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Parag Milk Foods – Let This Drink GO 

 
 Date 4th May 2016 

 Price range: Rs. 220-227 and Period: 4 – 6th May 2016  

 Advice: Average offering. AVOID.  

 Small Cap – Rs 1900 cr. Mkt Cap 

 Industry – Dairy Foods  

 PMF makes a range of branded milk and dairy products.  

 PMF had revenues and profits of Rs 1442 cr. and Rs 29.47 cr. in FY15. PMF’s revenue, EBITDA and 

PAT has grown 21.6%, 20.8% and 24.8% CAGR over the last 3-4 years.  

 They derive all of their products only from cow’s milk. Their milk processing capacity is 2 million 

litres per day and their cheese plant has the largest capacity in India, of 40 MT per day.  

 Their brands of ‘Gowardhan’, ‘Go’, ‘Pride of Cows’ and ‘Topp Up’ are growing fast.  

 While the market is large and the premium segment they target is attractive, there is intense 

competition and PMF needs to be aggressive to be a significant national player.  

 The IPO pricing has been average leaving little on the table for current investors. 

 The IPO is rated as average, and Retail Investors can AVOID it.  

Here is a note on Parag Milk Foods Ltd. (PMF).  

IPO highlights 

 IPO is open from 4-6th May, with Issue Price band: Rs.220-227 /share, Retail Discount is Rs 12 /share  

 Shares offered to public: 3.37 crores of Face Value: Rs. 10 per share, Market Lot is multiples of 65  

 Shares offered are 40.4% of post equity. Promoter holding will fall from 61% to 44%. 

 IPO is of Rs 767 cr. of which Rs. 467 cr. is OFS and Rs 300 cr. is a fresh issue of shares.  

 
Exhibit 1 – Top 5 selling shareholders 

Top 5 selling shareholders
No of shares offered 

via OFS route

IDFC PE 8,259,928

IBEF I (Mauritian Company) 3,917,238

IBEF (Indian Business Excellence Fund) 2,109,283

Netra Shah 2,004,633

Placid Limited 1,200,000
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 The fresh issue proceeds would be used for 1) Expansion and modernization of plants (Rs 147.7 cr.) 

2) Investment in Subsidiary (Rs 2.3 cr.) 3) Repayment of Working Capital Loan (Rs 100 cr.) 4) Balance 

for general corporate purpose – Rs 50 cr. 

 The offering is available to institutional, non-institutional and retail in ratio of 75:15:10.  

Introduction 

 Parag Milk Foods is a manufacturer and marketer of branded milk and milk products in India.  

 PMF had revenues and profits of Rs 1442.0 cr. and Rs 29.5 cr. resp. during FY15. 

 Started in 1992, the firm is now an integrated dairy firm that makes fresh milk, cheese, ghee, whey 

proteins, paneer, curd, yoghurt, milk powders and dairy based beverages. See Fig 5.  

 PMF’s range is of long shelf-life food and beverage products that sells to retail and institutional 

customers across India. Derived only from cow’s milk, the milk processing capacity is 20 lakh litres 

/day and the cheese plant with a capacity of 40 MT/day has the largest production capacity in India.  

 ‘Gowardhan’ and ‘Go’, are their flagship brands for ghee, cheese and other products. See Fig 2.  

 Their supply chain network includes procurement from 29 districts in Mah., AP, Karnataka and TN, 

and 3,400 milk collection centers in villages. Milk is procured from milk farmers, chilling centers and 

bulk coolers. The average milk procurement for FY16 was 10 lakh litres/ day. See Fig 3.  

 PMF has an extensive sales and distribution network, which covers 15 depots, 104 super stockists, 

3,000 distributors and a sales and marketing team of 560.  See Fig 3. 

 Institutional customers include Yum! Restaurants (for Pizza Hut, Taco Bell and KFC), Jubilant 

Foodworks (for Domino‘s Pizza) and Sankalp Recreation (for Sam‘s Pizza).  

 In 2005, PMF set up their Bhagyalaxmi Dairy Farm at Manchar, to educate farmers about best 

practices of breeding, feeding, animal management and improving productivity. The dairy farm is 

fully automated and houses 2,000 holstein breed cows. Bhagyalaxmi Dairy Farm supplies fresh milk 

under their ‘Pride of Cows’ brand in Mumbai and Pune. See Fig 4.  

 
Fig 2 – PMF brands/ Fig 3 - Geographic Presence  
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Fig 4 – PMF’ production/processing capacity             Fig 5 – PMF’s segment revenue 

 PMF has an R&D team comprising 8 personnel, based at their Manchar facility.  

 The dairy industry is highly competitive and they compete with PSU, regional and local companies as 

well as MNCs, like GCMMF (Amul), Britannia, Mother Dairy, Nestle and Hatsun Agro Products. 

Business Model, News and Updates 

Here is a table which gives the pricing information in various segments of PMF and competitors. 

 
Exhibit 6 – Pricing of products    * Prices are normalized 

 We can see that PMF is a premium player in most categories. Exhibit 6.  

 PMF is planning a capital investment of Rs 150 cr. to 1) Expand production at both Manchar (Pune) 

and Palamaner (Chittoor, AP) 2) Introduce new lines of milk-based beverages 3) expand R&D to 

develop new innovative products. 

 PMF tied up with German cheese maker Hochland in Nov 2015 to imported their product Almette 

fresh cream into India, co branded as Go-Almette and marketed by PMF.  

 PMF is planning to export cheese to Russia as they have recently relaxed import conditions.  

 PMF recently started production of whey powder, a by-product of cheese, from Manchar. 

Investments will be Rs 110 cr for Phase-I which will increase to Rs 170 cr. later.   

 PMF launched fresh cream under the brand Go to penetrate the largely unorganized segment. 

 PMF launched ghee in sachets under its Gowardhan brand in two SKUs of 18 ml and 9 ml at Rs 20 

and Rs 10, resp. to drive rural consumption. PMF has expanded its footprint by launching various 

milk product variants in Punjab, Haryana, Delhi, Chandigarh and Chattisgarh.  
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 PMF has an experienced management team. Mr. Devendra Shah (Chairman) promoted India’s 

largest cow farm Bhagyalaxmi Dairy farm. Mr. Pritam Shah (MD) brought in the best mfg. technology 

for the firm. Mr. H S Oberoi (President) holds a B. Tech and is a Mozzarela Cheese Mfg. expert with 

51 years of dairy industry experience. Mr. Bharat Kedia was appointed CFO recently.  

 The supply of raw milk is seasonal. Cows generally produce more milk in temperate weather, and 

extreme cold or hot weather could lead to low production. So raw milk procurement and production 

is higher in winter months. In contrast, the demand for products such as curd and beverages are 

higher in the first half during summer months and the demand for ghee is high during festive 

seasons. Hence financial performance and metrics can vary through the year.  

 PMF has won industry awards and recognition. The ‘Gowardhan‘ brand was ranked a top 25 most 

trusted brand in food products by ET in 2014. ‘Go Cheezooz’ was awarded the Best Children‘s Dairy 

Product for product innovation at the Dairy Innovation Awards 2012 and ‘Go Cheese’ was awarded 

India‘s Most Promising Brand 2014-15 in FMCG by World Consulting & Research Corp in Dec 2015.  

 On day 1, the IPO was 10% subscribed, a slow start.  

Industry Outlook 

 Globally, 66% of milk and dairy products are consumed for factory use, 33% for fluid use and 1% for 

feed use. The global production of milk grew at a CAGR of 2.3% between 2010 to 2014, reaching 792 

MMT. This growth was driven by population, disposable incomes, urbanization and westernization. 

 For the years between 2015 and 2020, the total production of milk and milk products is expected to 

grow at a CAGR of 2.1% to reach 901.2 MMT by the year 2020. The European Union, India and the 

USA currently account for 20.3%, 18.3% and 11.9%, resp., of global production of milk and dairy 

products (2014). Further milk and dairy products production is expected to increase in India at a 

CAGR of 4.2% over 2015-20, and India will be the largest milk and dairy products producer by 2020. 

 In terms of consumption, the EU was the biggest consumer of milk, consuming 140 MMT of milk in 

2011, followed by India, the United States, China, and Russia. 

 India currently lags behind in dairy exports, accounting for only 1.3% of the total exports in 2014. 

However, the potential for dairy exports from India is immense, since it is surrounded by milk deficit 

countries such as China, Hong Kong, Singapore, Malaysia, Japan, UAE, Oman, etc. 

 The per capita consumption at 97 litres p.a. is below that of other markets, except China. Production 

grew from 17 MMT (FY1952) to 147 MMT (FY2015). India is the biggest producer. India also 

consumed 138 MMT of milk in FY 2015 and is the largest consumer.  

 In 2014, India‘s dairy industry size was Rs 4,06,100 cr, growing at 15.4% CAGR during 2010-14. 

Production of milk and dairy products will increase from 147 MMT (2015) to 189 MMT (2021). The 

dairy industry will grow at 14.9% CAGR till 2020, to reach a value of Rs 9,39,700 cr. by 2020.  

 Indian dairy has both organized & unorganized parts, former is cooperatives & private dairies.  

 In 2014, 30% of the total marketable milk in India was by organized sector, with private players 

processing 55% and cooperatives 45% in the organized segment.  

 During 2010 to 2014, the organized segment grew at 20.7% CAGR while unorganized grew at 14.2% 

CAGR. The organized segment may grow faster at 19.5% between 2015-20, accounting for 25.5% of 

the industry by 2020. The unorganized segment will grow slower at 13.2% CAGR to account for 

74.5% of the total Indian dairy industry by 2020. Source IMARC Report 2015/ Parag Milk RHP.  
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 PMF roughly has a 0.98% market share of the milk segment in the organized sector in India. Also 

PMF has a 1.80% market share in the organized sector within the entire dairy industry. 

Financials of PMF 

 PMF’s revenue, EBITDA and PAT has grown 21.6%, 20.8% and 24.8% CAGR over the last 3-4 years.  

 For 9 months of FY16 the EPS stands at Rs 3.78, whereas it was Rs 3.49 in FY15. Thus the projected 

EPS for FY16 at Rs 5.04 is up by 44.4% over FY15, thus signaling good growth. Note FY16P data is a 

simple extrapolation of data available for the first three quarters of FY16.  

 The operating margin has increased from 5.3% (2011) to 10.1% (2015) and 11.77% (9m FY16). The 

profit margin also rose from 0.10% (2011) to 2.04% (2015) and 2.59% (9m FY16). The margins are 

likely to improve due to falling interest rates and debt repayment. 

 PMF has been able to generate Free Cash Flow in 2015 and 2016. The FY16 projected cash flows do 

not seem to be promising.  

 
Fig 7 – PMF Financials/ Fig 8 – PMF Cash Flow Position 
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Positives for the IPO  

 PMF has been successful in creating good brands which is critical for a consumer foods company. 

 PMF is a premium player in the large dairy products sector. There is ample market potential here.  

 PMF growth has been strong in the last 4 years, and the growth is likely to continue.  

 PMF is innovative and periodically enters new segments. They tied up with Hochland to import and 

sell cheese in India. PMF started selling ghee in sachets to increase rural consumption. They entered 

segments of fresh cream and whey protein. Thus the management is dynamic and aggressive. 

 The promoters of the company have years of solid experience in milk and dairy related industry.  

Internal Risks 

 Seasonality and the supply chain are critical elements of PMF’s success. Sharp seasonal variations 

like drought and summer heat can affect operations and production. Similarly, solid quality checks, a 

robust cold chain and rapid transport are key elements of the supply chain, and PMF executives 

need to be ever vigilant.  

 The emergence of modern trade channels in the form of hypermarkets, supermarkets and online 

retailers may adversely affect their pricing ability. At the same time there is an opportunity to widen 

distribution through these channels.  

 The dairy products industry is intensely competitive and their inability to compete effectively on 

price, distribution and quality may adversely affect their business.  

 They have had negative free cash flows in the past and this may repeat in the future. 

External Risks 

 Recent issues with Maggi at Nestle India indicate a poor environment for food quality checks and 

weak systems for monitoring, approvals and regulation. PMF needs to stay on top of current 

regulations & approvals, as well as react fast to any complaints and defuse any conflict situations.  

 Milk Adulteration: Recent studies have concluded that milk adulteration is rampant in India. PMF 

can also be a victim to this so they need to track inventory, losses and the distribution chain.  

 The company has not registered several trademarks and so may not be able to prevent infringement 

of its trademarks until such time that this registration is granted.  

Benchmarking 

 
 Exhibit 9 - Benchmarking 

Particulars
Parag Milk 

Foods

Prabhat 

Dairy

Hatsun 

Agro

Manpasand 

Beverages

Heritage 

Foods
Britannia Nestle

Jubiliant 

Foodworks

Revenues (FY15) 1442 1001 2933 360 2073 7858 8175 2093

EBITDA (FY15) 110 103 205 65 91 1098 1164 263

Profits (FY15) 29 21 37 30 28 562 890 112

Market Cap              1,911              1,087         4,905              2,703             1,187         34,330      56,751              8,766 

PE (x) 42.62 46.62 56.89 63.56 23.14 43.41 71.48 80.46

Price to Book Value (x) 5.41 1.70 18.65 2.79 6.12 27.55 20.15 13.56

3 Yr CAGR Sales (%) 17.15 27.45 22.3 61.34 14.16 12.73 -0.64 27.12

3 Yr CAGR Profit (%) 24.82 30.30 13.14 69.87 40.77 46 -5.9 1.22

Debt to Equity Ratio (x) 1.05 1.03 2.76 0.67 0.8 0.14 0.01 0

EBITDA Margin (%) 7.61 10.25 6.98 17.93 4.38 13.97 14.24 12.55

Net Profit Margin (%) 2.04 2.10 1.34 8.33 1.37 8.76 6.89 5.31

Return on Equity (%) 11.50 6.66 19.54 20.97 15.26 55.01 31.47 18.57
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We benchmark the Parag Milk Foods financials against dairy peers, and foods companies. 

 The PE and P/B of PMF appears to be in line with the peers. The firm has not left enough on the 

table for investors. See Exhibit 9.  

 Growth rates are again average, neither poor nor high. The IPO will lower debt levels here.   

 Margins are low, but in line with dairy sector peers.  

 Overall we feel that there is ample room to grow in this sector, and an acceleration in revenues over 

the years can allow PMF to ramp up margins and ROE.  

Overall Opinion 

 Indian foods and particularly dairy sector are attractive and very large. There are many players, so 

the opportunity is in a premium products play. 

 PMF has good brands and is in precisely this premium brands market. 

 So far the focus has been on revenue growth, the focus has to shift over the years to margins 

improvement. With established brands, this is a good possibility.   

 PMF is focused on institutional investors with this offering, as the offering is available to 

institutional, non-institutional and retail in ratio of 75:15:10.  

 The IPO is rated as average, and Retail Investors can AVOID it.  

Disclaimer 
This document has been prepared by JainMatrix Investments Bangalore (JM), and is meant for use by the recipient only as information and is 
not for circulation. This document is not to be reported or copied or made available to others without prior permission of JM. It should not be 
considered or taken as an offer to sell or a solicitation to buy or sell any security. The information contained in this report has been obtained 
from sources that are considered to be reliable. However, JM has not independently verified the accuracy or completeness of the same. JM has 
no known financial interests in Parag Milk Foods or any related group. Neither JM nor any of its affiliates, its directors or its employees accepts 
any responsibility of whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any 
omission therein. Recipients of this report should be aware that past performance is not necessarily a guide to future performance and value of 
investments can go down as well. The suitability or otherwise of any investments will depend upon the recipient’s particular circumstances and, 
in case of doubt, advice should be sought from an Investment Advisor. Punit Jain is a registered Research Analyst (SEBI Registration No. 
INH200002747) under SEBI (Research Analysts) Regulations, 2014. JM has been publishing equity research reports since Nov 2012 . Any 
questions should be directed to the director of JainMatrix Investments at punit.jain@jainmatrix.com. 
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