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INVESTMENT ANALYSIS OF THE WORLD'S LARGEST PRODUCER IN FOOD AND
BEVERAGES SECTOR

The assessment of the financial appeal of investments in stocks and securities is carried out by large
specialized firms, but the public information on joint-stock giants is accessible to everyone, so why can no one
predict the further course of events in the market? Using the methods of quantitative analysis, it is possible to
make an independent forecast of the share prices movement at least for 5 years ahead. The article presents a
comprehensive financial and investment analysis of the world's largest food producer using specialized methods
for evaluating and comparing businesses.

The investment appeal of the international food company Nestlé is examined, using mathematical methods
of economic investment analysis. The result of the study is a short term growth forecast, which can be used for
effective investment activity. A comprehensive analysis of the company’s activities across all product verticals is
carried out, the main dominant and most promising sectors are identified. Besides, financial indicators are
predicted and estimated, including those of organic growth, margin, and EBITDA. The dynamics of the balance
and changes in cash flow are also analyzed. Using such valuation methods as DiscountedCashFlow, Asset
Pricing Model and WACC Calculation, three scenarios of the of Nestlé shares movement in the stock market are
developed.

Our conclusions show, that the company's activities are characterized by: a slow but steady financial
growth, artificial redemption of shares to stimulate price growth, market oversaturating with competitors,
overpriced stock, a wide variety of portfolio companies.

Our research allows us to determine the investment attractiveness of the shares and recommend holding
shares. Industry dynamics exceeds the Group’s reaction and the company’s shares are overvalued. In addition,
Nestle has a powerful long-term revenue growth potential, which is confirmed by our calculations.
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IHBECTULIINHUA AHANI3 HAUBINIbLLIOIO B CBITI BAPOBHUKA NPOOYKTIB
XAPYYBAHHA

OujHkoto  biHaHCOBOI MpuBabnMBOCTi iHBECTWLiM B akuii Ta UiHHI nanepu 3aimalTbCst BENMKi
cneujanizoBaHi hipmu. OpgHak nybnivHa iHpopmaLlis akLiOHEPHWX MiraHTiB AOCTYMNHA KOXXHOMY. YoMy X TOAi HiXTO
He Moxe nepenbaunti nodanbluunid Xig Nodi Ha pUHKY? 3a 4OMOMOrok MeTOofiB KiNbKICHOrO aHamnidy MOXIMBO
CaMOCTINHO pearni3yBaTu pO3paxyHKW LWOAO MPOrHO3y PyXy LUiH akuih sk MiHIMyM Ha HacTynHi 5 poki. Mu
BMPILUMMN MPOBECTU KOMMIEKCHUIA (PiHAHCOBMI Ta iHBECTULNHUIA aHami3 Hanbinbworo y CBiTi BUPOOHWKa
NpoAYyKTiB XapyyBaHHS, BUKOPUCTOBYIOYM crieLianizoBaHi MeTOAMN OLIHKM Ta MNOPIBHAHHS NiGNPUEMCTB.

B po6oTi Mu po3rnsHynu iHBECTUUiiHy npuBabnuBiCTe MikHapoaHOi MpoaykToBoi koMnaHii Nestle 3a
[OMOMOrol0 MaTeMaTUYHUX METOAIB EKOHOMIYHOrO iHBeCT-aHanidy. Pe3ynbTaTtom [OCHiMKEeHHA € NpOorHo3
3pOCTaHHsi B KOPOTKOCTPOKOBI/ NEPCMEKTUBI, SKUN MoOxe OyTW BUKOPUCTaHWIA ONsi e(peKTUBHOI iHBECTULINHOT
fdisnbHocTi. ByB 3AiMCHEHWA KOMNNEKCHUWA aHani3 AisnbHOCTi ipMyM MO BCiX BepTUKansx, BWAINEHi ronoBHi
OOMiHytoui Ta Hambinbl nepcnekTuBHi ranysi. Okpemo Oynu cnporHo3oBaHi (PiHAHCOBI MOKa3HWMKWM OpPraHi4YHOro
3pocTaHHsi, mapxi i EBITDA. Tak camo 6yno npoaHanizoBaHo AuHaMiky 6anaHcy i 3MiH B pyCi rpOLLIOBUX NOTOKIB.
Ha ocHoBi Takux ouiHo4HMx meToAiB sik Discounted Cash Flow, mogenb LiHOyTBOpEHHs OCHOBHUX 3acobiB Ta
po3paxyHok WACC, po3pobneHi Tpu cueHapii po3ButKy nosuii akuin Nestle Ha puHKy LiHHMX nanepis.
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BICHUK XAPKIBCbKOIO HALIIOHANBHOIO YHIBEPCUTETY imeHi B. H. KAPA3IHA

Ha nigctaBi npoBepeHoro aHanidy MoXHa 3pobuTW HacTynHi BUCHOBKWM LOAO AISNbHICTI KOMMaHii:
CMocTepiraeTbCa  MNOBIMbHUIW, ane BNEBHEHWN IHAHCOBUMM pIiCT, ANs CTUMYMAUii  POCTy akuii  Kypcy
BUKOPWUCTOBYETLCSH iX LUTYYHE BUKYMOBYBAaHHS, PUHOK MEpPEHACUYeHWi KOHKYPeHTaMmu, LiHa akuin 3aBuLleHa,
noptdens ipMy ansepcudikoBaHun.

OTxe, B pamkax HaLIOro AOCHIAKEHHs, BAANOCA BM3HAYUTW iHBECTUUIHY npuBabnueicTb akuin Nestle i
pekoMeHayBaTV TpumaTy akuii. inHamika npoMmcnoBoro BUPOBHMLTBA € LWBKALA, HiX pyna moxe pearysaty, i
akuji komnaHii nepeouiHeHi. Kpim Toro, Nestle mae noTyxHWIn noTeHLian OOBrOCTPOKOBOroO 3pOCTaHHsSI 4OXO4iB,
Lo NiATBEPOXKYETLCA NPUBEAEHVMY Y POBOTI po3paxyHKamm.

Knioyvosi cnoa:, dopmyna WACC, ciHaHcoBuin aHani3, mogens DCF, pospaxyHOK BapToCTi kanitany,
iHBECTULiHMIA aHanis.

JEL Classification: F21, G32, F24, R42, G17.
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WHBECTULIMOHHbIA AHANN3 KPYMHEWLLErO B MUPE NPOU3BOAUTENSA
NPOAYKTOB NMUTAHUA

OueHkoW hyHaHCOBOW NPUBEKaTENbHOCTN MHBECTULMIA B @KLK U LieHHble Bymary 3aHMMaloTCst KpynHble
cneuuanuampoBaHHble upmbl. OgHako nybnuyHas MHOPMaUns akUMOHEPHbIX MraHTOB AOCTYMHA KaXgoMmy.
[Moyemy e Toraa HUKTO He MOXET npeackas3aTb AanbHENLWUA XO4 COObITUN Ha pbiHKe? C NMOMOLLbI0 METOoO0B
KONMMYECTBEHHOTO aHanu3a BO3MOXHO CaMOCTOSITENbHO OCYLUECTBUTb MPOTHO3 [ABWXEHUS LEeH akuuid Kak
MWHUMYM Ha 5-neTHIo nepcnekTuBy. Mbl pelumnnm NpoBecTUM KOMMIEKCHbIA (OUHAHCOBBIN U MHBECTULMOHHbIV
aHanu3 KpyrnHewwero B Mvpe Npou3BOAUTENS NPOAYKTOB MUTAHMWSA, UCMOMb3ysi CNeumnanm3npoBaHHble MeToabl
OLIEHKUN 1 CPaBHEHUS MPEANPUSTUNA.

B paboTte wucnomnb3yloTCcHd MaTemaTuydeckne MeTodbl 3IKOHOMWUYECKOTO WHBECT-aHanm3a [Ans OLEHKM
MHBECTULMOHHOW MNpuVBREeKaTenbHOCTN MexayHapodHow npogyktoBon komnavun Nestle.  Pesynbtatom
nuccneoBaHus SIBNSIETCS NPOrHo3 pocTa B KpaTKOCPOYHOW NePCrneKTNBe, KOTOPbI MOXeT ObITb UCMONb30BaH ANs
BblpaboTkn 3(PDEKTUBHON MHBECTULIMOHHOWM NOMUTUKKN. Bbin ocyLlecTBneH KOMNMEKCHbIN aHanu3 AesTernsHOCTH
dUpMbl MO BCEM BepTUKanNsiM, BblAeNeHbl [MaBHble AOMUHUpYKOWME U Hauboree MepcrneKkTUBHbIE OTPacin.
OThenbHo GbinNM CnporHo3MpoBaHbl (PUHAHCOBbLIE MoKasaTenu opraHMyeckoro pocta, Mapxu u EBITDA. Tak xe
Obina nNpoaHanuavMpoBaHa AMHamuka GanaHca U M3MEHeHUs! OBUXKEHUS OEeHEXHbIX NMOTOKoB. Ha ocHoBe Takumx
OLUEeHO4YHbIX MeToaoB kak Discounted Cash Flow, mogenb ueHoobpa3oBaHuss OCHOBHbIX cpeacTs, pacdeTr WACC,
pa3paboTaHbl Tpu cLueHapust pa3BuTUsi NonoxeHust akumin Nestle Ha pbiHke LeHHbIX Bymar.

Mo wtoram paboTbl MOXHO caenaTb cregylolue BbIBOAbl O AEATENbHOCTM KOMMaHuu: Habniopgaetcs
MEANEHHbIN, HO YBEPEeHHbI (OVMHAHCOBBIA POCT, ANS CTUMYNSAUMM pocTa Kypca akuvi MPOM3BOAUTCA UX
WCKYCCTBEHHbIA BbIKYMN, PbIHOK MEPEHaCbILEH KOHKYpPEHTaMu, LEeHa akuui 3aBbllleHa, noptdens UpMbl
AvBepcUdMLMPOBaH.

MccnegoBaHne no3BoONMAO  OLUEHUTb  MHBECTULIMOHHYHKO MPMBMEKATENbHOCTb  akKUMW  KOMMaHum W
pekoMeHOoBaTh AepxaTb akumu. [OuHamuka oTpacnu bbicTpee, yem [pynna B COCTOsIHUM OTpearupoBatb, U
aKkuum komnaHun nepeoueHeHbl. Kpome Toro, Nestle obnagaet MOLHBIM JONTOCPOYHBIM MOTEHLMANoM pocTa
BbIPYYKW, YTO NOATBEPXKAAETCS HALLMMU pacyeTamu.

KnioueBble cnoBa: dopmyna WACC, duHaHcoBbIN aHanun3, mogenb DCF, pacyeT CTOMMOCTM kanvTana,
WHBECTULMOHHbBIN aHanms.

JEL Classification: F21, G32, F24, R42, G17.

Statement of the problem. Investment attractiveness rating of joint-stock company is a long
and time-consuming procedure. In today's market conditions, it is especially difficult to predict the
rate of stocks growth or decline. But with the help of special methods and models such as DCF
model and others, this task becomes more feasible. In this paper we will try to make a
comprehensive investment analysis on the example of Nestle company, using special methods.

Naturally, the enormous scale of Nestlé complicates the task of day-to-day management and
control of the company due to its bureaucratization and multi-layered hierarchy. Thus, the Group
loses in flexibility, speed of reaction to changing trends in the market and individualization of
approach to each client compared to other, smaller firms. Accordingly, such management problems
significantly slow down the growth and subsequent development of the company.
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Analysis of recent studies and publications. The analysis of major industry players is
interesting not only to firms-competitors but also to the states (Robinson et.al., 2015), (Demirel et.al.,
2011), (Raifeld et.al., 2004). Large-scale analytical studies are conducted in EU countries by EU-
MERCI organization, which deals with fostering the growth of energy efficiency in EU industry. In its
work "Analysis of Food and Beverage Sector in different Countries" the organization makes a
comprehensive analysis of the industry relying on geographic specifics. In general, scientific work
contributes to quality planning and forecasting (EU-MERCI, 2016).

Such studies were carried out by a group of scientists from Turkey, University of Thrace
Economics and Administrative Sciences Department, under the guidance of Metin Atmaca and Engin
Demirel (International Journal of Economics and Financial Issues, 2017). 22 food and beverage
sector companies traded on the Istanbul stock exchange were selected to be studied within the
period of 2008-2015. This research was aimed to investigate the relation between a firm’s financial
ratios and selected macroeconomic indicators, such as income, poverty, and Gini coefficient value.
Time series of financial ratios are obtained from a firm’s financial statements.

The team of scientists — Oriol Aluja Méndez, Leah Binsted Castro and Just Gatius Gémez —
accomplished Nestlé analysis in more detail (Méndez et.al., 2010). The major work "Qualitative and
quantitative Nestlé analysis" describes in detail financial aspects of the firm’'s activities and gives
recommendations on how to improve economic performance.

Statement of the objectives of the article. The topic, dealing with the analysis of firms in food
and beverages industrial sector may be considered in various aspects. In our work, we decided to
analyze the largest company in the sector — Nestle one. The purpose of this article is to analyze the
company's financial position and forecast stock prices in order to formulate the recommendations of
the investment activity.

The relevance of the work lies in the possibility of practical application of the methods of
analyzing the investment attractiveness of a real company. The object of research is Nestlé and its
investment attractiveness. The subject of the study is the practical use of investment valuation
methods on the example of the selected company. The practical significance of the work is that it can
be used in further methodological developments or decision making in direct investment activities.

Basic materials presentation.

Robust earnings growth. Stable growth in profit margins is anticipated over the forecasted
period. Nestlé managed to strengthen its balanced growth model and anchored profitable growth in a
sustainable manner in the first half of 2015. We are confident about the ability of the business to
expand sales beyond the existing limits in a period of 3 to 5 years. 2019 should be more successful
for Nestlé vs 2018. We also anticipate that the company should finally break the psychological barrier
of revenue of 100 billion CHF in the next 5 years. As a result of our investigation, based on the
current dynamics of the company's main financial indicators, we are able to claim that annual
revenue growth will reach 2% in 2019 and increase smoothly by 2023 up to 2.5%.

Diversification in the key product. The company's margin improvement reflected the positive
contribution of all the segments. Over the past three years, Nestlé has experienced a stable increase
in earnings stemming from launching the new products and patent extension for existing ones.
Nestlé has made good progress in the execution of the portfolio management strategy. Nestlé is
actively evolving portfolio towards high-growth, high-margin categories that offer differentiation and
value creation opportunities.

Nestlé points out 7 core products (Figure 1):

e Powder and liquid beverages;

o Water;

¢ Milk products and ice cream;

¢ Nutrition and Health Science;

¢ Prepared dishes, cooking aids;

¢ Confectionery;

o Petcare.
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Water 6% Powder and liquid beverages 27%
0.

Petcare 15%

Milk products and ice cream 13%

Prepared disches, cooking aids 12%

Fig.1. Segments average % of revenue (2019e — 2023¢e)
Source: author's development

We highlight three growing leading industries and their expected annual sales growth: Petcare
(over 3%), Powder and liquid beverages (over 4%), Nutrition and Health Science (over 3,5%). During
the past five years Nestlé has experienced a stable margin improvement, reflecting high contribution
of all the divisions. In general, all Nestlé products are well diversified, which has a positive impact on
the manufactured products, markets reorientation and development of new types of products with the
aim of increasing the efficiency of production, economic gain and bankruptcy prevention. Thus, we
state that Nestlé reduces risks and volatility for capital and assets by investing in various industries.
Although it creates a considerable level of uncertainty in stable revenue streams generated in this
vertical. We presume, that in the next five years, earnings of Nestlé allow to maintain such growth
despite of the considerable financial pressure on consumers and fierce competition between food
producers.

Profit margins increasing. The main attractiveness of Nestlé for investors is that a
shareholder can get low-risk equity with a strong financial background. Earnings performance of the
company is stable. Organic growth is projected to remain at 3% per year. Organic growth will be 1-
1.5% in the developed markets and more than 5% in the emerging markets. Accordingly, there will
be a robust growth of all profitability ratios. Gross profit margin amounts to more than 50% in 2017.
We also emphasize that this indicator will grow by 2023 up to 52.5%. We expect that EBITDA in 5
years will exceed 16.2% of revenue and in the future will gradually approach 20.9% and remain
stable. We are convinced that that EBITDA will increase due to the overall growth of sales, interest
expenses and taxes. This positive outlook is largely underpinned by the exceptional uniqueness and
scale of Nestlé, which is unrivaled.

Profitability. Nestlé has the highest gross margins in food industry. Its 51% gross margins
allow it to invest in advertising and innovation, both of which are key factors for the long-term survival
of FMCG companies. However, at the EBIT margin level, the company is below the peer average,
with 15% EBIT margin in 2017. On the whole, company's EBIT margin has stalled in the most recent
years, and in 2017 EBIT margin was 14.7%. Input boost pressure and restructuring costs are the
main causes of margins stagnation. In September, 2017 Nestlé set the first margin target in its
history and started a cost efficiency program with the aim to raise EBIT margins to 18-20% by 2020.
Hence, judging by the current position, the company is able to achieve this goal.

Cash conversion at Nestlé is below the long-term industry average at ~85%, however, it has
improved by ~700 bps between 2008 and 2018, through working capital efficiencies and a reduction
in Capex. We also examine whether operational performance at Nestlé, measured by sales by the
factory, reflects improving the efficiency of operational assets.

As for Accounts Receivable and Inventory, according to our hold forecasts, no changes are
expected. Indicators will keep proportional growth and will be about 14% and 10%, respectively.
Despite the fact that we forecast an increase in the share of Operating (from 15.8% to 18%) and
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Free Cash Flow (from 11.5% to 14%) in sales, Dividend Payout Ratio should be reduced to ~72%
without causing damage to dividend yield. Therefore, we see no reason to sell shares.

Debt and divide trend. Historically Nestlé has operated at relatively low leverage. The
company leveled up to a peak of 1.5 times Net Debt/EBITDA in 2001 after acquisition of Ralston
Purina (Official cite of Nestle company). Since then, the company has been reducing its debt levels,
with Net Debt/EBITDA, peaking at 1.4 times in the past 15 years. Nestlé’s Net Debt/EBITDA of 1.4
times at the end of 2017 is well below its peer group average of around 3.0 times. Debt is
denominated in a broad range of currencies, which helps to diversify Nestlé’s financial risk. Nestlé’s
strong financial position gives it ample flexibility to be a consolidator in consumer products industry.

Nestle has historically spent CHF 1 billion — CHF 3 billion of its roughly CHF 10 billion in annual
free cash flow on bolt-on deals (Official cite of The Nielsen Company). The Group has also used
cash to repurchase shares in recent years. Nestle generates around CHF 4 billion per year in free
cash flow after the dividend having been paid. We assume share buybacks will be financed through
long- and short-term debt in equal proportion and Nestle could still deleverage down to 1.2 times Net
Debt/EBITDA by fiscal 2023 due to its improved profitability, leaving ample room for large
acquisitions.

Positive change in cash flow. Nestle has a strong balance sheet and generates close to CHF
10 billion per year in free cash flow, so capital allocation is one of management’s greatest challenges
and critical to stock performance. The primary use of the cash windfall generated by the $28 billion
sales of Alcon to Novartis in 2010 has been share repurchases, with CHF 18 billion used to buy back
shares through 2017, and a further CHF 20 billion program announced in 2017 (Official cite of Nestle
company).

The positive change in net income from associates reflects acquisitions made in 2016 and 2017
and improvements in net income for some of them. We forecast a free-cash-flow growth of 12% in
2018 to 14% by 2023, supported by sales growth and operating margins, as well as a favorable
currency effect. Nestlé has been suffering significant FX headwinds due to the fact that it reports
accounts in CHF yet the currency accounts for only 1.4% of the company's revenues. The
continuous appreciation of the Swiss Franc in recent years has translated into a ~34% headwind
between 2010 and 2017. Ideally, investors will benefit the most when the value of their international
investment goes up and is paired with a rising currency.

Valuation method and risk statement. Nestlé's profitability is derived from sales to
consumers and therefore is subject to variances in consumer income and confidence. As for an
international company, its results, reported in Swiss francs, are subject to exchange rate movements.
The Group has been actively acquiring and disposing of operations, and in the future further such
activity could impact financial performance, both — upside and downside. The declining popularity of
confectionery category and competitive pressures are other potential risks.

The Market approach is a business valuation method for determining the value of assets based
on the selling price of similar products. In our research the Market approach has 25% weight, which
includes relative public and transaction multipliers, and Discounted Cash Flow (DCF) analysis as an
intrinsic value approach with 75% weight to determine the target share price for Nestlé S.A.
Therefore, our valuation arrives at 90.5 CHF target price (figure 2).

DCF model. We consider the price obtained using DCF model to be assigned more weight than
due to market approach, which does not exclude short-term distorting market fluctuations. We
consider this method to be more fundamental and based on a long-term perspective considering
different scenarios.

According to the base 5-year model, target share price is 95 CHF.

Cost of equity calculation. In order to calculate equity cost we use Capital Asset Pricing
Model (CAPM). It derives 5.5% cost of equity including the next indicators:

e Risk-free rate — 1.72 %, according to Aswath Damodaran methodology and his “Risk-free
Rates based upon Differential Inflation” value;

e Market premium — 5,37%, Aswath Damodaran, Equity Risk Premium by Country — July 2018;

e Country risk premium — 0,6%, calculated as weighted average of main countries’ risk
premiums weighted with % of sales;

¢ Beta — 0,6 (that means that the share price will be less volatile than the market).

WACC calculation. To calculate it, we make an assumption that tax rate equals average of the
last 7 years — 28.8%.
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Current price
84.5 CHF

Target price
: | 90.5 CHF
52 wk hi/lo 7z R
ocr so 2o <+
Transactions 63 _ 102 CHF
T
EV/EBITDA so  IE 5 v
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Fig. 2. Discounted Cash Flow (DCF) analysis
Source: author's development

86 CHF

Base, bull and bear cases. The Base case is based on the main forecast values of Revenue
growth with 2.5% CAGR since 2019 till 2023, EBITDA 4.8% CAGR. We assume that such growth is
driven by organic growth of the main product groups. Another key driver of our valuation is a margin.
Based on the results, EBITDA margin expansion is to be 18,23% in 2023. Unlevered Free Cash Flow
CAGR over 2019-2023 years equals 8.6% (for comparison, CAGR in 2013-2018 is 7.5%) (World
Bank Open Data). The research was conducted using exit multiple approach (EV/EBITDA) to derive
PV Terminal Value.

Optimistic case main assumption is Total revenue growth with 4% CAGR over 2019-2023. This
high growth is driven by capturing new gradually gaining demand markets: raw food, sugar- and
gluten-free confectionary, organic and non-GMO food ones. Also, it implies the implementation of
product and business model innovations, investment in high-growth categories (such as coffee) and
regions (emerging markets) Unlevered Free Cash Flow CAGR 2019-2023 — 11.5%. EBITDA margin
is also much higher and equals 20%. It could be reached with a strict cost-cutting strategy,
production technology modernization and operating costs lowering.

Indicators in bear case: EBITDA 1.7% CAGR 2019-2023 and EBITDA margin starting at the
lowest (of 2013—-2018) level in 2019, reaches 16,4% (current level) in 2023. Average total revenue
growth rate — 1.4%. This is due to a strong impact of the main risks, and competition in the most
profitable sectors.

Sensitivity analysis. Sensitivity analysis is conducted with regard to EV/EBITDA and WACC
changes, as the decisive factors in price determining. With WACC equal to 4,5% and EV/EBITDA
19,5x the highest price reaches 100 CHF. This case has a considerable possibility since WACC is
dependent on calculation methods and accuracy, for instance, the widely spread approach in CAPM
(important WACC’s part) calculation is taking government bond yield as a risk-free rate, which
significantly lows the WACC value.

Relative Valuation. Using relative valuation method, we’ve obtained the price of 76.4 CHF.
This price is a weighted sum of the estimated price by two methods — public and transactional
multipliers. Public multipliers consist of an average between the price obtained using EV/EBITDA
and P/E multiples (Figure 3).

Public multipliers. A key factor in public multipliers valuation method is the suitable peer group
selection. Taking into account a large size of Nestle and diversity of the portfolio, selection of
comparable competitors’ is difficult (BCG, 2017). For this reason, we considered it to be more
accurate to give less weight for the price derived from the Market approach. Of the competing
companies reviewed, related to the Packaged Beverages and Soft Drinks industries, only four
comparable companies were selected by the criterion of market capitalization closest to Nestle,
geographical factor, and related industry: Coca-Cola Co, PepsiCo Inc., Unilever NV, and Mondelez
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International Inc (The portal for statistics, 2018). However, key financial indicators of the chosen
companies are widely spread and it can provide a distorting effect. Nestles ROIC is 12.96%, almost
equal to the median 12.4% value. Three-Year Revenue Growth Rate (0.4%) is higher than the
median value (-2.55%), but 3-Year EPS without NRI Growth Rate (-19.9%) is much less than the
median (-0.6%). Three-Year EBITDA Growth Rate (-0.4%) is also less than the median (3.8%). All
the companies have a similar net margin with a median equal to 10%.

90

—————————

~ Median |

80

I
I
7

11 13 15 17 19 21 23

EV/EBITDA

Fig. 3. Public multipliers
Source: author's development

In public multipliers valuation we focused on EV/EBITDA ratio, which is most appropriate for
transnational corporations valuation, as it excludes taxes and ignores the effect of individual
countries' taxation policies. P/E ratio was chosen as the most popular way to assign a relative value
to a stock. The implied price range provided with P/E, appears the widest price range and the lowest
estimated price. It can be explained by the lower EPS Growth Rate against peers and P/E ratio
above the median value. The lower price obtained using public multipliers is also due to the fact that
in EV/EBITDA and P/E Industry Distribution Nestle SA's respective indicators fall into a 3Q, that
means a maximum gap.

Transactions multipliers. Despite the fact that this method is less popular than the public
multipliers one, we consider it appropriate for estimating the price of Nestlé shares. An integral part
of the company's development is a constant review of a brand portfolio and application of strategic
mergers and acquisitions (M&A) opportunities. Thus, application of this method is expedient in terms
of valuation of an enterprise and therefore share price as part of a merger/acquisition.

The evaluation presented the transactions of 2014-2018. Geographical distribution of
Headquarters — Country (Target/Issuer): 39% — Zone AMS, 33% — Zone AOA and 28% — zone
EMENA (Komarist at.al., 2019). Implied Enterprise Value/EBITDA median equal to 18.95x. Average
Total Transaction Value — 815.62 USDmm. The target price derived by this method is 83,1 CHF.

Conclusions. The research has shown that, considering Nestlé’s strong balance sheet, stable
dividend growth and high profitability margins over the next five years, the company’s stock will be an
attractive investment for the subject holding period.

It is also necessary to emphasize the influence of the main risk for Nestlé, which is represented
by the market, oversaturated with competitors. Intensive competition reveals the weaknesses of the
company due to negative scale effect. The Group needs to implement a list of tools specific for
smaller firms that contribute to flexible and effective management, as well as accelerating the
response to rapidly changing market trends.

Several methods are needed to assess the current situation of Nestlé from different points of
view, which in turn improves the quality of the resulting forecasts. We’ve applied a combination of
two basic approaches in order to determine the target price. Discounted Cash Flow analysis as an
intrinsic value approach gave a higher value, than the market approach, which includes public and
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transaction multipliers. One of the reasons for our recommendation HOLD is a wide spread between
the prices estimated with the use of these methods. The market approach arrives at price that is 10%
lower than the current share price. It can be considered as a sign of overvalued Nestlé’s share price.
More fundamental and long-term perspective based on DCF analysis method (Base case) arrives at
12% premium estimated price.

In general, as shown by a comparison with the company's reporting, the approach used makes
it possible to effectively predict the subsequent vector of the company's development. An important
distinguishing feature of the company is slow but stable financial growth, as well as a wide variety of
portfolios, which is why the Group is a reliable investment in the long term.
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