
The Value Pick for the month of March is Hindustan Foods Lim-
ited (HFL). HFL was established by Dempo’s group as a joint ven-
ture with Glaxo India Ltd. to foray into the FMCG sector. Over last 
35 years, it has been focusing to manufacture nutritional food 
products. Recently, it has diversified into the lifestyle segment 
focusing on the leather products through contract manufactur-
ing. The company’s topline has grown at a CAGR of 128% over 
FY15-17.
Outsourcing of services or products has become the latest trend 
in the consumer business. Contract manufacturing is a part of 
outsourcing and many of the manufacturing companies are opt-
ing for it. Reduction in production expenses, specialising in few 
things and, thereby, maximising the competitive advantage are 
the benefits of contract manufacturing. In India, this business 
model is growing and as HFL has forayed into contract manufac-
turing, the company is currently placed in a sweet spot.
Foray into contract manufacturing and lifestyle 
segment
In 2013, the Vanity Case Group took over HFL which was special-
ised in contract manufacturing. It provides services to the MNCs 
and other emerging businesses. In 2017, the company took over 
the business of manufacturing leather shoes and accessories 
from Ponds Exports, a subsidiary of Hindustan Unilever Limited. 
It has a manufacturing facility in Puducherry having capacity to 
produce 5 lakh pairs of shoes and 7 lakh pairs of uppers. The 
company manufactures these products for renowned European 
brands located out of Germany, France, the UK and Austria like 
Gabor, Richter and Jomos and also Indian brands like HiDesign, 
Arrow, Louis Philippe, and many others. The tannery facility can 
produce 60 lakh sq. ft. of multi-origin finished leather per year.
In September 2017, the company launched its own leather life-
style brand of footwear and accessories named ‘Unorthodox’ for 
the global consumer, especially for Europe. The response for the 
leather segment has been positive and the company is optimistic 
about its growth in FY19 and FY20.
Turnaround in operations
The company was not able to break even due to its lower ca-
pacity utilisation. It was sustaining with the losses till FY15, after 
which its partnership with Vanity Case Group brought about a 
turnaround in its business operations. The company got con-
tracts from FMCG giants like PepsiCo and Danone. The operat-

ing efficiency of the company improved tremendously and the 
expenses also reduced. This led the company to break even in 
2015 and generate profits in FY16 and FY17. We expect this trend 
to continue backed by robust growth seen in leather manufac-
turing.
FMCG giants added to client list
The company’s Goa manufacturing facility is used to manufac-
ture a range of cereal-based food products. The focus is cater-
ing to the demand raised from the health-conscious consumers. 
In 2016, Sixth Sense Ventures, the vendor that makes Pepsico’s 
Kurkure snack brand, bought 16% stake in HFL. Currently, Pep-
sico and Danone are some of the key customers for whom the 
company produces Kurkure Puff corn and baby food products 
like Farex, Easum and First Food. Bonny Mix and C’nergy are 
the two well-known products which have huge demand in the 
market. These products are available at the online stores and 
e-commerce giants like Amazon, BigBasket etc. The Goa factory 
has capacity to produce 6000 tonnes p.a. and dry mix blending 
capacity of 1000 tonnes p.a.
Further diversification
Recently, the company has acquired a pesticides manufacturing 
plant in Jammu. The commercial production at this plant has 
started from January 2018. The output from this plant will con-
tribute additionally towards the company’s topline in Q4FY18. 
Considerable contribution in revenue from this segment is ex-
pected from FY19 onwards. Also, capex of Rs 25 crore has been 
approved by the company board to set up a new plant in Coim-
batore for contract manufacturing of tea products. The commer-
cial production of this plant is expected to start in early H2FY19. 
The output from this plant will reflect in the topline and profit-
ability in last quarter of FY19 and FY20 onwards.
Financial Performance
In FY17, an increase of 59% in revenues to Rs 37.86 cr was wit-
nessed. The company’s generated profit before tax of Rs 1.66 cr 
as compared to the loss of Rs 0.05 cr during the previous year. 
PAT for the year was Rs 1.34 cr as against Rs 1.4 cr in FY16. The 
decline in PAT was due to payment of taxes. The FY18 has been 
an exceptional year so far. During 9MFY18, the revenue was up 
by 288% YoY from Rs 18.7 cr to Rs 72.8 cr. The PAT jumped to 
Rs 3.5 cr from Rs 0.19 cr. and the PAT margin stood at 4.7%. Its 
working capital cycle has improved where the receivable days 
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were reduced from 390 in FY14 to 45 in FY17. Its payable days 
too reduced from 176 in FY14 to 81 in FY17. Debt has reduced 
over the last three years, leading to debt-equity ratio of 0.14x in 
FY17.

Valuation
The company is trading at TTM P/E of 80.3x with TTM EPS of Rs 
3.31. Comparatively, the valuation is high as traction in share 

price movement was seen due to turnaround seen in the op-
erations and robust financials delivered in all the quarters of 
FY18. As the company has now started generating profits, the 
EPS will improve gradually, which will justify the valuations go-
ing forward. The contract manufacturing and diversification of 
product line will bring further growth in the company. We see a 
potential upside of 26% with target price of Rs 352 over a period 
of one year.
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Inc/Exp Statement(Standalone) (Rs in Crore)
Description 201703 201603 201503 201403 201309

Net Sales 37.86 23.85 17.42 3.18 6.00
Total Income 38.08 23.86 28.49 3.18 6.03
Total Expenditure 34.11 21.60 23.14 3.68 6.04
PBIDT 3.97 2.27 5.35 -0.50 -0.01
PAT 1.34 1.44 2.50 -1.33 -1.20
Dividend %
Adj. EPS(Rs) 1.03 2.88 5.00 -2.66 -2.40

Quarter On Quarter (Standalone) (Rs in Crore)
Particulars 201712 201709 Q on Q Var% 201612 Y on Y Var%

Net Sales 26.17 23.76 10.17 6.40 309.22
Total Expenditure 23.91 22.54 6.11 5.86 308.09
PBIDT (Excl OI) 2.26 1.22 85.25 0.54 321.64
PAT 1.02 0.93 10.03 0.00 102100.00
PBIDTM% (Excl OI) 8.63 5.14 67.90 8.38 2.98
PBIDTM% 9.36 7.53 24.30 9.02 3.77
PATM% 3.90 3.90 0.00 -0.02 19600.00
Adj. EPS(Rs) 0.79 0.71 11.27 0.00 0.00


