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Moderator:  Ladies and gentlemen, good day and welcome to the DFM Foods Limited Q2 FY16 Earnings 

Conference Call. As a reminder 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 ‘*’ then ‘0’ on 

your touchtone phone. Please note that this conference is being recorded. I now hand the 

conference over to Mr. Raghavendra Jaipuria from Perfect Relations, thank you and over to 

you sir.  

Raghavendra Jaipuria:  Thank you Margaret. Welcome to DFM Foods earnings conference call. Today for the call we 

have the top management represented by Mr. Rohan Jain – Deputy Managing Director, Mr. 

Rajiv Raina – Executive Director, Mr. Rajiv Bhambri – Group CFO and Mr. Davinder Dogra – 

Company CFO to address the call. Before we start I would like to mention that in today’s 

conference call some of the statements might be forward looking in nature. At this point of 

time, I would request Mr. Rajiv Raina to make this opening remarks, thank you and over to you 

Mr. Raina. 

Rajiv Raina:  Thank you Raghavendra. During the quarter the company saw a robust growth of 33% over the 

corresponding quarter of last year and 43% over the previous quarter. While the growth over 

the previous quarter was partly attributable to the improved seasonality with schools reopening 

and summer awaited. The main driver of the growth during the quarter was the continuous 

investment in innovative marketing. During the quarter the company launched a differentiated 

consumer promotion using distinct gifts which were extremely well received by our target 

group. The innovative gifts however came at a higher cost which resulted a decrease in our 

gross margin percentage by 370 basis points when compared to the corresponding quarter. This 

was however more than compensated by the higher sales resulting in growth in gross profits of 

20.8% to Rs. 35 crores. Raw and packing material cost remained subdued during the quarter. 

Employee costs were higher when compared to last year on account of ongoing recruitments 

towards strengthening the senior management team as well as additions to the south zone sales 

team, which did not exist during the same period last year. As a percentage of sales however 

the increment in employee cost is minimal. Other Expenses too were under check and as a 

percentage of sales stood at 17.4% down 530 basis points. Marketing expenses, a part of Other 

Expenses were lower as limited trade schemes were extended given the healthy response 

received on account of innovative consumer promotions. This along with operating leverage 

helped EBITDA grow by 52.1% while margins expanded by 120 basis points to 10.1%. Other 

Income was Rs. 51 lakhs pertains to interest on investments made in mutual fund securities. 

We continue to pay off our long-term debt bringing down finance cost lower by 4.8% to Rs.1.4 

crores. PAT for the quarter almost doubled to Rs.4.7 crores and the margin expanded by 160 

basis points to 4.9%. 

 Coming to the half yearly performance, innovative marketing helped improve the overall sales 

to grow to Rs.165.2 crores an increase of 22.3%. Gross profit margins were slightly down due 
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to higher cost of innovative gifts to 38.1%. Higher sales and moderate operating costs led to an 

improved EBITDA margin of 9.6% stood at Rs.15.9 crores further transcended into a higher 

PAT level of Rs. 6.8 crores up 34%. 

 Coming to our product performance, both Natkhat and Crax posted healthy growth this quarter. 

For Crax, we saw a robust growth across geographies reinstating our marketing strategy. As for 

Natkhat, we consciously did not engage in marketing spends due to capacity constraints. 

Despite this we saw a healthy growth in the Rs. 5 pack. Marketing initiatives on Natkhat shall 

only be taken up once the new capacity is commissioned.  

In terms of geography-wise performance, it may be noted that we saw a healthy growth across 

all zones. Focus on the ground remained on driving distribution efficiency through better 

marketing servicing and limited distribution expansions being taken up apart from the South 

zone where efforts to expand coverage in each of the three Metro cities continued. Initial 

market response has been heartening. As shared earlier, we are working towards increasing our 

production capacity and expect the same to be commissioned by the end of this calendar year. 

Total cost for the project will be Rs. 25 crores, 75% of which will come from external debt and 

the rest through internal accruals. This expansion will generate close to Rs.100 crores of 

additional revenue. Overall we as a team are happy to have delivered a healthy performance 

despite the persisting slowness in macro demand. Our recent performance resonates our belief 

in innovative marketing campaigns and promotions. The broad based volume growth and 

sustained improvement in operating margins in many ways reflect the resilience and 

consistency in our performance. It also indicates that we have been managing the business 

dynamically and executing the strategy with vigor and discipline. Going forward we will 

continue to invest behind our brands and develop management capabilities to drive growth of 

our business. Thank you and back now to Raghavendra. 

Raghavendra Jaipuria:  Thank you Mr. Raina. Margaret, can we now go to the Q&A session please? 

Moderator: We will now begin with the question and answer session. The first question is from the line of 

Vaibhav Baid from Motilal Oswal. Please go ahead. 

Vaibhav Baid: Just wanted to ask you regarding the CAPEX. Is it for the Natkhat brand or the entire CAPEX 

is for the Crax brand? 

Rohan Jain: Good question, for those of you who are not aware that production technology for both the 

products is same, so we can produce both the products. So the CAPEX is going to enable 

production of either of these products. 

Vaibhav Baid: How much is the value of the CAPEX? 



 DFM Foods Limited 

October 30, 2015 

 

 Page 4 of 21 

Rohan Jain: The total cost of the CAPEX is around Rs.25 crores which will result in a revenue potential 

addition of around Rs.100 crores. 

Vaibhav Baid: Are you’ll targeting South market, I mean for this expansion specially? 

Rohan Jain: No, it's not to do with the South. This is a brownfield expansion which is coming up in our 

Greater Noida facility in the North itself. We are witnessing growth across geographies; North 

Zone continues to be our largest geography contributing about 80% to the overall business. We 

are seeing growth in the North as well as in the other geographies. So this capacity that will 

come on stream by the end of this calendar year will be used for existing zones as well as in 

the South zone or the Western and Eastern zone which are still relatively newer zones, thus it’s 

a mix use. 

Vaibhav Baid: Are we planning to introduce any new product line? 

Rohan Jain: We are working on new products but at this point of course the focus is on our current products 

and we have seen that in Quarter 2 we have actually been short of capacity and so I don’t see 

anything in the next quarter at least. But as an ongoing strategy we will also look at over the 

next 18 months or whatever we will consider introduction of new products. 

Vaibhav Baid: On the revenue guidance, could you give any guidance for the year? 

Rohan Jain: No actually we don't. 

Moderator: The next question is from the line of Rahul Khandelwal from Systematix Shares. Please go 

ahead. 

Rahul Khandelwal: What is the breakup between the Crax brand and the Natkhat brand that you have in terms of 

revenue? 

Rohan Jain: We have three product lines, there is Crax, Natkhat, and Namkeens, Namkeens is also branded 

under Crax. Crax is in the region of anywhere would be 80-82%, 82% odd of our business 

comes from rings and the balance is almost evenly split between Natkhat and Namkeen. 

Rahul Khandelwal: So 80% is from Crax? 

Rohan Jain: 80-82% is from Crax. 

Rahul Khandelwal: In terms of the new capacity generating revenues, when do you expect that to come into the 

books? 

Rohan Jain: The revenue? 
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Rahul Khandelwal: Yes. 

Rohan Jain: Well, can’t say at this point but obviously as mentioned that we have been slightly constrained 

to capacity during the quarter. The capacity will be available from the end of this calendar 

year. Now it's anybody's guess as to how quickly that will get utilized. 

Moderator: The next question is from the line of Kunal Bhatia from Dalal & Broacha. Please go ahead. 

Kunal Bhatia: You mentioned Namkeen is in Crax, right? 

Rohan Jain: Yes branded under Crax, that’s right. 

Kunal Bhatia: So your Crax total is about 80-82%? 

Rohan Jain: That’s corn rings which is our flagship product is 80-82%, the balance 18% is broadly evenly 

split between Natkhat and the Namkeens portfolio. 

Kunal Bhatia: With the current capacity, what is the current utilization level meaning just wanted to know 

what kind of revenues can we do with the current capacity? 

Rohan Jain: We can pretty much do what we have done in Quarter 2. 

Kunal Bhatia: Okay, so that kind of a run rate we can maintain. 

Rohan Jain: Yes, that is the max; you can assume that, without the coming of new capacity that’s probably 

the max that we can do. 

Kunal Bhatia: By when would be the new capacity operational? 

Rohan Jain: The capacity will be available for use by the end of this calendar year. 

Kunal Bhatia: So by December? 

Rohan Jain: Of course, utilization will obviously be a function of demand and how sales go. 

Kunal Bhatia: Also just wanted to know how was the volume growth in this H1 and the current quarter? 

Rohan Jain: Actually we hardly have any value growth because we are operating in price points of Rs.5 and 

Rs.10 primarily and we are actually not making any adjustments to the price because of the 

price point being sort of  market practice thing as far as consumers are concerned, there is 

really limited price points of Rs.6 and Rs.7 etc. Thus, all the growth that you see in the top line 

is in some sense the number of cartons have increased or the number of packs that we are 

selling have increased at the same ratio at the top line number. 
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Kunal Bhatia: Also wanted to take a sense of, since you have invested in the South zone how have you seen 

the growth there, since day one till date? 

Rohan Jain: Its very early days to comment on. We only started towards the end of Quarter 3 or beginning 

of Quarter 4 last financial, it’s only been about 8-9 months. As you know the first quarter is a 

very lean quarter even in the South with it being very hot in market, shops being closed for 

half of the day especially in areas like Chennai. But the initial response is encouraging. At this 

point if I talk about this quarter only about 2% of our sales have come from the South. It’s still 

quite insignificant in the overall picture but then it's a work in progress and it is only a starting, 

but the general response in terms of repeat demand from the outlook, etc., is fairly 

encouraging. 

Kunal Bhatia: Apart from this Rs.25 crores CAPEX, since now we are going more pan-India so are there any 

other CAPEX plans also lined-in for future? 

Rohan Jain: At this point we are working out on our further requirements. We do realize that over the 

course of the next few years there will be a need to set up Greenfield facilities outside the 

North zone to service the zones outside North more efficiently and effectively, we will be 

looking at that also. At this point there has been no firm commitment to that extent. 

Kunal Bhatia: This expansion is through debt, so what will be the overall debt post this? 

Rohan Jain: Do you mean the overall debt after meeting this debt for this expansion? 

Kunal Bhatia: Yes. 

Rohan Jain: I think the total outstanding term loans that we have are in the region is about Rs.35 or Rs.36 

crores at this point and the investment for CAPEX is Rs.25 crores of which 75% so say about 

Rs.17 crores odd would be financed with debt, thus the total debt figure then will go up from 

Rs.36crores and adding Rs.17 odd crores will get to Rs.52 crores or something. 

Kunal Bhatia: What will be the average interest cost for the same? 

Rohan Jain: About 11-11.5%. 

Moderator: The next question is from the line of Aditya Joshi from Nirmal Bang Securities.  

Aditya Joshi: In the snack market the turnover basically depends on the amount of percentage of margins 

that retailers earn. And in this market it has so happened many a times that a new product 

comes in market, the retailers get good margins but over a period of time the margins to the 

retailers get reduced by the company and the new players coming in they offer the new good 

margins. So do you have any plans for the margins that retailers get right now which will be 
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constant say for ‘x’ number of years or what will be your initiative to keep this retailer selling 

your product every day. 

Rohan Jain: The first thing we should really understand is that while retailer margins play an important role 

in terms of the kind of sales that you can generate but it is not the only factor. I think the 

overriding factor is the consumer pull over the retailer margin. I mean the retailer is interested 

in keeping those products where he gets a healthy margin but more importantly he is interested 

in those products which consumer picks up quickly from the shelves. You could offer him a 

very high margin but if the consumer doesn't pick it up it would be no good to the retailer. We 

are not a brand which is a push brand. We have a very strong consumer pull and a very strong 

brand equity amongst our target group of children between 4 - 14 years old and there is a very 

strong demand in consumer pull at their end, so the retailers are to a large degree sort of forced 

to keep our products. At the same time on the margin front, our margins are fairly stable, they 

have been stable for the last several years to the retailer and we don't see at this point any 

change coming in the retailer margin structure. 

Moderator: The next question is from the line of N Prakash from B&K Securities. Please go ahead. 

N Prakash: What is the direct coverage outlet? 

Rohan Jain: We can possibly discuss this off-line but it’s over 2 lakh outlets. 

N Prakash: What is your market share in the category now? 

Rohan Jain: Our last report it dates back a little bit now, it depends on how you define market share, the 

overall salty snack food market includes chips as well as Kurkure as well as Namkeens. 

N Prakash: Extruded snacks. 

Rohan Jain: But if I look at  extruded snacks which are more closely into our products of Crax corn rings 

then in all the major markets it's in the region of 20% within the extruded snacks food space 

and in an overall salty snack food market we are probably about 2.5%. 

Moderator: The next question is from the line of Sudhir Kedia from ASK Investment Managers. Please go 

ahead. 

Sudhir Kedia: Can you touch upon the factors which led to this kind of sudden growth on a sequential basis. 

Meaning is it led by a higher geographical expansion or is it led by the new marketing 

strategy? You said there is a new gift which led to this kind of pull in sales or the new product 

in terms of Natkhat and Namkeen are growing faster than the rings? 
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Rohan Jain: The growth is driven more on rings and the reason for the growth are twofold or threefold, let's 

say, in terms of the sequential quarter. One that Quarter 1 is a very lean quarter in terms of the 

season. All the schools are typically closed, being summer the disposable income of children 

gets more spent on soft drinks and ice creams. In Quarter 2 with the season changing, money 

starts coming back into the snack food space and also with the schools reopening their general 

activity of being outdoor increases and therefore buying goes up. So that is one reason. But the 

other reason as highlighted by Mr. Raina in the opening remarks that we have been 

continuously trying to bring about innovation in our consumer promotions, we have been 

continuously up in the advertising spend on our cartoon channels, these have played a very 

important role. Our marketing strategy has played a very important role in driving this growth. 

On the ground there has been not a whole lot of expansion that we have taken up in terms of 

the distribution coverage barring the South zone which of course has contributed not a whole 

lot but we have continuously been working on driving efficiencies in our distribution system, 

better market servicing, making sure that we are reaching the retailer on a weekly basis, we are 

making all the calls we need to make, so those things have also impacted our overall sales 

number. 

Sudhir Kedia: Just to clarify you said Q1 is the lean quarter so Q2, Q3 and Q4 are equal quarters normally? 

Rohan Jain: Q2 is a very strong quarter; Q3 and Q4 are also very good quarters typically. We do see a 

slight dip in sales towards the end of Quarter 3 depending on the weather especially in 

December-January period which is typically the coldest period in the North. 

Sudhir Kedia: Because you have a North focus. 

Rohan Jain: Right, we have much more North focus, that 15th December to 15th January period is a fairly 

cold period. So depending on how cold it gets sometimes the days are short, people don't go 

out that much, it’s cold. Also there are a few holidays at that time with the New Year and 

Christmas, so that time there could be a little bit of a slip-up. October season is little bit of a 

lull typically and after that because people get more focused on Diwali, all the retailers and 

people get focused on Diwali stocks and Diwali gift packets. But by large demand is fairly 

healthy in Quarter 3 and 4. 

Sudhir Kedia: Don't you get benefit of festive season, meaning as we see now juices are being given; 

Cadburys are given as a gift item. So doesn't your category or your snacks doesn’t fall into gift 

item packs? 

Rohan Jain: Not really. Namkeens could possibly but we are not the strongest player in the Namkeen 

segment. In Crax corn rings because it is a children's snack there is not that much gifting that is 

happening on the children’s front. I agree with you while juices and of course Cadbury spends 

a whole lot of money in trying to position their product as a gift pack because ‘Diwali pe 
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mithai wala toh’ it’s always there. But for our category not so much, at least for Crax corn 

rings which is more focused towards children. 

Sudhir Kedia: Have we done any kind of indirect price increase in terms of decreasing the grammage what 

we are giving in the packs? 

Rohan Jain: No, not in the current year, the last grammage adjustment that we have done in Crax corn rings 

was the beginning of last year where we reduced the grammage from 16 to 15 gms. There has 

been no further price adjustment in the current year. 

Sudhir Kedia: This was done when? 

Rohan Jain: If I am not mistaken it was done in April of 2014. 

Sudhir Kedia: April 2014 or 2015? 

Rohan Jain: Not this year, April of 2014. 

Sudhir Kedia: So it's almost like 1.5 years you have not taken any kind of price increase? 

Rohan Jain: I think its April of 2014 that we did the last adjustment, that’s right. 

Sudhir Kedia: Are there any scope of price increase from 15 gms further because coinage as you said that it is 

difficult to change the coinage but is there a scope of decreasing the quantity further? 

Rohan Jain: Potato chips are sold at about 11 and 12 gms and slowly but what will happen eventually as 

you keep reducing the grammage in the Rs. 5 pack you will find that the Rs. 10 pack becomes 

more lucrative for the child and slowly people also move up to the Rs. 10 pack. It is a very 

gradual thing. Grammage adjustments also happens gradually and then the consumer slowly 

starts to shift like we have seen it in the Rs. 5 and Rs. 10 pack of Namkeens. Earlier slowly the 

consumer seems to be shifting towards the Rs. 10 pack of Namkeen because there was a point 

in time where in the Rs. 5 pack we used to offer about 40 gm and today our Rs. 5 pack 

grammage in the Namkeens is down to about 19 gms, whereas in the Rs. 10 pack of Namkeens 

now we are offering about 40 gms. So people also slowly shift and we have to keep our focus 

on the Rs. 10 pack as well. 

Sudhir Kedia: In terms of the existing capacity we are currently doing about Rs.100 crores of run rate on 

quarter basis and you said that the Rs.25 crores will give you an incremental sales of Rs.100 

crores. Is there any further capacity available in terms of brownfield expansion? 

Rohan Jain: Yes, there is a possibility for further Brownfield expansion in our Greater Noida facility. 

Sudhir Kedia: That is how much? 
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Rohan Jain: Well, it depends but you can definitely do another Rs.200 crores possibly over and above the 

Rs.100 crores and going to come into being now. 

Sudhir Kedia: But you will be going for a Greenfield expansion as and when required instead of Brownfield 

expansion from here? 

Rohan Jain: It will depend on how things pan out. We are open to both, it just depends on where the growth 

is coming and depending on how quickly we need it. Brownfield expansion obviously is 

something that can happen faster than a Greenfield project. So it will be a function of time, 

how quickly we need additional capacity and also a function of where the growth is coming 

from. But eventually over the next two years while I can see possibly if the growth continues 

and if we continue to grow our business then we will possibly need further brownfield 

expansion in Greater Noida as well. We will need Greenfield sites to be set up outside North 

zone to cater to the other zones more effectively. 

Sudhir Kedia: For a Greenfield capacity today for an Rs.100 crores of turnover or let's say Rs.500 crores of 

turnover what kind of gross block will be required? Since you are doing Rs.25 crores for 

Rs.100 crores turnover. 

Rohan Jain: I think for any Greenfield project we should look at anywhere between Rs.40 to Rs.50 crores, 

possibly Rs.50 crores as spend for Greenfield project. That Rs.50 crores will definitely give us 

Rs.100 crores, but then it will have the potential of adding a further line at a lower cost which 

will still give you another Rs.100 crores. 

Sudhir Kedia: In terms of Greenfield and brownfield the CAPEX differential is not very high because your 

Greenfield expansion you are saying Rs.40 crores for Rs.100 crores. 

Rohan Jain: Let's take 50 crores for that. 

Sudhir Kedia: Basically Rs.75 crores for Rs.200 crores one can take right for a Greenfield? 

Rohan Jain: That could be maybe by Rs.80 crores to Rs.85 crores. I mean we have not done the exact math; 

of course it depends on how much land we actually end up buying keeping an eye on the 

future. Depending on how much land you want to buy in excess today, because obviously it’s 

not going to be possible to get land in the same place tomorrow. It’s a function of whether you 

buy for Rs.200 crores of revenue I may need 2 acres of land but I may buy 5 - 4 acres of land 

keeping an eye on the future. All those things do matter, it depends on where you buy the land. 

Greater Noida land we bought is expensive, you go to Gajraula and buy land, and it is cheap. 

So it just depends on so many factors but I am just giving you a very ballpark figure on that. 

Sudhir Kedia: What was your advertising spend during the quarter? 
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Rohan Jain: It's about 2-2.5% of sales. 

Sudhir Kedia: That is throughout all the quarters? 

Rohan Jain: The first quarter it was higher because the turnover was lower. The marketing spend remained 

same pretty much similar in Q2 as compared to Q1 but then with the turnover rising as a 

percentage it came down. 

Sudhir Kedia: Can you share the absolute numbers? 

Rohan Jain: We can discuss it offline. 

Sudhir Kedia: Currently we are doing roughly Rs.100 crores of sales on a run rate basis in Q2. According to 

you what kind of time will be required to reach to Rs.200 crores of run rate? 

Rohan Jain: I don’t know, I hope it is very soon. 

Sudhir Kedia: Why I am asking this question is that given the traction you are seeing in the business both in 

terms of customer pull and distribution increase and you have now three products to offer, so 

whatever time we have taken to reach these Rs.100 crores obviously the next Rs.100 crores 

will be much shorter timeframe. 

Rohan Jain: Well it just depends. But you are talking about the company having done a turnover I mean 

let's say at a run rate of 100; you are basically talking about doubling the business size from 

Rs.400 crores to Rs.800 crores, now it’s anybody's guess how quickly that can happen. I hope 

it happens quickly. 

Moderator: Thank you. The next question is from the line of Ajay Thakur from Anand Rathi. Please go 

ahead. 

Ajay Thakur: The expansions into the other market, what will be the impact on the margins given that we 

have a higher freight cost so how you feel looking at this angle? 

Rohan Jain: The expansion in the newer zones obviously comes at a lower profitability but then that we 

feel is a temporary strategy for us and up until the time that the base levels of sales develop to 

an extent where we feel comfortable about setting up capacity in the localized zone. But again 

the contribution of the other zones is still at this point only about 15-16% or maybe about 18%, 

with North still being around 82% odd of the total turnover. So the overall impact of that we 

will see is not a huge figure. At the same time we should not worry about this too much 

because it's natural that when we enter new markets we have to invest in the markets because 

even our volumes are lower, even the distributor margins that we will be offering will be 

higher, our overhead structure as a percentage of sales in that zone will be higher too. But 
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these are all part of the overall game plan of expanding our operations in the other zones and 

there will be some contribution of that coming. But in the overall number if the North 

continues to grow also you may not see a huge impact in the overall number. 

Ajay Thakur: When we become a significant player in the other regional market then we also would be 

requiring to set up the manufacturing unit. Second question was more on the competition 

actually, the competition how it is in the other markets, what’s your take on the competition in 

this market, how have you fared, the other market that you have entered, the West and the East 

market? 

Rohan Jain: There is competition across all the markets. There are of course the large players in the form of 

Frito-Lay, of course we don't compete with them directly in the sense that we don't have potato 

chips and we don't have a Kurkure product. At the same time, we still compete with players 

like those in terms of share of wallet of the child. When the child has Rs. 5 and goes to the 

shop he could buy a pack of Kurkure or buy a pack of Crax. So that’s the player on one side 

and on the other hand there are a lot of regional players. The regional players are maximum in 

the North, small localized regional players are the maximum there, East is little bit cleaner 

although over the last couple of years we have seen a lot of sprouting of smaller players 

regionally, West of course you have the likes of Balaji very strong in Maharashtra and Gujarat 

and in South you have companies like MTR but they are more in Namkeen. So there are a few 

regional players everywhere and there are those national players who you are competing with. 

At the same time the thing is that I think our offering and proposition is quite unique in its 

combination of gift and the product, the flavors and the quality of course and we are catering to 

4 to 14years age band where we are very strong in terms of the kind of advertising spent that 

we do there is a strong brand equity there. We are very focused and that focus helps us to 

withstand most other competition irrespective of larger players or regional players coming into 

the play. 

Ajay Thakur: Also as far as the distribution is concerned, how are we distributing as in is it more towards the 

pan shop, grocery shops or is it like in a modern trade that we have all our share coming from? 

Rohan Jain: Our modern trade contribution is almost nil, it's a channel which we have not really been able 

to focus on or develop at this point. We will look at it in the coming possibility 12 to 18 

months, we will possibly look to developing the bottom state channel as well. In our category, 

we are selling products at Rs.5 and Rs.10, the general trade will obviously end up being in the 

much-much larger share of business given the low price points at which you operate. Within 

general trade of course we have sold at all kinds of shops, whether its pan shops or grocery 

shops, kirana shops etc. all types of shops in the general trade. But yes modern trade in terms 

of the Big Bazar and other stuff like that we have a limited presence. 

Ajay Thakur: If you can share some growth rate of how we have performed in the other regions like the 

West, East and South in terms of Y-o-Y growth numbers? 
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Rohan Jain: I will refrain from giving exact numbers, we can possibly discuss this off-line. But our growth 

has been spread across geographies. We have had healthy growth in all of the zones; to tell it a 

bit more, West and East with lower base levels have actually seen a sharper growth than the 

North in terms of percentage. But North of course is 80% of our business which has also seen a 

very healthy growth. 

Moderator: Thank you. The next question is from the line of Saurabh Jain from Aries Stock Traders.  

Saurabh Jain: Can you give us the sense of how much of our sales is actually coming from the Rs. 5 pack, if 

you can just answer that first? 

Rohan Jain: About +90%. 

Saurabh Jain: Are you able to see any change which is happening where a customer is upgrading from Rs. 5 

pack to Rs. 10 or a Rs. 20 pack? 

Rohan Jain: Not particularly at this point because I think the value that we offer in the Rs. 5 pack is still 

very good. In the pack of Rs. 5 they are able to get 15 gm or 15 pieces of rings along with the 

gift. So I think it's a very good offering at this point and the consumer is happy to stay with 

that especially the target group being children. At the same time we as an organization are 

trying to push Rs. 10 pack and trying to grow the Rs. 10 pack proactively. We are trying to 

always bring in all our communication a special emphasis on the Rs. 10 as well which was not 

there earlier actually in the current year of course the base levels are much smaller but the Rs. 

10 pack is actually grown at almost twice the rate of the Rs. 5 pack or more. So we are trying 

to sort of push the Rs. 10 pack. 

Saurabh Jain: I imagine would your longer-term objective also be to try and get more people to consume the 

higher value packs? 

Rohan Jain: Yes, our margins are fairly healthy, our focus too remains on Rs. 5 pack but there is only that 

much one can do in terms of trying to push the higher pack sales because till the time you keep 

offering a good value a consumer would be happy to buy Rs. 5 pack. We are trying to bring 

about differentiation even in marketing to try and push Rs. 10 pack, because 6-8 years down 

the line or 10 years down the line it will be possible that the Rs. 10 pack will be the main pack 

but this will happen gradually. 

Saurabh Jain: I would imagine the profitability in the Rs. 10 and the Rs. 20 pack will be much higher than 

the Rs. 5 pack. 

Rohan Jain: It will be somewhat higher because the laminate cost as a percentage of the sale value of the 

higher packs comes down, even though the product cost we are actually giving more. For 

example in the Rs. 5 pack we are giving 15 gm of product but in the Rs. 10 pack we are giving 
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35 gm of product so it's more than double. But the reason for that is also the laminate cost as a 

percentage of the sale value reduces as the pack size increases. But yes overall there will be 

somewhat as you move up to higher pack the profitability will be somewhat better. 

Saurabh Jain: My second question is on the freight cost, so we had freight cost of about Rs.22 crores in FY15 

which is about 7.5% of our turnover. But for delivering to non-North geographies, say the 

South geography, what could be the freight cost as a percentage of sales? 

Rohan Jain: As a percentage of sales I would say in the South it would be around 10%-12%. 

Saurabh Jain: For doing the sales of Rs.50 crores in South, it would be about Rs.5 or Rs.6 crores worth of 

freight cost? 

Rohan Jain: Yes, I would think so but I will have to look at the numbers. We can always discuss this off-

line in more detail. I think at the top of my head that would be around that much. 

Saurabh Jain: A Greenfield plant also coming up within the next 2 years outside the North? 

Rohan Jain: 1 year and 9 months is the minimum timeframe, so I don't think of Greenfield facility will be 

possible within the next one-year or something. But possibly yes in the following year 

depending on when we press the button, it could be possibly a Greenfield site could come on 

stream in ‘17-18. 

Moderator: Thank you. The next question is from the line of Manish Sonthalia from Motilal Oswal Asset 

Rohan Jain. Please go ahead. 

Manish Sonthalia: Have you reduced the grammage in your other Namkeens like your Moong dal and that 

Natkhat very recently? As last time I spoke to you it was around 20 gm for the Rs. 5 packet 

and now you said 19 gm. 

Rohan Jain: No, we have not made any change in the grammage of Namkeens but we review it on an 

ongoing basis, we keep the competition in perspective and the cost as well. There has been no 

change in the grammage in the Rs. 5 pack in Namkeens. In Natkhat, we have made the 

grammage changed in the last quarter. We had started off in the Natkhat Rs. 5 pack which was 

introduced in February of last year, that's the pack which is the main focus now. The Rs. 2 sort 

of fading away little bit, the Rs. 5 pack gets launched with 30 gm but last year we also saw lot 

of competing products reducing the grammage from 30gm to about 25gm and some of them 

even reduced to 27gm, majority brands are less than that. So we have actually in the last 

quarter got it down from 30 gm to 27 gm. 
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Manish Sonthalia: In this quarter when you saw 33% growth in your overall top-line when compared on a Y-o-Y 

basis, Could you give us some breakdown as to what was the growth in Crax and what was the 

growth in the other 2 Namkeen segments?  

Rohan Jain: The growth has been maximum in rings and Natkhat as well, Namkeens has been more or less 

flat, we have discontinued the Rs. 2 variant of Namkeens which was not contributing a whole 

lot to the bottom line so to that extent we have seen a slip in the overall Namkeens value top-

line, Natkhat has grown and rings have grown the maximum. 

Moderator: Thank you. The next question is from the line of Akash Manghani from BOI AXA Mutual 

Fund.  

Akash Manghani: Slightly longer-term strategy point of view, where do you see this company 4 to 5 years round? 

How would you plan to evolve the strategy in terms of getting out as more and more outlets, 

expanding beyond your existing geographies, if you can answer that first? Also related to that 

you said margins are slightly higher in the non-existing markets but how do the receivables 

shape up like in these new geographies? 

Rohan Jain: Just on the receivables, we have no receivables. We operate on 100% advanced basis so there 

is no accounts receivable really for us. The distributor pays the money and then we dispatch 

the goods. In terms of the expansion strategy as we said we want it to be a pan India player. Up 

until 2010 we were only based in the North and that also states like MP, Rajasthan, Himachal 

and Kashmir were not covered within that, we started doing that in 2010-11, 2011-12 we 

started with Maharashtra, expanded to the West zone. In 2012-13 we started with the East zone 

and of course in the North zone we cover a large number of towns, about 800 or 900 towns are 

covered by us around 1 lakh population towns are covered by us. In the Western and Eastern 

zones, we are at this point present and the large part of our business comes from 5+ lakh 

population towns, key towns and metros as we call them. In South we have just started 

operations and limited ourselves to the three metro cities as of Bangalore, Hyderabad, and 

Chennai. As we expand the first task is to hit the major towns, metros and key towns first and 

then subsequently take up expansion to the next round of town let’s say between 1 lakh and  5 

lakh Tier-2 towns and then of course the smaller towns. So that will happen as an ongoing 

thing, as we keep expanding our operations possibility exist scope of expansion of coverage 

within existing towns as well. There is certain coverage, certain markets maybe optimal and 

other markets we possibly have scope of expanding direct coverage. So we will continue to 

work on these areas to drive geographical expansion. 

Akash Manghani: Today you are at 2 lakh odd outlets, 4 to 5 years odd where can you take this number to? 

Rohan Jain: I don't know, we will have to work that out. We are continuously looking to driving that 

coverage but there is a lot of potential that exists in terms of this number. Difficult to put a 

number right now but there exist a fair amount of potential. 



 DFM Foods Limited 

October 30, 2015 

 

 Page 16 of 21 

Akash Manghani: And for the non-North geographies what is the kind of sales you witnessed over the last 3-4 

years period, have sales picked up in markets you entered 3-4 years back, have margins 

improved in those geographies, what has been the experience? 

Rohan Jain: We started the West zone operations in 2011-12 and initially we saw great response then we 

saw little bit of a consolidation phase because initially you expand distribution this created a 

lot of euphoria around the product. Our target group is aware of our product by way of the TV 

advertising that we have been doing, so there was lot of trials that happened. Then possibly at 

some point you realized that then they stabilized somewhere so there is expansion and then 

there is little bit of consolidation then there is probably expansion again. So initially we’ve 

expanded and then in the recent times and the last couple of years it's been more sort of 

consolidation and making sure that whatever expansion we have done is sustainable, viable 

and effective and that's what the focus has been all. And of course the macro situation has also 

been there over the last couple of years 3 years but now we have seen a good growth in the 

current year with our marketing strategy being well-accepted. As we continue to drive growth 

through marketing that will create the enabling environment for us to take up the distribution 

in the expansion mode. 

Akash Manghani: So answering question to the strategy for longer-term, you will always be a manufacturing 

company or will you at some point look at outsourcing the manufacturing and just be a 

branding and marketing company? 

Rohan Jain: Well don't know, wouldn’t say we are manufacturing company; we are obviously 

manufacturing and marketing. At this point in the exclusion space like potato chips has 

become fairly standard and there is a large amount of people who are getting potato chips 

contract manufactured with decent quality equipment. We find that in the extruded space there 

is not a whole lot of people with same kind of mindset as ours in terms of the quality focus and 

also in terms of the quality machinery to give the consistent product. So at this point we have 

not engaged in that but we at the same time are open. We would be open if in case we found 

somebody with good quality equipment, manufacturing, and the same kind of mindset as ours I 

don’t think we will be close to any idea of contract manufacturing. 

Akash Manghani: So that Greenfield expansion may or may not happen? 

Rohan Jain: It depends, at this point it seems that possibly it will happen just given the nature of the market 

and the players that exist in the extruded space, but if there were people with this thing then 

that could be considered. But I would think that there would be some Greenfield expansion 

that would definitely take place at least at this point. So if you talk about a company like Pepsi, 

they also have possibly three master plants, company will have at least one master plant, a lot 

in different parts and then as you expand further you could possibly look at it but who knows, 

like the East zone is such a large territory, you may have a facility in Bengal and then you may 

say for North-east while you may continue to start selling from the Bengal facility or 



 DFM Foods Limited 

October 30, 2015 

 

 Page 17 of 21 

somebody is there in Assam with a great contract manufacturing option you may consider that 

to further reduce costs and optimize in terms of their freights, etc. But we believe that quality 

of manufacturing is of utmost importance and we are not going to compromise that so unless 

we feel there is a partner who can match only at that time it can be considered. But we are not 

close to the idea so don’t know how it will pan out. 

Akash Manghani: You also think of getting into other ancillary extensions or primarily be what you do right 

now? 

Rohan Jain: Ancillary in the sense? 

Akash Manghani: The other snacking categories, primarily right now you're doing Corn Rings. 

Rohan Jain: As mentioned we will look at new products. We have the product lines Namkeen, Natkhat and 

CRAX corn rings. As we move forward we will look to possibly expand our portfolio of 

products. 

Akash Manghani: I understand that you give a free toy with every pack that you sell is that true? 

Rohan Jain: That's right. 

Akash Manghani: What is the cost of that, how much do you incur by giving that? 

Rohan Jain: We can discuss that off-line.  

Akash Manghani: Its material we will discuss off-line but…. 

Rohan Jain: We have a fair expense on that but the charge is part of our overall offering cost. Let's put it 

this way, our gross margins are net of that gift so when you look at our gross margin figure it’s 

netted off with that gift cost. So if you are looking at the gross margin of 38% to 39% that has 

already taken into account the cost of the gift. 

Moderator: Thank you. The next question is from the line of Ankit Babel from Subhkam Ventures.  

Ankit Babel: Is there a scope for improvement in margins from here? 

Rohan Jain: As we continue to expand and increase our scale, so if you look at our PAT margins in the 

same Quarter 2 have been improved partly because… 

Ankit Babel: This quarter it has been at 4.9%. 
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Rohan Jain: Right, these margins have improved with the turnover having risen largely, so as our scale and 

turnover increases operating leverage will come  because the employee cost will possibly not 

rise at the same rate as the turnover will, so depending on how quickly we are able to grow. 

Ankit Babel: Since you mentioned that the current run rate would be around Rs.100 crores, so if I assume 

that next year you do Rs.400 crores on current capacity and again trying to be optimistic 

suppose you fully utilize your new capacities also. Hypothetically if you do an Rs.500 crores 

revenue next year then what could be the margins? 

Rohan Jain: Difficult to say because there are so many variables. 

Ankit Babel: Other variables remaining the same. 

Rohan Jain: It could improve but we haven’t put down a number to it. 

Ankit Babel: Just trying to understand how much operating leverages there. 

Rohan Jain: I'm not sure about the exact numbers at this point. We have not made a plan for next year and 

depends how much growth comes from which zone. Growth coming from other zones is not at 

the same, the reduced margin because of obviously higher freight cost, higher distributor 

margin in the other zone as opposed to the North zone, raw material prices, etc., are not in our 

control. Of course we try and adjust and neutralize. 

Ankit Babel: But you would have done some feasibility study that since you are putting a capacity you are 

increasing it so you must be having some idea that where you are going to sell it. 

Rohan Jain: Our feasibility study the ways that even at the same margin level we can afford to make these 

CAPEX investments. So how much it will improve is not something we have worked out at 

this point. But there are operating leverages, rather than giving the exact numbers I think I can 

tell you the areas where operating leverage can come in. One is that as your scale expands in 

other zones (you are right now operating at a high distributor margins in the other zones) so if 

a growth happens in the other zones then to that extent (as a scale in the other zones increase) 

your distributor margin in the other zone can come down and hence your realization can 

improve and then some margins can improve too. Secondly it's clear that we are making 

investments in our management team and employee cost and sales. That process may happen 

over the next year as well but as we move forward hopefully our turnover will increase faster 

than our overheads will and so then operating level will come in as you have seen in Q2. We 

have paid high freight cost to the other zones and as and when we look at setting up Greenfield 

facilities in the other zone then freight cost obviously will reduce which will help the overall 

profitability as well. But of course we may continue to invest in our brand and we are not 

looking at a quarterly horizon or a one year horizon, we are in it for a longer period of time and 
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we are still a company which is fairly small and there maybe fluctuations but in the longer run 

obviously we would look into… 

Ankit Babel: How long can you continue with this Rs.5 pack? 

Rohan Jain: I don't know it depends on what the rate of inflation happens to be. 

Ankit Babel: Suppose if you have to increase price and then can you increase it to Rs.6 – Rs.7? I mean will 

you ever opt for that price point? Will you do something like shifting directly from Rs.5 to 

Rs.10 with some change in grammage and all those? 

Rohan Jain: I don't know I mean the market has not been very responsive to an Rs.6 type of price point 

from what we understand. We have not tried it but the general sense is that things are mostly 

available whether its ice cream or any other products which are more available at Rs. 5 and Rs. 

10 pack. At the same time it's not us, it's all other companies even market leaders such as Frito-

Lay who have the same problem. So somewhere either the price points will move from Rs.5 to 

Rs.6 or something and I don't know whether that will happen or the alternatively the offering 

will become more, you will have to push the offering then make it more attractive in Rs.10 

pack which we are doing any way to make the consumer shift. So it's difficult to say how 

things will pan out whether a Rs.6 or Rs.7 price point will ever come into being I'm not sure. 

So far in the segment, it’s not really there. 

Moderator: Thank you. The next question is from the line of Kunal Bhatia from Dalal & Broacha.  

Kunal Bhatia: You did mention that we are doing something on the employee cost in terms of additional 

management. So if you could just elaborate a bit on that and because of which if we were to 

look at the current first half, how much was the employee cost impacted because of that and If 

we are through to this process by the next year what kind of leverage we can get there from a 

10% kind of EBITDA margins what kind of growth do we see in the next 2 to 3 years period? 

Rohan Jain: While your questions are very difficult Kunal to give you exact number on these things. 

Employee costs have increased, we can possibly have to discuss this off-line because it's very 

difficult to give you exact numbers as how much things will improve, I mean the kind of 

investment like for example earlier we have got a separate CFO for DFM Foods on board. We 

have taken certain senior people to drive sales and marketing, even on the area head side and 

on the sales team, we have expanded our sales team too. Obviously in South we are trying to 

getting people, we have zonal managers in place. We are strengthening both in terms of the 

number and also in terms of quality of management personnel that we are trying to get on 

board. There will be continuous investments that we will have to make in people possibly 

ahead of the curve. To drive growth, it’s very difficult to put a number right now on exactly 

when this process will be over, how much leverage will come, very difficult to say at this 

point. 



 DFM Foods Limited 

October 30, 2015 

 

 Page 20 of 21 

Kunal Bhatia: What kind of trade margins do we have? 

Rohan Jain: To the distributor or retailer? 

Kunal Bhatia: If you could give on both the ends. 

Rohan Jain: To a retailer a pack of Rs.5 is sold at about Rs.4.25 paisa, as a margin it’s about 15% to the 

retailer and in North it's a little bit lower, it may be around 13% of the retailer as his margin 

but not markup. In terms of distributor margin in the North zone we operate about 7% and the 

other zones we are at 10% or 12%. 

Moderator: Thank you. Our next question is from the line of Rohan Shah from Kroma LLP. Please go 

ahead. 

Rohan Shah: You mentioned the brand as a pull brand more than the push brand. Is this statement true also 

for the newer geographies you are entering? 

Rohan Jain: In the North we don't push at all in the sense we don't give any trade schemes on Crax Corn 

Rings. In the newer geographies, our brand strength is not to the same degree as in the North 

that we have been operating for several years. But at the same time there is a fair amount of 

consumer pull because of the TV advertising which is national in nature. All our cartoon 

channels are national on which we are advertising, so there is a fair amount of awareness in 

geographies as well as in the newer geographies. There is also a fair amount of consumer pull 

at the same time in newer geographies. We also give off and on trade schemes both through the 

retail channel as well as to the wholesale channel. So our brand actually is not as firm in other 

zones as it is in the North zone where we are operating for 30 years. But at the same time there 

is a fair amount of consumer pull for this product in the other zones as well. 

Rohan Shah: So the distributor is willing to pay you advances  

Rohan Jain: Yes  it is on  100% advance basis. That's not a problem at all, retailers are happy to keep our 

product, sales people are also happy to pick it up. In terms of per capita sales there are 

differences over a period of time  and it will take time whereas to come at to the same level as 

North India results. 

Rohan Shah: You mentioned that your long-term debt is about Rs.35 crores but the recent balance sheet 

there is something like Rs.26 crores and the short-term that is about Rs.6 crores. 

Rohan Jain: I said term loans were Rs.35 crores so the amount payable within the next year is obviously 

classified as current liabilities and so that Rs. 10 crores odd gets classified as current liability. 

The balance Rs.26 crores is what you are seeing in the long term loan. 
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Rohan Shah: Will you be borrowing about Rs.17 or Rs.18 crores more for the new CAPEX? 

Rohan Jain: Right. 

Rohan Shah: And you have current investments of about Rs.19 crores? 

Rohan Jain: Right. We have Rs.19 crores investments, we have about another Rs.13 crores in terms of the 

FDR that we have done because at this point the procedural sanction of the loan is still 

happening so we use our own funds for funding the capital advances for the equipments that 

we are buying for expansion, so at least about Rs.13 crores odd right now in FDR in cash and 

then there is the Rs.19 crores which is invested in mutual funds or securities so about Rs.32 

crores odd. 

Rohan Shah: So Mr. Jain you will be maintaining net debt equity below 0.5 that's what I understand?  

Rohan Jain: Well it will be below 1, it could be 0.7-0.8. 

Moderator: Thank you. As there are no further questions I would now like to hand the floor over to Mr. 

Raina for closing comments. 

Rajeev Raina: Thank you. I would like to thank all the participants for participating in this conference call 

and look forward to see you again in the next quarter in the conference call. Thank you very 

much. Thank you Raghavendra. 

Raghavendra Jaipuria: Thank you Mr. Raina. Thank you everyone from the management team. 

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

joining us and you may now disconnect your lines. 


