Nestle India

Reduce

Lockdown hampered Out of Home categories

= Revenue and EBITDA came broadly in line with estimates, while APAT
was a miss.

®  Though the company suffered due to supply disruption in early part of
the quarter, volume growth recovered in June, was encouraging.

= Qut of Home categories suffered the most due to pandemic fears. We
believe that these categories would take slightly longer to normalize.

= E-com business (3.6% contribution) witnessed strong acceleration with
122% growth.

=  We are introducing CY20E, CY21E and CY22E EPS at Rs 213, Rs 253 and
Rs 280 respectively. Considering niche play and unique positioning in
multiple categories, we believe that the stock would continue to
command higher premium compared to peers. Consequently, we have
arrived at TP of Rs 16,813 (60x CY22E). However, considering rich
valuations, we initiate the stock with Reduce rating. Buy on dips.

Revenue and EBITDA in line, PAT missed estimates
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IN-DEPTH*PRECISE* ACTIONABLE

CMP Rs 16,598
Target / Upside Rs 16,813 / 1%
BSE Sensex 38,030
NSE Nifty 11,203
Scrip Details
Equity / FV Rs 964mn / Rs 10
Market Cap Rs 1,600bn
USS 21bn
52-week High/Low Rs 17,475/Rs 16,511
Avg. Volume (no) 237,772
NSE Symbol NESTLEIND
Bloomberg Code NEST IN

Shareholding Pattern Jun'20(%)

> . . Promoters 62.8
Net Sales stood at Rs 30.5bn, up 1.7% YoY in Q2CY20. Domestic business MF/Banks/Fls 8.7
reported 2.6% growth while exports fell by 9.3%. EBITDA increased by 4.9% :
YoY to Rs 7.5bn. EBITDA margin expanded by 80bps to 24.5%. A Flls 12.1
190bps/170bps increase in RM/employee costs was mitigated by 440bps  public / Others 16.4
decline in other expenses. PAT jumped 11.2% YoY to Rs 4.9bn-lower than
estimates, supported by lower tax rate. Valuation (x)

. _ ‘ _ _ CY20E CY21E CY22E
With stringent cost saving measures and improved product mix, we expect o7 — o 6 )
margins to sustain 22%+ going ahead. / : : :

EV/EBITDA 53.6 45.7 40.9
Supply chain disruption hampered sales
ROE (% 91.9 83.6 73.4
During Q2CY20, domestic business posted mere 2.6% increase with ~1.5% (%)
volume and mix growth. Covid-19 led disruption hampered sales in the ~ROACE (%) 948 860 755
early part of the quarter. Factories operated at ~ 75% of capacity during
Q2. Out of Home categories witnessed a significant hit, however, higher  Estimates (Rs mn)
sales (_)f Everyday dairy v_vhltener, Nescafe Classic, Nescafe Sunrise Nestlg CY20E CY21E CY22E
a+ Milk, and other milk-based products boost overall sales. Maggi
recovered by the end of the quarter after initial hiccups. Revenue 132,748 148,726 163,867
EBITDA 29,350 34,239 37,858
Q2CY20 Result (Rs Mn)
PAT 20,556 24,405 27,013
Particulars 2CY20 2CY19  YoY (% 1CY20 0Q (% EPS (Rs.) 2132 5531 2802
Revenue 30,505 30,009 17 33253 (83) > : i i
Total Expense 23,029 22,882 0.6 25,320 (9.0)
EBITDA 7,476 7,127 4.9 7,933 (5.8)
Depreciation 924 941 (1.8) 914 1.2
EBIT 6,551 6,185 5.9 7,020 (6.7)
Other Income 379 726 (47.7) 429 (11.5) VP Research: Sachin Bobade
Interest 408 320 27.3 410 (0.4) Tel: +91 22 40969731
EBT 6,523 6,591 (1.0) 7,038 (7.3) E-mail: sachinb@dolatcapital.com
Tax 1,657 2,213 (25.1) 1,784 (7.1)
RPAT 4 4,37 11.2 254 7.4 . .
/866 378 22> (7.4) Associate: Nikhat Koor
APAT 4,866 4,378 11.2 5,254 (7.4) Tel: +91 22 40969764
(bps) (bps) E-mail: nikhatk@dolatcapital.com
Gross Margin (%) 56.3 58.3 (193) 56.3 4
EBITDA Margin (%) 24.5 23.7 76 23.9 65
NPM (%) 16.0 14.6 136 15.8 15
Tax Rate (%) 25.4 33.6 (818) 25.3 5
EBIT Margin (%) 21.5 20.6 86 21.1 37 DOLATCAPITAL ™
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Exhibit 1: Net Sales and Growth Trend

Exhibit 2: EBITDA and EBITDA Growth Trend
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Exhibit 3: Gross margin (%) Exhibit 4: EBITDA margin (%)
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Exhibit 5: Net Profit and Growth Trend Exhibit 6: Revenue Breakup (CY19)
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Profit and Loss Account

(Rs Mn) CY19A CY20E CY21E CY22E
Revenue 123,689 132,748 148,726 163,867
Total Expense 95,046 103,398 114,488 126,009
COGS 52,239 56,941 62,635 69,211
Employees Cost 12,629 13,892 15,560 16,804
Other expenses 30,177 32,565 36,294 39,994
EBIDTA 28,643 29,350 34,239 37,858
Depreciation 3,164 3,524 3,714 4,359
EBIT 25,479 25,826 30,525 33,499
Interest 1,198 1,318 1,318 1,318
Other Income 2,469 2,963 3,407 3,918
Exc. / E.O. items 0 0 0 0
EBT 26,750 27,470 32,614 36,099
Tax 7,054 6,914 8,209 9,086
RPAT 19,696 20,556 24,405 27,013
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 19,696 20,556 24,405 27,013
Balance Sheet
(Rs Mn) CY19A CY20E CY21E CY22E
Sources of Funds
Equity Capital 964 964 964 964
Minority Interest 0 0 0 0
Reserves & Surplus 18,358 24,454 31,989 39,722
Net Worth 19,323 25,419 32,953 40,686
Total Debt 531 531 531 531
Net Deferred Tax Liability 180 180 180 180
Total Capital Employed 20,034 26,129 33,664 41,397
Applications of Funds
Net Block 22,267 20,743 19,030 21,670
CWIP 1,433 4,933 7,933 933
Investments 7,436 7,436 7,436 7,436
Current Assets, Loans & Advances 38,641 41,990 53,552 70,675
Inventories 12,831 11,929 13,366 14,727
Receivables 1,243 1,084 1,215 1,339
Cash and Bank Balances 13,080 17,490 27,485 43,123
Loans and Advances 594 594 594 594
Other Current Assets 818 818 818 818
Less: Current Liabilities & Provisions 49,744 48,973 54,286 59,317
Payables 14,947 12,652 14,176 15,619
Other Current Liabilities 34,797 36,321 40,110 43,698
sub total
Net Current Assets (11,103) (6,983) (734) 11,357
Total Assets 20,034 26,129 33,664 41,397

E — Estimates

July 29, 2020
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Important Ratios

Particulars CY19A CY20E CY21E CY22E
(A) Margins (%)

Gross Profit Margin 57.8 57.1 57.9 57.8
EBIDTA Margin 23.2 22.1 23.0 23.1
EBIT Margin 20.6 19.5 20.5 20.4
Tax rate 26.4 25.2 25.2 25.2
Net Profit Margin 15.9 15.5 16.4 16.5
(B) As Percentage of Net Sales (%)

COGS 42.2 42.9 42.1 42.2
Employee 10.2 10.5 10.5 10.3
Other 24.4 24.5 24.4 24.4
(C) Measure of Financial Status

Gross Debt / Equity 0.0 0.0 0.0 0.0
Interest Coverage 21.3 19.6 23.2 25.4
Inventory days 38 33 33 33
Debtors days 4 3 3 3
Average Cost of Debt 271.5 248.0 248.0 248.0
Payable days a4 35 35 35
Working Capital days (33) (19) (2) 25
FAT/O 5.6 6.4 7.8 7.6
(D) Measures of Investment

AEPS (Rs) 204.3 213.2 253.1 280.2
CEPS (Rs) 237.1 249.7 291.6 325.4
DPS (Rs) 368.8 150.0 175.0 200.0
Dividend Payout (%) 180.6 70.3 69.1 71.4
BVPS (Rs) 200.4 263.6 341.8 422.0
RoOANW (%) 70.3 91.9 83.6 73.4
ROACE (%) 72.4 94.8 86.0 75.5
ROAIC (%) 178.6 331.3 412.0 1504.3
(E) Valuation Ratios

CMP (Rs) 16598 16598 16598 16598
P/E 81.3 77.9 65.6 59.2
Mcap (Rs Mn) 1,600,360 1,600,360 1,600,360 1,600,360
MCap/ Sales 12.9 12.1 10.8 9.8
EV 1,577,736 1,573,326 1,563,332 1,547,694
EV/Sales 12.8 11.9 10.5 9.4
EV/EBITDA 55.1 53.6 45.7 40.9
P/BV 82.8 63.0 48.6 39.3
Dividend Yield (%) 2.2 0.9 1.1 1.2
(F) Growth Rate (%)

Revenue 9.5 7.3 12.0 10.2
EBITDA 9.0 2.5 16.7 10.6
EBIT 11.7 1.4 18.2 9.7
PBT 10.1 2.7 18.7 10.7
APAT 22.6 4.4 18.7 10.7
EPS 22.6 4.4 18.7 10.7
Cash Flow

(Rs Mn) CY19A CY20E CY21E CY22E
CFO 26,641 24,370 31,864 34,918
CFI 7,269 (5,500) (5,000) 0
CFF (35,417) (14,460) (16,870) (19,280)
FCFF 24,836 18,870 26,864 34,918
Opening Cash 16,101 13,080 17,490 27,485
Closing Cash 13,080 17,490 27,485 43,123

E — Estimates
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DART RATING MATRIX
Total Return Expectation (12 Months)

Buy >20%
Accumulate 10 to 20%
Reduce 0to 10%
Sell <0%
DART Team
Purvag Shah Managing Director purvag@dolatcapital.com +9122 4096 9747
Amit Khurana, CFA Head of Equities amit@dolatcapital.com +9122 4096 9745

CONTACT DETAILS

Equity Sales Designation E-mail Direct Lines
Dinesh Bajaj VP - Equity Sales dineshb@dolatcapital.com +9122 4096 9709
Kapil Yadav VP - Equity Sales kapil@dolatcapital.com +9122 4096 9735
Yomika Agarwal VP - Equity Sales yomika@dolatcapital.com +9122 4096 9772
Jubbin Shah VP - Derivatives Sales jubbins@dolatcapital.com +9122 4096 9779
Ashwani Kandoi AVP - Equity Sales ashwanik@dolatcapital.com +9122 4096 9725
Lekha Nahar AVP - Equity Sales lekhan@dolatcapital.com +9122 4096 9740
Equity Trading Designation E-mail

P. Sridhar SVP and Head of Sales Trading sridhar@dolatcapital.com +9122 4096 9728
Chandrakant Ware VP - Sales Trading chandrakant@dolatcapital.com  +9122 4096 9707
Shirish Thakkar VP - Head Domestic Derivatives Sales Trading  shirisht@dolatcapital.com +9122 4096 9702
Kartik Mehta Asia Head Derivatives kartikm@dolatcapital.com +9122 4096 9715
Dinesh Mehta Co- Head Asia Derivatives dinesh.mehta@dolatcapital.com +9122 4096 9765
Bhavin Mehta VP - Derivatives Strategist bhavinm@dolatcapital.com +9122 4096 9705
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Analyst(s) Certification

The research analyst(s), with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in
this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part of his or her or their
compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this research report.

1. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

Il. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s), if any,
covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select recipient of this
report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the prior written consent of
Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein. Dolat Capital Market Private Limited.
and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and financing group. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have provided or may provide services in respect of managing offerings of securities, corporate finance,
investment banking, mergers & acquisitions, financing or any other advisory services to the company(ies) covered herein. Dolat Capital Market Private
Limited. and/or its affiliated company(ies) might have received or may receive compensation from the company(ies) mentioned in this report for rendering
any of the above services. Research analysts and sales persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated
company(ies) associated with it. While reasonable care has been taken in the preparation of this report, it does not purport to be a complete description
of the securities, markets or developments referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness.
Dolat Capital Market Private Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as
the basis for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market Private Limited.
reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital Market Private Limited.
and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of
the company(ies) mentioned herein or (b) be engaged in any other transaction involving such securities and earn brokerage or other compensation or act
as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such company(ies) or may
have any other potential conflict of interests with respect to any recommendation and other related information and opinions. This report is neither an
offer nor solicitation of an offer to buy and/or sell any securities mentioned herein and/or not an official confirmation of any transaction. 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 Dolat Capital Market
Private Limited. and/or its affiliated company(ies) 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 a certain category of investors. Persons in whose possession this report may come, are required
to inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the research analyst(s)
who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not
associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are
not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among
other things, communications with a subject company, public appearances and trading securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of
the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance
on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return
the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct
certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S. registered broker-
dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be effected through Marco Polo
or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to time.
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