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Statistical Abstract           

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

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

2005A 1,071 25.47 58.0 20.9 5.0 22.0 2.6 

2006A 1,269 30.17 18.4 17.7 4.5 27.0 3.1 

2007E 1,418 33.71 11.7 15.8 4.1 27.2 3.5 

2008E 1,629 38.72 14.9 13.8 3.7 28.1 4.0 

2009E 1,869 44.44 14.8 12.0 3.3 28.9 4.6 

Source: Powered by dataCentral     
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GlaxoSmithKline Consumer (GLSM.BO) 
Buy: Strong 1Q07; Robust Sales, Better Margins 
 

 Net profit higher than our expectation – GLSM’s 1Q07 net profit growth of 22% was 
27% higher than our expectation on account of better-than-expected EBITDA 
margin and higher other income (up 92% YoY); operational income of Rs100m was 
high due to an accounting policy change, and interest income at Rs39m was higher 
due to high interest rates.  

 Core brands drove sales growth – Sales growth of 18% was higher than our 
expectation of 11%, driven by robust volume growth in core brands of Horlicks 
(16%) and Boost (25%+). A price hike of c.3% taken in November 2006 also aided 
revenue growth.  

 Softening input costs and lower ad-expenses aid margin – EBITDA margin declined 
much lower than our expectation of 600bps at 183bps to 19.1%. The key reasons 
were: (1) Declining raw material costs such as sugar and wheat; and (2) Lower ad-
expenses (down 122bps). Lower ad-expenses are likely to be maintained, in our 
view. 

 Identifying inorganic growth opportunities – Management stated that it is looking to 
acquire brands/businesses that fit well with its current profile. It is primarily looking 
for nutritional, medicinal, or OTC segment brands. According to management, a 
deal could be finalized in the next 2-3 quarters.  

 Strong outlook for 2007 – Management has given strong revenue growth guidance 
of 12-13%. Margin pressure of the past 2-3 quarters is likely to abate, in our view, 
as key input costs have started to cool. We maintain a Buy/Low Risk (1L) rating.  
 

Buy/Low Risk 1L
Price (30 Apr 07) Rs532.80
Target price Rs675.00
Expected share price return 26.7%
Expected dividend yield 3.6%
Expected total return 30.3%
Market Cap Rs22,407M
  US$546M
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Fiscal year end 31-Dec 2005 2006 2007E 2008E 2009E

Valuation Ratios
P/E adjusted (x) 20.9 17.7 15.8 13.8 12.0
EV/EBITDA adjusted (x) 10.9 10.8 9.6 7.7 6.3
P/BV (x) 5.0 4.5 4.1 3.7 3.3
Dividend yield (%) 2.6 3.1 3.5 4.0 4.6
Per Share Data (Rs)
EPS adjusted 25.47 30.17 33.71 38.72 44.44
EPS reported 25.47 30.17 33.71 38.72 44.44
BVPS 106.14 117.65 130.39 145.10 161.98
DPS 13.72 16.72 18.79 21.52 24.71

Profit & Loss (RsM)
Net sales 9,669 11,119 12,365 13,741 15,269
Operating expenses -8,245 -9,701 -10,780 -11,746 -12,920
EBIT 1,423 1,418 1,585 1,995 2,349
Net interest expense -42 -35 0 0 0
Non-operating/exceptionals 243 522 500 400 400
Pre-tax profit 1,624 1,905 2,085 2,395 2,749
Tax -553 -636 -667 -766 -880
Extraord./Min.Int./Pref.div. 0 0 0 0 0
Reported net income 1,071 1,269 1,418 1,629 1,869
Adjusted earnings 1,071 1,269 1,418 1,629 1,869
Adjusted EBITDA 1,842 1,845 2,034 2,455 2,819
Growth Rates (%)
Sales 12.1 15.0 11.2 11.1 11.1
EBIT adjusted 57.8 -0.4 11.8 25.9 17.7
EBITDA adjusted 39.9 0.2 10.3 20.7 14.8
EPS adjusted 58.0 18.4 11.7 14.9 14.8

Cash Flow (RsM)
Operating cash flow 1,983 1,630 1,846 2,042 2,298
Depreciation/amortization 419 427 449 460 470
Net working capital 1,511 -66 -21 -47 -42
Investing cash flow -1,318 -839 -964 -1,032 -1,138
Capital expenditure -150 -300 -500 -150 -150
Acquisitions/disposals -1,168 -539 -464 -882 -988
Financing cash flow -646 -785 -882 -1,010 -1,159
Borrowings 0 0 0 0 0
Dividends paid -646 -785 -882 -1,010 -1,159
Change in cash 19 7 0 0 0

Balance Sheet (RsM)
Total assets 6,736 7,485 8,259 9,089 10,057
Cash & cash equivalent 1,000 1,000 1,000 1,000 1,000
Accounts receivable 318 366 407 452 502
Net fixed assets 2,588 2,468 2,519 2,209 1,889
Total liabilities 2,272 2,536 2,774 2,985 3,243
Accounts payable 1,852 2,116 2,354 2,566 2,823
Total Debt 0 0 0 0 0
Shareholders' funds 4,465 4,949 5,485 6,104 6,814

Profitability/Solvency Ratios (%)
EBITDA margin adjusted 19.0 16.6 16.5 17.9 18.5
ROE adjusted 22.0 27.0 27.2 28.1 28.9
ROIC adjusted 31.1 30.2 35.3 49.1 65.8
Net debt to equity -22.4 -20.2 -18.2 -16.4 -14.7
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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GSK Consumer: 1Q07 Result Analysis 
GSK Consumer reported net sales growth of 18%, driven by strong volume 
growth in core brands of Horlicks (16%) and Boost (25%+) and a price hike 
(c3%) taken in November last year.Net profit growth of 22% was higher than our 
expectation due to better EBITDA margin and higher other income (up 92% 
YoY).EBITDA margin decline of 183bps came in much lower than our 
expectation as prices of key inputs such wheat and sugar cooled, and the 
company spent less on advertising this quarter. However, prices of milk and 
milk solids, which increased by c20% in 2006, are likely to remain high in 
2007. Management indicated the potential for further price hikes if these cost 
pressures persist.  

Figure 1. GSK Consumer: 1Q07 Profit and Loss Summary (Rupees in Millions, Percent) 

 1Q06 1Q07 % YoY 
Net Sales 2,769.1 3265 17.9 
Total Expenses -2,189.2 -2,641.0 20.6 
EBITDA 579.9 624.0 7.6 
EBITDA margin (%) 20.9 19.1 -183 bps 
Interest -7.7 -11 42.9 
Depreciation & Amortization -104.2 -108 3.6 
Other Income 72.2 139 92.5 
PBT 540.2 644.0 19.2 
Tax -195.8 -221 12.9 
Tax rate (%) 36.2 34.3 -193 bps 
Net Profit 344.4 423.0 22.8 
Net margin (%) 12.4 13.0 52 bps 

Source: Company data  

 

Figure 2. GSK Consumer: 1Q07 Cost Details (Rupees in Millions, Percent) 

 1Q06 1Q07 % YoY 
Raw Materials 980.4 1166 18.9 
As % of Sales 35.4 35.7 31 bps 
Staff costs 261.8 349 33.3 
As % of Sales 9.5 10.7 123 bps 
Advertising and Promotions 398.6 430 7.9 
As % of Sales 14.4 13.2 -122 bps 
Other expenses 548.4 696 26.9 
As % of Sales 19.8 21.3 151 bps 

Source: Company data  
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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. 

Investment thesis 
We rate GSK Consumer shares as Buy/Low Risk (1L) with a target price of 
Rs675. 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 started 
improving from 3Q03, with management guiding strong sales continuing for 
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 Rs675, based on 20x 2007E P/E, puts the stock at 
about 20% premium to Sensex valuations but still at a discount to our 
consumer-sector universe. We believe that the stock should trade at a premium 
to the Sensex given its relatively better earnings profile and higher capital-
efficiency ratios.  

At Rs675, the stock would be trading at an implied EV/EBITDA of 11.5x one-
year forward EV/EBITDA. This is at the lower end of its historical trading range. 
We believe our target multiple is conservative because we benchmark it against 
the lower end of the historical trading range, and hence provides downside 
support to our price target. A higher dividend payout is likely to help stock 
valuations and should provide downside support. 

Risks 
We rate GSK shares 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 switching; (2) a rural recovery may not 
fully manifest into additional sales for GSK; and (3) competition. 
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Appendix A-1 
Analyst Certification 
I, Princy Singh, research analyst and the author of this report, hereby certify that all of the views expressed in this research report 
accurately reflect my personal views about any and all of the subject issuer(s) or securities. I also certify that no part of my compensation 
was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. 

IMPORTANT DISCLOSURES 

100

200

300

400

500

600

700

M J J A S O N D J
2005

F M A M J J A S O N D J
2006

F M A M J J A S O N D J
2007

F M A

1

2

3
4

5
6

# Date Rating
Target
Price

Closing
Price

1: 3 May 04 1L 360.00 250.90
2: 2 May 05 1L *395.00 341.35
3: 25 Jul 05 1L *500.00 434.80
4: 21 Oct 05 1L *540.00 478.35
5: 31 Jan 06 1L *725.00 607.75
6: 1 Feb 07 1L *675.00 582.60

*Indicates change.

GlaxoSmithKline Consumer (GLSM.BO)
Ratings and Target Price History - Fundamental Research
Analyst: Princy Singh (covered since October 6 2004) INR

Covered
Not covered

C
hart current as of 28 A

pril 2007

 

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from GlaxoSmithKline 
Consumer. 

Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from GlaxoSmithKline Consumer in 
the past 12 months. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as investment banking client(s): GlaxoSmithKline Consumer. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, securities-related: GlaxoSmithKline Consumer. 

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following company(ies) as clients, and the services provided were 
non-investment-banking, non-securities-related: GlaxoSmithKline Consumer. 

Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its affiliates ("the 
Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability, which includes revenues from, among other business units, the 
Private Client Division, Institutional Sales and Trading, and Investment Banking. 

For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citigroup Investment Research product ("the 
Product"), please contact Citigroup Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Compliance. In addition, the same 
important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's disclosure website at 
www.citigroupgeo.com. Private Client Division clients should refer to www.smithbarney.com/research.  Valuation and Risk assessments can be found in the text of the most 
recent research note/report regarding the subject company.  Historical disclosures (for up to the past three years) will be provided upon request. 

Citigroup Investment Research Ratings Distribution    
Data current as of 31 March 2007 Buy Hold Sell
Citigroup Investment Research Global Fundamental Coverage (3215) 45% 40% 15%

% of companies in each rating category that are investment banking clients 45% 42% 32%
India -- Asia Pacific (130) 58% 14% 28%

% of companies in each rating category that are investment banking clients 42% 50% 42%
Guide to Fundamental Research Investment Ratings: 
Citigroup Investment Research's stock recommendations include a risk rating and an investment rating. 
Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L), Medium (M), High (H), and Speculative (S). 
Investment ratings are a function of Citigroup Investment Research's expectation of total return (forecast price appreciation and dividend yield within the next 12 months) 
and risk rating. 
For securities in emerging markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings are: Buy (1) (expected total return of 15% or 
more for Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks, 
10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target 
price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price movements and/or 
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other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to review by Research Management. 
Your decision to buy or sell a security should be based upon your personal investment objectives and should be made only after evaluating the stock's expected 
performance and risk. 
 

Guide to Corporate Bond Research Credit Opinions and Investment Ratings: 

Citigroup Investment Research's corporate bond research issuer publications include a fundamental credit opinion of Improving, Stable or Deteriorating and a 
complementary risk rating of Low (L), Medium (M), High (H) or Speculative (S) regarding the credit risk of the company featured in the report.  The fundamental credit 
opinion reflects the CIR analyst's opinion of the direction of credit fundamentals of the issuer without respect to securities market vagaries.  The fundamental credit 
opinion is not geared to, but should be viewed in the context of debt ratings issued by major public debt ratings companies such as Moody's Investors Service, Standard 
and Poor's, and Fitch Ratings.  CBR risk ratings are approximately equivalent to the following matrix: Low Risk    Triple A to Low Double A; Low to Medium Risk    High Single 
A through High Triple B; Medium to High Risk    Mid Triple B through High Double B; High to Speculative Risk    Mid Double B and Below.  The risk rating element illustrates 
the analyst's opinion of the relative likelihood of loss of principal when a fixed income security issued by a company is held to maturity, based upon both fundamental and 
market risk factors. Certain reports published by Citigroup Investment Research will also include investment ratings on specific issues of companies under coverage which 
have been assigned fundamental credit opinions and risk ratings. Investment ratings are a function of Citigroup Investment Research's expectations for total return, 
relative return (to publicly available Citigroup bond indices performance), and risk rating. These investment ratings are: Buy/Overweight    the bond is expected to 
outperform the relevant Citigroup bond market sector index (Broad Investment Grade, High Yield Market or Emerging Market), performances of which are updated monthly 
and can be viewed at http://www.sd.ny.ssmb.com/ using the "Indexes" tab; Hold/Neutral Weight    the bond is expected to perform in line with the relevant Citigroup bond 
market sector index; or Sell/Underweight    the bond is expected to underperform the relevant sector of the Citigroup indexes. 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 30 April 2007 04:00 PM on the issuer's primary market. 

For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and may act as 
principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been recommended in the 
Product. The Firm regularly trades in the securities of the subject company(ies) discussed in the Product. The Firm may engage in securities transactions in a manner 
inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal basis. 

This Product has been modified by the author following a discussion with one or more of the named companies. 

Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other obligations of any 
insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal amount invested. Although 
information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its accuracy and it may be incomplete and 
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section of the Product. The Firm's research department has received assistance from the subject company(ies) referred to in this Product including, but not limited to, 
discussions with management of the subject company(ies). Firm policy prohibits research analysts from sending draft research to subject companies.  However, it should 
be presumed that the author of the Product has had discussions with the subject company to ensure factual accuracy prior to publication.  All opinions, projections and 
estimates constitute the judgment of the author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without 
notice. Prices and availability of financial instruments also are subject to change without notice.  Notwithstanding other departments within the Firm advising the 
companies discussed in this Product, information obtained in such role is not used in the preparation of the Product.  Although Citigroup Investment Research does not set 
a predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citigroup Investment Research to provide research coverage 
of the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The Product is for 
informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase securities mentioned in the 
Product must take into account existing public information on such security or any registered prospectus. 

Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the reporting 
requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign companies are generally not 
subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of some foreign companies may be less liquid and 
their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate movements may have an adverse effect on the value of an investment in 
a foreign stock and its corresponding dividend payment for U.S. investors. Net dividends to ADR investors are estimated, using withholding tax rates conventions, deemed 
accurate, but investors are urged to consult their tax advisor for exact dividend computations. Investors who have received the Product from the Firm may be prohibited in 
certain states or other jurisdictions from purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details.  
Citigroup Global Markets Inc. takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product 
may be placed only through Citigroup Global Markets Inc. 

The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed by.  The Product is made 
available in Australia to wholesale clients through Citigroup Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992) and to retail clients through 
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Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is made available in Australia to Private Banking wholesale clients through Citigroup Pty 
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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.  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 
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