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Company details

Price chart

Shareholding pattern

Price performance

(%) 1m 3m 6m 12m

Absolute 4.3 4.2 33.6 37.2

Relative -6.7 -8.3 16.0 12.3

to Sensex

Tata Global Beverages (Tata Tea) Apple Green

Stock Update

Price target revised to Rs131 Hold; CMP: Rs122

Price target: Rs131

Market cap: Rs7,526 cr

52 week high/low: Rs130/82

NSE volume: 6.5 lakh
(No of shares)

BSE code: 500800

NSE code: TATAGLOBAL

Sharekhan code: TATAGLOBAL

Free float: 40.0 cr
(No of shares)

Focus on gaining volume growth in the domestic branded tea market

Tata Global Beverages Ltd (TGBL) is the volume leader in the Rs7200 crore domestic

branded tea market with a market share of 19.5%. To sustain its leadership position,

the company has framed certain strategies which include new product launches,

focus on improving reach in the rural market and an enhanced focus on gaining

competitive share from the local brands. The normal monsoon in June-September

2010 would not only improve the domestic farm output but will also soften the

food prices in the coming months. This will boost the demand for consumer goods

from rural as well as urban India. Hence we believe that TGBL’s renewed strategies

would help it in improving the sales volume growth of branded tea and sustain its

leadership position in the domestic market.

Game plan for the future

Along with a thrust on improving the sales volume in the branded tea segment,

the company has enhanced its focus on expanding  its domestic product portfolio

with innovative products. The proposed joint venture (JV) with PepsiCo would initially

offer products in the non-carbonated beverages space and would later diversify into

food products with an intent to tap the nutritional and wellness space.

In the international markets (including US, Canada and UK), the company is looking

at capturing a greater share in those market segments where they perceive better

growth. This will be done through introduction of innovative tea and coffee products

at regular intervals across all the markets. Also the company is scouting for

acquisitions to enhance its global portfolio and global footprints.

Raw tea prices showing a declining trend

The tea prices in the domestic as well as the international markets are showing a

declining trend. The average raw tea prices in India were down by 3.4% on a year–

on-year (Y-o-Y) basis over the July-August 2010 period. With improvement in

production, the raw tea prices in Kenya were down by about 15% year on year

Valuation table

Particulars FY2009 FY2010 FY2011E FY2012E

Net sales (Rs crore) 4874.1 5820.9 6295.9 6901.9

Net profit (Rs crore) 338.3 374.1 434.0 503.9

Shares in issue (crore) 61.6 61.6 61.6 61.6

EPS (Rs) 5.5 6.1 7.0 8.2

EPS growth  (%) 17.3 10.6 16.0 16.1

P/E (x) 22.2 20.1 17.3 14.9

Book value (Rs) 58.9 60.4 65.7 72.1

P/BV (x) 2.1 2.0 1.9 1.7

EV/Sales (x) 1.7 1.1 1.0 0.8

EV/EBITDA (x) 12.5 9.1 7.1 6.0

RoNW (%) 9.5 10.2 11.2 11.9

RoCE (%) 7.7 9.0 10.8 11.9
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(YoY). We expect the positive impact of declining raw

tea prices to be realised in the second half of FY2011.

Q2FY2011 results—high cost inventory (raw material)

to affect profitability

For Q2FY2011, we expect TGBL’s topline to grow by 7.9%

YoY-largely driven by the price increase undertaken by

the company to counter higher raw material prices.

However the higher raw material cost on Y-o-Y basis (due

to high cost inventory) would lead to an 84 basis points

decline in the operating profit margin (OPM) to 11.6%

during the quarter. Thus we expect the operating profit

and adjusted net profit to stay flat at Rs175 crore and

approximately Rs105 crore respectively in Q2FY2011.

Outlook and valuation

TGBL has revamped its strategy to improve its sales

volume in the domestic market and is focusing on

expanding its product portfolio beyond the commoditised

tea and coffee businesses, and this augurs well for the

company. Also, the declining trend of raw tea prices in

the domestic and international markets would ease out

the pressure on its margins in the coming quarters. We

have revised our price target for the stock to Rs131 based

on 16x its FY2012E earning per share (EPS) of Rs8.2.

However we see  scope for positive surprises on the stock

to the extent of easing out of the raw material cost

pressure and several growth levers in the form of new

product launches and expanding its global reach. Hence

we maintain our Hold recommendation on the stock. At

the current market price the stock trades at 17.3x its

FY2011E EPS of Rs7.0 and 14.9x its FY2012E EPS of Rs8.2.

The author doesn’t hold any investment in any of the companies

mentioned in the article.
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