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Moderator: Ladies and gentlemen good day and welcome to the DFM Foods Limited Q2 FY17 Earnings 

Conference Call. As a remainder all participant lines will be in the listen-only mode and there 

will be an opportunity for you to ask questions after the presentation concludes. Should you 

need assistance during the conference call, please signal an operator by pressing ‘*’ and then 

‘0’ on your touchtone telephone. Please note that this conference is being recorded. I now hand 

the conference over to Mr. Raghavendra Jaipuria, thank you and over to you sir. 

Raghavendra Jaipuria: Good morning everyone and welcome to DFM Foods Q2 FY17 Results Conference Call. 

Today for the call, we have the senior management represented by Mr. Rohan Jain – Deputy 

Managing Director, Mr. Rajiv Raina – Executive Director; Dr. Rajiv Bhambri – Group CFO; 

and Mr. Davinder Dogra – Company CFO. Before we start the call, I would like to mention 

that in today's conference call some of the statements might be forward looking in nature. I 

would request Mr. Raina to make his opening remarks, thank you and over to you sir. 

Rajiv Raina: Thank you Raghavendra, good morning to everybody. Thank you for joining us on the DFM 

Foods Quarter 2 FY17 Earnings Call. We trust you have received and reviewed our results. 

As you are aware our business is seasonal in nature with quarter 1 being lean and sales picking 

up in Q2 with summer abetting and schools reopening. The same was seen during the current 

year with sales improving from Rs. 75 crores in Q1 to Rs. 89 crores in the current quarter. The 

increase however was muted with the overall demand environment being sluggish and the 

response to consumer promotions being somewhat subdued. When compared with the 

corresponding quarter, sales will lower by 8% and were at the same level for the half year at 

Rs. 164 crores. 

During the last financial year, the company grew at an extremely rapid rate of 35% on the back 

of a change in its marketing strategy wherein differentiated consumer promotions that with TV 

advertisements were offered every 2 to 3 months. While we continue to build on this initiative 

during the current year, it may be noted that there is an element of variability associated with 

such marketing promotions which is dependent on how well the consumers receive such 

initiatives from time-to-time. 

Going forward, we will continue to focus on differentiated and innovative marketing programs 

on a constant basis and while there may be variations on a quarter-on-quarter basis, they will 

certainly propel growth in the medium to long-term. 

On the cost front, most expenses were under check. Gross margins for the half year stood at 

39% and were up 93 basis points when compared to last year owing to lower gift cost and 

laminate prices. Employee cost and other expense is also at similar levels as a percentage of 

sales. EBITDA for the period was Rs. 15.7 crores and margins stood at 9.6% same as last year. 
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PAT was higher by 5% at Rs. 7.2 crores, it may be noted that during the current year, the tax 

rate is lower on account of the investment allowance pertaining to the investment in plant & 

machinery for the brownfield expansion being undertaken. Work on the brownfield capacity 

expansion progressed well during the quarter and the same is likely to be commissioned by 

January. The total project shall cost Rs. 62 crores with a revenue generation potential of Rs. 

200 crores. Post this expansion our total extrusion capacity will stand at 30,000 metric tonnes 

per annum. 

We as a company realize that in order to sustain higher growth levels, it will require more than 

just innovative marketing strategy. For this reason, going forward, our key focus areas will be 

to expand our distribution network and introduce new products/product categories. 

On the distribution front, we will expand a distribution network to newer geographies while 

simultaneously plugging in gaps and existing markets, the brand CRAX has always enjoyed 

higher visibility and trust with the CRAX customers. We will focus on introducing new 

product lines that leverage the brand and the existing distribution system over the next 12 to 18 

months. These two initiatives together shall create synergy thus yielding higher growth and 

profitability. 

Moderator: We take the first question from the line of Ajay Thakur from Anand Rathi.  

Ajay Thakur: Sir just to begin with, if I were to look at YOY growth, it has been a bit muted at a decline of 

around 8% and going ahead, how do you see this outlook in terms of a YOY growth because I 

believe most of the street people would be looking at a YOY growth in excess of around 15% 

to 20% at least given the fact that we have a very small base to grow on. So, from that 

perspective we just wanted to check on your thoughts on the demand trend or the initiatives 

that you are taking to grow consistently at around ~15% to 20% YOY basis, any thoughts on 

that front. 

Rohan Jain: Hi, Ajay, the quarter-on-quarter growth is at negative 8%. For the half year we stand flat, 

clearly we would like to up this growth rate, we would also like to grow at about 15% to 20%, 

so that would be the idea going forward over the next few years. We are as Mr. Raina 

mentioned in his opening remarks, are looking at 2 prong strategy where we will look at a 

faster distribution expansion coupled with introduction of new products or product categories 

over the next 12 to 18 months. Also going forward beyond that to help us grow at a rate faster 

than what we have seen in the current year. But what we should note is that last year the 

company has grown at 35%, while I agree that the overall base in the context of the overall 

market may be somewhat small at last year's annual turnover was Rs.390 crores but last year's 

base was 35% higher than the year before that and this was a sea change that was affected in 

our marketing strategy last year, we are continuing to build upon that during the current year 

and as mentioned in the opening remarks, some promotions do better than others, we 
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continuously vary our consumer promotions but the demand environment in the current year 

does seem to be sluggish but there is little we can do about the overall demand environment 

and I guess we have to focus on what we can do which is as I said a faster distribution 

expansion, we will continue to invest in our brands and at the same time look at introduction of 

new products which we have not done much off over the last 2 years being constrained for 

capacity. 

Ajay Thakur: In terms of the distribution expansion as you mentioned, can you give me some numbers on 

that front as to what kind of distribution expansion we are looking at to add for the current year 

or the next few years. 

Rohan Jain: We can possibly look at some numbers offline, what I can say is that we are working on both 

ends, one is of course we are in our stronger markets such as the North Zone, there is room to 

grow by expanding our distribution to the next rung of towns where we are currently not 

present. There is also scope to add or increase our direct reach, so currently as we do have 

about 2.6 Lakh retail outlets, there is a scope to all across the nation and now from a direct 

coverage perspective, there is obviously room to grow that both in the North and other zones. 

In the other zones of course the gaps are that many more in existing towns as well as the towns 

that have yet not been opened up, so without being specific number we will look to do both of 

these looking at new markets as well as deepening our distribution in existing ones. 

Ajay Thakur: On GST front, any clue/thoughts on what could be the number the tax rate that we could be 

included in or how it could be impacting us. 

Rohan Jain: Well I think my knowledge is as much of yours. I think we still to know the standard tax rates 

as are either 12 or 18. We really don’t know actually where exactly at this point and I think 

hopefully we will know soon enough. Sir at this point, it is uncertain actually which tax slab 

we will be in, I mean the talks if it could be the 12 or 18. So it will all depend, it still not, there 

is still not full clarity on this subject. 

Ajay Thakur: Okay, and you have mentioned about the tax allowance, can you just give some idea on the 

what could be the tax rate, any guidance on the tax rate for the current year or the next year. 

Rohan Jain: I think it would be around 25% or so for the year thereabouts. 

Moderator: We take the next question from the line of Mitul Mehta from Lucky Investment.  

Mitul Mehta: Well Rohan couple of questions, obviously been a very-very soft quarter than what we had 

envisaged in our Q1 press release the sales did not pick up the way we thought. Sir, just a very-

very practical and a ground level question to you. You know, when I actually do my channel 

checks, now obviously incrementally the competition is going up, we have seen yellow 
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diamond coming up with similar kind of product. As far as reach and distribution goes, what 

sort of efforts are we putting at the ground, because we still believe that there is enough 

opportunity for us to place our product in many-many stores which are yet not visible. 

Specially in places where we live in Maharashtra and Central, in big cities especially 

catchment where there is very high density of kids schools because it is a very-very kid driven 

product, so wherever you have placed your products which are closer to the schools the 

product is doing exceptionally well but still the gaps are missing a lot, can you thus address 

this issue in a little better way. And secondly Rohan if you see our last 10 year CAGR growth 

has been pretty healthy, we have grown at 25% CAGR barring 1 or 2 years where our growth 

rates is actually observed. Do you still believe in your strategy that we can grow at this clip 

once our new capacity come into play and the operating leverage should kick in, therefore our 

margin should look better? And secondly our brown field expansion Capex seems to have 

obviously gone, you earlier being guiding about Rs.70 to 75 crores but now your press release 

talks about Rs. 62 crores, so what have you done that has led to decrease in your cost that is 

quite commendable, I just want to get your understanding. 

Rohan Jain: I think there are three questions, I will try and remember what they were. The first question 

you talked about was pertaining to the gap that exist, so first of all it is great to know that as an 

outside person you are able to conclude that there are several gaps in the market place, we are 

cognizant of this gap but we have to ensure that we try and cover this gap in a manner which is 

sustainable and viable. It is not an overnight process, we don’t believe in sort of just purely 

dumping stocks in the wholesale and then let it go wherever it does. We want to build a 

sustainable distribution network. We have been working on that, but it is a time consuming 

task and we are looking to do that. We obviously have to be very hands on at the ground level. 

We have to have the proper team in place, and we have continuously been trying to build that 

team on the ground. There have been some changes in the senior levels in sales as well. We 

now feel we have a stable structure and we are continuing to develop our team, energize them, 

train them and all these initiatives will and then prepare detail plan and we are continuing to 

look at ways of how we can viably address some of the gaps that you talked about. We realize 

that there are gaps and which is where I guess the opportunity and potential lies so that is 

something we will certainly look to do as we go forward. Your second question pertain to the. 

Mitul Mehta: Lower cost on the Brownfield expansion. 

Rohan Jain: That was the last one. 

Mitul Mehta: Yes that was the last one and in between we have grown a 10 year CAGR growth. 

Rohan Jain: You talked about the growth. So we certainly hope that we can try and maintain similar growth 

momentum in the future, of course we are dealing with a higher base level than what we were 

back in 2005, 10 years ago, but not to say that the opportunity is over. I think the opportunity 
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does exist, the gaps may be lesser than what they were in terms of both awareness creation as 

well as distribution but the opportunity still exists, like you yourself pointed that there are gaps 

in cities like Mumbai, which is a fairly well covered market, there are gaps there and then we 

have there exists other markets which were we are hardly there or not there. The gap as I said 

the North as we mentioned on the last call also, North still constitutes 80% of our overall 

business and I think the urban population spread in the North is about 40%, so that again tells 

you about the potential that exist outside of the North as well. We would possibly need to look 

at all the growth that we have seen pretty much over the last 10 years or so has been pretty 

much coming in from the CRAX Corn Rings. If we have to grow at a clip similar to what we 

have seen, we may possibly need to be more aggressive on introduction of new products. Over 

the last several years, we have not been able to do that with all our focus being on rings and 

capacity sort of being constrained pretty much all through this period. With the additional 

capacity coming in, which is literally a 50% enhancement from 20,000 metric tons to 30,000 

metric tons per annum, that will give us a lot of headroom to potentially consider the 

introduction of other products so that when the management will look at sort of introduction on 

new products in a more aggressive way along with the distribution expansion. The two 

together I think will work very well because there will be synergy there, any new products that 

we launch will only aid our distribution expansion effort by increasing distributor viability etc., 

and on the other hand the more we expand the distribution ways I guess the larger number of 

outlets we have to actually push a new product through, so we hope that we can try and 

maintain that kind of growth rate. There will be years where this growth rate exceeds the 

normal trend. There will be years where it can be slower but on average on a sort of 

compounded annual growth rate level perspective we would like to sort of grow at a similar 

clip as we have seen over the last few years.  

Your last question was pertaining to the cost of the project. We had estimated certain cost, and 

there have been certain favorable movements as far as the exchange rate is concerned, that has 

helped and there is as we get into actually making those investments and placing orders of 

plant and machinery there can always be some variation from the initial budget, so I think it is 

good in a way that we have been able to sort of the latest estimate stands at a little bit lower 

than what the initial estimate was. 

Mitul Mehta: Rohan last question, if you allow me, particularly in quarter 2 I mean what I have seen is that 

our advertisement intensity have fallen, the frequency which I used to see in your previous 

quarters have not come through in quarter 2 and we have just had a recent a new promo 

launch, so when can we expect to see ad, because generally what I have seen and observed is 

that whenever you advertise, the velocity of the product has been significantly higher, at the 

ground level, so your take on this going forward also how are you going to push your 

advertisement strategy and how much room is still left as far as you innovating toys every now 

and then, so it is going to be an ongoing exercise so can you just take us through this. 
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Rohan Jain: As far as room for innovation goes who knows, we have to keep working by looking at new 

ideas and new toys and new concepts and we will continue to do that. As I said  variations 

from promo-to-promo can always be there, that could be one promotion that works superbly 

and there could be one which does not work as well. Effort and endeavors always to look at 

new concepts and new ideas and things and taking our insight and understanding of the 

consumer of the child and trying to give him stuff which he will like, so that remains an 

ongoing effort like you said. On the advertising expenditures, our intensity actually has not 

gone down in Q2 neither in terms of money, our advertisement spend as the percentage of 

sales has not gone down and nor in terms of the intensity in terms of how we structure our 

campaigns on TV. We have continued to take the same number of channels as we have been, 

we have continued to take the same number of spots on per day and the number of weeks of 

advertising has remained the same as what we normally maintain. The advertising is always 

timed with the launch of promos and with the promo that was affected in quarter 2 the 

advertising was timed with that. With the promotion now having changed over to the next one, 

the advertising is currently on for the next promo, so actually it may be a question, I mean I 

don’t know how much of cartoon channels you have actually seen or watched but from our 

side there has been no change in the intensity and from a spot placement perspective, I don’t 

think there has been any sort of dip in terms of servicing by the channels, so there has been no 

real dip in intensity on the advertising. 

Mitul Mehta: Any new hiring that you have done at the sales level. 

Rohan Jain: There has been at the ground level of course there is some attrition that happens, but we had a 

head of space coming in May, there have been some change in that position. There was a little 

bit of a gap in that position for about 6 to 8 months and so that position was filled in May of 

this year, with that we hope it will only help our endeavor, our distribution expansion effort. 

Mitul Mehta: And you still believe that we can get to Rs.1000 crore sales I mean over 5 to 7 years. 

Rohan Jain: I think so. 

Mitul Mehta: We provide that level of confidence sitting today and envisaging as to where we can eventually 

get through. 

Rohan Jain: See we can do little about the overall market scenario or the demand scenario, what we have to 

do whether it is distribution, whether it is investing in our brands, whether it is considering 

new products, we have to do all these things and we would certainly like to reach a Rs.1000 

crore turnover over the next 5 years or so. You know, how quickly it happens. I mean that is 

what we would like to and I think certainly that there is room in this category in our space to 

get there. We will obviously have to do the right things but the question we should ask 

ourselves is how can we get there and not whether we can, that is how we look at it. We have 
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to keep asking ourselves the questions of how we can get there and keep doing those things. 

There will be always hits and trials and some things will work better than others and some 

things won't work at all but I guess nothing missed or nothing gained, so we hope to get to that 

number at some point. 

Moderator: We take the next question from the line of Alpesh Thakkar from Centrum Broking. 

Alpesh Thakkar: My first question is after the new Brownfield project which would come in January 2017 most 

probably, what would be the capacity utilization that you would have after that? 

Rohan Jain: That would largely be a function of the sales just because there is an increase  in capacity does 

not mean that I will be able to sell. We saw last year in quarter 4, our sales did superbly well. 

Quarter four last year we had about Rs.125 crores in top line, annualized basis was Rs.500 

crores and that was literally the maximum that we could produce without taking up the current 

expansion. In light of what we saw we decided to take up the expansion and also keeping in 

mind that we would like to introduce new products, we would like to have head room rather 

than always catching our tailwind when it comes to capacity, it means that we will have a 

additional revenue generation potential of around Rs.200 crores per annum which means that 

the total turnover potential would reach about Rs.700 crores or Rs.650 to Rs.700 crores, per 

annum would be sort of the revenue potential after coming in of the new line, so utilization 

would largely be a function of how sales perform. 

Alpesh Thakkar: Can you give me breakup of different products which is CRAX Namkeen, NATKHAT and 

CRAX Corn Rings in terms of percentage. 

Rohan Jain: CRAX is about still about 82% to 83% is CRAX rings and then the balance is NATKHAT and 

Namkeens, Namkeens being a percentage higher than NATKHAT. 

Alpesh Thakkar: Okay and which is the fastest growing among these. 

Rohan Jain: Well NATKHAT has done alright this year, I mean overall we are flat, but NATKHAT has 

grown by about nearly about 10% for the half year, it is obviously a much-much smaller base, 

we haven’t actually done much with NATKHAT or in the marketing front and it is only now 

that we are beginning to we are looking to commence marketing activities for NATKHAT with 

the capacity becoming available and so we will try and grow that. CRAX rings of course bulk 

of our business remains to be CRAX Corn Rings and that must grow if we have to grow at an 

overall level. Namkeens is again an area which does about Rs.30 to Rs.35 crores of business 

per annum, not an area where we have had too much focus, but it is an area which still 

contributes to both top and bottom line but it is not a space which is growing very rapidly. We 

have done some rationalization in our portfolio as well where we have discontinued certain 

price points in Namkeens for example though Rs. 2 has gotten discontinued. One of the bigger 
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price points has gotten discontinued. We are more focused on the Rs. 5 and Rs. 10 and we will 

look to push that. 

Alpesh Thakkar: Okay, thank you sir and all the best for the next coming quarters. 

Moderator: Thank you, we take the next question from the line of Chirag Lodiya from Val-Q Advisors.  

Chirag Lodiya: What was the growth rate from North market and other markets, if you can break it up. 

Rohan Jain: It has been similar across geographies mostly, so for the half year if we have seen a flat top 

line that is I mean of course North and West have been similar, East we have been a little bit 

lower, we have had some internal challenges again in terms of manpower and some internal 

challenges there which we have been ranked to fix, there has been some gaps in the sales team 

which we have now filled. On the South zone, of course, we have only started in a year and a 

half ago or an almost 2 years ago now, so last year the base level was very low. South of 

course there is a big change in the growth rate, I mean the growth rate is very high b0ut there is 

probably because of the base effect of last year. 

Chirag Lodiya: Okay, so our existing North markets are flat, they are not degrown this quarter. 

Rohan Jain: No well for the half year they are flat, yes. 

Chirag Lodiya: Okay and correct me if I am wrong, when we say 20,000 metric ton capacity can generate 

Rs.500 crores of sales and when you are adding 50%, you are saying you will be generating 

Rs.200 crores of additional sales. 

Rohan Jain: Yes, so in the Rs.500 crores there is also a component of Namkeens, and you actually take that 

out. So the installed capacity is where we can do about Rs.500 crores but you take that out it is 

a little bit lower than that and it is a ballpark, also depends on how much contribution comes 

from NATKHAT, NATKHAT we pack a slightly extra grammage, so you can take this as a 

broad indicator. 

Chirag Lodiya: Okay, so in existing 20,000 metric tons if we produce 100% of CRAX it is Rs.400 crores 

turnover correct, is it that right understanding and when we are saying 50% addition, we are 

focusing on CRAX and not on other products. 

Rohan Jain: Sorry, we are sort of calculating the additional potential turnover from a CRAX perspective 

because that is what is the bulk of our business. 

Chirag Lodiya: Correct, and last thing what is our current indirect taxation incidence today. 
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Rohan Jain: We will have to calculate that, we worked that out because this VAT on products and then 

there is excise that we pay on certain raw materials for which we don’t get any benefit because 

we don’t pay excise in products. 

Chirag Lodiya: Okay so if you can just help me out what is the excise duty you pay today on production and 

what is the average VAT rate for you? 

Rohan Jain: We don’t pay, see that VAT rates are different from state to state. 

Chirag Lodiya: Average. 

Rohan Jain: Average VAT rate may be in the region of about 7% on products but there is an element of tax 

paid on raw material purchases as well which is significant. I mean I think the point you are 

trying to ask is what is my tax neutral rate as far as GST is concerned, so it is something that 

we have to still work out, a lot of it also dependent on what all is included in GST, there is 

some, I mean there is some clarity but then everything has to get decided and then we have to 

see how GST impacts my raw material suppliers, etc., but yes taking everything in to account, 

my current tax incidence will be higher than both 12 or 18. 

Chirag Lodiya: But what is the current VAT rate we are paying in North at least. 

Rohan Jain: As I said it is about 7%, the VAT rate on products. For example if Delhi is at 5%, UP is at 5%, 

there are other states which are at 12.5%, so the average is about 7%. 

Chirag Lodiya: And we are paying full excise duty or there are some exemption on excise duty as well? 

Rohan Jain: We are not paying excise duty on products. That is not sizeable but when we buy packaging 

material for example, we have to pay excise on that. When we buy syllable for example, we 

have to pay excise for that for which we get no credit on the output side. 

Moderator: We take the next question from the line of Tejas Shah from Spark Capital.  

Tejas Shah: My question pertains to the previous question that the GST rate if I heard correct, you were 

saying somewhere between 12 to 18%, is it correct, indirect tax rate incidence for you today. 

Rohan Jain: No, what I am saying is that the standard rates of GST are either 12 or 18, I don’t know which 

one where we will fall, but my current incidence of tax is probably higher than even 18. 

Tejas Shah: Okay, but then sir it does not add up because you are saying that your weighted average VAT 

is 7% and directly you are not paying excise duty so. 
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Rohan Jain: But we are paying excise on raw materials also so we will have to calculate the total tax that 

we are paying both on products and on raw materials then divide that by the value-added and 

then in terms of the value divided by the sales minus cost of sales and then we will have to 

calculate the incidence of tax, because GST is going to be literally affected on the value-added. 

Tejas Shah: I am saying just hypothetically, if GST rates which is inflationary nature for your product 

category and where 90% or 95% of industries turnover comes from a particular price point, 

what will be your first line of defense to pass to protect margins, would you play around with 

garments again or would you take price hike? just wanted to understand your thoughts on that. 

Rohan Jain: Let’s see how that goes, I think it is a little premature to actually sort of look at that at this 

point, let see how it goes. 

Tejas Shah: Okay and second part of the question is to the recent announcement which happened day 

before yesterday and I believe it will be perhaps too premature for you to run us to the detailed 

implication but as the government tries to organize the whole value chain across economy, I 

believe in FMCG you deal with the most unorganized because of agri commodity on the 

backend side, so I just wanted to understand do you see any supply side disruption or demand 

side disruption for a while before the new system settles in? 

Rohan Jain: Supply side I don’t see much for example the farmer or something where we are paying cash, 

so there is, I mean I don’t see a major disruption on the supply side. Temporarily of course 

there will be disruption on the demand side because the distributor who sells to the normal 

retail outlet, everybody is trying to hold on to whatever cash they have right now till such time 

people get more clarity and confidence, they are small lots if I am going to hold on to that, so 

temporarily I think certainly there will be some disruption on the demand side because all the 

distributors sell to retailers, retailers pay cash so the wholesalers pay cash, we don’t take any 

cash but the market functions like that, at the consumer level as well the most consumers when 

they go to a small moment for retail outlet they pay cash and right now everybody is trying to 

hold on to sort of cash they have so temporarily till such time the cash comes back into 

circulation there could be some disruption on the demand side. 

Moderator: That was the last question. I now hand the conference over to the management for their closing 

comments, over to you sir. 

Rohan Jain: Thank you Janice, I want to thank everybody, who participated in the Conference Call and 

look forward to seeing you in the next quarter 3 FY17 Conference Call, thank you, thank you 

Raghavendra, thank you Janice, bye bye. 

Moderator: Thank you. On behalf of DFM Foods, that concludes this conference. Thank you for joining 

us. You may now disconnect your lines. 


