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Beat on growth and resilient margins merit outperformance

Nestlé India (NEST IN) reported better-than-expected broad-based revenue growth
and a resilient margin performance in 1QCY23, despite the expected impact of RM
inflation. Significant improvement in pricing and mix aided the 21.3% YoY growth
in revenue, implying mid single-digit (~*6%) growth in volumes. EBITDA and PAT
surged 19.7%/25.8% YoY, with strong cost controls offsetting the hit on gross
margin, thereby limiting the impact on EBITDA. Growth saw a boost from e-
commerce, accelerated by significant growth in quick commerce, new initiatives in
Out of Home channel, which led to secular growth across brands, geographies and
channels, and exports reporting strong double-digit growth through mainstream
and ethnic channels. Despite the negative impact of Maggi small pack decline,
volume performance was sturdy, resulting in the company posting a 10-year high
quarterly sales growth; both mega cities and smaller towns/rural recorded strong
growth. Margins could remain under pressure near-term, but softening prices of
some commodities, improving premiumisation trends and cost efficiencies should
help offset the pressure.

We expect NEST’s continued dominance in its core categories, diversified portfolio
and aggressive innovation initiatives to drive penetration-led growth. The
company's low rural salience (~20%), category tailwinds and low penetration
levels, lesser competitive intensity and global parent support are factors we
believe will likely help drive continued outperformance. Margins may also improve
once inflation subsides and new premium products start scaling up, with addition
of operating leverage benefits. We have built in revenue/PAT CAGR of 14%/23%
over CY22-24E for the company, and value NEST at a P/E of 62x (in line with its 5-
year average) to our CY24E EPS of Rs 375 to arrive a target price of Rs 23,256. We
maintain our BUY rating on the stock, and expect the stock to outperform large
FMCG peers on both growth and margin fronts.

Broad-based 21% growth in the domestic business: NEST’s overall revenue grew
21.3% YoY (21.2% domestic sales growth) in 1QCY23, on a base of 10.2%, which we
believe is a combination of mid single-digit volume (~6%) and double-digit
pricing/mix growth. Key highlights were healthy underlying volume and mix, in
addition to continued growth in the General Trade channel, e-commerce and Out of
Home channels, in which growth accelerated. All key brands, Milkmaid, Nescafe,
Munch and Kit Kat delivered strong growth. The e-commerce channel grew despite a
high base, due to quick commerce; export sales increased by 24.9% YoY.

RM inflation continues to impact margins: Gross margin declined 158bps YoY to
53.8%, given the sharp inflation in milk derivatives, edible oils and packaging
material, which the company passed on partially. While edible oils, wheat and
packaging material are seeing early signs of stability, other commodities like milk,
fuel, green coffee are expected to sustain at elevated levels, due to continued
increase in demand and volatility. Given the limited headroom for pricing action,
margins could stay under pressure near term. Aggressive cost efficiency measures
and continued premiumisation could limit the impact on EBITDA margin, which fell
30bps YoY to 22.9%, and is slated to recover in CY23.

Investors are advised to refer disclosures made at the end of the research report.
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Segmental growth drivers: Growth in prepared dishes was driven by growth
momentum in media campaigns, market presence and focused customer activations.
Milk products and nutrition registered double growth despite commodity pressures.
GERBER Cereals and CEREGROW Grain Selection performed well. The company
launched ThickenUp Clear, a food and beverage thickener. Focused trade plans and
strong consumer engagement supported growth in Kit kat and Munch. Nescafe
recorded its highest ever market share. Under pet food, the company launched a
new product in the cat portfolio.

Sector-leading growth prospects warrant a BUY rating: We remain enthused by
management’s robust execution of its agenda that involve penetration-led growth,
innovation and premiumisation, supported by high marketing spends. We have built
in revenue/EPS CAGR of 14%/23% over CY22-24E, and believe the company will likely
continue to generate robust FCF; liberal dividend payouts would help sustain the
high return ratios.

Exhibit 1: 1QCY23 quarterly performance snapshot

YE March (Rs mn) 1Qcy23 1QCY22 4QCY22 YoY (%) QoQ (%)
Net Revenues 48,305 39,807 42,568 21.3 13.5
Raw material cost 22,315 17,757 19,215 25.7 16.1
(% of sales) 46.2 44.6 45.1
Gross profit 25,990 22,050 23,353 17.9 11.3
(% of sales) 53.8 55.4 54.9
Employee cost 4,543 3,966 4,070 14.5 11.6
(% of sales) 9.4 10.0 9.6
Others 10,380 8,837 9,419 175 10.2
(% of sales) 215 22.2 22.1
EBITDA 11,068 9,247 9,864 19.7 12.2
EBITDA margin (%) 229 23.2 23.2
Other income 337 214 296 57.1 14.0
PBIDT 11,405 9,461 10,160 20.5 12.3
Depreciation 1,017 1,043 987 (2.5) 3.1
Interest 370 356 448 4.0 (17.4)
PBT 10,018 8,062 8,725 24.3 14.8
Tax 2,538 2,115 2,310 20.0 9.9
ETR (%) 25.3 26.2 26.5
Adjusted PAT 7,479 5,947 6,415 25.8 16.6
PATAMI margin 155 14.9 15.1
Extraordinary income/ (exp.) 113 0 134
Reported PAT 7,366 5,947 6,281 23.9 17.3
Adj EPS (Rs) 77.6 61.7 66.5
Source: Company, Systematix Institutional Research
Exhibit 2: Change in estimates (Rs mn)

Old estimates Revised estimates Variation (%)

CY23E CY24E CY23E CY24E CY23E CY24E
Net sales 189,230 213,384 193,134 219,195 2% 3%
EBITDA 44,778 52,800 45,329 54,347 1% 3%
EBITDA margin 23.7% 24.7% 23.5% 24.8%
Adj. PAT 29,362 35,015 29,774 36,167 1% 3%

Source: Company, Systematix Institutional Research
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Exhibit 3: Healthy volume growth of ~6% YoY

Exhibit 4: PAT grew 26% YoY led by double-digit revenue growth
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Exhibit 5: Gross margin contracted 158bps YoY

Source: Company, Systematix Institutional Research

Exhibit 6: EBITDA margin down 30bps YoY
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Exhibit 7: YoY decline in SGA and employee expenses

Source: Company, Systematix Institutional Research

Exhibit 8: NEST currently trades at 63x one-year forward earnings
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FINANCIALS
Profit & Loss Statement Balance Sheet
YE: Mar (Rs mn) CY20 Cy21 CY22 CY23E CY24E YE: Mar (Rs mn) CY20 Cy21 CY22 CY23E CY24E
Revenue 1,33,500 1,47,094 1,68,970 1,93,134 2,19,195 Equity capital 964 964 964 964 964
Gross profit 76,761 83,905 91,471 1,07,905 1,24,928 Reserves 19,229 19,881 23,628 29,008 37,121
GP margin (%) 57.5% 57.0% 54.1% 55.9% 57.0% Debt 348 341 341 341 341
Operating profit 32,015 35,915 37,126 45,329 54,347 Deferred tax liab (net) (98) (258) (256) (256) (256)
OP margin (%) 24.0% 24.4% 22.0% 23.5% 24.8% Other non current liabili. 34,030 35,363 34,630 37,853 41,397
Depreciation 3,704 3,902 4,030 5,095 5,601 Total liabilities 54,474 56,290 59,306 67,909 79,567
Interest expense 1,642 2,012 1,546 1,610 1,770 Fixed Asset 28,180 32,402 30,642 38,546 52,945
Other income 1,459 1,201 1,010 1,182 1,383 Investments 14,638 7,740 7,775 7,775 7,775
Profit before tax 28,128 31,203 32,560 39,805 48,358 Other Non-current Assets 1,483 14,947 18,427 15,938 17,532
Taxes 7,304 7,985 8,655 10,031 12,191 Inventories 14,165 15,802 19,288 20,107 22,820
Tax rate (%) 26.0% 25.6% 26.6% 25.2% 25.2% Sundry debtors 1,649 1,653 1,919 2,117 2,402
Adj. PAT 20,824 23,218 23,905 29,774 36,167 Cash & equivalents 17,699 7,354 9,456 13,723 10,492
Exceptional loss 140 1,769 - - - Loans and Advances 985 1,943 2,066 2,689 2,976
Net profit 20,685 21,449 23,905 29,774 36,167 Sundry creditors 15,166 17,349 19,338 23,282 26,423
EPS 216 241 248 309 375 Other current liabilities 9,158 8,203 10,927 9,705 10,952
Source: Company, Systematix Institutional Research Total Assets 54,474 56,290 59,306 67,909 79,567
Source: Company, Systematix Institutional Research
Cash Flow Ratios
YE: Mar (Rs mn) CY20 Cy21 CY22 CY23E CY24E YE: Mar CY20 cY21 cY22 CY23E CY24E
PBIT 29,770 33,215 34,105 41,416 50,128 Revenue growth (%) 7.9 10.2 14.9 14.3 13.5
Depreciation 3,704 3,902 4,030 5,095 5,601 Op profit growth (%) 9.4 12.2 3.4 221 19.9
Tax paid (7,304) (7,985) (8,655) (10,031) (12,191) Net profit growth (%) 5.8 11.5 3.0 24.6 21.5
Working capital A 556 (1,347) 348 1,081 1,103 OPM (%) 24.0 24.4 22.0 23.5 24.8
Other operating items - - - - - Net profit margin (%) 15.6 15.8 14.1 15.4 16.5
Operating cashflow 26,726 27,785 29,829 37,562 44,642 RoCE (%) 147.9 159.2 147.9 149.9 145.9
Capital expenditure (7,249) (6,828) (5,680) (13,000) (20,000) RoNW (%) 105.8  113.2 105.2 109.1 106.3
Free cash flow 19,477 20,957 24,149 24,562 24,642 EPS (Rs) 216.0 240.8 2479 308.8 375.1
Equity raised 5,389 (1,513) 1,054 - - DPS (Rs) 260.0  200.0 220.0 253.0 291.0
Investments 2,873 6,898 (36) - - BVPS (Rs) 209.4  216.2 255.0 310.8 395.0
Debt financing/disposal  (183) (8) - - - Debtor days 5 4 4 4 4
Interest Paid (1,642) (2,012) (1,546) (1,610) (1,770) Inventory days 39 39 42 38 38
Dividends paid (25,069) (19,284) (21,212) (24,394) (28,053) Creditor days 41 43 42 44 44
Other items 4,085 (15,291) (362) 1,774 1,951 P/E (x) 91.3 81.9 79.5 63.8 52.5
Net A in cash 4,930 (10,253) 2,048 330 (3,231) P/B (x) 94.1 91.2 77.3 63.4 49.9
Source: Company, Systematix Institutional Research EV/EBITDA (x) 58.8 52.7 50.9 41.7 34.8

Source: Company, Systematix Institutional Research
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I.  ANALYST CERTIFICATION

I, Himanshu Nayyar, Chetan Mahadik ; hereby certify that (1) views expressed in this research report accurately reflect my/our personal views about any or all of the subject securities or
issuers referred to in this research report, (2) no part of my/our compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
research report by Systematix Shares and Stocks (India) Limited (SSSIL) or its group/associate companies, (3) reasonable care is taken to achieve and maintain independence and
objectivity in making any recommendations.

Disclosure of Interest Statement Update
Analyst holding in the stock No
Served as an officer, director or employee No

Il.  ISSUER SPECIFIC REGULATORY DISCLOSURES, unless specifically mentioned in point no. 9 below:
1. The research analyst(s), SSSIL, associates or relatives do not have any financial interest in the company(ies) covered in this report.

2. The research analyst(s), SSSIL, associates or relatives collectively do not hold more than 1% of the securities of the company(ies) covered in this report as of the end of the
month immediately preceding the distribution of the research report.

3. The research analyst(s), SSSIL, associates or relatives did not have any other material conflict of interest at the time of publication of this research report.

4. The research analyst, SSSIL and its associates have not received compensation for investment banking or merchant banking or brokerage services or any other products or
services from the company(ies) covered in this report in the past twelve months.

5. The research analyst, SSSIL or its associates have not managed or co-managed a private or public offering of securities for the company(ies) covered in this report in the previous
twelve months.

6. SSSIL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any third party in connection with this research
report.

7. The research analyst has not served as an officer, director or employee of the company(ies) covered in this research report.
8. The research analyst and SSSIL have not been engaged in market making activity for the company(ies) covered in this research report.

9. Details of SSSIL, research analyst and its associates pertaining to the companies covered in this research report:

;L" Particulars YSZ./
1 Whether compensation was received from the company(ies) covered in the research report in the past 12 months for investment banking transaction by SSSIL. No
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Whether SSSIL or its affiliates have managed or co-managed a private or public offering of securities for the company(ies) covered in the research report in the

R No
previous twelve months.

Whether research analyst, SSSIL or associates have received compensation for investment banking or merchant banking or brokerage services or any other

. . . ) No
products or services from the company(ies) covered in the research report in the last twelve months.

10. There is no material disciplinary action taken by any regulatory authority that impacts the equity research analysis activities.
STOCK RATINGS

BUY (B): The stock's total return is expected to exceed 15% over the next 12 months.

HOLD (H): The stock's total return is expected to be within -15% to +15% over the next 12 months.

SELL (S): The stock's total return is expected to give negative returns of more than 15% over the next 12 months.
NOT RATED (NR): The analyst has no recommendation on the stock under review.

INDUSTRY VIEWS

ATTRACTIVE (AT): Fundamentals/valuations of the sector are expected to be attractive over the next 12-18 months.
NEUTRAL (NL): Fundamentals/valuations of the sector are expected to neither improve nor deteriorate over the next 12-18 months.
CAUTIOUS (CS): Fundamentals/valuations of the sector are expected to deteriorate over the next 12-18 months.

1. DISCLAIMER

The information and opinions contained herein have been compiled or arrived at based on the 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.

This document is for information purposes only. This report is based on information that we consider reliable; we do not represent that it is accurate or complete and one should exercise
due caution while acting on it. Description of any company(ies) or its/their securities mentioned herein are not complete and 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. Past performance is not a guide for future performance, future returns are not guaranteed and
a loss of original capital may occur. All opinions, projections and estimates constitute the judgment of the author as on the date of the report and these, plus any other information
contained in the report, are subject to change without notice. Prices and availability of financial instruments are also subject to change without notice. This report is intended for
distribution to institutional investors.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity that 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 to SSSIL or
its affiliates to any registration or licensing requirement within such jurisdiction. If this report is inadvertently sent or has reached any individual in such country, especially USA, the same
may be ignored and brought to the attention of the sender. Neither this document nor any copy of it may be taken or transmitted into the United States (to U.S. persons), Canada, or
Japan or distributed, directly or indirectly, in the United States or Canada or distributed or redistributed in Japan or to any resident thereof. Any unauthorized use, duplication,
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redistribution or disclosure of this report including, but not limited to, redistribution by electronic mail, posting of the report on a website or page, and/or providing to a third party a link,
is prohibited by law and will result in prosecution. The information contained in the report is intended solely for the recipient and may not be further distributed by the recipient to any
third party.

SSSIL generally prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of any
companies that the analysts cover. Additionally, SSSIL generally prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory board member of
any companies that they cover. Our salespeople, traders, and other professionals or affiliates may provide oral or written market commentary or trading strategies to our clients that
reflect opinions that are contrary to the opinions expressed herein. Our proprietary trading and investing businesses may make investment decisions that are inconsistent with the
recommendations expressed herein. The views expressed in this research report 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. The
compensation of the analyst who prepared this document is determined exclusively by SSSIL; however, compensation may relate to the revenues of the Systematix Group as a whole, of
which investment banking, sales and trading are a part. Research analysts and sales persons of SSSIL may provide important inputs to its affiliated company(ies).
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