N I' ) Nestle India Limited
arno la India Equity Analytics 30-Jul-20 Result Update

Industry Cons. Staples
Bloomberg NEST IN Strong foods portfolio will continue to drive growth
BSE CODE 500790
RATING HOLD 2QCY20 Result update
CMP 17099 e NESTLEIND has reported numbers below expectation with revenue growth of
] 1.65%YoY to Rs. 3050 cr. (vs. expectation of Rs. 3164 cr.). The Company’s
Price Target 17236 salesremainedimpacted due to lower demand in all out of home

Potential Upside 1% consumptionchannelsdue to lockdown amidst COVID-19.However, the
company’smilk based, Nescafe and Maggi portfolio performed well led by
increased in-home consumption.

e The Company’s exports declined by 9.3% YoY to Rs. 134 cr. while domestic business

Rating Change C—) grew by 2.6% YoY to Rs. 2908 cr.
Estimate Change d—) e The Company’s gross margin declined by 193 bps to 56.3% YoY led by cost pressure
Target Change — due to rise in commodity prices while EBITDA margin expanded by 129 bps YoY to
24.9% led by savings in other expenses to the extent of 487 bps YoY while employee
expense increased by 163 bps which in turn restricted EBITDA margin expansion.
* Lower provisioning of taxes (24.98% vs 33.1% in 2QCY19) helped the company to
report PAT growth of 11%to Rs. 487 cr. (vs. expectation of Rs. 520.cr.).
STOCK INFO
52wk Range H/L 18301/11300 View and Valuation
. NESTLEIND has reported numbers below expectation. Sales remained impacted due to
Mkt Capital (Rs Cr) 161534 nation-wide lockdown. The Company’s milk based portfolio, Maggi and Nescafe
Free float (%) 37% portfolio will continue to perform better led by increased in-home consumption amidst
Avg. Vol 1M (,000) 6 Pandemic. We expect the company will continue to pgrform betterin e—com.merce ;?\s
the e-commerce channel grew by 122% and now contributes 3.6% to domestic sales in
No. of Shares (Cr) 10 2QCY20. On the margin front, we expect margin expansion on the back of lower other
Promoters Pledged % NA expenses on account of savings in some variable costs. In Last few years company has
launched lots of new products and worked on its distribution expansion which will
yield results as situation normalize Going forward, we remain positive on the stock
considering its strong brands and execution capability with pricing power while
increasing numbers of COVID-19 cases and vertical lockdowns will remain concerns we
RESEARCH ANALYST maintain our Hold rating NESTLEIND with the previous target price of Rs 17236.

RAJEEV ANAND ) Key Risks to our rating and target
rajeev.anand@narnolia.com « Steepincreaseinkeyinput prices.

+91-22-62701229 « Persistence of Covid-19 for longer duration than expected.
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Figin Rs Cr
KEY FINANCIAL/VALUATIONS (o4 4 [} CY17 CcYis CY19 CY20E
Net Sales 9141 10010 11292 12369 13002
EBITDA 2030 2221 2732 2889 3206
EBIT 1676 1879 2397 2573 2872
PAT 1001 1225 1607 1970 2179
EPS (Rs) 104 127 167 204 226
EPS growth (%) 78% 22% 31% 23% 1%
ROE (%) 31% 36% 44% 102% 91%
ROCE (%) 51% 54% 65% 130% 118%
BV 340 355 381 200 248
P/B (X) 19 26 28 73 69
P/E (x) 63 72 64 72 76

The views expressed above accurately reflect the personal views of the authors about the subject companies and its(their) securities. The authors have not and
will not receive any compensation for providing a specific recommendation or view. Narnolia Financial Advisors Ltd. does and seeks to do business with
companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity of this
report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to the Disclaimers at www.narnolia.com Narnolia Financial Advisors Ltd.
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Narnolia NESTLEIND
2QCY20 Results
Numbers below expectation .
Figin Rs Cr
FINANCIALS 2QCY19|3QCY19 |4QCY19 [1QCY20 |2QCY20 | YoY% | QoQ% | CY18 | CY19 | YoY%
Net Sales 3,001 3,216 3,149 3,325 3,050 | 1.7% 5.6% | 11,292 | 12,369 | 9.5%
Other Income 73 56 45 43 38| -47.7% -4.1% 259 247 | -4.7%
COGS 1,252 1,365 1,361 1,453 1,332 6.4% 6.7% | 4,590 | 5,224 | 13.8%
Gross Margin 58% 58% 57% 56% 56% -1.9% -0.5% 59% 58% | -1.6%
Empl. Cost 315 322 323 358 370 | 17.5% | 11.1% | 1,124 | 1,263 | 12.3%
Other Expen. 718 764 792 703 581| -19.0% | -11.2% | 2,818 | 2,955 | 4.8%
EBITDA 707 760 673 801 758 | 7.2% | 19.0% | 2,732 | 2,889 | 5.7%
EBITDA Mar 24% 24% 21% 24% 25% | 1.29% 2.7% | 24% 23% | -0.8%
Depreciation 81 78 80 91 92| 14.4% | 14.8% 336 316 | -5.8%
EBIT 626 681 593 709 666| 6.3% | 19.5% | 2,397 | 2,573 | 7.3%
Interest 30 30 28 41 41| 36.4% | 44.3% 112 120 | 7.0%
PBT 669 708 610 7M1 663| -09% | 16.6% | 2429 | 2,675 10%
Exceptional Item - - - - - - - - - -
Tax 221 104 142 178 166 | -25.1% | 26.0% 822 705 | -14%
PAT 438 595 473 525 487 11.1% | 11.1% | 1,607 | 1,970 23%
PAT Margin 15% 19% 15% 16% 16% | 1.4% 0.8% | 14% 16% | 1.7%
Nestle's segmental sales
SEGMENT 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Milk pro & nutr. 2776 | 3351 | 3859 | 4071 | 4575 | 4669 | 4635 | 4820 | 5188 | 5652
Beverages 899 | 1068 | 1123 | 1324 | 1340 | 1336 | 1286 | 1387 | 1523 | 1502
Pre. dishes & co. 1725 | 2155 | 2430 | 2698 | 2961 | 1314 | 2318 | 2707 | 3105 3498
Chocolate & conf. 976 | 1100 | 1170 | 1286 | 1253 | 1111 | 1171 [ 1221 | 1401| 1643
Gro. Sales( in cr) 6377 | 7674 | 8582 | 9380 | 10130 | 8430 | 9410 | 10135 | 11216 | 12295
Nestle's segmental volume growth
SEGMENT 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Milk pro & nutr. 8% 2% | 5% | -1% 2% | 3% | 2% 2% 5% 9%
Beverages 13% 1% -5% 9% -11% | -10% 0% 1% 1% -1%
Pre. dishes & co. 24% | 13% 8% 4% 4% | 59% | 71% 19% 14% |  13%
Chocolate & conf. 21% 2% -9% 2% -12% | -19% 7% 4% 15% 17%
Nestle's segmental realization improvement trends
SEGMENT 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019
Milk pro & nutr. 12% | 18% | 21% 7% | 15% 5% 2% 2% 3% 7%
Beverages -1% | 18% 1% 8% 14% 1% -4% -2% -1% 1%
Pre. dishes & co. 4% | 10% 4% 7% 6% | 10% 3% 2% 0% 3%
Chocolate & conf. 4% | 14% | 17% | 12% 1% [ 10% [ -1% 0% 0% 1%
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Exhibit: Sales and Sales growth

Sales growth remained lower impacted on account of lockdown
amidst pandemic.
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Exhibit: COGS

Inflation in milk and its derivative prices impacted the COGS in
2QCY20.
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Exhibit: PAT and PAT Growth

Lower provisioning of taxes (24.98% vs 33.1% in 2QCY19)
helped the company to report PAT growth of 11%YOoY.
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Exhibit: Gross margin and EBITDA margin

Gross margin deterioration on account of input inflation.
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Exhibit: Employee and other expenses

Saving on the front of other expenses by 487 bps YoY helped in
EBITDA margin expansion.
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Narnoliac NESTLEIND
Financial Details
Balance Sheet Fig in Rs Cr
Y/E March CY13 CcY14 CY15 CY16 CY17 CcY18 CY19 | CY20E
Share Capital 96 96 96 96 96 96 96 96
Reserves 2,272 2,741 2,721 3,186 3,324 3,577 1,836 2,297
Networth 2,369 2,837 2,818 3,282 3,421 3,674 1,932 2,394
Debt 1,189 20 18 33 35 35 53 35
Other Non Current Liab - - - - - - - -
Total Capital Employed 3,558 2,857 2,836 3,315 3,456 3,709 1,985 2,429
Net Fixed Assets (incl CWIP) 3,664 3,421 3,129 2,918 2,710 2,506 2,370 2,223
Non Current Investments 224 304 342 474 585 733 744 894
Other Non Current Assets 124 130 130 7 83 72 80 80
Non Current Assets 4,013 3,856 3,601 3,528 3,425 3,351 3,241 3,387
Inventory 736 844 821 940 902 966 1,283 1,349
Debtors 84 99 78 98 89 125 124 131
Cash & Bank 749 446 500 869 1,448 1,599 1,293 1,871
Other Current Assets 4 15 15 31 17 22 26 27
Current Assets 2,302 1,964 2,480 3,283 3,937 4,737 3,817 4,454
Creditors 633 729 744 799 985 1,240 1,495 1,571
Provisions 214 213 265 54 87 157 85 90
Other Current Liabilities 500 410 466 202 107 141 134 141
Curr Liabilities 1,347 1,355 1,476 1,367 1,493 1,855 2,148 2,235
Net Current Assets 955 608 1,004 1,916 2,445 2,882 1,670 2,218
Total Assets 6,314 5,820 6,080 6,810 7,363 8,088 7,058 7,841
Income Statement Fig i Rs Cr
Y/E March CY13 CcY14 CY15 CY16 CY17 CY18 CY19 | CY20E
Revenue from Operation 9,101 9,855 8,175 9,141 | 10,010 11,292 | 12,369 13,002
Change (%) 9% 8% -17% 12% 9% 13% 10% 5%
EBITDA 2,020 2,101 1,647 2,030 2,221 2,732 2,889 3,206
Change (%) 9% 4% -22% 23% 9% 23% 6% 1%
Margin (%) 22% 21% 20% 22% 22% 24% 23% 25%
Depr & Amor. 330 338 347 354 342 336 316 334
EBIT 1,690 1,764 1,299 1,676 1,879 2,397 2,573 2,872
Int. & other fin. Cost 37 14 3 91 92 112 120 163
Other Income 83 87 110 151 177 259 247 238
EBT 1,678 1,774 814 1,545 1,839 2,429 2,675 2,916
Exp ltem (58) (62) (593) (191) (125) (115) (25) (30)
Tax 561 590 250 544 614 822 705 737
Minority Int & P/L share of Ass. - - - - - - - -
Reported PAT 1,117 1,185 563 1,001 1,225 1,607 1,970 2,179
Adjusted PAT 1,156 1,226 973 1,125 1,308 1,683 1,988 2,202
Change (%) 5% 6% -52% 78% 22% 31% 23% 1%
Margin(%) 13% 12% 12% 12% 13% 15% 16% 17%
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Financial Details

Key Ratios
Y/E March CY13 CcY14 CY15 CY16 | CY17 (| CY18 | CY19 |CY20E
ROE 47% 42% 20% 31% 36% 44% 102% 91%
ROCE 47% 62% 46% 51% 54% 65% 130% 118%
Asset Turnover 14 1.7 1.3 1.3 14 14 1.8 1.7
Debtor Days 3 4 4 4 3 4 4 4
Inv Days 30 31 37 38 33 31 38 38
Payable Days 25 27 33 32 36 40 44 44
Int Coverage 46 124 395 18 20 21 21 18
P/E 46 41 99 63 72 64 72 76
Price / Book Value 22 17 20 19 26 28 73 69
EV/EBITDA 26 23 34 31 39 37 49 51
FCF per Share 150 150 95 129 164 196 216 271
Div Yield 1% 1% 1% 0.9% 0.9% 1.1% 2.1% 1.0%

Cash Flow Statement

Figin Rs Cr
Y/E March CY13 Ccyia CY15 CY16 CcY17 CcY18 CY19 | CY20E
PBT 1,678 1,774 814 1,442 1,839 2,429 2,675 2,916
(inc)/Dec in Working Capital 355 153 332 285 375 413 163 264
Non Cash Op Exp 314 342 374 356 347 347 312 334
Int Paid (+) 37 14 3 4 - - - 163
Tax Paid (486) (589) (342) (503) (604) (881) (673) (737)
others (112) (58) (110) (129) (177) (255) (245) -
CF from Op. Activities 1,786 1,636 1,070 1,454 1,780 2,052 2,234 2,940
(inc)/Dec in FA & CWIP (345) (189) (151) (207) (199) (166) (155) (330)
Free Cashflow 1,442 1,446 919 1,247 1,581 1,886 2,079 2,610
(Pur)/Sale of Inv (224) (109) (37) (153) (112) (160) (16) (150)
others 128 (162) 118 232 180 274 253 -
CF from Inv. Activities (441) 986 849 (127) (131) (52) 83 (480)
inc/(dec) in NW - - - - - - - -
inc/(dec) in Debt 0) (920) (3) (1) - - - (18)
Int. Paid (36) (15) (3) (4) - - - (163)
Div Paid (inc tax) (546) (713) (493) (679) (998)| (1,313) | (3,556) | (1,718)
others 3 13 1 17 2 - 18 -
CF from Fin. Activities (580) (1,635) (498) (667) (996) | (1,317) | (3,540) | (1,899)
Inc(Dec) in Cash 775 1,015 1,420 660 653 683 | (1,223) 561
Add: Opening Balance 591 1,366 943 1,472 2,151 2,841 3,524 1,308
Closing Balance 1,366 2,381 2,363 2,133 2,804 3,524 2,301 1,869
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Narnolia Financial Advisors Ltd. is a SEBI registered Research Analyst having SEBI Registration No. INH300006500. The Company/Analyst (s) does/do
not have any holding in the stocks discussed but these stocks may have been recommended to clients in the past. Clients of Narnolia Financial Advisors
Ltd. may be holding aforesaid stocks.

The stocks recommended are based on our analysis which 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.

Disclosures: Narnolia Financial Advisors Ltd. (NFAL) (FormerlyMicrosec Capital Ltd.) is a SEBI Registered Research Analyst having registration no.
INH300006500. NFALIis engaged in the business of providing Stock Broking, Depository Participant, Merchant Banking, Portfolio Management &
distribution of various financial products. Details of associate entities of NFAL is available on the website at www.narnolia.com

No penalties have been levied on NFAL by any Regulatory/Statutory authority. NFAL, it’s associates, Research Analyst or their relative may have
financial interest in the subject company. NFAL and/or its associates and/or Research Analyst may have beneficial ownership of 1% or more securities in
the subject company at the end of the month immediately preceding the date of publication of the Research Report. NFAL and its associate
company(ies), their directors and Research Analyst and their relatives may; (a) from time to time, have a long or short position in, act as principal in, and
buy or sell the securities or derivatives thereof of companies mentioned herein. (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.; however the same shall have no bearing whatsoever on the specific recommendations made by the analyst(s), as the
recommendations made by the analyst(s) are completely independent of the views of the associates of NFAL even though there might exist an inherent
conflict of interest in some of the stocks mentioned in the research report. Research Analyst may have served as director/officer, etc. in the subject
company in the last 12 month period. NFAL and/or its associates may have received compensation from the subject company in the past 12 months. In
the last 12 months period ending on the last day of the month immediately preceding the date of publication of this research report, NFAL or any of its
associates may have: a) managed or co-managed public offering of securities from subject company of this research report, b) received compensation
for investment banking or merchant banking or brokerage services from subject company of this research report, c) received compensation for
products or services other than investment banking or merchant banking or brokerage services from the subject company of this research report. d)
Subject Company may have been a client of NFAL or its associates during 12 months preceding the date of distribution of the research report. NFAL and
it’s associates have not received any compensation or other benefits from the Subject Company or third party in connection with the research report.
NFAL and / or its affiliates may do and seek to do business including Investment Banking with companies covered in the research reports. As a result, the
recipients of this report should be aware that NFAL may have a potential conflict of interest that may affect the objectivity of this report. Compensation
of Research Analysts is not based on any specific Merchant Banking, Investment Banking or Brokerage service transactions. Research Analyst’s views on
Subject Company may vary based on Fundamental research and Technical Research. Proprietary trading desk of NFAL or its associates maintains arm’s
length distance with Research Team as all the activities are segregated from NFAL research activity and therefore it can have an independent view with
regards to subject company for which Research Team have expressed their views.

Analyst Certification The views expressed in this research report accurately reflect the personal views of the analyst(s) about the subject securities or
issues, and no part of the compensation of the research analyst(s) was, is, or will be directly or indirectly related to the specific recommendations and
views expressed by research analyst(s) in this report.
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Analyst’s ownership of the stocks mentioned in the Report NIL
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