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Nestlé (Malaysia) Bhd UNDERPERFORM ↔ 
Broad-based Downtrading a Key Risk 

Price : RM115.90  
Target Price : RM114.90 ↔ 

By Cheow Ming Liang l cheowml@kenanga.com.my 

NESTLE reiterated that it will go slow on price hikes to check further 

downtrading, i.e. the switching from Nestle to cheaper brands or lower-

end of its product range by consumers. This has become even more 

critical given that the trading is broad-based across all products. We 

maintain our forecasts, TP of RM114.90 and UNDERPERFORM call.  

We came away from NESTLE’s results briefing feeling cautious on its 

prospects. The key takeaways are as follows: 

1. Broad-base downtrading. NESTLE revealed that the recent 

downtrading by consumers, i.e. the switching from Nestle to cheaper 

brands or lower-end of its product range, had been broad-base across 

all products. This shows sustained elevated inflation is really eroding 

consumer purchasing power. No helping either, is the lingering boycott 

of certain Western products due to Israel’s war on Gaza.  

2. Going slow on price hikes. As such, NESTLE will go with the pricing 

strategy of its parent Nestle S.A., i.e. to go slow on price hikes as 

consumers turn more cost-conscious.  

Recall, it did raise prices of its best sellers, including Milo, Nescafe, and 

Maggi tomato ketchup, by approximately 5% to 6% from July 1, 2024, 

to partially mitigate the rising cost of raw materials such as cocoa and 

coffee beans.  

3. Limited impact from the EPF’s account 3 withdrawal scheme. As 

expected, NESTLE did not sense any boost in demand for its products 

following the introduction of the EPF’s account 3 withdrawal scheme. 

According to the EPF, as of July 19, 2024, a total of RM8.9b has been 

withdrawn by 3.4m of its members.   

Outlook. We remain cautious on the company’s outlook. NESTLE 

anticipates challenging conditions to persist through 3Q, with gradual 

improvement expected towards the end of the year and a return to 

growth by 1HCY25. Its key products such as cereal, milk, and 

evaporated milk may be particularly vulnerable due to their lower brand 

equity. Additionally, gross profit margins are likely to remain under 

pressure due to elevated prices of key commodities such as cocoa and 

coffee beans, driven by ongoing supply shortages. Nonetheless, 

NESTLE’s extensive range of staple food products could help to 

cushion the impact.  

Forecasts. Maintained. 

Valuations. We also keep our DCF-derived TP of RM114.90 (based on 

WACC of 5.2% and TG of 2%). There is no adjustment to our TP based on 

ESG given its 3-star rating as appraised by us (see Page 5). 

Investment case. We like NESTLE for its strong brand and diversified 

product range, and the inelasticity in the demand for staple food products. 

However, recent experience has shown that it is vulnerable to downtrading 

by consumers amidst sustained elevated inflation. Maintain 

UNDERPERFORM. 

Risks to our call include: (i) a significant fall in commodities prices, (ii) a 

stronger MYR resulting in lower cost of imported raw materials, and (iii) 

consumers switching to food products of higher quality as purchasing power 

rises or inflation eases. 

 

 

 

Share Price Performance 

 
KLCI 1,612.88 

YTD KLCI chg 10.9% 
YTD stock price chg -1.4% 

  
 

Shariah Compliant Yes 
Bloomberg Ticker NESZ MK EQUITY 
Market Cap (RM m) 27,178.6 
Shares Outstanding 234.5 
52-week range (H) 134.50 
52-week range (L) 111.60 
3-mth avg daily vol 92,863 
Free Float 14% 
Beta 0.5 

 
Major Shareholders 

Nestlé SA 72.6% 
Employees Provident Fund 11.7% 
BlackRock 1.6% 

 
Summary Earnings Table 

FY Dec (RM m)  20223  2024F  2025F 

Turnover 7,051 6,759 7,109 

EBIT 939 863 960 

PBT 879 798 888 

Net Profit (NP) 660 599 666 

Consensus (NP) - 663 725 

Earnings Revision - - - 
Core EPS (sen) 281 255 284 

Core EPS growth 
(%) 

6.4 -9.3 11.2 

NDPS (sen) 268  250  275  
BVPS (RM) 2.9 2.9 3.0 

Core PER (x) 41.2 45.4 40.8 

Price/BV (x) 40.3 39.5 38.3 

Net Gearing (x) -1.1 -1.0 -0.7 

Net Div. Yield (%) 2.3 2.2 2.4 
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Income Statement  Financial Data & Ratios 

FY Dec (RM m) 2021A 2022A 2023A 2024F 2025F  FY Dec 2021A 2022A 2023A 2024F 2025F 

Revenue 5,734 6,664 7,051 6,759 7,109  Growth (%)           

EBITDA 980 1,101 1,160 1,084 1,191  Turnover  5.9 16.2 5.8 -4.1 5.2 

Depreciation 194 198 221 220 231  EBITDA  5.1 12.4 5.4 -6.6 9.9 

Operating Profit 786 903 939 863 960  Operating Profit  4.0 14.9 4.0 -8.1 11.2 

Interest Expense 4 0 0 0 0  PBT  3.7 14.3 2.2 -9.2 11.3 

Interest Income -36 -45 -61 -64 -71  Net Profit  3.1 8.9 6.4 -9.3 11.2 

Associate 0 0 0 0 0              

Exceptional Items  0 0 0 0 0  Profitability (%)           

PBT 752 859 879 798 888  EBITDA Margin 17.1 16.5 16.5 16.0 16.8 

Taxation -220 -11 -219 -199 -222  Operating Margin 13.7 13.5 13.3 12.8 13.5 

Minority Interest 0 0 0 0 0  PBT Margin 13.1 12.9 12.5 11.8 12.5 

Net Profit 570 620 660 599 666  Core Net Margin 9.9 9.3 9.4 8.9 9.4 

Core Net Profit 570 620 660 599 666  Effective Tax Rate -29.3 -1.3 -24.9 -25.0 -25.0 

       ROA 19.1 17.5 18.5 16.5 17.1 

Balance Sheet      ROE 97.8 99.0 97.8 87.1 94.0 

FY Dec (RM m) 2021A 2022A 2023A 2024F 2025F              

Fixed Assets 1,534 1,669 1,750 1,758 1,740  DuPont Analysis           

Intangible Assets 63 62 234 234 234  Net Margin (%)  9.9% 9.3% 9.4% 8.9% 9.4% 

Other FA 223 199 253 253 253  Assets Turnover (x)  1.9x 1.9x 2.0x 1.9x 1.8x 

Inventories 745 1,115 831 804 874  Leverage Factor (x) 5.1x 5.7x 5.3x 5.3x 5.5x 

Receivables 377 445 463 517 545  ROE (%) 97.8 99.0 97.8 87.1 94.0 

Other CA 35 55 27 25 28         

Cash 7 8 11 47 227  Leverage      

Total Assets 2,985 3,554 3,569 3,638 3,900  Debt/Asset (x) 0.1 0.2 0.2 0.2 0.2 

 
      Debt/Equity (x) 0.6 1.3 1.1 1.0 1.0 

Payables 1,626 1,725 1,672 1,617 1,701  Net Cash/(Debt) -339 -779 -709 -673 -493 

ST Borrowings 27 27 33 33 33  Net Debt/Equity (x) -0.6 -1.2 -1.1 -1.0 -0.7 

Other ST Liability 275 507 433 432 433         

LT Borrowings 241 420 470 470 470  Valuations      

Other LT Liability 232 249 286 398 554  EPS (sen) 243.0 264.5 281.5 255.4 284.1 

Minorities Int. - - - - -  NDPS (sen) 242.0  262.0  268.0  250.0  275.0  

Net Assets 583 626 675 688 709  BV/Share (RM) 2.48 2.67 2.88 2.93 3.02 

 
      PER (x) 47.7 43.8 41.2 45.4 40.8 

Share Capital 268 268 268 268 268  Net Div. Yield (%) 2.1% 2.3% 2.3% 2.2% 2.4% 

Reserves 315 359 407 420 441  P/NTA (x) 46.6 43.4 40.3 39.5 38.3 

Equity 583 626 675 688 709  EV/EBITDA (x) 27.4 24.0 22.8 24.5 22.4 

             

Cashflow Statement            

FY Dec (RM m) 2021A 2022A 2023A 2024F 2025F        

Operating CF 888 512 1276 851 1038        

Investing CF -266 -310 -502 -229 -213        

Financing CF -597 -377 -605 -586 -645        

Change In Cash 25 -175 170 36 180        
Free CF 613 199 773 622 825        
             

Source: Kenanga Research        
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Peer Comparison 
 

Name Rating 
Last Price 
@ 26Jul 

(RM) 

Target 
Price 
(RM) 

Upside  
Market Cap 

(RM m) 
Shariah 

Compliant 
Current 

FYE 

Core EPS (sen) Core EPS Growth 
PER (x) - Core 

Earnings 
PBV 
(x) 

ROE  
Net. Div. 

(sen) 
Net Div 

Yld  
1-Yr. 
Fwd. 

2-Yr. 
Fwd. 

1-Yr. 
Fwd. 

2-Yr. 
Fwd. 

1-Yr. 
Fwd. 

2-Yr. 
Fwd. 

1-Yr. 
Fwd. 

1-Yr. 
Fwd. 

1-Yr. 
Fwd. 

1-Yr. 
Fwd. 

                  
CONSUMER 

       
    

      

AEON CO. (M) BHD MP 1.37 1.21 -11.7% 1,923.5   Y  12/2024  8.7   8.9  6.9% 2.1% 15.7  15.4  1.0  6.5%  4.0  2.9% 

FRASER & NEAVE HOLDINGS BHD OP 30.32 38.25 26.2% 11,120.7   Y  09/2024  167.6   176.4  26.9% 5.3% 18.1  17.2  3.1  17.7%  85.0  2.8% 

MR D.I.Y. GROUP (M) BHD MP 2.05 1.97 -3.9% 19,378.4   Y  12/2024  7.0   7.9  18.2% 12.6% 29.2  26.0  9.7  35.4%  4.0  2.0% 

NESTLE (MALAYSIA) BHD UP 115.90 114.90 -0.9% 27,178.6   Y  12/2024  255.4   284.1  -9.2% 11.2% 45.4  40.8  39.5  87.9%  250.0  2.2% 

PADINI HOLDINGS BHD MP 3.47 3.63 4.6% 2,282.9   Y  06/2024  23.5   26.9  -30.4% 14.2% 14.7  12.9  2.0  14.3%  12.0  3.5% 

POWER ROOT BHD UP 1.55 1.40 -9.7% 709.6   Y  03/2025  9.1   9.8  2.6% 7.3% 17.0  15.9  2.0  12.2%  7.0  4.5% 

QL RESOURCES BHD MP 6.58 6.25 -5.0% 16,013.5   Y  03/2025  19.5   20.8  8.7% 6.2% 33.7  31.7  5.0  16.4%  9.0  1.4% 

KAREX BHD OP 0.830 1.10 32.5% 874.4   Y  06/2024  2.4   4.4  137.1% 85.1% 35.1  19.0  1.8  5.1%  1.0  1.2% 
Sector Aggregate          79,481.6          6.5% 9.7% 29.5 26.9 5.9 20.0%   2.5% 
                  

 

Source: Bloomberg, Kenanga Research 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Stock ESG Ratings:  
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☆ denotes half-star 

★ -10% discount to TP 

★★ -5% discount to TP 

★★★ TP unchanged 

★★★★ +5% premium to TP 

 Criterion Rating 

       

G
E

N
E

R
A

L
 

Earnings Sustainability & 
Quality 

★ ★ ★   

Corporate Social 
Responsibility 

★ ★ ★ ☆ 
 

Management/Workforce 
Diversity 

★ ★ ★    

Accessibility & Transparency ★ ★ ★   
Corruption-Free Pledge ★ ★ ★    
Carbon-Neutral Initiatives ★ ★ ★   

       

S
P

E
C

IF
IC

 

Product Quality & Safety ★ ★ ★ ☆   

Effluent/Waste Management ★ ★ ★    

Digitalisation & Innovation ★ ★ ★ ★  

Use of Biodegradable Materials ★ ★ ★   

Supply Chain Management ★ ★ ★ ☆   

Energy Efficiency ★ ★ ★   

       
 OVERALL ★ ★ ★   
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Stock Ratings are defined as follows:  
 
 
Stock Recommendations 
 
OUTPERFORM  : A particular stock’s Expected Total Return is MORE than 10%  
MARKET PERFORM : A particular stock’s Expected Total Return is WITHIN the range of -5% to 10% 
UNDERPERFORM : A particular stock’s Expected Total Return is LESS than -5% 
 
 
Sector Recommendations*** 
 
OVERWEIGHT  : A particular sector’s Expected Total Return is MORE than 10%  
NEUTRAL  : A particular sector’s Expected Total Return is WITHIN the range of -5% to 10% 
UNDERWEIGHT  : A particular sector’s Expected Total Return is LESS than -5%  
 
 
 
***Sector recommendations are defined based on market capitalisation weighted average expected total 
return for stocks under our coverage. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

This document has been prepared for general circulation based on information obtained from sources believed to be reliable but we do not 
make any representations as to its accuracy or completeness. Any recommendation contained in this document does not have regard to the 
specific investment objectives, financial situation and the particular needs of any specific person who may read this document. This document 
is for the information of addressees only and is not to be taken in substitution for the exercise of judgement by addressees. Kenanga 
Investment Bank Berhad accepts no liability whatsoever for any direct or consequential loss arising from any use of this document or any 
solicitations of an offer to buy or sell any securities. Kenanga Investment Bank Berhad and its associates, their directors, and/or employees 
may have positions in, and may effect transactions in securities mentioned herein from time to time in the open market or otherwise, and may 
receive brokerage fees or act as principal or agent in dealings with respect to these companies. Kenanga Investment Bank Berhad being a 
full-service investment bank offers investment banking products and services and acts as issuer and liquidity provider with respect to a security 
that may also fall under its research coverage. 
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