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Zydus Wellness

Heinz portfolio shines

Zydus Wellness Limited’s (ZWL's) Q1FY2020 results are not comparable
y-o-y due to consolidation of the acquired Heinz portfolio. ZWL'’s
base portfolio grew by 10% while the Heinz portfolio grew by 20% in
Q1FY2020. OPM stood strong at about 20%. The management has
indicated at a sustained double-digit growth on a comparable basis and
a 200 bps improvement in OPM in the next two years. We have increased
our earnings estimates to factor in higher than estimated growth for the
Heinz portfolio. In view of improved earning visibility, we upgrade the
stock to Buy with a revised price target (PT) of Rs.1,780.

Key positives

¢ Key brands such as Sugarfree, Everyuth Scrub, Everyuth Peeloff, Nycil
and Glucon D maintained leadership positioning in their respective
categories.

¢ The Heinz Portfolio grew by 20% due to seasonality factor (Q1
contributes 30% to overall sales).

¢ Heinz portfolio gained market share (Glucon D - 51 bps, Nycil — 105
bps).

¢ OPM jumped significantly to 19.7% in Q1FY2020 as against 8.1% in
Q1FY2019.

Key negatives
¢ Sugarfree grew by just 3.8%; ZWL has “94% market share

¢ Consolidated gross margins declined to 59.2% in Q1FY2020 from “68% in
Q1FY2019 on account of lower gross margins of 55% in the Heinz portfolio.

Our Call

Valuation: The Heinz portfolio performed extremely well in Q1IFY2020
(30% of overall Heinz sales) with strong traction in the Nycil and Glucon
D brands. The company is focusing on improving growth prospects for
Complan in the next six months through adequate investments on brands
and re-aligning the distribution system. If acquired brands continue to
perform well and OPM improves by 80-100 bps in the coming years, the
Heinz acquisition will be earnings accretive by FY2021. In view of improved
earning visibility, we upgrade the stock from Hold to Buy with a revised
price target of Rs. 1,780 (valuing stock at 32x its FY2021E earnings).

Key Risks

¢ AsZWL'soperatesinniche, discretionary categories, any macroeconomic
slowdown will affect growth of these categories.

¢ Slow growth in the Heinz’s portfolio will prolong the time for the
acquisition to become earnings positive.

Valuation (consolidated) Rs cr
Particulars FY17 FY18 FY19 FY20E* FY21E*
Revenue 463 503 843 1,993 2,318
OPM (%) 21.4 24.9 207 20.0 207
Adjusted PAT m 137 171 241 320
% YoY growth 57 227 25.4 40.8 329
Adjusted EPS (Rs.) 28.5 34.9 297 41.8 55.6
P/E (x) 527 429 50.5 35.9 270
P/B (x) 10.5 8.5 2.6 2.4 2.2
EV/EBIDTA (x) 58.6 45.4 49.3 21.4 17.6
RoNW (%) 21.5 21.9 8.4 6.9 8.6
RoCE (%) 23.0 229 71 76 87

Source: Company, Sharekhan Estimartes * Estimates are including the Heinz consolidation

Stock Update



Sharekhan

Q1FY2020 numbers not comparable with Q1IFY2019 on Heinz acquisition

Revenue stood at Rs. 620 crore; OPM at 19.7%: Q1FY2020 revenue stood at Rs. 620.3 crore as against Rs.
131.6 crore in Q1FY2019. The ZWL base portfolio grew by 10% (entirely volume led) for the quarter whereas the
Heinz portfolio registered a healthy 20% growth (volume led growth of 12-13% and 7-8% price led growth). The
strong growth in the Heinz portfolio was mainly on account of robust performance of the summer products
such as Glucon-D and Nycil which registered double-digit growth during the quarter. All key brands including
Sugar Free, Everyuth scrub, Everyuth Peel-off and Glucon-D maintained their leadership positions. Gross
margin stood at 59.2% (Gross margin of Heinz portfolio stood at 55%+). OPM stood at 19.7% in Q1FY2020,
while the Q1FY2019 number was 8.1%. Operating profit stood at Rs. 122 crore. Adjusted PAT stood at Rs. 80.4
crore as against Rs. 15.9 crore in Q1FY2019.

Key brands performed well: In terms of brands, Sugar Free grew by 3.8% YTD and maintained its leadership
position with a market share of 94.3% backed by media campaigns, television commercials and sampling.
Sugar Free Green and Sugar Free Lite gained good traction during the quarter. Everyuth Scrub and Peel-off
Mask registered 16.6% and 18% YTD growth, respectively, led by good growth in e-commerce channels and
were category leaders with a market share of 32.7% and 84%, respectively. Nycil was re-launched during
the quarter with a new formula and new packaging and its market share improved by 105 BPS to 33.4%.
Glucon-D’s market share improved by 51 BPS to 59.8% and the category grew by 17.9% YTD. Nutralite had a
soft quarter registering a volume-led single-digit growth .The MFD category growth stood at 9% backed by
consumer offers and Complan’s market share declined marginally to 5.9%.

Results (Consolidated) Rs cr
Particulars Q1FY20 Q1FY19 YoY % Q4FY19 QoQ %
Net Revenue 607.4 131.6 - 416.2 45.9
Total expenditure 498.2 121.0 - 3401 46.5
Operating profit 109.1 10.6 - 76.0 435
Interest Expense 34.9 0.4 - 28.8 21.2
Depreciation 10.4 2.0 - 6.3 64.8
Tax -1.9 4.0 - -12.8 -85.6
PAT before M.I. 68.8 15.9 - 62.3 10.4
Minority Interest 0.0 0.6 - 0.0 -
PAT after M.I 68.8 15.3 - 62.3 10.4
Exceptional item 1.6 8.5 - 0.0 -
Reported PAT 80.4 23.8 - 62.3 29.0
Reported EPS (Rs.) 20.6 6.1 - 15.9 29.0

BPS
GPM (%) 58.4 68.5 - 59.8 -141
OPM(%) 18.0 81 - 18.3 -30
Source: Company; Sharekhan Research *Q1FY2019 numbers does not include the acquired portfolio and are thus, not comparable
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Financials in charts

Comparable revenue growth stood at 10%

Gross margins improved
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OPM stood at 19.7%

Source: Company, Sharekhan Research

Key brands maintain leadership position
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Revenue & PAT grew @ CAGR of 19.4% and 14.8%

1,000
800
()
5 600
5]
£
— 400
4
200
0
FY15 FY16 FY17 FY18
mRevenue mAdjusted Profit

FY19

Source: Company, Sharekhan Research

July 31, 2019

100 ; 943
84.0
80 A
59.8
60 A
g 40 A 32.7
20 - l
0 T T T
Sugar Free Glucon D Everyuth Peel- Everyuth Scrub
Off Mask
W Market share
Source: Company, Sharekhan Research
Working capital remains negative
-20 r r r r )
-31
-30 A 38
40 - 44
-51
» 50 -
>
a
-60 A
_70 n '75
-80 -
FY15 FY16 FY17 FY18 FY19
@ \\/orking Capital Days
Source: Company, Sharekhan Research

10

Stock Update



Sharekhan

Outlook

ZWL clocked a strong set of numbers in Q1FY2020 led by strong double-digit growth in the Heinz portfolio. The
company’s base product portfolio is expected to grow by 10-12% with Sugarfree expected to see a sequential
improvement in growth. The Heinz portfolio will continue to do well in the coming quarters as the company will
be invest on brands, re-align distribution networks and bring required SKUs into the market. The company aims
to increase direct distribution reach to 5 lakh outlets from 2.5 lakh outlets currently. Also, the synergy benefits of
Heinz acquisition would start flowing in from the coming quarters and OPM is expected to improve by 200 bps in
the next two years (we have factored in 70 bps improvement in OPM for FY2021).

Valuation

The Heinz portfolio performed extremely well in Q1FY2020 (30% of overall Heinz sales) with strong traction in
the Nycil and Glucon D brands. The company is focusing on improving growth prospects for Complan in the next
six months through adequate investments on brands and re-aligning the distribution system. If acquired brands
continue to perform well and OPM improves by 80-100 bps in the coming years, the Heinz acquisition will be
earnings accretive by FY2021. In view of improved earning visibility, we upgrade the stock from Hold to Buy with
a revised price target of Rs. 1,780 (valuing stock at 32x its FY2021E earnings).
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Peer valuation

Particulars P/E (x) EV/EBIDTA (x) RoCE (%)

FY19 FY20E FY21E FY19 FY20E FY21E FY19 FY20E FY21E
Hindustan Unilever 601 50.6 43.4 42.4 36.8 321 13.2 109.0 96.8
Marico 49.8 411 35.2 36.4 29.3 251 40.9 441 444
Zydus Wellness 50.5 41.5 323 493 22.0 18.6 71 7.4 8.4

Source: Company, Sharekhan Estimates
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About company

Zydus Wellness Limited (ZWL) is the listed entity of the Zydus group and one of the leading companies
in the fast-growing Indian consumer wellness market. The company’s growth over the years has been led
by pioneering brands such as Sugar Free, EverYuth and Nutralite and innovations offering new benefits to
consumers. The company is the market leader in most of its product categories. The company has recently
acquired Heinz India, subsidiary of Kraft Heinz. With this, ZWLs product portfolio widened to include health
food drinks and energy drinks. The Heinz acquisition has also boosted ZWL's revenue trajectory to “Rs. 2,000
crore from Rs. 600 crore earlier.

Investment theme

ZWL has portfolio of strong brands that lead their categories. The Sugarfree brand has a 94% market share in
the artificial sweeteners category, while Everyuth Peel-off mask has an 84% market share. The acquisition of
Heinz enhanced the company’s product portfolio and distribution reach. However, the same is earnings dilutive
in the initial years as the acquisition was funded through a mix of debt and equity. The acquisition will start
adding to the bottom-line in another 3-4 years, in the backdrop of a stable consumption environment.

Key Risks

¢ Macroeconomic slowdown: ZWL is largely present in niche categories, which are discretionary in nature. Any
slowdown in the macro environment will affect growth of these categories.

¢ Slow growth in acquired brands: Slow growth in acquired brands (Heinz’s portfolio) will prolong the time for the
acquisition to become earnings positive.

+ Increase in competition: ZWL is facing stiff competition in skin care products such as face wash and scrubs from
multinationals, which has affected the revenue growth of these categories.

Additional Data

Key management personnel

Sharvil P Patel Chairman

Tarun Arora Whole Time Director and CEO
Dhanraj P Dagar Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Cadila Healthcare Ltd 63.6
2 Threpsi LLP 12.5
3 Zydus Family Trust 41
4 Matthews International Capital Management 3.2
5 Life Insurance Corp Of India 2.2
6 Reliance Capital Trustee Co Ltd 17
7 Prazim Trading & Inv Company 1.4
8 PPFAS Asset Management 0.7
9 Dimensional Fund Advisors LP 0.4
10 Aditya Birla Sun Life Asset Management 0.2

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.
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