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Heritage Foods Limited e

Company Background CMP : 180
Heritage Foods Limited is one of the leading private sector players in TARGET PRICE : 269

the dairy segment. Some of its key business verticals include: Dairy,
Retail, Agri, Bakery, and Solar. The Dairy sector includes milk and ACCUMU LATE
milk based products. The retail segment include chain of retail stores

promoted by the Company. The agriculture sector includes
monitoring, creating an environment for the farmer’s productivity o
to sell their products. Other subsidiaries include Heritage Foods Retail | Key Stock Statistics

Limited, SKIL Raigam Power (India) Ltd and Heritage Conpro Limited. NIETY/SENSEX 180.05/180.10

52 week range (Rs.) (H/L) (NIFTY) ~ 283.25/171.20

Key Investment Arguments 52 week range (Rs.) (H/L) (SENSEX) 284.88/171.33

. : . . . . [ .per Sh

¢ Heritage's Dairy business is growing at a CAGR of 21% Face Value (Rs. per Share) 10

Book Value (Rs.) 61.16

e Value-added products are growing at a CAGR of 56%, thriving on sale | P/BRatio (x) 2.94

of curd and ice cream. EPS - TTM (Rs.): 22.36

P/E (x) 8.05

e Almost 85% of its milk is directly procured from the farmers . The | | qustry p/E (x) 37.28

company has invested sufficient "time” and built "trust” among the | | ... %) 2
farmers community. -

Dividend Yield(%) 1.11

e Among other business verticals, the Retail division which has | Shares Outstanding (mn) 23.20

an EBITDA of 6.56% will turnaround by FY16. Market Cap (Rs.in mn) 4,178.10

Beta 112

e To emerge as "zero debt" company by FY16. Company has repaid Rs
40 crore this year and has equal amount of debt outstanding.

Heritage Foods Ltd vis-a-vis Sensex
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Shareholding pattern as on 30*Sept,2013

Particulars (Rs in lakhs) Ff11A  FY12A  FY13A  FY14E  FY15E -

Revenue 110,089.27 139,661.30 160,601.23 178,267.37 201,442.10

Cost of Goods Sold (COGS) 95,485.51 121,908.05 136,048.47 151,013.81 170,645.60

Sales General & Admin. exp (SG&A) 1054340 1231452  14,024.92  15567.66  17,591.46 Individual shareholders

EBITDA 406036 543873 10527.84 1168590  13,205.04 holding > Fs. 1 124

Depreciation 199398 211865 220203  2,250.00  2,300.00

EBIT 206638 332008 832581 943590 10905.04

Interest 177390 197728 167020 1,250.00  1,000.00 »

Extraordinary items - - 291.34 - N 9

Profit before Tax 29248 134280 636427 818590  9,905.04 | 2%

Taxes 18267 42424 136007 245577 297151

Tax rates 62.46 3159 2151 30.00 30.00 o .

Profit after Tax 10081 91856 499510 573013  6,933.53 AR N

EPS(*) 0.9 7.97 8327 24,69 29.88 Finandial Institutions /

Banks
* post bonus 1:1 0.0016%
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Dairy Industry Outlook Milk UNT ks frsh Crom

= The Dairy Industry will thrive as along as the growth in demand
for milk matches that of the growth in supply of milk. e |
Currently while the annual growth in the demand for milk is ‘U -

pegged at 10%, the supply growth is only at 4%. -

= The Indian dairy industry currently pegged at USS 70 billion Flavoured Milk Curd _
(organized and unorganized) is expected double by 2020. On adpie)
the back of a rise in disposable income, and strong demand ‘32\5’—“3 k- ..‘.
for dairy products, the Indian dairy industry is all set to d ,.:,.. 2=
experience high growth rates in the next 5 - 6 years. m - -

=In order to bridge the gap between the annual growth in . :
demand and annual growth in supply, Government of India Fruit n Curd Lassi
has created a corpus fund called "Venture Capital for Dairy

and Poultry Sectors” under the stewardship of NABARD. " 2 w ' @
——

= The Dairy industry in general has witnessed a CAGR of 17% and
Value Added Products a CAGR of 24%. The operating margins
in Value Added Products is 2X liquid milk business due to

changing consumption pattern on account of rapid Butter Milk
urbanization. Sweets
% N
= Milk is the country's biggest agricultural produce, contributing ' . m
22% to agricultural GDP. India, overtook the US in 1998 to N o= g "2;
become the world's leading milk producer, accounts for over -0 S, T (
15% of the global output. The Industry which had been a '

National Heritage is now re-emerging and catching the eye of
Investors due to its growth potential.

= Cashing in on the situation, the private equity deals worth Rs
500 crore have taken place in Dairy industry alone during the
last couple of years. The news that created ripples recently is
Premji Investments, the $1.2-billion private and public equity
fund of Wipro Chairman Azim Premji, picking 4.7% stake in
Heritage Foods.




ritage Foods Limited

Heritage Riding High on Value Add Products
Branded Value Added Products

¢ Surge in Value Added Products: The value added product Year Sales(Rs. in mn)
which contribute nearly 3x in terms of operating margins
having growing at a CAGR of nearly 50 per cent over the last =~ Q2FY12 289
7 years. There has been a surge in Value Added Products like Q2FY13 392
Curd, Ice creams, and butter milk in particular contributing
to Rs 51.7Mn in Q2FY14 as against Rs 39.2Mn for the same Q2FY14 517

period year before. The number of dairy parlours have
increased by 10 per cent during the quarter at 1,222. For

FY13, the dairy segment contributed about Rs 12,686Mn, 79%
of the total net sales of Rs 16,018Mn. The value added Branded Value Added Products
products in the dairy segment constituted about 14%. By FY15 sales(Rs.inmn)

we expect contribution of value added products to cross 20%
mark.

600
500

+ Retail Business Vertical to be hived off in FY16: The Retail 300 11 [;l I.;l

517

200

division, currently enjoying an EBITDA of 6.57% in Q2FY14 is 100
likely to be hived off into a separate company by FY16 by 0

Q2FY12 Q2FY13 Q2FY14

which time its expected to turn the corner. The Retail
division's losses are coming down at the EBITDA level. For
Q2FY14 the EBITDA losses were lower at Rs 34Mn as against Rs
48Mn in Q2FY13. Two stores were opened in Q2FY14 taking
the total to 67. The contribution coming from other business

verticals like Bakery, Agri and Solar is miniscule at present. Year No. of Parlours
+ Penetrating into new geographical areas: The Company which 2011-12 963

has substantial presence in South, especially in Andhra

Pradesh, is now spreading its wings pan India. Towards this 2012-13 1,176

end it has penetrated into New Delhi, Orissa, and West

Bengal. Going forward this would prove to be a de-risking ACL2-le 1922

strategy too. (till date) ’

¢ Building brand on Quality and Relationships with Farmers:

The Dairy Industry is prone to pouching of collecting agents
especially at the farmers level. Towards this end the
Company has invested substantial amount of its time and has oo il
won trust of the farmers. it also offers feed supply, 1200
medicines, credit facilities through banks, and also 1000 -
apprenticeship training at Company level. 232 ]
400 |

200 -
0

No. of Parlours

963
1176
1222

1 1
2011-12 2012-13 2013-14
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Valuations :

Working Capital

DCF Valuation - Sensitivity Analysis

Particulars (Rs in lakhs)  FY11A FY12A FY13A FY14E FY15E
Current Assets

Account Receivable 144386  1,12027  1,507.26  1,673.06 1,890.56
Inventory 6,606.79  9,344.95  8209.19  9,112.20  10,296.79
Prepaid Expenses 1,719.73  1,206.70  1,657.88  1,840.25  2,079.48
Cash & Bank 2,933.16  3,01211 330685  3,670.60  4,147.78
Current Liabilities

Account Payable 3,846.48  6,523.85 568176 630675  7,126.63
Accrued Expenses 15,271.01  15,308.74 14,369.12 15949.72  18,023.19
Working Capital (6,413.95) (7,148.56) (5,369.70)  (5,960.37) (6,735.22)
DCF Valuation Per Share

Particulars (Rs.) FY14E FY15E

PAT 5,730.13 6,933.53

Depreciation 2,250.00 2,300.00

Interest 1,250.00 1,000.00

Capex - -

Change in NWC (590.67) (774.85)

FCF 8,639.46 9,458.68

Terminal Value - 70,264.46

Discounted Value 7,321.58 6,793.08

Discounted value of Terminal - 50,462.84

Total Present Value - 64,577.50

Present value of cash flows 64,577.50

Less Debt 2,100.00

Shareholders Value 62,477.50

Total No of outstanding shares 231.99

Value per share 269.00
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Disclaimer Clause

This Report has been prepared by Investor Relations Society (IR Society)

This Report is meant solely for use by the recipient and is not for circulation. This Report is based on information that
we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon as such.
Opinions expressed are our current opinions as of the date appearing on this Report.

The IR Society, its directors, officers, analysts or employees do not take any responsibility, financial or otherwise, for
any losses or damages that may be sustained due to the investments made or any action taken on the basis of this
Report, including but not restricted to, fluctuation in the prices of securities, changes in the currency rates, diminution
in the NAVs, reduction in the dividend or income etc.

While all efforts have been taken to check the accuracy of the information provided herein, we do not warrant that is
free from any technical inaccuracies or typographical errors. The Investor Relations Society shall not be liable for
damages of any kind arising out of or in connection with the use of the information in this publication.

Analyst: Satish Nikkam; Email: ir@ir-india.com
CEO: Kailash Nichani; Email: Kailashnichani@ir-india.com
Investor Relations Society | Level 8, Vibgyor Towers, C 62, G Block; Bandra Kurla Complex, Mumbai 400051 | India




