which could add to growth momentum.  

GSK also has about Rs4.6bn of cash on its books, which translates to almost 
Rs110 cash per share (or almost 17.5% of current market cap), which should 
provide downside support to the stock price. While management has been 
looking at inorganic growth opportunities, we believe that it will be difficult for 
GSK to find an accretive acquisition in the current valuation environment. In 
our view, there is a strong case for the company to hike its dividend payout, 
which we believe can also act as a strong catalyst for the stock price. In the 

Figure 1. GSK Consumer Earnings Revision Summary 

 EPS (Rs) Net Profit (Rs Mils) DPS (Rs) 
 Old New % 

Change
Old New % 

Change 
Old New % 

Change
2007E 37.3 41.7 11.9 1,568.3 1,755.4 11.9 20.6 22.8 10.8
2008E 41.0 49.0 19.6 1,723.3 2,060.6 19.6 22.9 27.2 18.8
2009E 44.5 56.3 26.6 1,871.3 2,368.8 26.6 24.9 31.3 25.8

Source: Company Reports and Citi Investment Research Estimates 

Figure 2. GSK Consumer P/E Bands 
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event of an acquisition opportunity arising, GSK can easily increase its gearing 
on the balance sheet (no debt currently). GSK had a net worth of Rs5.4bn for 
year ending December 2006.  

 

 

3Q07 results and management call summary 

1. Strong profit growth: 3Q07 profits grew strong 39.7% yoy, driven by 17% 

growth in sales and 166bps EBITDA margin improvement. 50.9% increase 
in non operating income also helped boost profit growth.  

2. Volumes, price hikes drive sales growth: 3Q07 sales grew 17%, driven by 

7% volume growth for malted foods, improving mix and almost 7% 
increase in prices. Management expects volume growth to remain strong 
and sales to grow by 13%-14%. GSK has launched new variants of its 
flagship brand ‘Horlicks’, which have been well accepted by consumers 
and are contributing strongly to sales growth.  

3. Margins: GSK Consumer’s 3Q07 EBITDA profits grew 28% yoy, driven by a 

166bps margin expansion. GSK has been facing raw material cost 
pressure, but has been able to pass this on through price increases. So far 
in 2007, milk and milk product prices have increased by almost 25%, 
while wheat prices are up 15%. GSK management expects raw material 
cost pressures to continue going forward. Milk product prices are gaining 
strength, following recent lifting of ban on SMP exports by the government, 
and a bullish global milk price outlook driven by estimates of lower milk 
production in Australia and New Zealand. GSK management also expects 
pressure on wheat prices to continue. GSK is likely to continue to use a 
combination of price hikes and cost cutting measure to sustain margins. 
So far, consumers have absorbed the price hikes, without any materially 
adverse impact on volume growth.   

Figure 3. Citi Investment Research Indian Consumer Universe- P/E vs. EPS CAGR 
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4. New products: GSK is planning to launch new products in 2008. While roll 

out of variants of the existing brands will continue, the company is 
planning to introduce products from its parent’s stable in 2H08. 
Management has not yet disclosed which products it is likely to bring to 
India.  

 

 

 

GlaxoSmithKline Consumer 

Company description 

GSK Consumer is the leading player in the white and brown beverage 
segments. The parent company, GlaxoSmithKline, has a 40% stake in the 
domestic subsidiary. Horlicks and Boost are GSK's key brands, which enjoy a 
strong franchise among consumers in India. The company dominates the white 
powder market with more than an 80% share. GSK has commissioned a plant 
in Baddi, which is likely to save excise of around Rs300m per annum. 

Figure 4. GSK Consumer 3Q07 Results Summary (Rupees in Million, Percent) 

 3Q06 3Q07 % YoY
Net Sales 3,006.0 3,516.0 17.0
Expenditure -2,477.0 -2,839.0 14.6
EBITDA 529.0 677.0 28.0
EBITDA Margin (%) 17.6 19.3 166 bps
Interest  -11.0 -12.0 9.1
Depreciation & Amortisation -110.0 -111.0 0.9
Other Income 138.5 209.0 50.9
PBT 546.5 763.0 39.6
Tax -185.0 -258.0 39.5
Tax Rate (%) 33.9 33.8 -4 bps
PAT 361.5 505.0 39.7

Source: Company Reports 

Figure 5. GSK Consumer 3Q07 Key Costs  (Rupees in Million, Percent) 

 3Q06 3Q07 % YoY
Net Sales 3006.0 3516.0 17.0
Total Raw Material Cost 1,096.0 1,240.0 13.1
% of Sales 36.5 35.3 -119 bps
Employee/Staff Cost 328.2 398.0 21.3
% of Sales 10.9 11.3 40 bps
Advertising Cost 365.8 465.0 27.1
% of Sales 12.2 13.2 106 bps
Other Expenditure 687.0 736.0 7.1
% of Sales 22.9 20.9 -192 bps

Source: Company Reports 
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Investment strategy 

We rate GSK Consumer as Buy/Low Risk (1L) with a target price of Rs980. We 
believe the stock is a re-rating candidate because we see the re-launch of 
flagship brand Horlicks putting the company back on the growth path. After 
five quarters of negative volume growth, business fundamentals have started 
improving from 3Q03 and strong sales continuing in 2007. We believe volume 
growth will likely intensify. The re-launch of flagship brand Horlicks and the 
introduction of innovative variants have met with good responses from 
consumers, and management has indicated that it hopes this will convert to 
secondary sales over time. With the new Horlicks facility operating below 
optimum levels, there are gains to be made from operating efficiencies as 
volumes pick up. We believe the worst is past and expect better performance 
from GSK. The company is investing in long-term growth through product 
innovations, the widening of its distribution network and growing sales through 
new delivery mechanisms. 

Valuation 

GSK Consumer is likely to have steady growth in earnings despite some minor 
hiccups in the past 24 months, and we believe P/E is best suited to value the 
company. Our target price of Rs980 is based on 20x CY08E P/E. The stock has 
historically traded at a range of 12x to 21x, with an average of about 15x, over 
the past seven years. We feel a 20x multiple is warranted given relatively better 
earnings profile and higher capital-efficiency ratios. It currently has the lowest 
PE among our Indian consumer universe and above average EPS growth, which 
makes it an attractive buy, in our view.  A higher dividend payout is likely to 
help stock valuations and should provide downside support. 

Risks 

We rate GSK as Low Risk because the company operates in a branded segment 
in which earnings visibility is high and earnings follow a secular trend. The key 
downside risks to our target price include: (1) the re-launch of Horlicks could 
confuse users and lead to brand switches; (2) a rural recovery may not fully 
manifest into additional sales for GSK; and (3) competition. 
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Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 
004 325 080 and AFSL 238098). Citigroup Pty Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and 
relationship managers.  If there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private 
Bank in Australia.  Citigroup companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available 
in Brazil by Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, 
APIMEC - Associação Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global Markets (Canada) 
Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 2M3.  The Product may not be 
distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Global Markets Deutschland AG & Co. KGaA, which is regulated by 
Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin).  Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main.  If the Product is made available in Hong Kong by, 
or on behalf of, Citigroup Global Markets Asia Ltd., it is attributable to Citigroup Global Markets Asia Ltd., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  
Citigroup Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission.  If the Product is made available in Hong Kong by The Citigroup Private 
Bank to its clients, it is attributable to Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong.  The Citigroup Private Bank and Citibank N.A. is regulated 
by the Hong Kong Monetary Authority.  The Product is made available in India by Citigroup Global Markets India Private Limited, which is regulated by Securities and 
Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia through PT Citigroup Securities Indonesia.  5/F, 
Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any copy hereof may be distributed in Indonesia or to any Indonesian 
citizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capital market laws and regulations. This Product is not an offer of 
securities in Indonesia. The securities referred to in this Product have not been registered with the Capital Market and Financial Institutions Supervisory Agency 
(BAPEPAM-LK) pursuant to relevant capital market laws and regulations, and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian 
citizens through a public offering or in circumstances which constitute an offer within the meaning of the Indonesian capital market laws and regulations.  If the Product 
was prepared by Citi Investment Research and distributed in Japan by Nikko Citigroup Limited ("NCL"), it is being so distributed under license.  If the Product was prepared 
by NCL and distributed by Nikko Cordial Securities Inc. or Citigroup Global Markets Inc. it is being so distributed under license. NCL is regulated by Financial Services 
Agency, Securities and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange. Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan.  In the event that an error is found in an NCL research report, a revised version will be posted on Citi 
Investment Research's Global Equities Online (GEO) website.  If you have questions regarding GEO, please call (81 3) 6270-3019 for help.  The Product is made available in 
Korea by Citigroup Global Markets Korea Securities Ltd., which is regulated by Financial Supervisory Commission and the Financial Supervisory Service.  Hungkuk Life 
Insurance Building, 226 Shinmunno 1-GA, Jongno-Gu, Seoul, 110-061.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd, which is 
regulated by Malaysia Securities Commission.  Menara Citibank, 165 Jalan Ampang, Kuala Lumpur, 50450.  The Product is made available in Mexico by Acciones y Valores 
Banamex, S.A. De C. V., Casa de Bolsa, which is regulated by Comision Nacional Bancaria y de Valores.  Reforma 398, Col. Juarez, 06600 Mexico, D.F.  In New Zealand the 
Product is made available through Citigroup Global Markets New Zealand Ltd., a Participant of the New Zealand Exchange Limited and regulated by the New Zealand 
Securities Commission.  Level 19, Mobile on the Park, 157 lambton Quay, Wellington.  The Product is made available in Poland by Dom Maklerski Banku Handlowego SA an 
indirect subsidiary of Citigroup Inc., which is regulated by Komisja Papierów Wartosciowych i Gield.  Bank Handlowy w Warszawie S.A. ul. Senatorska 16, 00-923 Warszawa.  
The Product is made available in the Russian Federation through ZAO Citibank, which is licensed to carry out banking activities in the Russian Federation in accordance 
with the general banking license issued by the Central Bank of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service 
for Financial Markets.  Neither the Product nor any information contained in the Product shall be considered as advertising the securities mentioned in this report within the 
territory of the Russian Federation or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian 
Federation of 29 July 1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made 
available in Singapore through Citigroup Global Markets Singapore Pte. Ltd., a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore.  
1 Temasek Avenue, #39-02 Millenia Tower, Singapore 039192.  The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., Singapore 
branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore.  Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South 
Africa (company registration number 2000/025866/07) and its registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is 
regulated by JSE Securities Exchange South Africa, South African Reserve Bank and the Financial Services Board.  The investments and services contained herein are not 
available to private customers in South Africa.  The Product is made available in Taiwan through Citigroup Global Markets Inc. (Taipei Branch), which is regulated by 
Securities & Futures Bureau.  No portion of the report may be reproduced or quoted in Taiwan by the press or any other person.  No. 8 Manhattan Building, Hsin Yi Road, 
Section 5, Taipei 100, Taiwan.  The Product is made available in Thailand through Citicorp Securities (Thailand) Ltd., which is regulated by the Securities and Exchange 
Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Bangkok 10500, Thailand. The Product is made available in United Kingdom by 
Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This material may relate to investments or services of a person 
outside of the UK or to other matters which are not regulated by the FSA and further details as to where this may be the case are available upon request in respect of this 
material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The Product is made available in United States by Citigroup Global Markets Inc, which is 
regulated by NASD, NYSE and the US Securities and Exchange Commission.  388 Greenwich Street, New York, NY 10013.  Unless specified to the contrary, within EU Member 
States, the Product is made available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  Many European regulators require that a firm 
must establish, implement and make available a policy for managing conflicts of interest arising as a result of publication or distribution of investment research. The 
policy applicable to Citi Investment Research's Products can be found at www.citigroupgeo.com.  Compensation of equity research analysts is determined by equity 
research management and Citigroup's senior management and is not linked to specific transactions or recommendations.  The Product may have been distributed 
simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to be construed as providing investment services in any 
jurisdiction where the provision of such services would be illegal. Subject to the nature and contents of the Product, the investments described therein are subject to 
fluctuations in price and/or value and investors may get back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in 
value that could equal or exceed the amount invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and 
basis of taxation may be subject to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific 
market or other risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it  has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, consider the 
appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the client's responsibility to 
obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
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This Product is not intended for distribution in Poland.  Any receipt or review of the Product in Poland is not authorized by the Firm. 

© 2007 Citigroup Global Markets Inc. (© Nikko Citigroup Limited, if this Product was prepared by it). Citi Investment Research is a division and service mark of Citigroup 
Global Markets Inc. and its affiliates and is used and registered throughout the world. Citigroup and the Umbrella Device are trademarks and service marks of Citigroup or 
its affiliates and are used and registered throughout the world. Nikko is a registered trademark of Nikko Cordial Corporation. All rights reserved. Any unauthorized use, 
duplication, redistribution or disclosure is prohibited by law and will result in prosecution. The information contained in the Product is intended solely for the recipient and 
may not be further distributed by the recipient. The Firm accepts no liability whatsoever for the actions of third parties. The Product may provide the addresses of, or 
contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm, the Firm has not reviewed the linked site. Equally, except to 
the extent to which the Product refers to website material of the Firm, the Firm takes no responsibility for, and makes no representations or warranties whatsoever as to, the 
data and information contained therein.  Such address or hyperlink (including addresses or hyperlinks to website material of the Firm) is provided solely for your 
convenience and information and the content of the linked site does not in anyway form part of this document.  Accessing such website or following such link through the 
Product or the website of the Firm shall be at your own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website. 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 


