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Emerging play in dairy space… 
We met the management of Prabhat Dairy (Prabhat) to get an insight into 
the company’s business and growth prospects. Established in 1998, 
Prabhat has evolved from a specialty dairy ingredients company to an 
emerging brand in the dairy industry. The company sells its products as 
a) ingredient products or co-manufactured products to institutional 
clients, which constitute 70% of its sales and b) a retail consumer brand 
under the name Prabhat, Prabhat Milk Magic and Prabhat Flava, which 
constitute the remaining sales. It has two plants in Shrirampur and Navi 
Mumbai in Maharashtra with a combined milk processing capacity of 15 
lakh litre/day. Additionally, it recently commissioned a 30 MT/day cheese 
facility. The sales have grown at 24.8% CAGR in FY12-16 with an 
operating margin of ~10%. The company has a network of 850 
distributors and 45,000 retail touch points. 
Strong clientele to continue benefit company 
Prabhat has a strong clientele list for which it does ingredient 
manufacturing and co-manufacturing. Despite 70% sales from B2B 
clients, Prabhat enjoys the best operating margin of ~10% vis-à-vis other 
players in the dairy space largely because of the focus on the speciality 
ingredient manufacturing, which attracts high margin. 
Increasing share of value added products to be long term growth driver 
The share of value added products (excluding SMP) in the sales portfolio 
has increased from 48% in FY12 to 58.3% in FY16. The organised milk 
segment forms only 22% of the total milk industry. The proportion is 
estimated to increase to 25.5% by FY20E. With increasing urbanisation, 
growing consciousness towards health & nutrition coupled with higher 
discretionary income and shift in demand from the unorganised to 
organised market, Prabhat is positioned well to leverage this opportunity. 
Cheese ramp-up to fuel growth; capex cycle end to improve return ratios 
To tap the opportunity in high growth cheese industry, Prabhat has 
commissioned the third largest cheese plant in India with a capacity of 30 
MT/day in FY16 (to be ramped up to ~25% capacity utilisation by FY18E). 
The company is focusing on the fast growing hotel, restaurant & cafe 
(HORECA) segment and B2B segments for cheese and has already 
procured orders from major pizza and burger chains. Further, with the 
end of the capex cycle, ramping up of the cheese facility and increase in 
utilisation level of other value added products, the company’s subdued 
return ratios may improve. 
 

Exhibit 1: Financial Summary 
(| crore) FY13 FY14 FY15 FY16

Net sales 641.1 856.7 1,003.7 1,170.9

EBITDA 72.4 90.4 103.9 119.7

Net profit 13.8 20.2 26.3 24.9

EPS (|) 2.3 2.8 3.7 2.6

P/E (x) 12.0 13.1 26.5 38.1

EV/EBITDA (X) 16.8 13.7 12.9 9.2

RoCE (%) 9.3 9.2 9.0 9.6

RoE (%) 5.8 6.4 7.5 3.8

D/E (x) 1.1 0.9 1.1 0.2
 

Source: Company, ICICIdirect.com Research 
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 Rating matrix 

Rating : Unrated
Target : NA
Target Period : NA
Potential Upside : NA

 
 Key financials 

| Crore FY13 FY14 FY15 FY16
Revenues 641.1      856.7      1,003.7   1,170.9   
EBITDA 72.4        90.4        103.9      119.7      
Net Profit 13.8        20.2        26.3        24.9        
EPS (|) 8.1         7.5         3.7         2.6         

 
 Valuation summary 

FY13 FY14 FY15 FY16
P/E 12.0        13.1        26.5        38.1        
EV / EBITDA 16.8        13.7        12.9        9.2         
P/BV 0.7         0.8         2.0         1.5         
RoNW (%) 5.8         6.4         7.5         3.8         
RoCE (%) 9.3         9.2         9.0         9.6           
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Management meet highlights 
• The company has 450 collection centre spread across 1200 villages 

where it procures directly from 50,000 farmers. Additionally, it 
procures indirectly from 20,000 farmers. The current procurement 
cost to the company is | 27/litre and is expected to increase to | 28-
29/litre in the near future 

• Currently, the company derives 70% of its sales from B2B clients and 
the rest from B2C. However, it is shifting its focus to increase the B2C 
share with the aim of increasing the contribution from the B2C 
segment to 45-50% by FY20E. B2C segment largely includes value 
added products like ghee, buttermilk, flavoured milk, curd, paneer, etc 

• The company enjoys better operating margin than other companies in 
the dairy space despite being mainly into institutional clients because 
of its focus on the ingredient product supply attracting higher margin. 
It manufactures speciality ingredients (sweetened condensed milk, 
skimmed milk powder (SMP), nutrition supplements for baby food 
etc) for clients like Mondelez India, Abbot Healthcare and co-
manufacture (UHT milk, curd, ghee, flavoured milk etc) for Britannia, 
Mother Dairy and others 

• The top 5 clients of the company constitute 30-35% of the total 
company’s sales. The top client for the company is Mondelez, which 
has a 15% contribution in sales followed by Britannia, Abbott, Jubilant 
Foods and Patanjali 

• With the change in the recipe of Mondelez, the company has got into 
a five year contract to supply the milk powder (quantity + quality 
agreement). Additionally, Prabhat’s agreement with Mondelez 
includes procurement cost plus the margin for the company, which 
helps the company insulate itself from any impact due to increase in 
the procurement price 

• To increase its B2C contribution, the company has a two-fold strategy 
of a) focus on HORECA segment for products like curd and cheese 
and b) increase in distribution network, mainly the Tier II and III cities 

• The average collection day for the company is 60-90 days for the B2B 
segment and 45 days for B2C segment. For B2C segment, the 
collection day depends on the shelf life of the product, which varies 
from a day for pouch milk to nine months for ghee 

• To increase the brand visibility and retail share of sales, Prabhat is in 
the process of increasing its marketing cost to 4-5% of retail sales 
from 2% currently.  

• Milk constitutes 70-75% of total raw material, followed by packaging 
cost and sugar 

• The company currently procures milk from Ahmednagar, Pune, 
Nashik and other adjoining districts in Maharashtra. With increasing 
capacity utilisation levels and ramping up of the cheese plant, the 
company is aiming to penetrate further in Pune, Nashik and start 
procurement from Sholapur as well to meet its raw material 
requirement 

• The company is already done with the capex. There is no capacity 
addition on the cards in the near future. It expects a capex of | 25-30 
crore over two years to expand its distribution network 
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• Cheese is the fastest growing dairy segment and is expected to grow 
at a CAGR of 31.3% from FY15-20E. Prabhat has commissioned the 
third largest cheese plant in India with a capacity of 30 MT/day in 
2015 at its Shrirampur plant at a cost of | 140 crore 

• The company is currently operating at average capacity utilisation of 
60% 

• The company has | 40-45 crore of long term debts. Rest all are 
working capital loan. Average cost of debt for the company is 10% 

• Sunfresh Agro Industries, the wholly-owned subsidiary of the 
company, has received the certificate of ‘mega project’ in FY16 under 
which it is entitled to receive incentives in the form of VAT refund for 
a maximum amount of | 260 crore over a period of seven years. 
However, the management expects to receive only | 120-130 crore 
due to lower VAT on dairy products. This refund will reflect under the 
other operating income to the company 

 
Exhibit 2: Operational performance  

FY15 FY16 % growth FY15 FY16 % growth FY15 FY16 % growth

Milk 7.7 8.8 13.8 236.8 242.2 2.3 30.6 27.5 -10.2

Milk powder 1.3 1.9 47.6 299.9 333.6 11.2 238.0 179.4 -24.6

Butter+Ghee 0.4 0.9 154.3 110.3 245.9 123.0 315.1 276.3 -12.3

Condensed milk 4.1 4.3 4.3 283.7 268.9 -5.2 68.5 62.2 -9.2

Curd 0.3 0.4 32.1 15.0 18.8 25.0 53.6 50.7 -5.4

Ice cream 0.1 0.2 33.3 9.5 12.1 26.5 79.5 75.4 -5.1

Flavored milk 0.0 0.0 -50.0 1.1 0.8 -25.7 56.5 84.0 48.7

UHT 0.2 0.3 81.3 6.1 11.8 92.2 38.3 40.6 6.0

Cheese, paneer, shrikhand - 0.0 NA - 2.2 NA - 219.0 NA

Total product sales 14.1 16.7 18.8 962.5 1,136.2 18.0 68.5 68.0 -0.7

Qty Vaue Per unit

 
Source: Company, ICICIdirect.com Research 
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Exhibit 3: Portfolio shifting towards B2C, value added products (VAP) 

FY12 FY15 FY16 FY20E

B2B 89% 76% 70% 50%

B2C 11% 24% 30% 50%

Milk 47% 25% 21% NA

VAP 53% 75% 79% NA
 

Source: Company, ICICIdirect.com Research 

 
 
 

Exhibit 4: Revenue trend  

483.0
641.1

856.7
1003.7

1170.9

0.0

500.0

1000.0

1500.0

FY12 FY13 FY14 FY15 FY16

(|
 c

ro
re

)

Net sales (| crore)
 

Source: Company, ICICIdirect.com Research 
 

Exhibit 5: EBITDA & EBITDA margins trend (%) 
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Source: Company, ICICIdirect.com Research 
 

 

 
 
 

Exhibit 6: PAT trend 
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Exhibit 7: Return ratios (%) 
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RATING RATIONALE 
ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns 
ratings to its stocks according to their notional target price vs. current market price and then categorises them 
as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional 
target price is defined as the analysts' valuation for a stock. 
 
Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction; 
Buy: >10%/15% for large caps/midcaps, respectively; 
Hold: Up to +/-10%; 
Sell: -10% or more; 
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