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Nestle

Interpreting the weak 1QFY25 performance

We carried out detailed channel checks across India to gauge what has
gone wrong and led to sub-par 1QFY25 performance, and how the
current quarter is shaping up regarding the end consumer demand. We
have been able to decipher the following reasons for this weak
performance: (a) product formulation change coupled with packaging
change in Lactogen in selected geographies has caused inventory
correction. Moreover, the increased competitive intensity has majorly
weighed on segmental performance; (b) Nestle has stopped the practice
of price laddering in the Noodles segment; (c) disproportionate price
increases in the coffee segment, which impacted end consumer offtake;
and (d) unfavourable weather conditions (extreme heatwaves) leading
to reduced Out-of-Home consumption frequency, which affected the
Out-of-Home channel’s performance. Our checks suggest that July 2024
has not seen any meaningful recovery and as a result, we cut our EPS
estimates by 3% for FY25-26 to account for the weak 1HFY25
performance. We revise our target multiple from 70x to 65x to account
for near term challenges while maintaining ADD and a TP of INR 2,700
(Sept-26 65x EPS). We will turn high conviction buyers on the stock if
the stock were to correct 10% from current levels, as historically the
company has shown an ability to bounce back from every debacle and
after every mega capacity expansion programme.

® Change in formulation, increased competitive intensity dent performance
in infant milk and nutrition segment: Our channel checks suggest Lactogen
performance was impacted to some extent, as the company underwent
inventory correction in selected geographies before formulation and
packaging change. Interestingly, the brand name has changed from Lactogen
to “Lactogen Pro”. Further, increased competitive intensity might have led to
some market share loss in the infant milk category. Moreover, there was no
mention of the infant milk category in the 1QFY25 press release, which further
vindicates our stance.

®  Price laddering completely/partially avoided in the Noodles segment:
Earlier, there used to be some savings for the end customer, if they opted for
a bundle pack instead of a single-serve pack. However, our ground checks
suggest that the company has done away with this benefit and there is no
advantage to the end customer whether he buys a single-serve pack or a
bundle pack, as per unit cost will remain the same; this has impacted the
offtake of bulk packs. Higher competitive intensity from Yippee (ITC) in
modern trade and e-commerce is further adding to this segment’s woes.

® Disproportionate price increase in the coffee segment: Our ground checks
suggest Nestle has taken meaningful price hikes (on a blended basis -20%+)
in the coffee segment, owing to unprecedented commodity inflation, which
has led to customers downtrading to lower unit packs, which in turn has
dented offtake. The price of top-selling SKU (50 grams) has been effectively
hiked by 35% in a short span of six months.

®  Unfavourable weather conditions (extreme heatwaves) led to reduced Out-
of-Home consumption frequency, which impacted the Out-of-Home
channel’s performance.

HSIE Research is also available on Bloomberg ERH HDF <GO> & Thomson Reuters
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KEY STOCK DATA

Bloomberg code NEST IN
No. of Shares (mn) 964
MCap (INR bn) / ($ mn) 2,413/28,747

6m avg traded value (INR mn) 2,507

52 Week high / low INR 2,771/2,177

STOCK PERFORMANCE (%)
3M  6M  12M
Absolute (%) 13 (12) 138

Relative (%) (6.9) (108) (9.5)

SHAREHOLDING PATTERN (%)

Mar-24 Jun-24

Promoters 62.76 62.76
FIs & Local MFs 9.00 9.22
FPIs 12.10 11.94
Public & Others 16.14 16.07
Pledged Shares 0.00 0.00
Source : BSE

Pledged shares as % of total shares
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Margin pressures are expected to continue

Base Period  Current Period (July  Inflation/

Commodity Unifs  (july2023-March2024) 2024 March2025)  (deflation)
Coffee Arabica USD/Ib 173 246 42.2%
Coffee Robusta USD/mt 2,862 5,012 75.1%
Liquid Milk - Domestic INR/ltr 49 51 4.3%
SMP - Domestic EUR/mt 2,457 2,517 2.4%
Wheat INR/Quintal 2,590 2,795 7.9%
Brent Crude USD/bbl 84 78 -6.5%
Palm Oil INR/KG 808 927 14.6%
Cocoa USD/mt 4,377 6,958 59.0%

Source: HSIE Research

Nestle trading at a 66x, 5% discount to its 5-year average P/E of 70x

——1yr forward P/E ———3 yr average P/E

——>5yr average P/E ———10 yr average P/E

95.0 ~
85.0
75.0
65.0
55.0 -
45.0
35.0
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Source: Bloomberg, Company, HSIE Research
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Standalone P&L
(INR mn) CY22 FY24 FY25E FY26E FY27E
Net Revenues 1,67,895 1,94,671 2,07,963 2,28,248 2,50,559
Growth (%) 14.5 15.9 6.8 9.8 9.8
Material Expenses 77,499 84,770 90,606 98,761 1,07,649
Employee Expense 16,355 18,818 20,421 22,464 24,710
Other Expenses 37,991 44,646 44,646 47,708 52,442
EBITDA 37,126 47,399 53,287 60,412 66,965
EBITDA Growth (%) 4.1 27.7 12.4 13.4 10.8
EBITDA Margin (%) 221 24.3 25.6 26.5 26.7
Depreciation 4,030 4,517 4,598 4,689 5,421
EBIT 33,095 42,883 48,689 55,723 61,543
Other Income 1,010 1,143 1,305 1,436 1,579
Interest 1,546 1,133 1,133 1,133 1,133
PBT 32,560 42,892 48,861 56,026 61,990
Tax 8,655 11,022 11,908 13,336 14,807
Profit from minority/associates
RPAT 23,905 31,870 36,953 42,690 47,183
Adjustment - - - - -
Adjusted PAT 23,905 31,870 36,953 42,690 47,183
APAT Growth (%) 12.8 33.3 15.9 15.5 10.5
Adjusted EPS 24.8 33.1 35.2 39.4 43.7
EPS Growth (%) 1.5 33.3 6.34 12.00 11.0,
Source: Company, HSIE Research
Standalone Balance Sheet
(INR mn) CY22 FY24 FY25E FY26E FY27E
SOURCES OF FUNDS
Share Capital - Equity 964 964 964 964 964
Reserves 23,628 32,445 44,208 48,004 52,218
Total Shareholders Funds 24,592 33,409 45,172 48,968 53,182
Minority Interest - - - - -
Long Term Debt 2,173 2,814 2,814 2,814 2,814
Short Term Debt 532 631 631 631 631
Total Debt 2,705 3,445 3,445 3,445 3,445
Net Deferred Taxes (256) 120 120 120 120
Other Non-current Liabilities & Provns 32,225 29,327 25,794 28,295 31,045
TOTAL SOURCES OF FUNDS 59,266 66,301 74,532 80,828 87,793
APPLICATION OF FUNDS
Net Block 30,437 34,603 40,004 45,315 49,893
CWIP 3,584 17,417 17,417 17,417 17,417
Other Non Current Assets 20,609 18,264 18,264 18,264 18,264
Total Non-current Assets 54,630 70,283 75,685 80,996 85,574
Inventories 19,288 20,894 22,790 25,013 27,459
Debtors 1,919 3,005 2,279 2,501 2,746
Other Current Assets 4,239 3,261 3,261 3,261 3,261
Cash & Equivalents 9,456 7,789 5,532 6,129 8,087
Total Current Assets 34,902 34,947 33,862 36,904 41,552
Creditors 19,338 22,379 19,372 21,261 23,340
Other Current Liabilities & Provns 10,927 16,551 15,644 15,810 15,994
Total Current Liabilities 30,265 38,929 35,016 37,072 39,333
Net Current Assets 4,636 (3,982) (1,153) (167) 2,219
TOTAL APPLICATION OF FUNDS 59,266 66,301 74,532 80,828 87,793
Source: Company, HSIE Research
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Standalone Cash Flow
(INR mn) CY22 FY24 FY25E FY26E FY27E
Reported PBT 32,560 52,889 45,798 51,293 56,950
Non-operating & EO Items - - - - -
Interest Expenses - - - - -
Depreciation 4,030 5,378 4,598 4,689 5,421
Working Capital Change (302) (2,489) (8,618) 2,112 2,323
Tax Paid (8,412) (12,988) (11,908) (13,336) (14,807)
OPERATING CASH FLOW (a) 27,374 41,748 29,871 44,758 49,887
Capex (5,499) (18,827) (10,000) (10,000) (10,000)
Free Cash Flow (FCF) 21,875 22,921 19,871 34,758 39,887
Investments (1,071) - - - -
Non-operating Income 2,653 6,453 - - -
INVESTING CASHFLOW (b) (3,917) (12,374) (10,000) (10,000) (10,000)
Debt Issuance/(Repaid) - - - - -
Interest Expenses (181) (260) - - -
FCFE 21,694 22,661 19,871 34,758 39,887
Share Capital Issuance - - - - -
Dividend (20,247) (30,082) (30,502) (34,161) (37,929)
Others (1,066) 8) - - -
FINANCING CASH FLOW (c¢) (21,227) (31,349) (30,502) (34,161) (37,929)
NET CASH FLOW (a+b+c) 2,230 (1,976) (10,630) 597 1,958
EO Items, Others - - - - -
Closing Cash & Equivalents 9,964 7,989 (2,642) (2,045) (87),
Source: Company, HSIE Research
Ratios
KEY RATIOS CY22 FY24 FY25E FY26E FY27E
PROFITABILITY (%)
GPM 53.8 56.5 56.4 56.7 57.0
EBITDA Margin 22.1 243 25.6 26.5 26.7
EBIT Margin 19.7 22.0 23.4 244 24.6
APAT Margin 14.2 16.4 17.8 18.7 18.8
RoE 105.2 109.9 86.3 80.6 825
RolIC (or Core RoCE) 50.9 62.5 58.3 57.1 74.4
RoCE 44.6 54.9 54.2 54.3 68.6
EFFICIENCY
Tax Rate (%) 26.6 25.7 244 23.8 23.9
Fixed Asset Turnover (x) 3.4 34 3.1 3.0 2.9
Inventory (days) 41.9 39.2 40.0 40.0 40.0
Debtors (days) 42 5.6 4.0 4.0 4.0
Other Current Assets (days) 9.2 6.1 5.7 5.2 4.7
Payables (days) 42.0 42.0 34.0 34.0 34.0
Other Current Liab & Provns (days) 23.8 31.0 27.5 25.3 23.3
Cash Conversion Cycle (days) (10.5) (22.1) (11.7) (10.1) (8.5)
Net D/E (x) 0.3) 0.1) 0.0) 0.1) 0.1)
Interest Coverage (x) 214 37.8 43.0 49.2 54.3
PER SHARE DATA (Rs)
EPS 24.8 33.1 35.2 39.4 43.7
CEPS 29.0 37.7 39.9 442 49.3
Dividend 22.0 29.5 31.6 35.4 39.3
Book Value 25.5 34.7 46.9 50.8 55.2
VALUATION
P/E (x) 101.0 61.5 75.8 71.3 63.6
P/BV (x) 98.2 72.3 53.5 49.3 454
EV/EBITDA (x) 64.9 50.9 45.3 39.9 36.0
EV/Revenues (x) 14.3 12.4 11.6 10.6 9.6
OCEF/EV (%) 1.1 1.7 1.2 1.9 2.1
FCF/EV (%) 0.9 1.0 0.8 14 1.7
FCFE/Mkt Cap (%) 0.9 0.9 0.8 14 1.7
Dividend Yield (%) 0.9 1.2 1.3 14 1.6,
Source: Company, HSIE Research
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Rating Criteria

BUY: >+15% return potential

ADD: +5% to +15% return potential
REDUCE: -10% to +5% return potential
SELL: >10% Downside return potential
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Disclosure:

I, Vishal Gutka, CA author and the name subscribed to this report, hereby certify that all of the views expressed in this
research report accurately reflect our views about the subject issuer(s) or securities. SEBI conducted the inspection and
based on their observations have issued advise/warning. The said observations have been complied with. 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.

Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company.
Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate may have beneficial ownership of 1% or
more in the subject company at the end of the month immediately preceding the date of publication of the Research Report.
Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does have/does not have any material
conflict of interest.

Any holding in stock - NO

HDEFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is solely for information of the recipient only. The report must
not be used as a singular basis of any investment decision. The views herein are of a general nature and do not consider
the risk appetite or the particular circumstances of an individual investor; readers are requested to take professional advice
before investing. Nothing in this document should be construed as investment advice. Each recipient of this document
should make such investigations as they deem necessary to arrive at an independent evaluation of an investment in
securities of the companies referred to in this document (including merits and risks) and should consult their own advisors
to determine merits and risks of such investment. The information and opinions contained herein have been compiled or
arrived at, based upon information obtained in good faith from sources believed to be reliable. Such information has not
been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy,
completeness or correctness. All such information and opinions are subject to change without notice. Descriptions of any
company or companies or their securities mentioned herein are not intended to be complete. HSL is not obliged to update
this report for such changes. HSL has the right to make changes and modifications at any time.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by,
any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction where such
distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject
HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently sent or has reached any person in such country, especially, United States of America, the
same should be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or
published in whole or in part, directly or indirectly, for any purposes or in any manner.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could
have an adverse effect on their value or price, or the income derived from them. In addition, investors in securities such as
ADRs, the values of which are influenced by foreign currencies effectively assume currency risk. It should not be
considered to be taken as an offer to sell or a solicitation to buy any security.

This document is not, and should not, be construed as an offer or solicitation of an offer, to buy or sell any securities or
other financial instruments. This report should not be construed as an invitation or solicitation to do business with HSL.
HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail
and/or its attachments.

HSL 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.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages
sustained due to the investments made or any action taken on basis of this report, including but not restricted to, fluctuation
in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or
income, etc.
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HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks,
securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these securities from
time to time or may deal in other securities of the companies / organizations described in this report. As regards the
associates of HSL please refer the website.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might
have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any 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 managing or co-managing public offerings,
corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or
specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third
party in connection with preparation of the research report. Accordingly, neither HSL nor Research Analysts have any
material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based
on any specific merchant banking, investment banking or brokerage service transactions. HSL may have issued other
reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served
as an officer, director or employee of the subject company. We have not received any compensation/benefits from the
subject company or third party in connection with the Research Report.

Please note that HDFC Securities has a proprietary trading desk. This desk maintains an arm’s length distance with the
Research team and all its activities are segregated from Research activities. The proprietary desk operates independently,
potentially leading to investment decisions that may deviate from research views.
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Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 2496 5066
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No. POP: 11092018; IRDA Corporate Agent License No.: CA0062; SEBI Research Analyst Reg. No.: INH000002475; SEBI
Investment Adviser Reg. No.: INA000011538; CIN - U67120MH2000PLC152193

Investment in securities market are subject to market risks. Read all the related documents carefully before investing.
Mutual Funds Investments are subject to market risk. Please read the offer and scheme related documents carefully before
investing.
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