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EPIC:

PepsiCo

MARKET CAP:

PEP.N

$103.0bn

RECOMMENDATION:

RISK RATING:

PRICE:

Neutral
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$65.91

PepsiCo is the second largest food and beverage (F&B)
business in the world and the largest in North America.
Revenues are split 48% snacks/foods and 52% beverages,
and 18% of the overall portfolio are good-for-you nutrition
products. The global macrosnacks category is worth $200bn,
with PepsiCo operating in the savoury segment which is a
$60bn business. Beverages are a $400bn category with
$100bn in North America and Pepsico has products across the
whole beverage segment. Pepsico has both a strong operating
culture and strong consumer brand culture.






Leading brand portfolio with 19 $1bn+ brands, including
Pepsi, 7up, Doritos, Walkers, Lipton, Tropicana and
Gatorade.
Localised supply chains allows customisation to local
tastes.
Developed market growth to come from move to healthier
snacks.
Emerging markets growth will come from higher income
levels and increased urbanisation.
Nutrition business to meet need for convenient, highly
nutritious products.

While we continue to like the long-term investment case for
PepsiCo, we are concerned that the investor update next
month may involve the rebasing of 2012 EPS guidance and
hence result in short-term underperformance. While we are
moving our recommendation to Neutral, investors with a
shorter-term time horizon may wish to reduce their holdings
with a view to re-investing at a lower level post the investor
update.

Year End
Dec 2010
Dec 2011
Dec 2012
Dec 2013

52 Week High
52 Week Low
Price to Book Value
Dividend Yield
Free Cash Flow Yield
Dividend Cover
Net Debt
Interest Cover
Emerging markets sales
Next announcement

$71.89
$58.50
4.9x
3.1%
8.9%
4.4x
$18.9bn
9.2x
30%
9 February 2012

Source: Company Data and Bloomberg Consensus

Investment Case


CATEGORY: UNRESTRICTED
(see bottom of note for risk categories)

Previously Buy

Sales ($m)
57,838
66,385
68,303
71,288

Jonathan Jackson (Head of Equities)
Arjun Venu (Equity Analyst)

PBT ($m)
8,232
9,562
9,741
10,328

Share Price Over Last 12 Months
75
70
65
60
55
Jan 11

Apr 11

Jul 11

Oct 11

Note: UK investors may be subject to a withholding tax of 30% on
dividends from US companies. Dividend yields are stated gross of
this withholding tax. We do not automatically reclaim the
withholding tax on investments held with us. This will reduce the
amount of dividend income that you receive.

EPS ($)
3.97
4.39
4.56
4.91

Nicolas Ziegelasch (Global Equity Analyst)
Mick Gilligan (Head of Research)

PE (x)
16.6
15.0
14.5
13.4

DPS ($)
1.9
2.0
2.2
2.4

Yield (%)
2.9
3.1
3.3
3.6
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PepsiCo is due to announce its full year 2011 results on 9 February, and is also going to update investors on the results of the review
of the company’s business plan for 2012 and beyond. There have been various press reports regarding the likely outcome and what
will be announced. We believe that it is likely that PepsiCo is going to announce a significant step up in investment spending on its
brands (primarily through advertising and promotion), partially offset by some cost-cutting, but involving a re-basing of the EPS
guidance before resuming the low double-digit growth rate of the past decade. This is certainly a view shared by some parts of the
market as can be seen by the decline in consensus EPS growth rate for 2012 over the past four months. However, there is still a fairly
wide dispersion in brokers’ 2012 EPS estimates and with our view that the guidance is likely to be at the bottom of this range, there is
potential for downgrades and the consensus number to decline by 4-5%.

There are two more positive scenarios for the investor update, but we believe these are less likely. Firstly, it is possible that the
investment in brands is announced but will be fully offset by cost-savings. Due to the size of the investment likely to be made, we don’t
believe this can easily be offset by cost savings without impacting the business and hence the market is unlikely to give PepsiCo credit
for the cost savings, and will mark earnings down regardless. Secondly, it has been rumoured that PepsiCo is going to announce a
break-up into three separate companies: beverages, snacks and nutrition. While this would probably be taken positively by the market,
we believe it is unlikely at this stage given the recent focus on the ‘Power of One’ strategy, designed to leverage the combined scale of
its complementary snacks and beverage businesses. In addition, the nutrition group does not seem large or developed enough to be
standalone, and it seems unlikely given the recent acquisitions in this space.
We continue to like the long-term investment case for PepsiCo, with its portfolio of leading snack and beverage brands with large-scale
reach into both developed and emerging markets. The business is a combination of global brands, with localised supply chains
allowing local customisation and innovation of products. The growth potential in developed markets will come from a move to healthier
snack options and PepsiCo is well positioned to take advantage of this trend, both in shifting traditional snack brands and offering more
nutritional brands. In emerging markets, growth will be driven by increased per capita consumption from higher incomes and increased
urbanisation, and PepsiCo has both the brands and the strong distribution networks necessary to capture this growth. However, we
believe that over the short term, there is a risk of under-performance if the EPS for 2012 is rebased lower. While we are moving our
recommendation to Neutral, investors with a shorter-term time horizon may wish to consider reducing their holdings with a view to reinvesting at a lower level post the investor update.
Risks to this recommendation



EPS is not rebased and there are upgrades to consensus.
A break-up of PepsiCo into three separate businesses.
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KILLIK & Co RESEARCH RECOMMENDATIONS
Equity Research
Large Cap

Mid Cap

Global

Investment ideas in the
FTSE 100 which we
believe will generate
returns ahead of the AllShare index.

Investment ideas in the
FTSE 250 which we
believe will generate
returns ahead of the AllShare index.

Global investment ideas
which we believe will
generate returns ahead of
the FTSE World (ex UK)
index over the long term.

Fund Research
Absolute Return
Funds that aim to generate
an absolute return over the
medium to long term, i.e. a
positive return irrespective
of equity or bond market
direction.

Income

Growth

Income producing funds,
which are attractive in the
context of the yield
available from cash, gilts
and UK equities.

Funds which we believe
have the potential to
generate a high level of
capital growth over the
long term.

KILLIK & Co RESEARCH PERIODIC PUBLICATIONS
Daily Note

ETFs Bulletin

Thematic

A summary of the day’s newsflow and an update of
opinion on covered stocks.

Focusing on London-listed Exchange Traded Funds
(ETFs) and Exchange Traded Commodities (ETCs).

A number of direct equity and fund ideas that are well
positioned to exploit a key investment theme.

The Killik & Co Research Policy and recommendation definitions can be found at www.killik.com/research

The Killik & Co Risk Rating system uses categories which are intended as guidelines to the specific risks involved, as follows:
Restricted Lower Risk (1), Restricted Medium Risk (2-3) and Unrestricted (4-9).
Please see the Killik & Co Terms & Conditions for further detail.

Disclaimers

Information for clients of Killik & Co
The Information within this publication is not directed at any person in the United States and is not intended to be used by any person in the United States unless
those persons are already Killik & Co clients and they have applicable US exemptions. This document has been issued by Killik & Co on the basis of publicly
available information, internally developed data and other sources believed to be reliable, but we have not independently verified such information and we do not
give any warranty as to its accuracy. This document does not purport to be a complete description of the securities, markets or developments referred to in the
material. All expressions of opinion are subject to change without notice. Killik & Co does not undertake to keep the subject of all of its recommendations under
review, therefore any recommendations in this publication are given at this point in time and will not necessarily be updated in future. Clients should seek advice from
their Broker on the suitability for their personal circumstances of any investments covered by this publication prior to acting on its contents. The past performance of
an investment is not a reliable guide to its future performance and the value of an investment may fall as well as rise. Higher volatility investments may be subject to
sudden and large falls in value and you may realise a large loss equal to the amount invested. Some investments are not readily realisable and investors may have
difficulty in selling or realising the investment or obtaining reliable information on the value or risks associated with the investment. Where a security is denominated
in a currency other than sterling, changes in exchange rates may have an adverse effect on the value of the security and the income thereon. In addition, if the
security is listed outside the United Kingdom (UK), the listing regime and local regulation may differ from that which pertains in the UK. This may affect the degree of
protection that consumers receive. Prior to publication, this document may have been disclosed to the company that is the subject of the research and factual
amendments may have been made at their request prior to publication. When producing investment research, Killik & Co acts independently and has implemented
measures to manage any potential conflicts of interest that may arise. The institutional sales team that forms part of Killik Capital may provide broking services to
some of the fund management companies that run funds recommended by and/or commented upon by the research team within Killik & Co. Details of these
measures can be found in Killik & Co’s research policy which can be found on the website www.killik.com/research. Killik & Co is a trading name of Killik & Co LLP,
a limited liability partnership authorised and regulated by the Financial Services Authority and a member of the London Stock Exchange. Registered in England and
Wales No. OC325132. Registered office: 46 Grosvenor Street, London W1K 3HN. A list of Partners is available upon request.www.killik.com Member of the London
Stock Exchange
Information for clients of Killik & Co (Middle East & Asia)
This document is provided by Killik & Co (Middle East & Asia) Clients as defined by the DFSA. Killik & Co (Middle East & Asia) is regulated by the Dubai Financial
Services Authority (DFSA) and is a branch of Killik & Co LLP which is authorised and regulated by the UK FSA and a member of the London Stock Exchange. Any
opinions, projections, forecasts or estimates in this report are those of the author only, who has acted with a high degree of expertise. They reflect only current views
of the author and are subject to change without notice. Killik & Co (Middle East & Asia) has not been a party to or had any material input towards this research
publication. Killik & Co (Middle East & Asia) has no obligation to notify a reader or recipient of this publication in the event that any matter, opinion, projection,
forecast or estimate contained herein, changes or subsequently becomes inaccurate, or if research on the subject company is withdrawn. The investments referred
to in this publication do not take into account the recipient’s suitability requirements or investment risk appetite. Recipients are urged to base their investment
decisions upon their own appropriate investigations that they deem necessary. In the event of any doubt about any investment, recipients should contact their own
investment, legal and/or tax advisers to seek advice regarding the appropriateness of investing. Any loss or other consequence arising from the use of the material
contained in this publication shall be the sole and exclusive responsibility of the investor and Killik & Co (Middle East & Asia), accepts no liability for any such loss or
consequence. Please note past performance is not necessarily a reliable guide to future performance of an investment. Killik & Co (Middle East & Asia) aims to be
transparent, fair in business dealings and adhere to DFSA conflicts of interest requirements. For further information please contact the Dubai office. Killik & Co
(Middle East & Asia) Principal place of business: No 55, Level 2, The Gate Precinct Building 5, Dubai International Financial Centre (DIFC), Dubai, United Arab
Emirates. Tel: +971 (0) 4 425 0354 Fax: +971 (0) 4 425 0355 Website: www.killik.com
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