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SELL (Maintain) 

Target Price: RM102.00 

Previously: RM111.00 

Current Price:  RM145.30 

 
Capital upside   -29.8% 
Dividend yield 2.1% 

Expected total return  -27.7% 

 

Sector coverage: Consumer  

Company description: Nestle sells and markets 

instant noodles, drinks, sauces and snacks.   

 
Share price  

 

Historical return (%) 1M 3M 12M 
Absolute  1.0 -1.8 1.0 
Relative -2.3 -1.5 6.4 

 
Stock information  

Bloomberg ticker NESZ MK 
Bursa code 4707 
Issued shares (m) 235 
Market capitalisation (RM m) 34,073 
3-mth average volume (‘000) 87 
SC Shariah compliant  Yes 

 
Major shareholders   

Nestle SA 72.6% 
Employees Provident Fund 7.3% 
SASB  2.0% 

 

Earnings summary  

FYE (Dec) FY18 FY19f FY20f 
PAT - core (RM m)  648.5 699.7 748.2 
EPS - core (sen) 281.0 298.4 319.1 
P/E (x) 51.7 48.7 45.5 

 

 

 

 

 

 

 

Weak export sales, expensive commodities   

3Q19 core PAT of RM150.7m (QoQ: +5.9%, YoY: +10.2%) brought the 9M19 sum 

to RM532.0m (YoY: +0.7%). This made up 71.5% and 75.5% of ours and 

consensus full year expectations respectively, which was below expectations 

as 4Q is typically seasonally weak. The shortfall in earnings was mainly 

attributed to poorer-than-expected export sales and higher-than-expected raw 

material cost. We lower FY20/21/22 earnings forecasts by 6.0%/5.7%/2.8% to 

account for lower export sales and high raw material cost. After factoring in our 

new forecasts, our TP falls from RM111.00 to RM102.00 pegged to an 

unchanged DDM valuation methodology (r: 6.8%, TG: 3.5%). 

 

Below expectations. 3Q19 core PAT of RM150.7m (QoQ: +5.9%, YoY: +10.2%) 

brought the 9M19 sum to RM532.0m (YoY: +0.7%). This made up 71.5% and 75.5% 

of ours and consensus full year expectations respectively. We deem this below 

expectations as 4Q is typically seasonally weak, making up approximately 15-20% of 

full year earnings as Nestle incurs a disproportionate amount of marketing spend in 

4Q. The shortfall in earnings was mainly attributed to poorer-than-expected export 

sales and higher-than-expected raw material cost.  

 

Dividend. DPS of 70 sen (3Q18: 70 sen) was declared, going ex on 28 Nov. 9M19 

DPS amounted 140 sen vs 9M18’s 140 sen.  

 

QoQ. Sales growth of 4.9% to RM1,400.8m was attributed to stronger domestic sales. 

This translated to bottom line growth of 5.9%.  

 

YoY. Despite weaker sales (-2.2%), core PAT rose to RM150.7m (+10.2%). Lower 

sales in 3Q19 were attributed to high base effect as 3Q18 included two months of ‘tax 

holiday’ period. In spite of unfavourable exchange rates and higher commodity prices 

(gross profit margin shrunk from 38.8% to 36.8%), Nestle guided that better 

profitability was due to on-going improving internal efficiencies.  

 

YTD. Flattish sales growth of 0.4% (+2.1% after adjusting for divestment of the chilled 

dairy business) was driven by domestic sales growth of 2.6% (+4.6% net of the chilled 

dairy divestment). Note that Nestle had disposed of its chilled dairy business at the 

start of FY19. Better domestic sales were attributed to effective marketing support 

over festive periods and introduction of new product offerings, which included the 

Starbucks at Home range, Milo Protein Up, new varieties of Nescafe RTD, Nescafe 

Blend & Brew White Coffee, Maggi Pedas Giler 2x Ayam Bakar amongst others. Core 

PAT rose marginally by 0.7% in tandem with sales growth.  

 

Outlook. Nestle will continue to drive sales growth with the introduction of innovative 

new products, which we estimate to make up approximately 10% of total sales. 

Despite higher commodity costs and tepid export sales, we do not expect Nestle to 

raise shelf prices, particularly given the current rising cost of living.  

 

Forecast. We lower our FY19/20/21 earnings forecasts by 6.0%/5.7%/2.8% to 

account for lower export sales and high commodity cost.  

 

Maintain SELL. After factoring in our new forecasts, our TP falls from RM111.00 to 

RM102.00 pegged to an unchanged DDM valuation methodology (r: 6.8%, TG: 3.5%). 

At current price, Nestle is trading at 48.7x FY19 P/E and yielding an unattractive 

2.1%. In comparison, its holding-co in Switzerland trades at a cheaper 23.7x FY19 

P/E while its sister-co in Nigeria trades at 17.5x FY19 P/E. 
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Financial Forecast
All items in (RM m) unless otherwise stated

Balance Sheet Income Statement

FYE Dec (RM m) FY17 FY18 FY19f FY20f FY21f FYE Dec (RM m) FY17 FY18 FY19f FY20f FY21f

Cash 12.6           7.0             19.6           15.5           13.5           Revenue 5,260.5      5,519.0      5,585.3      5,836.6      6,099.3      

Receivables 580.8         605.4         612.1         639.6         668.4         EBITDA 962.3         1,034.0      1,066.6      1,132.1      1,201.3      

Inventories 467.3         530.4         518.0         538.7         560.1         Dep. & Amort. (114.4)       (119.4)       (125.2)       (127.1)       (128.8)       

PPE 1,295.5      1,245.6      1,265.3      1,283.3      1,299.5      EBIT 847.9         914.6         941.4         1,005.0      1,072.5      

Others 260.6         458.9         458.9         458.9         458.9         Finance costs (37.5)         (43.1)         (36.1)         (36.1)         (36.1)         

Assets 2,616.8      2,847.3      2,874.0      2,936.0      3,000.4      Finance income 1.1             3.6             2.6             2.0             2.0             

Payables 1,296.6      1,527.3      1,554.0      1,616.0      1,680.4      JV & Associate 0.8             0.8             0.8             0.8             0.8             

Debt 389.9         180.3         180.3         180.3         180.3         Pretax profit 812.3         875.9         908.7         971.7         1,039.2      

Others 294.4         485.4         485.4         485.4         485.4         Taxation (168.3)       (217.0)       (209.0)       (223.5)       (239.0)       

Liabilities 1,980.9      2,192.9      2,219.7      2,281.7      2,346.1      PAT 642.6         658.9         699.7         748.2         800.2         

Exceptionals (19.9)         (10.4)         -            -            -            

Shareholder's equity 635.9         354.3         654.3         654.3         654.3         Core PAT 622.6         648.5         699.7         748.2         800.2         

W. Avg shares (m) 234.5         234.5         234.5         234.5         234.5         

Core EPS (sen) 274.0         281.0         298.4         319.1         341.2         

Cash Flow Statement Consensus 704.9         740.7         787.9         

FYE Dec FY17 FY18 FY19f FY20f FY21f HLIB/Consesnsus 99.3% 101.0% 101.6%

EBIT 847.9         914.6         941.4         1,005.0      1,072.5      

D&A 114.4         119.4         125.2         127.1         128.8         Valuation & Ratios

Working capital (144.7)       143.0         32.4           13.8           14.2           FYE Dec FY17 FY18 FY19f FY20f FY21f

Taxation (168.3)       (217.0)       (209.0)       (223.5)       (239.0)       Core EPS (sen) 274.0         281.0         298.4         319.1         341.2         

Others P/E (x) 53.0           51.7           48.7           45.5           42.6           

CFO 735.6         1,043.2      857.3         889.1         943.2         EV/EBITDA (x) 35.8           33.1           32.1           30.2           28.5           

DPS (sen) 275.0         280.0         298.4         319.1         341.2         

Capex (164.5)       (145.7)       (145.0)       (145.0)       (145.0)       Dividend yield 1.9% 1.9% 2.1% 2.2% 2.3%

Others 3.7             25.6           -            -            -            BVPS (RM) 2.7             1.5             2.8             2.8             2.8             

CFI (160.7)       (120.0)       (145.0)       (145.0)       (145.0)       P/B (x) 53.6           96.2           52.1           52.1           52.1           

Changes in debt 112.8         (209.6)       -            -            -            EBITDA margin 18.3% 18.7% 19.1% 19.4% 19.7%

Shares issued -            -            -            -            -            EBIT margin 16.1% 16.6% 16.9% 17.2% 17.6%

Dividends (633.2)       (644.9)       (699.7)       (748.2)       (800.2)       PBT margin 15.4% 15.9% 16.3% 16.6% 17.0%

Others Net margin 12.2% 11.9% 12.5% 12.8% 13.1%

CFF (436.4)       (963.3)       (699.7)       (748.2)       (800.2)       

ROE 97.9% 183.0% 106.9% 114.3% 122.3%

Net cash flow 138.4         (40.1)         12.6           (4.1)           (2.0)           ROA 23.8% 22.8% 24.3% 25.5% 26.7%

Beginning cash 24.0           12.6           7.0             19.6           15.5           Net gearing 61.3% 50.9% 27.6% 27.6% 27.6%

Ending cash 12.6           7.0             19.6           15.5           13.5           
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Figure #1 Quarterly results comparison 

FYE Dec (RM m) 3Q18 2Q19 3Q19 QoQ (%) YoY (%) 9MFY18 9MFY19 YoY (%) 

Revenue 1,432.5 1,335.7 1,400.8 4.9% -2.2% 4,171.2 4,189.2 0.4% 

Gross Profit 555.2 482.9 514.8 6.6% -7.3% 1,610.4 1,566.9 -2.7% 

EBITDA 240.2 250.2 239.8 -4.2% -0.2% 833.6 811.7 -2.6% 

EBIT 197.7 207.5 200.9 -3.2% 1.6% 724.7 730.2 0.8% 

Finance cost (11.9) (10.0) (10.3) -2.9% 13.5% (32.0) (30.5) 4.9% 

Share of JVs and associates 0.2 0.5 0.2 -64.0% 14.8% 1.2 1.0 -15.0% 

PBT 186.7 199.1 191.6 -3.8% 2.6% 696.0 703.5 1.1% 

Tax expense (49.0) (42.2) (42.7) 1.0% -13.0% (160.9) (162.5) 1.0% 

PAT 137.7 156.9 149.0 -5.0% 8.2% 535.1 541.1 1.1% 

Core PAT 136.8 142.3 150.7 5.9% 10.2% 528.2 532.0 0.7% 

EPS (sen) 58.7 66.9 63.5 -5.0% 8.2% 228.2 230.8 1.1% 

Core EPS (sen) 58.3 60.7 64.3 5.9% 10.2% 225.3 226.8 0.7% 

         

Gross Profit (%) 38.8% 36.2% 36.8% 0.6% -2.0% 38.6% 37.4% -1.2% 

EBITDA margin (%) 16.8% 18.7% 17.1% -1.6% 0.3% 20.0% 19.4% -0.6% 

EBIT margin (%) 13.8% 15.5% 14.3% -1.2% 0.5% 17.4% 17.4% 0.1% 

PBT margin (%) 13.0% 14.9% 13.7% -1.2% 0.6% 16.7% 16.8% 0.1% 

PAT margin (%) 9.6% 10.7% 10.8% 0.1% 1.2% 12.7% 12.7% 0.0% 

         

Effective tax rate (%) -26.3% -21.2% -22.3% -1.0% 4.0% -23.1% -23.1% 0.0% 
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Disclaimer 
 
The information contained in this report is based on data obtained from sources believed to be reliable. However, the data and/or sources have not been independently 
verified and as such, no representation, express or implied, are made as to the accuracy, adequacy, completeness or reliability of the info or opinions in the report.  

Accordingly, neither Hong Leong Investment Bank Berhad nor any of its related companies and associates nor person connected to it accept any liability whatsoever for any 
direct, indirect or consequential losses (including loss of profits) or damages that may arise from the use or reliance on the info or opinions in this publication. 

Any information, opinions or recommendations contained herein are subject to change at any time without prior notice. Hong Leong Investment Bank Berhad has no 
obligation to update its opinion or the information in this report.  

Investors are advised to make their own independent evaluation of the info contained in this report and seek independent financial, legal or other advice regarding the 
appropriateness of investing in any securities or the investment strategies discussed or recommended in this report. Nothing in this report constitutes investment, legal, 
accounting or tax advice or a representation that any investment or strategy is suitable or appropriate to your individual circumstances or otherwise represents a personal 
recommendation to you.  

Under no circumstances should this report be considered as an offer to sell or a solicitation of any offer to buy any securities referred to herein.   

Hong Leong Investment Bank Berhad and its related companies, their associates, directors, connected parties and/or employees may, from time to time, own, have positions 
or be materially interested in any securities mentioned herein or any securities related thereto, and may further act as market maker or have assumed underwriting 
commitment or deal with such securities and provide advisory, investment or other services for or do business with any companies or entities mentioned in this report. In 
reviewing the report, investors should be aware that any or all of the foregoing among other things, may give rise to real or potential conflict of interests. 

This research report is being supplied to you on a strictly confidential basis solely for your information and is made strictly on the basis that it will remain confidential. All 
materials presented in this report, unless specifically indicated otherwise, are under copyright to Hong Leong Investment Bank Berhad. This research report and its contents 
may not be reproduced, stored in a retrieval system, redistributed, transmitted or passed on, directly or indirectly, to any person or published in whole or in part, or altered in 
any way, for any purpose. 

This report may provide the addresses of, or contain hyperlinks to websites. Hong Leong Investment Bank Berhad takes no responsibility for the content contained therein. 
Such addresses or hyperlinks (including addresses or hyperlinks to Hong Leong Investment Bank Berhad own website material) are provided solely for your convenience. 
The information and the content of the linked site do not in any way form part of this report. Accessing such website or following such link through the report or Hong Leong 
Investment Bank Berhad website shall be at your own risk. 
 
1. As of 13 November 2019, Hong Leong Investment Bank Berhad has proprietary interest in the following securities covered in this report: 
(a) -.  
 
2. As of 13 November 2019, the analyst(s) whose name(s) appears on the front page, who prepared this report, has interest in the following securities covered in this report: 
(a) -. 
 

Published & printed by:  
Hong Leong Investment Bank Berhad (10209-W) 
Level 28, Menara Hong Leong, 
No. 6, Jalan Damanlela,  
Bukit Damansara,  
50490 Kuala Lumpur 
Tel: (603) 2083 1800  
Fax: (603) 2083 1766 

 

Stock rating guide  

BUY Expected absolute return of +10% or more over the next 12 months.  

HOLD Expected absolute return of -10% to +10% over the next 12 months.  

SELL Expected absolute return of -10% or less over the next 12 months.  

UNDER REVIEW Rating on the stock is temporarily under review which may or may not result in a change from the previous rating.  

NOT RATED  Stock is not or no longer within regular coverage.  

  

Sector rating guide   

OVERWEIGHT  Sector expected to outperform the market over the next 12 months.   

NEUTRAL Sector expected to perform in-line with the market over the next 12 months.   

UNDERWEIGHT Sector expected to underperform the market over the next 12 months.   

  

The stock rating guide as stipulated above serves as a guiding principle to stock ratings. However, apart from the abovementioned quantitative definitions, other qualitative 
measures and situational aspects will also be considered when arriving at the final stock rating. Stock rating may also be affected by the market capitalisation of the individual 
stock under review.  
 

 

 

 

 

 


