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Nestlé India BUY
Maintained

One-off costs pinch profits Rs2,642

(%) CY10E CY11E
Sales 1t 0.8 T 141
EBITDA | 64 | 64
EPS | 6.1 | 5.9

Target price revision
Rs2,810 from Rs2,718

Shareholding pattern

Jun Sep Dec

‘09 ‘09 ‘09
Promoters 619 619 619
Institutional
investors 19.9 199 19.8
MFs and UTI 46 43 36
Insurance Cos. 58 57 62
Flls 95 97 10.0
Others 18.3 18.2 183

Source: www.nseindia.com
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Reason for report: Q4CY09 results review

Nestlé delivered yet another quarter of robust sales growth — sales grew 24% YoY
vis-a-vis our 17.7% estimate. Headline PAT decline of 6.7% might come as a
shocker but is not. This decline was owing to one-off expenses in the form of
actuarial losses (staff costs rose 65% YoY) and higher advertising expenses due
to new launches. Without considering actuarial losses, recurring PAT would have
grown 13.7% YoY. At CY10E P/E of 30.4x, the stock is not cheap but deserves to
trade at a premium to its FMCG peers owing to high growth potential, strong
cashflows and parentage. We raise target price to Rs2,810, valuing Nestlé at
CY11E P/E of 26.5x.

» Domestic sales grew 25.3% YoY, much ahead of estimates. Favourable weather
conditions helped Nestlé’s net domestic sales grow 25.3% YoY to Rs12.6bn (I-Sec:
Rs11.9bn) in Q4CY09. Exports grew 8.5% YoY to Rs905mn. Nestlé continues to
innovate — it is now pioneering affordable nutrition by launching Maggi Rasile Chow
at attractive price point. It also launched Maggi Pazzta and Munch Guru.

» Higher ad expenses, one-time staff costs & increased input costs led to 5%
YoY dip in operating profits. Rising commodity prices (especially sugar & milk)
resulted in input costs-to-sales rising 105bps to 48.2%. Staff costs rose a huge
64.6% due to one-off actuarial losses. Due to higher advertising expenditure
incurred for new launches, other expenses also rose sharply by 30% YoY. This
across-the-board increase in costs led to 468bps YoY dip in operating profit margin
(OPM) to 15%. Other income dipped sharply because of lower interest rates but
was offset by lower tax rate (higher production at Pantnagar) resulting in recurring
PAT declining 3.9% YoY. However, assuming normal growth in staff expenses,
recurring PAT would have grown 13.7% YoY to Rs1.5bn in Q4CY09.

> Maintain BUY; we raise target price to Rs2,810. At CY10E P/E of 30.4x, the stock
is not cheap and trades at a premium to its five-year historical median P/E of 24.6x.
Given the higher input costs and lower other income (because of lower interest
rates) we reduce CY10E & CY11E EPS estimates 6% each. We roll over estimates
to CY11E and raise 12-month target price to Rs2,810 valuing Nestle at CY11E P/E
of 26.5x. Maintain BUY.

Market Cap Rs255bn/US$5.3bn Year to Dec CY08 CYO9E CY10E CY11E
Reuters/Bloomberg  NEST.BO/NEST IN Revenue (Rs mn) 43242 51,294 59,786 70,459
Shares Outstanding (mn) 42.05 Net Income (Rs mn) 5554 6,855 8376 10,222
52-week Range (Rs) 3,244/1,409 EPS (Rs) 57.6 71.1 86.9 106.0
Free Float (%) 38.1 % Chg YoY 30.6 23.4 22.2 22.0
FIl (%) 10.0 P/E (x) 45.9 37.2 30.4 24.9
Daily Volume (US$/'000) 3,680 FCF per share 55.2 71.7 80.1 95.0
Absolute Return 3m (%) 1.1 EV/E (x) 29.2 24.3 20.1 16.6
Absolute Return 12m (%) 75.9 Dividend Yield (%) 1.6 1.8 2.3 2.8
Sensex Return 3m (%) (4.9) ROCE (%) 115.8 121.5 121.1 120.8
Sensex Return 12m (%) 83.1 RoE (%) 1246 130.0 1280  126.4

Please refer to important disclosures at the end of this report
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Chart 1: Domestic sales growth at 25% in Q4CYQ9 surprises positively
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Chart 3: Other expenses- to-sales rose due to

higher advertising expenses

[ 60A0VD

'z ] 60ADED
9’k ] 60A02D
1z =] 60A0LD

2’57 ] 80ADKD

¢ vz ] 80AOED
6’62 ] 80A0ZD
97z C———] 80AOLD

vicl

| LOADYO

g6z ] 0ADED
veC——— LOADZO
¢4 m— 1 Y% T

144!

| 90A0YD

8Ge "] 90AO€D

| 90A0ZD

90A010D

28 +
26 +
24 +
22 +

Chart 5: Tax rates gradually tapering
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Chart 2: EBITDA margin lower than expectations
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Chart 4: Material cost-to-sales rose YoY

Source: Company data, |-Sec Research
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Chart 7: Chocolate — Market share steady

Source: Nielsen, |I-Sec Research

Chart 6: Noodles — Market share improving
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Note — Coffee market shares are volatile because of seasonality
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Chart 12: P/E bands

Chart 13: One-year forward P/E bands
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Table 1: Q4CYO09 results review
(Rs mn, year ending December 31
Q4CY09 Q4CY08 YoY (%) CY09 CY08 YoY (%)
Net domestic sales 12,612 10,066 25.3 48,008 39,859 20.4
Export sales 906 835 8.5 3,286 3,384 (2.9)
Total net sales 13,518 10,901 24.0 51,294 43,242 18.6
Other operating income 59 32 85.2 206 111 86.5
Total income 13,577 10,933 24.2 51,500 43,353 18.8
Material costs 6,522 5,145 26.8 24,484 21,041 16.4
Staff costs 1,376 836 64.6 4,324 3,146 37.4
Other expenditure 3,639 2,797 30.1 12,142 10,420 16.5
Total expenditure 11,537 8,778 31.4 40,950 34,607 18.3
Operating profit 2,040 2,155 (5.3) 10,550 8,746 20.6
Other income 47 97 (51.8) 173 230 (24.9)
Interest 5 2 14 16 (14.6)
Depreciation 307 257 19.4 1,113 924 20.5
PBT 1,775 1,994 (11.0) 9,596 8,036 19.4
Provision for taxation 442 614 (27.9) 2,620 2,387 9.7
Extraordinary expenses 204 169 20.4 426 308 38.4
Reported profit 1,129 1,211 (6.7) 6,550 5,341 22.6
Recurring PAT 1,276 1,328 (3.9 6,844 5,553 23.2
YoY YoY
(bps) (bps)
OPM (%) 15.0 19.7 (468) 20.5 20.2 31
NPM (%) 9.4 12.2 (276) 13.3 12.8 48
Effective tax rate (%) 281 33.6 (548) 28.6 30.9 (232)
Material cost-to-sales (%) 48.2 47.2 105 47.7 48.7 (93)
Staff cost-to-sales (%) 10.2 7.7 251 8.4 7.3 115
Other expenditure-to-sales (%) 26.9 25.7 126 23.7 241 (42)

Source: Company data, I-Sec Research
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Financial summary
Table 2: Profit & Loss statement

(Rs mn, year ending December 31)

CY08 CY09 CY10E CY11E
Net Sales 43,242 51,294 59,786 70,459
of which Exports 3,384 3,286 3,513 3,716
of which Domestic 39,859 48,008 56,273 66,743
Raw materials cost 21,041 24,484 28,888 33,973
Gross Profit 22,201 26,810 30,898 36,485
Gross Margin (%) 51.3 52.3 51.7 51.8
Total Operating Expenses 34,605 40,949 47,349 55,489
EBITDA 8,637 10,345 12,438 14,970
% growth 24.1 19.8 20.2 20.4
% margins 20.0 20.2 20.8 21.2
Depreciation & Amortisation 924 1,113 1,234 1,383
Gross Interest 16 14 3 3
Other Income 339 378 464 574
Recurring PBT 8,036 9,596 11,665 14,158
Add: Extraordinaries (308) (426) (200) (200)
Less: Taxes 2,387 2,620 3,233 3,880
Net Income (Reported) 5,341 6,550 8,232 10,078
Recurring Net Income 5,554 6,855 8,376 10,222
% growth 30.6 23.4 22.2 22.0
% margins 12.7 13.3 13.9 14.4
Source: Company data, |-Sec Research
Table 3: Balance sheet
(Rs mn, year ending December 31)
CY08 CYO9E CY10E CVY11E
Assets
Total Current Assets 7,980 10,188 12,342 14,955
of which cash equivalents 1,937 3,144 4,322 5,129
Current Liabilities & Prov 11,840 13,618 15,473 17,585
Net Current Assets (3,860) (3,430) (3,132) (2,631)
Investments 349 500 500 500
Of which Strategic 0 0 0 0
Of which Other Marketable 349 500 500 500
Net Fixed Assets 8,622 9,117 10,283 11,400
Of which Capital WIP 1,092 900 1,000 1,000
Total Assets 5,110 6,187 7,651 9,269
Liabilities
Equity Share Capital 964 964 964 964
Reserves & Surplus 3,769 4,848 6,312 7,930
Net Worth 4,733 5,812 7,276 8,894
Borrowings 8 25 25 25
Deferred Tax Liability 369 350 350 350
Total Liabilities 5,110 6,187 7,651 9,269
Source: Company data, I-Sec Research
Table 6: Quarterly trend
(Rs mn, year ending December 31)
Mar-09 Jun-09 Sep-09 Dec-09
Net sales 12,659 12,095 13,022 13,518
% growth (YoY) 16.0 16.8 17.6 24.0
EBITDA 3,146 2,672 2,692 2,040
Margin (%) 24.9 22.1 20.7 15.1
Recurring Net profit 2,047 1,735 1,795 1,276
- % growth (YoY) 25.9 40.8 35.7 3.9
Reported Net profit 1,973 1,620 1,828 1,129

Source: Company data, I-Sec Research

Table 4: Cash flow statement
(Rs mn, year ending December 31)

CY08 CYO9E CY10E CY11E

Operating Cash flow
Working Capital Changes
Capital Commitments

1,877

Free Cash Flow 5,320
Cash flow from Investing
Activities 1,277

Issue of Share Capital -
Buyback of shares -
Inc (Dec) in Borrowings (21)
Dividend paid

Extraordinary Items

Chg. in Cash & Bank balance

(308)

807

921

6,049 7,711 9,202 11,087

574

(2,605) (1,608) (2,400) (2,500)

6,910 7,724 9,161

197

1
17

(426)

423

2

306

2

(4,794) (5,471) (6,768) (8,460)
(200)
1,559 1,207 1,178

(200)

807

Source: Company data, I-Sec Research

Table 5: Key ratios
(Year ending December 31)

CY08 CYO9E CY10E CY1llE

Per Share Data (in Rs.)

Recurring EPS 57.6
Reported EPS 55.4
Dividend per share (DPS) 42.5
Book Value per share (BV) 49.1
FCF per share 55.2
Growth Ratios (%)

Net Sales 234
EBITDA 241
Recurring Net Income 30.6
Diluted Recurring EPS 30.6
Valuation Ratios (x)

P/E 45.9
P/BV 53.8
P/FCF 47.9
EV /EBITDA 29.2
EV / Net Sales 5.8
Operating Ratio

Raw Material/Sales (%) 48.7
SG&A/Sales (%) 14.3
Effective Tax Rate (%) 30.9
NWC / Total Assets (%) (113.4)
Inventory Turnover (days) 59.6
Receivables (days) 4.0
Payables (days) 50.5
D/E Ratio (x) 0.1
Return/Profitability Ratio (%)

EBITDA Margins 20.0
Recurring Net Income Margins 12.7
RoCE 115.8
RoNW 124.6
Dividend Payout Ratio 89.8
Dividend Yield 1.6

711
67.9
48.5
60.3
7.7

18.6
19.8
23.4
23.4

37.2
43.8
36.9
243

4.9

47.7
14.3
28.6

(106.2)
57.7

36
50.8

20.2
13.3
121.5
130.0
83.5
1.8

86.9
85.4
60.0
75.5
80.1

16.6
20.2
222
222

30.4
35.0
33.0
20.1

4.2

48.3
14.3
28.2

(97.4)
56.5

3.7
53.5
0.1

20.8
13.9
121.1
128.0
82.2
2.3

106.0
104.5
75.0
92.2
95.0

17.9
20.4
22.0
22.0

24.9
28.6
27.8
16.6

3.5

21.2
14.4
120.8
126.4
83.9

Source: Company data, |-Sec Research
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I-Sec investment ratings (all ratings relative to Sensex over next 12 months)
BUY: +10% outperformance; HOLD: -10% to +10% relative performance; SELL: +10% underperformance

ANALYST CERTIFICATION

We /I, Sanjay Singh, BE, PGDM and Pratik Biyani, PGDBM, B.E.; research analysts and the authors of this report, hereby certify that all of the views expressed in this
research report accurately reflect our personal views about any and all of the subject issuer(s) or securities. We also certify that no part of our compensation was, is,
or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. Analysts aren't registered as research analysts by FINRA and might
not be an associated person of the ICICI Securities Inc.

Disclosures:

ICICI Securities Limited (ICICI Securities) and its affiliates are a full-service, integrated investment banking, investment management and brokerage and financing
group. We along with affiliates are leading underwriter of securities and participate in virtually all securities trading markets in India. We and our affiliates have
investment banking and other business relationship with a significant percentage of companies covered by our Investment Research Department. Our research
professionals provide important input into our investment banking and other business selection processes. ICICI Securities generally prohibits its analysts, persons
reporting to analysts and their dependent family members from maintaining a financial interest in the securities or derivatives of any companies that the analysts
cover.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained
herein is strictly confidential and meant solely for the selected recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to
any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would endeavour to update the information
herein on reasonable basis, ICICI Securities, its subsidiaries and associated companies, their directors and employees (“ICICI Securities and affiliates”) are under no
obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-
rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or
ICICI Securities policies, in circumstances where ICICI Securities is acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its
accuracy or completeness guaranteed. This report and information herein is solely for informational purpose and may not be used or considered as an offer document
or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers simultaneously, not all
customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report
constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances.
The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their
own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgement by any
recipient. The recipient should independently evaluate the investment risks. The value and return of investment may vary because of changes in interest rates, foreign
exchange rates or any other reason. ICICI Securities and affiliates accept no liabilities for any loss or damage of any kind arising out of the use of this report. Past
performance is not necessarily a guide to future performance. Actual results may differ materially from those set forth in projections. Forward-looking statements are
not predictions and may be subject to change without notice.

ICICI Securities and its affiliates might have managed or co-managed a public offering for the subject company in the preceding twelve months. ICICI Securities and
affiliates might have received compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for
services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. ICICI Securities and
affiliates expect to receive compensation from the companies mentioned in the report within a period of three months following the date of publication of the research
report for services in respect of public offerings, corporate finance, investment banking or other advisory services in a merger or specific transaction. It is confirmed
that Sanjay Singh, BE, PGDM and Pratik Biyani, PGDBM, B.E.; research analysts and the authors of this report have not received any compensation from the
companies mentioned in the report in the preceding twelve months. Our research professionals are paid in part based on the profitability of ICICI Securities, which
include earnings from Investment Banking and other business.

ICICI Securities or its affiliates collectively do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month
preceding the publication of the research report.

It is confirmed that Sanjay Singh, BE, PGDM and Pratik Biyani, PGDBM, B.E.; research analysts and the authors of this report or any of their family members does not
serve as an officer, director or advisory board member of the companies mentioned in the report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. ICICI Securities
and affiliates may act upon or make use of information contained in the report prior to the publication thereof.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other
jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any
registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in all jurisdictions or to certain category
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