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 Update | Sector: Consumer 

Britannia Industries 
CMP: INR1,861 TP: INR2,200 (+18%) Buy 

 

Taking a bigger bite 
High growth visibility; margins to expand 

§ We returned from BRIT’s analyst meet with renewed confidence in our bullish 
stance. 

§ BRIT continues to outperform the industry, driven by its distribution initiatives 
in both urban and rural markets. 

§ There is more scope for gains from cost efficiencies and the benign raw material 
environment augurs well for operating margins. 

§ We reiterate Buy; BRIT is one of our preferred picks in the tier-II Consumer 
space. 

 
Outperforming Biscuits industry by wide margin  
While industry growth remained lackluster, with ~2% volume and ~6% value 
growth in 3QFY15, BRIT reported robust 9% volume growth (2/3rd of the 
revenue growth). This outperformance is driven by distribution expansion, 
better efficiencies from existing store network and initiatives taken to 
strengthen the GTM infrastructure. For example, post the dual distribution 
structure introduced by BRIT 18 months ago, lines per bill have improved by 
25%. Given the benign raw material environment (stable/deflationary trend in 
wheat flour, sugar, and vegetable oil), it has taken selective grammage 
promotions in its portfolio to revive volume growth. 
  
Driving higher return on marketing investments  
Advertising investment will be focused on five key brands. Essentially, BRIT is 
looking to derive higher returns on its marketing investments by diverting 
money from non-productive areas of advertising and promotion spends. Instead 
of trade promotions, it will be investing more in above-the-line activity. Also, it 
is not looking to add new brands and will introduce new variants/innovations 
under existing brands. For instance, Heavens was launched under the 
Nutrichoice franchise, while Chunkies became part of the Good Day umbrella. 
We draw a parallel of this strategy with CLGT, which uses the umbrella brand 
for advertising and new variants are launched under the Colgate brand.  With 
existing five power brands, CLGT can save incremental ad spends it would need 
to incur should it create new brands. 
  
Distribution expansion to drive medium-term growth 
BRIT’s direct coverage has increased from 550k stores to 725k stores in the last 
two years and it expects to end FY15 with 1m stores. The expanded footprint 
should support medium-term volume growth. In urban regions, it has focused 
on increasing depth of coverage (split route structure), while in rural regions, it 
is trying to expand width via hub-and-spoke model; it has increased its rural 
distributor count by 50%. BRIT has also taken initiatives to enhance salesperson 
productivity. The management has indicated that the number of salespersons 
carrying handhelds has gone up from 25% to 50%. 
 

BSE Sensex S&P CNX 
28,851 8,712 

 
 

Stock Info 
Bloomberg BRIT IN 

Equity Shares (m) 119.9 

M.Cap. (INR b) / (USD b) 222.3/3.6 

52-Week Range (INR) 2,019/812 

1, 6, 12 Rel. Per (%) -5/53/72 

Avg Val (INRm)/Vol ‘000 191/147 

Free float (%) 49.2  

 
 
Financial Snapshot (INR b) 
 Y/E  Mar 2015E 2016E 2017E 
Sales 71.0 81.4 95.0 

EBITDA 6.7 9.0 11.3 

Adj. PAT 5.0 6.7 8.3 

Adj. EPS (INR) 41.9 55.6 69.5 

EPS Gr.  (%) 28.9 32.8 25.0 

BV/Sh.(INR) 92.4 119.0 148.1 

RoE (%) 45.3 46.7 46.9 

RoCE (%) 71.0 72.6 72.7 

Payout (%) 40.0 45.0 50.0 

Valuations       

P/E (x) 44.4 33.5 26.8 

P/BV (x) 20.1 15.6 12.6 

EV/EBITDA (x) 32.2 23.6 18.4 

Div. Yield (%) 0.9 1.3 1.9 

 
 
 

Investors are advised to refer through disclosures made at the end of the Research Report. 

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital. 
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Extracting efficiencies in manufacturing and supply chain 
As highlighted in earlier interactions, BRIT continues to drive efficiencies in its 
manufacturing and supply chain operations. Large and technologically superior 
factories and consolidated manufacturing capacities are key goals. In 
manufacturing, it intends to increase the salience of in-house production from 
existing 50% to 60%. We note that in-house manufacturing used to contribute 
35-40% two years ago. It is looking to build scale in manufacturing plants. 
Currently, 12 factories contribute nearly 60% of volumes while the balance 25 
factories account for 40%. It has outlined a capex of INR4b to increase capacity 
from the existing 900k tons to 1,050k tons. In the new plants, it will be 
concentrating on using Integrated Ferrari Line, which takes two man-hours to 
produce a ton. Existing manufacturing lines take three man-hours/ton of 
production. 
n Waste reduction: BRIT has extracted good cost savings from waste 

reduction in the system – 100bp of revenues saved through various 
initiatives. For example, market return of its products has been reduced by 
35-40%.   

n Energy cost reduction: BRIT is leveraging biomass-based fuels for energy 
savings. Currently, 40% of production is done via alternate fuel in energy 
efficient ovens. 

n Reduction in distance travelled: Average distance taken by a Biscuit before 
it reaches a customer has been reduced from 650km to 480km in the last 
two years.  

 

Subsidiary business  
In 3QFY15, the sharp improvement in subsidiary profitability was led by benign 
milk costs and good growth in the Dairy segment. Subsidiary revenues grew 
15% while PAT expanded ~4x. For 9MFY15, subsidiary PAT grew ~4.5x. 
Subsidiary profitability has been extremely volatile and has been a function of 
underlying input costs. 
 

International business  
Currently, international business is only 5% of the turnover. BRIT is looking to 
ramp up this segment, with plans to tap new geographies on the anvil. 
Currently, it exports to 75 countries. 
 

Dairy opportunity BIG  
The management highlighted attractive opportunity in the Dairy category 
(INR750b industry) and also in the space adjacent to Biscuits (snacks, etc). 
However, the plans are not yet finalized. In our view, Dairy is a capital intensive 
business, with critical dependence on robust backend supply chain and 
sourcing. We believe any ramp-up in this business will be a gradual affair. 
 

Valuation and view  
We like BRIT’s premiumization and cost efficiency-led margin expansion story. 
Change in management has improved its ability to set the competitive agenda 
in the market and also brought enhanced focus on building blocks – 
manufacturing, supply chain, marketing and talent management. The gains are 
already visible, with consistent industry-beating performance. Though low 
hanging fruits have been plucked, given the benign RM environment and 
further potential to drive efficiencies in identified areas of operations, we see 
further upside to margins. BRIT and HMN remain our preferred picks in the tier-
II Consumer space. Maintain Buy with an SOTP-based target price of INR2,200. 
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Story in charts 
 

Exhibit 1: Flour prices flattish 

 
Source: Company, MOSL 

Exhibit 2: Sugar prices deflationary 

 
Source: Company, MOSL 

 
Exhibit 3: Cashew prices showing uptrend vs. FY14 avg. 

 
Source: Company, MOSL 

Exhibit 4: Material QoQ correction in SMP prices 

 
Source: Company, MOSL 

 
Exhibit 5: Palm Oil correcting too 

 
Source: Company, MOSL 

Exhibit 6: Butter prices flattish YoY but down QoQ 

 
Source: Company, MOSL 
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Story in charts 
 
 

Exhibit 7: Revenues to post 15.6% CAGR over FY15-17E 

 
Source: Company, MOSL 

Exhibit 8: Focused brand investments behind 5 power brands 

 
Source: Company, MOSL 

 
Exhibit 9: Gross margins to expand 290bp YoY over  
FY15-17E.. 

 
Source: Company, MOSL 

Exhibit 10: ..while EBITDA margin to expand 240bp over  
FY15-17E  

 
Source: Company, MOSL 

 
Exhibit 11: PAT to post 28.8% CAGR over FY15-17E 

 
Source: Company, MOSL 

Exhibit 12: Return ratios (x) 

 
Source: Company, MOSL 
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Corporate profile: Britannia Industries 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Exhibit 14: Shareholding pattern (%) 
 Dec-14 Sep-14 Dec-13 

Promoter 50.8 50.8 50.8 

DII 9.3 9.2 8.8 

FII 19.5 20.1 20.1 

Others 20.5 19.9 20.4 

Note: FII Includes depository receipts 
 

Exhibit 15: Top holders 
Holder Name % Holding 

Arisaig Partners Asia Pte Ltd A/C Arisaig India Fund 
 

7.9 

LIC of India 2.0 

Morgan Stanley Asia Singapore PTE 1.2 

GIC of India 1.1 

  
  

Exhibit 16: Top management 
Name Designation  

Nusli N Wadia Chairman 

Varun Berry Managing Director 

A K Hirjee Director 

Jeh N Wadia Director 

Ness N Wadia Director 
 

Exhibit 17: Directors 
Name Name 

Nusli N Wadia S S Kelkar* 

Varun Berry Avijit Deb* 

A K Hirjee Keki Dadiseth* 

Jeh N Wadia Nasser Munjee* 

Ness N Wadia Vijay L Kelkar* 

Ajai Puri* Nimesh N Kampani* 
 

*Independent  
 

Exhibit 18: Auditors 

Name Type 

BSR & Co LLP Statutory 
Aneja & Associates Internal 
N I Mehta & Co Cost Auditor 

 
  

Exhibit 19: MOSL forecast v/s consensus 
EPS  

(INR) 
MOSL  

forecast 
Consensus 

forecast 
Variation  

(%) 

FY15 41.9 46.6 -10.0 
FY16 55.6 55.2 0.7 
FY17 69.5 67.8 2.5 

 

 
 
 
 
 

Company description 
Britannia is the market leader in the biscuits 
category (value market share of ~33%). Biscuits 
contribute over 85% of Company’s consolidated 
revenue. Over the years, the company has forayed 
into other bakery items and dairy products 
(constituting ~15% of consolidated revenues). The 
company enjoys strong brand equity and has been 
consistently ranked amongst the top food brand in 
India. Britannia is promoted by Wadia group that 
has diversified interests ranging from real estate, 
textiles, chemicals and airlines business. 

 Exhibit 13: Sensex rebased 
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Financials and valuations 
 

Income Statement               (INR Million) 
Y/E March 2010 2011 2012 2013 2014 2015E 2016E 2017E 
Net Revenues 34,014 42,235 49,470 55,644 62,321 70,998 81,373 94,953 
    Change (%) 9.3 24.2 17.1 12.5 12.0 13.9 14.6 16.7 
Raw Material Cost 21,636 27,637 31,798 35,184 38,097 43,564 48,581 55,529 
Gross Profit 12,378 14,598 17,673 20,459 24,224 27,434 32,793 39,424 

Margin (%) 36.4 34.6 35.7 36.8 38.9 38.6 40.3 41.5 
EBITDA 1,686 2,378 2,521 3,204 5,213 6,736 9,017 11,323 
    Change (%) -35.8 41.0 6.0 27.1 62.7 29.2 33.9 25.6 
    Margin (%) 5.0 5.6 5.1 5.8 8.4 9.5 11.1 11.9 
Depreciation 375 446 473 571 634 1,007 1,123 1,277 
Int. and Fin. Charges 82 377 381 377 54 20 17 17 
Financial Other Income 409 466 585 555 348 780 897 1,032 
Operating Other Income 99 23 272 511 753 792 892 1,022 
PBT 1,737 2,044 2,524 3,322 5,626 7,282 9,667 12,083 
    Change (%) -31.4 17.7 23.5 31.6 69.4 29.4 32.8 25.0 
    Margin (%) 5.1 4.8 5.1 6.0 9.0 10.3 11.9 12.7 
Tax 435 600 637 929 1,773 2,257 2,997 3,746 
Deferred Tax -165 128 19 55 -45 0 0 0 
    Tax Rate (%) 15.5 35.6 26.0 29.6 30.7 31.0 31.0 31.0 
PAT 1,467 1,316 1,867 2,339 3,898 5,024 6,670 8,337 
    Change (%) -27.1 -10.3 41.9 25.2 66.7 28.9 32.8 25.0 
    Margin (%) 4.3 3.1 3.8 4.2 6.3 7.1 8.2 8.8 
Non-rec. (Exp.)/Income -282 156 0 0 -200 0 0 0 
Reported PAT 1,186 1,472 1,867 2,339 3,698 5,024 6,670 8,337 
                  
Balance Sheet               (INR Million) 
Y/E March 2010 2011 2012 2013 2014 2015E 2016E 2017E 
Share Capital 239 239 239 239 240 240 240 240 
Reserves 3,724 4,293 4,980 6,144 8,314 10,846 14,028 17,522 
Networth 3,963 4,532 5,219 6,383 8,554 11,086 14,268 17,762 
Loans 4,328 4,314 282 1,897 3 303 303 303 
Capital Employed 8,291 8,846 5,501 8,280 8,557 11,389 14,572 18,065 
                  
Gross Block 5,478 5,936 6,774 7,842 9,393 10,944 12,444 14,444 
Less: Accum. Depn. -2,663 -2,899 -2,983 -3,325 -3,937 -4,943 -6,066 -7,343 
Net Fixed Assets 2,815 3,037 3,791 4,517 5,457 6,001 6,378 7,101 
Capital WIP 100 117 797 1,284 972 1,000 1,000 1,000 
Investments 4,906 5,450 4,289 2,796 3,301 5,022 9,322 13,486 
Deferred Liability 66 -43 -62 -117 -72 -72 -72 -72 
Currents Assets 5,389 4,799 7,846 8,185 8,672 10,662 11,353 13,091 
Inventory 2,683 3,112 3,823 3,315 3,669 4,615 4,882 5,697 
Account Receivables 395 573 521 771 537 934 958 1,109 
Cash and Bank Balance 234 287 309 645 658 1,420 1,571 2,082 
Others 2,077 827 3,192 3,454 3,808 3,694 3,942 4,204 
Curr. Liab. & Prov. 4,985 4,514 11,160 8,385 9,772 11,224 13,410 16,542 
Account Payables 2,869 3,329 3,362 3,336 4,847 5,729 6,398 7,791 
Other Liabilities 1,187 282 6,618 3,782 2,428 2,595 2,775 2,970 
Provisions 929 902 1,180 1,267 2,498 2,900 4,237 5,781 
Net Current Assets 404 286 -3,314 -200 -1,100 -562 -2,057 -3,450 
Net Assets 8,291 8,847 5,501 8,280 8,557 11,389 14,572 18,065 
E: MOSL Estimates                 
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Financials and valuations 
 

Ratios           1.2889 1.3276 1.2499 
Y/E March 2010 2011 2012 2013 2014 2015E 2016E 2017E 
Basic (INR)                 
EPS 12.3 11.0 15.6 19.6 32.5 41.9 55.6 69.5 
BV/Share 33.2 37.9 43.7 53.4 71.3 92.4 119.0 148.1 
DPS 5.0 6.5 8.5 8.5 12.0 17 25 35 
Payout (%) 40.7 59.0 54.4 43.5 36.9 40.0 45.0 50.0 
Valuation (x)                 
P/E 151.5 168.9 119.0 95.1 57.3 44.4 33.5 26.8 
EV/Sales 6.5 5.2 4.4 4.0 3.5 3.1 2.6 2.2 
EV/EBITDA 131.4 92.9 86.5 69.0 42.1 32.2 23.6 18.4 
P/BV 56.1 49.1 42.6 34.9 26.1 20.1 15.6 12.6 
Dividend Yield 0.3 0.3 0.5 0.5 0.6 0.9 1.3 1.9 
Return Ratios (%)                 
RoE 37.0 29.0 35.8 36.6 45.6 45.3 46.7 46.9 
RoCE 26.9 32.6 63.4 51.4 70.5 71.0 72.6 72.7 
Working Capital Ratios                 
Debtor (Days) 4 5 4 5 3 5 4 4 
Asset Turnover (x) 4.1 4.8 9.0 6.7 7.3 6.2 5.6 5.3 
Leverage Ratio                 
Debt/Equity (x) 1.1 1.0 0.1 0.3 0.0 0.0 0.0 0.0 
                  
Cash Flow Statement               (INR Million) 
Y/E March 2010 2011 2012 2013 2014 2015E 2016E 2017E 
OP Profit 1,737 2,044 2,524 3,322 5,626 7,282 9,667 12,083 
Dep 375 446 473 571 634 1,007 1,123 1,277 
Financial Other Income -409 -466 -585 -555 -348 -780 -897 -1,032 
Interest Paid -82 -377 -381 -377 -54 -20 -17 -17 
Direct Taxes Paid 435 600 637 929 1,773 2,257 2,997 3,746 
Inc in WC -682 -172 -3,622 2,779 -913 -223 -1,646 -1,904 
CF from Operations 2,033 1,974 5,777 8 5,107 5,494 8,559 10,504 

                  
Extraordinary Items                 
(Inc)/Dec in FA -403 -475 -1,518 -1,556 -1,239 -1,579 -1,500 -2,000 
(Pur.)/Sale of Investments -675 -544 1,161 1,493 -505 -1,721 -4,300 -4,164 
Other Non Rec Exp 282 -156 0 0 200 0 0 0 
CF from Investments -797 -1,174 -358 -62 -1,544 -3,300 -5,800 -6,164 

                  
Issue of Shares 0 0 0 0 1 0 0 0 
Inc in Debt 4,077 -14 -4,033 1,615 -1,893 300 0 0 
Dividend Paid 1,727 696 902 1,180 1,189 1,684 2,335 3,488 
Other Item 5,353 2,384 1,178 170 3,556 6,648 11,873 12,670 
CF from Fin. Activity -3,004 -3,094 -6,113 265 -6,638 -8,032 -14,208 -16,158 

                  
Inc/Dec of Cash -174 53 22 336 13 762 151 510 
Add: Beginning Balance 408 234 287 309 645 658 1,420 1,571 
Closing Balance 234 287 309 645 658 1,420 1,571 2,081 
E: MOSL Estimates                 
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