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ADD

CMP Rs17,096

Show of resilience continues with another
qguarter of double digit domestic growth

Target Rs18,000

Result Highlights

v

Results marginally ahead of expectations - Nestle numbers were marginally
ahead of expectations with sales/EBITDA/PAT growth of 8.6%/17.2%/14.6% vs
our expectation of 9.8%/14.6%/14.2% respectively with a much better than
expected margin performance offsetting soft export revenues.

Management commentary - Sales growth was broad-based driven by combination
of volume and mix with higher in home consumption driving double-digit growth,
E-commerce channel grew by 66% and contributed 3.8% to domestic sales, the
company alluded to recent sharp inflationary trends in commodity and packaging
materials as a key risk, growth led by Maggi, Kitkat, Nescafe, Milkmaid and Masala-
ae-Magic.

Topline - Revenue came in at Rs 36.1bn, up 8.6% with broad-based 10.2% increase
in domestic sales (on a base of 10.7% growth) partially offset by a 12.9% decline
in coffee exports. Demand for out of home channel improved but still remains
impacted by COVID.

Margins - Gross margins improved sharply by 220bps to 58.5% led by lower milk
and derivative prices and a superior mix. EBITDA margins improved by 190bps to
25.8% (our expectation of 24.9%) despite a significant step up in marketing spends
given controlled employee costs.

Earnings - PAT growth of 14.6% was impacted by higher interest costs and lower
other income (fall in yields).

Dividends - The company maintained its generous dividend payouts with an
interim dividend of Rs 25, which would keep up the return ratios.

Valuation and view - With another resilient performance from Nestle despite a strong
base, our conviction on Nestle India as one of our top picks in the staples space
increases further. Our key investment thesis of sustained double-digit domestic
growth and premiumization potential of its categories, opportunities for further
deepening distribution especially in rural markets and aggression on new launches
and marketing spends remains intact. The stock is currently trading at 57x CY22E
earnings and we reiterate our ADD rating with a PT of Rs 18,000 based on 60x CY22E
earnings, implying an upside of 5.3%.
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Exhibit 1: Result table

YE March (Rs mn) 1QCY21 1QCY20 4QCY20 YoY (%) QoQ (%)
Net Revenues 36,108 33,253 34,326 8.6 5.2
Raw material cost 14,976 14,533 14,045 3.1 6.6
(% of sales) 41.5 43.7 40.9
Gross profit 21,132 18,720 20,281 12.9 4.2
(% of sales) 58.5 56.3 59.1
Employee cost 3,681 3,584 4,033 2.7 (8.7)
(% of sales) 10.2 10.8 11.7
Others 8,153 7,203 8,478 13.2 (3.8)
(% of sales) 22.6 21.7 24.7
EBITDA 9,299 7,933 7,770 17.2 19.7
EBITDA margin (%) 25.8 23.9 22.6
Other income 297 429 306 (30.8) (3.1)
PBIDT 9,595 8,362 8,076 14.8 18.8
Depreciation 936 914 955 2.5 (2.0)
Interest 540 410 420 31.9 28.8
PBT 8,119 7,039 6,702 15.3 21.1
Tax 2,096 1,784 1,869 17.5 12.2
ETR (%) 25.8 25.3 27.9
Adjusted PAT 6,023 5,254 4,833 14.6 24.6
PATAMI margin 16.7 15.8 14.1
Extraordinary income/ (exp.) 0 0 0
Reported PAT 6,023 5,254 4,833 14.6 24.6
Adj EPS (Rs) 62.5 54.5 50.1
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity.D No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. 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 YSL and associates 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 certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.

DISCLOSURE OF INTEREST

Name of the Research Analyst : Himanshu Nayyar, Ankit Mahajan

The analyst hereby certifies that opinion expressed in this research report
accurately reflect his or her personal opinion about the subject securities and
no part of his or her compensation was, is or will be directly or indirectly
related to the specific recommendation and opinion expressed in this research
report.

Particulars Yes/No

Sr.
No.
Research Analyst or his/her relative’s or YSL’s financial

interest in the subject company(ies) No

Research Analyst or his/her relative or YSL's
actual/beneficial ownership of 1% or more securities of
2 the subject company(ies) at the end of the month No
immediately preceding the date of publication of the
Research Report

Research Analyst or his/her relative or YSL has any other
3 material conflict of interest at the time of publication of No
the Research Report

Research Analyst has served as an officer, director or
employee of the subject company(ies)

YSL has received any compensation from the subject

company in the past twelve months No

YSL has received any compensation for investment
6 banking or merchant banking or brokerage services from No
the subject company in the past twelve months

YSL has received any compensation for products or
services other than investment banking or merchant
banking or brokerage services from the subject company
in the past twelve months

No

YSL has received any compensation or other benefits from
8 the subject company or third party in connection with the No
research report

YSL has managed or co-managed public offering of
9 securities for the subject company in the past twelve No
months

Research Analyst or YSL has been engaged in market

iy making activity for the subject company(ies)

No

Since YSL and its associates are engaged in various businesses in the financial
services industry, they may have financial interest or may have received
compensation for investment banking or merchant banking or brokerage
services or for any other product or services of whatsoever nature from the
subject company(ies) in the past twelve months or associates of YSL may have
managed or co-managed public offering of securities in the past twelve
months of the subject company(ies) whose securities are discussed herein.

Associates of YSL may have actual/beneficial ownership of 1% or more and/or
other material conflict of interest in the securities discussed herein.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW

ABOUT YES SECURITIES (INDIA) LIMITED

YES Securities (India) Limited (“YSL") is a wholly owned subsidiary of YES BANK LIMITED. YSL is
a SEBI registered stock broker holding membership of NSE, BSE, MCX & NCDEX. YSL is also a
SEBI registered Category | Merchant Banker, Investment Adviser and a Research Analyst. YSL
offers, inter alia, trading/investment in equity and other financial products along with various
value added services. We hereby declare that there are no disciplinary actions taken against YSL
by SEBI/Stock Exchanges.
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