
GlaxoSmithKline Consumer

7 February 2012

4QCY11 Results Update | Sector: Consumer

CMP: INR2,637 TP: INR2,395 NeutralBSE SENSEX S&P CNX

17,707 5,362

Bloomberg SKB IN

Equity Shares (m) 42.1

52-Week Range (INR) 2,700/1,949

1,6,12 Rel. Perf. (%) -6/8/29

M.Cap. (INR b) 111.0

M.Cap. (USD b) 2.3

Amnish Aggarwal (AmnishAggarwal@MotilalOswal.com); Tel:+9122 3982 5404

4QCY11 adjusted PAT in line; margins contract

 GlaxoSmithKline Consumer Healthcare (SKB) posted adjusted PAT of INR646m (v/s our estimate of INR655m)

for 4QCY11, up 21%. Reported PAT grew 11%, impacted by INR55m tax adjustment of previous years.

 Net sales grew ~18.6%, led by 12% volume growth in MFD (v/s our estimate of 10%).

 EBITDA margin contracted 130bp due to input cost pressure (up 50bp) and higher ad spends (up 140bp) on

Horlicks Oats launch and re-launch of Boost.

  SKB has increased prices of Horlicks by 4.5% (in January 2012) and Boost by 8% (in November 2011).

 Other income grew 47% due to 38% higher interest income at INR220m and 33% higher business auxiliary

service commission at INR160m.

MFD growth to remain steady; new launches continue to disappoint; Neutral

 We remain positive on the core MFD portfolio given SKB's brand equity, leadership position and distribution

reach. However, significant growth acceleration seems unlikely in the current operating environment. Export

growth is likely to remain volatile.

 New launches over the last few years have been a disappointment; we believe that success of new launches

is the key to further re-rating in the stock.

 We introduce our CY13 EPS estimate at INR119.7 (17% growth); we expect SKB to post 18.3% EPS CAGR over

CY11-13. We value the stock at 20x CY13E EPS, which we believe is reasonable, given strong brand equity in

the core business but lack of success in new verticals.

 The stock trades at fair valuations of 25.8x CY12E EPS of INR102.3 and 22x CY13E EPS of INR 119.7. Maintain

Neutral with a target price of INR2,395.
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 GSK Consumer's 4QCY11 Adj PAT grew 21% YoY to INR646m (v/s est INR655m);

reported PAT grew 11% impacted by INR55m tax adjustment of previous years.

 Net sales grew ~18.6%, led by 12% volume growth in MFD (est 10%) which was

driven by 42% increase in exports as domestic growth was only 9%. Management

expects sustainable MFD volume growth at 9-10%.  Overall volume growth was

11% as the non MFD portfolio (excluding biscuits) continued to disappoint.

 EBITDA margins contracted 130bp due to input cost pressure (up 50bp) and higher

ad spends (up 140bp) on Horlicks Oats launch and Boost relaunch.  SKB has

increased prices of Horlicks by 4.5% (in Jan-2012) and Boost by 8% (in Nov-2011) to

pass on the pressure of higher milk and barley prices.

 Of the non MFD portfolio, biscuits grew 29% (15% volume growth); Foodles is

back on the drawing board as SKB attempts to sort out supply chain issues; Oats

has received good response in launch markets of Kerala and Tamil Nadu.

 We remain positive on the core MFD portfolio given SKB's brand equity, leadership

position and distribution reach. However significant growth acceleration seems

unlikely in the current operating environment; exports growth is expected to

remain volatile.

 New launches over the last few years have been a disappointment, the being

supply chain issues with Foodles. This follows the withdrawal of Nutribar, Chilled

Dood and weak performance of Lucozade. We believe that success of new launches

is key to further rerating in the stock.

 We introduce our CY13 EPS at INR119.7 (17% growth); we expect GSK Consumer to

post 18.3% EPS CAGR over CY11-13. GSK has seen increased ad-spends in the past

couple of years behind new launches, which have not succeeded. Any reduction

in ad-spends can provide upside to our estimates.

 GSK has declared a dividend of INR35/share, a payout ratio of 41%, which is not

meaningfully different from 5-year average of 37.5%.

 The stock trades at rich valuations of 25.8x CY12E and 22x CY13E EPS. Neutral with

a target price of INR2,395 (20x CY13E EPS).

MFD (Malted Food Drink) volume growth healthy at 8% as exports surge;
margins contract 130bp on higher ad expenses
 Net sales growth of ~19% was led by overall volume growth of 11% and 8% price

increase.

 MFD segment volumes grew by 12% led by 42% growth in exports; domestic growth

was 9.3%.

 Horlicks volumes grew 16% and Boost 2% (impacted by a high base). Horlicks sales

value grew 23% and Boost 10%. The recently launched premium Horlicks Gold

contributed 4% to overall Horlicks sales for the quarter. Management expects

sustainable volume growth of 9-10% in MFD.

 Biscuits returned to strong growth of 29% (18% in 3QCY11) with volume growth of

15%. Biscuits growth is expected at 20-25% in the coming years.

 Other non-MFD products: SKB continues to struggle with supply chain issues in

Foodles; the brand posted flat sales for the quarter and is expected to post muted

growth till production and supply chain issues are not sorted out. This follows the

phasing out of Nutribar and Chilled Dood. Initial response to the recently launched

Horlicks Oats has been encouraging; the product is 2nd and 3rd respectively in
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140bp increase in ad spends depress EBITDA margins by 130bp; higher
business auxiliary commission and yields boost other income
 Gross margin contracted 50bp to 64.4% due to higher barley and milk prices which

increased by 18% and 30% respectively. Post the 2-3% price increase taken in July,

the company has now taken an 8% price increase in Boost in November and a 4.5%

price increase in Horlicks in January.

 140bp increase in ad spends to 19% (highest in last 9 quarters) was due to the

launch expenses of Horlicks Oats as well as the re-launch of Boost. The

management maintains that annual ad spends will persist in the 15-17% band.

Staff costs were 180bp lower due to higher actuarial provisions in the base.

 EBITDA margins declined 130bp to 10.2%.

 Other income grew 47% due to 38% higher interest income at INR220m and 33%

higher business auxiliary service commission at INR160m, due to strong

performance of Sensodyne (revenues of INR480m in first year of launch), Eno

(sales up 30%) and Crocin (sales up 14-15%). Iodex sales were flat.

 Reported PAT growth was muted at 11% due to tax provisions of earlier years of

INR55m excluding which Adj PAT growth was 21% at INR646m.

market share in Tamil Nadu and Kerala. We note that Horlicks has a strong brand

equity in the south; we believe replicating this performance in other markets and

in the current environment of stiff competition (Pepsico, Marico, Kelloggs) will

be a challenge for the company.

Net sales growth healthy at 18.6% MFD volume growth at 12% led by strong growth in exports %

Source: Company/MOSL

Margins decline on higher ad and other expenses Milk and barley inflation (YoY) continues unabated

Source: Company/MOSL
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Valuation and view: MFD growth to remain steady; New launches continue
to disappoint; Neutral
 We remain positive on the core MFD portfolio given SKB's brand equity, leadership

position and distribution reach. However significant growth acceleration seems

unlikely in the current operating environment, exports growth is expected to

remain volatile.

 New launches over the last few years have been a disappointment; the latest

disappointment is Foodles' supply chain issues. This follows the withdrawal of

Nutribar, Chilled Dood and weak performance of Lucozade. We believe that

success of new launches is the key to further rerating in the stock.

 GSK declared a dividend of INR35/share, a payout ratio of 41%, which is not

meaningfully different from 5-year average of 37.5% prior to INR50/share dividend

in CY2010.

 We introduce our CY13 EPS at INR119.7 (17% growth); we expect GSK Consumer to

post 18.3% EPS CAGR over CY11-13. We value the stock at 20x CY13 estimates

which we believe is reasonable given strong brand equity in core business but

lack of success in new verticals.

 The stock trades at fair valuations of 25.8x CY12 and 22x CY13 estimates of INR102.3

and INR 119.7. Maintain Neutral with a target price of INR2,395.
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Shareholding pattern (%)
Dec-11 Sep-11 Dec-10

Promoter 43.2 43.2 43.2

Domestic Inst 16.8 16.6 18.9

Foreign 15.4 14.4 11.5

Others 24.7 25.9 26.4

GlaxoSmithKline Pharmaceuticals: an investment profile

Stock performance (1 year)

EPS: MOSL forecast v/s consensus (INR)
MOSL Consensus Variation

Forecast Forecast (%)

CY12 102.3 101.8 0.5

CY13 119.7 121.6 -1.6

Target price and recommendation
Current Target  Upside Reco.

Price (INR) Price (INR)  (%)

2,637 2,395 -9.2 Neutral

Comparative valuations
GSK Godrej Marico

Consumer Consumer

P/E (x) CY12E 25.8 25.7 29.5

CY13E 22.0 20.2 22.4

P/BV (x) CY12E 8.2 6.9 8.4

CY13E 7.1 4.7 6.3

EV/Sales (x) CY12E 3.0 3.4 2.5

CY13E 2.5 2.7 2.1

EV/EBITDA (x) CY12E 15.9 19.3 19.8

CY13E 13.3 15.1 15.2

Company description
GSK Consumer is the largest player in the Rs18b Indian

health drink market, with a 70% market share. The

category has entered a new growth orbit with growth

rates sustaining above 10%. In addition, management

aims to increase the share of non MFD segment from

current 5% to 15% over the next 3 years. Value added

variants of Horlicks account for ~18% of brand sales.

Key investment arguments
 Volume growth in core MFD category continues to

remain robust. We model 10% volume growth over

CY11-13E.

 GSK Consumer enjoys strong pricing power in MFD

segment as key players like Nestle, HUL and Dabur

have either exited or are dormant in the segment.

Key investment risks
 Milk and milk products form more than 50% of the

total raw material costs for the company and any

steep increase in milk prices should impact the

company's margins directly.

 Glaxo Smithkline Consumer has more than 70%

market share in the health food segment and entry

of any major company in this segment is likely to

result in erosion of market share.
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Recent developments
 GSK Consumer undertook a price hike of 8% in

November 2011 in Boost and 4.5% in Horlicks in

January 2012

 The company has launched Horlicks Oats recently.

Valuation and view
 We introduce CY13 EPS estimates at INR119.7; our

CY12 estimate stands unchanged at INR102.3.

 The stock trades at fair valuations of 25.8x CY12 and

22x CY13E EPS. Maintain Neutral with a target price

of INR2,395.

Sector view
 We are cautious on the volume growth in the sector

given the competitive intensity and inflationary

pressure.

  Companies with low competitive pressures (like ITC,

GSK Consumer) will be better off.

 Longer term prospects bright, given rising incomes

and low penetration.
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Financials and Valuations
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