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BSE SENSEX S&P CNX CMP: INR6,797 TP: INR6,846 (2%) Neutral27,986 8,629 

Stock Info 
Bloomberg NEST IN 
Equity Shares (m) 96.4 
52-Week Range (INR) 7390/4990 
1, 6, 12 Rel. Per (%) -4/11/9
M.Cap. (INR b) 649 
M.Cap. (USD b) 9.9 
Avg Val, INRm 452.6 
Free float (%) 37.24 

Financials Snapshot (INR b) 
 Y/E Dec 2015 2016E 2017E 
Sales 81.2 92.1 109.3 
EBITDA 15.9 18.2 22.6 
Adj. PAT 11.6 10.9 13.7 
Adj. EPS (INR) 119.9 113.2 142.1 
EPS Gr.  (%) -7.3 -5.5 25.5
BV/Sh.(INR) 292.3 331.0 385.8 
RoE (%) 40.9 36.3 39.7 
RoCE (%) 40.7 36.3 39.6 
P/E (x) 56.1 59.4 47.4 
P/BV (x) 23.0 20.3 17.4 

Shareholding pattern (%) 
Jun-16 Mar-16 Jun-15 

Promoter 62.8 62.8 62.8 
DII 6.0 5.7 4.4 
FII 14.3 14.4 12.7 
Others 17.0 17.1 20.2 

FII Includes depository receipts 

Stock Performance (1-year) 

On the right track but pick up will be slow 

We attended the analyst meet of Nestle India. Our key takeaways: 
 Spate of new launches, performance incentives for innovations encouraging.
 Company will continue to focus on the urban consumer.
 There has been a tremendous improvement in processing customer feedback.
 Management commentary is a refreshing change from the past however challenges

remain. 
 Management admitted that the noodles category has still not completely recovered 

the trust of consumer and that competition has intensified.
 Under the new MD, Nestle is finally pressing the right buttons but results will be

gradual in our view. Retain NEUTRAL on expensive valuations.

 Must win battles include focus on double digit sales growth, insight led 
innovation, execution brilliance, responsiveness to environment, 100% 
compliance, having its people fit for battle, constant consumer engagement, 
being nimble footed, having systems for rewards and recognition for the above 
and last but not the least, leadership in Nutrition, Health and Wellness

 The seven dynamics in the FMCG sector that the company pointed out are 
urbanization, the tide of technology (354 m internet users), importance of 
women’s worth – decision on 90% of Nestle’s product portfolio is made by 
women, continuing propensity of the customer to premiumise, valourising 
value provided to consumer across segments, quest for goodness and shifting 
the sweet spot between taste indulgence and health.

 ‘Nestle’s problem is not too few brands’- Management commented that 
Nestle’s problem is not too few brands and there is a vast deal of work that can 
be done within the brands and segments. The company has launched 25 
products in the past 3-4 months. These include Maggi Cuppa noodles (4 
variants), Maggi Hotheads (4 variants), Maggi (no onion and no garlic) noodles, 
Nestle Bar one Charge, Munch Nuts, Gift packs in Chocolates and 
Confectionary segment, Nestle Greek yogurt, Nestle Pro-grow, Nestle Everyday 
Masala Fusion, Nestle Ceregrow and a few beverage launches including 
Nescafe Insta-filter While it is still early days, the management called out that 
the Masala whitener, Munch Nuts and Maggi Hot Heads received encouraging 
response. What is also interesting is the reward structure is also getting aligned 
towards this. The company is calibrating its incentive structure in such a way 
that there are Incentives on getting new products out and based on 
performance of those new products. There are ways being devised to measure 
performance on activation and merchandising. These changes on incentive 
structure are being included gradually. There has been a conscious fast tracking 
of newer launches and there is emphasis on getting feedback faster so that 
quicker decisions can be made. Management did share that some new 
launches will be relevant nationally while some will remain regional. There will 
be categories like Greek Yogurt which are likely to remain in the top cities only 
due to the nature of the product and the need for cold chain infrastructure.
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 ‘It is better to be intensive and relevant rather than extensive and irrelevant’
Management maintained its focus on the urban consumer. Its product portfolio
and strengths align well with this set of customers and penetration is still low in
many of their categories in urban India. Over 315 mn consumers is certainly a
sizeable target market in their view and fits in very well with their focus on
indulgence, premiumisation of consumer preferences and shift towards more
healthy but yet tasty snacking options. Management also defended getting out
of the low price points by stating that at those price points the company would
not be able to offer the quality that they desire.

 Customer contact has improved tremendously-One of the areas which the
management cited as an example where things have improved tremendously in
a short period of time is customer interface.  Customer feedback is now received
24/7. Earlier there were 4 people in charge of this aspect and the lead time to
respond was 24 hours and now it is a 60 member team and the lead time for the
first response is now 30 minutes. While these are impressive numbers, where
we think the company could benefit more is that the more they actually listen to
direct feedback from the customer the better it is in terms of learning. HUL has
pointed out earlier that such interactions provide strong feedbacks that can be
used in strategic decisions.

 Changing for the better, huge challenges remain- Our conviction on the
welcome change in thought process was strengthened by statements like being
fast, focused and flexible in thought and action, embracing powerful way of
working, consumer Centric Innovation and renovation across categories, priority
on growth, and being nimble footed but the management was also at pains to
point out that ‘We are presenting the picture as it is and not as rosy as you
want it to be’. Sector has taken a turn for the worse in the last quarter. The
overall FMCG segment worth USD 40b grew at 7.2% in Q1CY16 and grew at 4.4%
in Q2CY16, Food and Beverage segment which is a USD 21 b segment grew at
7.4% and 5.3% respectively, processed foods a USD 14b category grew at 5%
and 2.7% respectively while categories where Nestle is focused currently USD 4
b in size grew by 1.3% and 1%. Nestle’s own sales declined on a sequential basis
despite Maggi’s reach scaling up substantially and market share increasing.
Volume in non-noodles segment was tepid in H1CY16 and is likely to have been
negative in Milk and nutrition. We are also puzzled by the decision to stick to
the wafers segment in Chocolates and Confectionary. As we highlighted in our
annual report analysis a few months ago Nestle’s problems did not begin with
Maggi and there are a a lot of issues that need to be addressed.

 ‘Stigma on noodles has affected trust’ Interestingly the management did admit
that while the noodles category has recovered strongly from a low base last year
and Maggi itself has recovered in terms of market share to 57% now, some
consumers have still not recovered the trust on the category itself, others have
moved on to more healthier options and competitive intensity has also
increased. This was obviously proven to be no fault of theirs but there has been
some effect to the sentiment towards the category. Management did not share
their numbers on annualized basis for the category but did quote Technopak
numbers stating that the category in CY16 is likely to be around INR 22b,
considerably lower than the INR32b in 2014, the last calendar year before the
crisis. Maggi had launched a successful campaign rightly focusing on mothers
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emphasizing on recovery of trust after all tests cleared the company but this 
campaign obviously wasn’t a complete success.  

 Ecommerce and digital media spend-Management expects sales from e
commerce to be 5% of total sales by 2020. Interestingly Maggi relaunch and
Maggi Hotheads were first done through the E-Commerce channel. Digital
media spend is now 15% and even higher in some categories.

 Maintain Neutral: We are highly encouraged by strategic changes led by the
new CEO over the past year. We are also enthused by the fact that there has
been a spate of new launches ahead of our expectations. Volume growth has
been insipid for many years and continues to be so. Huge challenges still remain
but we believe the company is on the right track. There are no changes to our
EPS growth estimates. Valuations of 43.2x June 2018 EPS, prevent us from being
more constructive, leading us to maintain our Neutral rating and target price
INR6,846 (44x June 2018 EPS, in line with 5-year average).
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Key Analyst Meet Charts 

Exhibit 1: Size of opportunity 

Source: Company, MOSL 

Exhibit 2: Slowdown across categories in 2QCY16 

Source: Company, MOSL 
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Exhibit 3: Brand strength and market postioning 

Source: Company, MOSL 

Exhibit 4: Reported and comparable volumes for Jan-June period 

* Excluding sales of Noodles, Surplus Fat & Product Portfolio Optimization initiatives Source: Company,
MOSL 

Exhibit 5: Nestlé India’s Commodity Price Index 

*Indexed with base year 2011 Source: Company, MOSL 



 Nestle India 

23 August 2016 6 

Exhibit 6: New launches in last 3-4 months in Prepared dishes and cooking aids 

Source: Company, MOSL 

Exhibit 7: New launches in last 3-4 months in chocolates & confectionary 

Source: Company, MOSL 

Exhibit 8: New launches in last 3-4 months in milk products & nutrition 

Source: Company, MOSL 

Exhibit 9: New launches in last 3-4 months in beverages 

Source: Company, MOSL 
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Story in chart 

Exhibit 10: Sales declined 17% in CY15 due to Maggi issue 

Source: Company, MOSL 

Exhibit 11: EBITDA margin declined YoY in CY15 

Source: Company, MOSL 

Exhibit 12: Rising volume contribution of Prepared Dishes 
(%) 

Source: Company, MOSL 

Exhibit 13: Milk Products contribution to revenues improved 
in CY14 (%) 

Source: Company, MOSL 

Exhibit 14: Milk Products grew just 2% in CY15 

Source: Company, MOSL 

Exhibit 15: Prepared Dishes slowed down in CY15 

Source: Company, MOSL 
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Financials and valuations 

Income Statement (INR Million) 
Y/E December 2012 2013 2014 2015 2016E 2017E 2018E 
Net Sales 83,023 90,619 98,063 81,233 92,140 109,317 125,989 
   Change (%) 10.8 9.1 8.2 -17.2 13.4 18.6 15.3 
Total Expenditure 64,766 70,815 77,536 65,287 73,936 86,707 99,338 
EBITDA 18,257 19,804 20,527 15,946 18,204 22,610 26,651 
   Change (%) 17.6 8.5 3.7 -22.3 14.2 24.2 17.9 
   Margin (%) 22.0 21.9 20.9 19.6 19.8 20.7 21.2 
Depreciation 2,772 3,300 3,375 3,473 3,661 4,167 4,694 
Int. and Fin. Ch. 266 365 142 33 42 1 1 
Other Inc.- Rec. 633 1,222 1,359 1,621 1,795 2,007 2,378 
PBT 15,852 17,362 18,368 14,062 16,295 20,450 24,334 
   Change (%) 9.7 9.5 5.8 -23.4 15.9 25.5 19.0 
   Margin (%) 19.1 19.2 18.7 17.3 17.7 18.7 19.3 
Tax 4,847 5,609 5,897 2,504 5,377 6,748 8,030 
   Tax Rate (%) 30.6 32.3 32.1 17.8 33.0 33.0 33.0 
Adjusted PAT 11,006 11,753 12,472 11,558 10,918 13,701 16,304 
   Change (%) 8.0 6.8 6.1 -7.3 -5.5 25.5 19.0 
   Margin (%) 13.3 13.0 12.7 14.2 11.8 12.5 12.9 
Non-rec. (Exp)/Inc. 327 582 625 5,925 1,008 1,109 1,220 
Reported PAT 10,679 11,171 11,847 5,633 9,909 12,592 15,084 

Balance Sheet (INR Million) 
Y/E December 2012 2013 2014 2015 2016E 2017E 2018E 
Share Capital 964 964 964 964 964 964 964 
Reserves 17,020 22,723 27,408 27,214 30,946 36,236 43,875 
Net Worth 17,984 23,687 28,372 28,178 31,910 37,201 44,839 
Loans 10,502 11,872 196 177 10 10 10 
Capital Employed 28,486 35,559 28,568 28,356 31,920 37,211 44,849 

Gross Block 44,276 49,032 50,090 51,174 54,949 60,801 69,580 
Less: Accum. Depn. 12,233 15,339 18,323 22,195 25,856 30,023 34,717 
Net Fixed Assets 32,043 33,693 31,766 28,979 29,093 30,778 34,863 
Capital WIP 3,441 2,947 2,448 2,308 2,308 2,308 2,308 
Investments 3,649 8,511 8,118 13,249 14,232 15,855 17,720 
   Current 3,649 6,270 5,074 9,831 10,815 12,437 14,302 
   Non-current 0 2,241 3,045 3,418 3,418 3,418 3,418 
Curr. Assets, L&A 12,507 17,992 15,863 16,269 19,725 27,183 33,854 
Inventory 7,456 7,359 8,441 8,208 9,825 11,682 13,613 
Account Receivables 876 843 991 784 1,050 1,245 1,446 
Cash and Bank Balance 2,370 7,494 4,458 4,996 6,280 11,202 15,242 
Others 1,806 2,296 1,972 2,281 2,571 3,053 3,552 
Curr. Liab. and Prov. 21,532 25,429 27,400 30,720 31,548 36,820 41,562 
Account Payables 5,394 6,330 7,287 7,435 7,346 8,803 10,148 
Other Liabilities 5,580 5,026 4,096 4,659 4,310 4,545 5,277 
Provisions 10,558 14,073 16,017 18,625 19,892 23,471 26,137 
Net Curr. Assets -9,025 -7,437 -11,537 -14,451 -11,823 -9,637 -7,708
Def. Tax Liability -1,621 -2,155 -2,227 -1,729 -1,891 -2,093 -2,334
Appl. of Funds 28,486 35,559 28,568 28,356 31,920 37,210 44,849 
E: MOSL Estimates 
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Financials and valuations 
 

Ratios 
       Y/E December 2012 2013 2014 2015 2016E 2017E 2018E 

Basic (INR) 
 

      
 

    
EPS 114.1 121.9 129.4 119.9 113.2 142.1 169.1 
Cash EPS 142.9 156.1 164.4 155.9 151.2 185.3 217.8 
BV/Share 186.5 245.7 294.3 292.3 331.0 385.8 465.1 
DPS 48.5 48.5 63.0 48.5 55.0 65.0 66.0 
Payout (%) 42.5 39.8 48.7 40.5 48.6 45.7 39.0 

  
      

 
    

Valuation (x) 
 

      
 

    
P/E 59.0 55.2 52.0 56.1 59.4 47.4 39.8 
Cash P/E 47.1 43.1 40.9 43.2 44.5 36.3 30.9 
EV/Sales 7.9 7.1 6.5 7.8 6.8 5.7 4.9 
EV/EBITDA 35.8 32.6 31.0 39.6 34.5 27.5 23.1 
P/BV 36.1 27.4 22.9 23.0 20.3 17.4 14.5 
Dividend Yield (%) 0.7 0.7 0.9 0.7 0.8 1.0 1.0 

  
      

 
    

Return Ratios (%) 
 

      
 

    
RoE 71.6 56.4 47.9 40.9 36.3 39.7 39.7 
RoCE 43.9 37.5 39.2 40.7 36.3 39.6 39.7 
RoIC 89.1 62.7 77.2 96.1 115.3 145.8 168.9 
Working Capital Ratios 

 
      

 
    

Debtor (Days) 3.7 3.3 3.6 3.4 4.0 4.0 4.0 
Asset Turnover (x) 3.1 2.7 2.9 2.7 2.9 3.0 2.9 

  
      

 
    

Leverage Ratio 
 

      
 

    
Debt/Equity (x) 0.6 0.5 0.0 0.0 0.0 0.0 0.0 
  

       Cash Flow Statement         
 

  (INR Million) 
Y/E December 2012 2013 2014 2015 2016E 2017E 2018E 
OP/(loss) before Tax 15,485 16,505 17,152 12,473 14,543 18,443 21,957 
Int./Div. Received 633 1,222 1,359 1,621 1,795 2,007 2,378 
Depn. and Amort. 2,468 3,106 2,985 3,872 3,661 4,167 4,694 
Interest Paid 266 365 142 33 42 1 1 
Direct Taxes Paid 3,728 5,075 5,824 2,899 5,216 6,546 7,789 
Incr in WC 1,254 3,536 1,065 3,451 -1,344 2,737 2,111 
CF from Operations 15,113 17,214 14,161 15,308 9,892 16,795 18,595 

  
      

 
    

Extraordinary Items 0 0 0 0 0 0 0 
Incr in FA 8,476 4,262 559 944 3,776 5,852 8,778 
Free Cash Flow 6,636 12,952 13,602 14,364 6,116 10,943 9,817 
Pur of Investments 2,305 4,862 -393 5,131 983 1,622 1,866 
CF from Invest. -10,781 -9,125 -166 -6,075 -4,759 -7,474 -10,644 

  
      

 
    

Issue of Shares 0 0 0 0 0 0 0 
Incr in Debt 793 1,370 -11,676 -18 -167 0 0 
Dividend Paid 5,435 5,471 7,166 5,633 6,178 7,301 7,445 
Others 408 1,136 1,812 -3,045 2,497 2,903 3,534 
CF from Fin. Activity -4,234 -2,965 -17,030 -8,696 -3,848 -4,398 -3,911 

  
      

 
    

Incr/Decr of Cash 98 5,124 -3,035 537 1,285 4,923 4,040 
Add: Opening Balance 2,272 2,370 7,494 4,458 4,996 6,280 11,202 
Closing Balance 2,370 7,494 4,458 4,995 6,280 11,203 15,242 
E: MOSL Estimates 
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