
 
 

 
  

    

 
 
 
 
 
 
We recently interacted with the management of Zydus Wellness for an update on the business and future plans. We like 
the company for its impregnable brand franchise (three core brands, Sugar Free, EverYuth and Nutralite) in highly 
under-penetrated but rapidly growing niche categories and brand extension into others (Sugar Free Dlite, EverYuth 
Menz). While competition from bigger players is negligible, an increase in competitive activity would accelerate 
category growth and create a bigger opportunity for incumbents like Zydus. As the company gets into capex mode with 
an investment of Rs450m for its Sikkim plant, our take is that the additional capacity will deliver at least Rs3bn revenues 
over the next 3-4 years (more than overall revenues in FY10!) and the tax rate would come down from 34% to ~20% 
(MAT rate). We believe the company is brilliantly placed to leverage the emerging ‘health and wellness’ urban story and 
can deliver a 25% revenue CAGR over the next 3-4 years to become a Rs6bn-7bn business by FY14. The stock trades 
at 26x FY12 earnings on consensus estimates. We have a positive bias.   

Key takeaways 

•  Impregnable brands in niche categories… 

Zydus Wellness operates in niche categories in the health and wellness market with strong brands like Sugarfree, 
EverYuth and Nutralite. These brands are dominant (70%+ market share each) in their respective categories, which 
in turn are highly under-penetrated but growing rapidly. While competition has been limited, we expect it to intensify 
as each of these categories grows to Rs5bn-10bn. However, an increase in competition would accelerate market 
development as the burden of consumer awareness (a key driver to market growth) will shift from a single player 
(Zydus, in this case) to multiple players (e.g., accelerated growth of the diaper market after P&Gs’ entry). We expect 
these categories to grow in excess of 20-25% over the next couple of years and believe Zydus is well placed to 
capitalize on the growth momentum. 
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Strong brand portfolio 
 

Source: IDFC Securities research 

•  New product launches to add growth drivers… 

Zydus is leveraging its strong brands to expand into new categories like sugar-free beverages (Sugar Free Dlite), 
skincare for men (EverYuth Menz) and new categories like Actilife, a nutritional health drink for adults. The company 
is continuing to invest in R&D to create a repertoire of new products (e.g., sugar-free ice cream, medicated 
shampoo) to be tested in the market. We believe this spirit of innovation will enable the company to create new 
growth drivers for the future.  

However, the management has stated that it will continue to focus on niche segments and avoid mainstream 
categories like fairness creams, shampoos, etc, due to significant investments required to compete against large 
players. Our take here is that Zydus, equipped with brands like EverYuth, should be able to move into mainstream 
categories like fairness creams and shampoos quite easily. While the company will probably not become a market 
leader, grabbing a few points of market share should be possible with very little investment. A mere 5% market share 
in the Rs30bn shampoo category would equate to almost 50% of Zydus’ current revenues! By staying away from 
these categories, Zydus may be missing out on a significant growth opportunity.    

Leveraging brands into new segments 
 

Source: IDFC Securities Research 
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•  Sikkim tax benefits: A boost to profits… 

The company is setting up a new plant in Sikkim for an investment of ~Rs450m, with the potential to add ~Rs3bn in 
revenues over the next 3-4 years. All third-party manufacturing at Ahmedabad will move to the Sikkim plant and only 
value-added sugar-free products will continue to be outsourced. Given that the company currently pays tax at 33%, 
the plant at Sikkim will offer substantial tax savings to the company especially over the next five years (exempt from 
income tax). We expect the transition in manufacturing to commence in April 2011 and complete by Q2FY12 or early 
Q3FY12. After the transition, we expect the tax liability to fall to almost half (from 34% to 20% MAT), driving a 
significant improvement in profitability.  

•  …ensuring sustenance of strong profitable growth  

Zydus looks poised for strong growth given its dominance in under-penetrated core categories and extension into 
newer ones. We expect the company to record 20-25% revenue growth over the next 4-5 years. With Rs1bn cash 
and zero debt, Zydus has the ability to acquire smaller, relevant brands or invest in new activities to propel revenue 
growth. 

The company also has a robust cost structure, with raw materials forming only 32% of revenues. As a result, its 
sensitivity to commodity prices is modest. While A&P spends are high at 35% of revenues, we expect it to 
significantly decline as categories grow and the need for investment in consumer education reduces. With tax rates 
reducing by almost half, our sense is that Zydus has the ability to double profits in the next three years. The stock 
trades at 26x FY12 (consensus estimates). We have a positive bias. 

Key financial  

As on 31 March FY04 FY05 FY06 FY07 FY08 FY09 FY10 FY11E FY12E 
Net sales (Rs m) 180  285  309  427  563  1,947  2,675  3,413  4,306  
Adj. net profit (Rs m) 18  25  25  43  46  238  453  619  876  
Shares in issue (m) 5.6  5.6  5.6  5.6  5.6  39.1  39.1  39  39  
Adj. EPS (Rs) 4.0  5.3  4.4  7.7  8.2  6.1  11.6  15.8  22.4  
        % change - 34.0  (17.1) 73.2  6.6  (25.4) 90.2  36.7  41.5  
PE (x) 145.4  108.5  130.9  75.6  70.9  95.0  50.0  36.6  25.8  
Price/ Book (x) 48.0  37.1  19.0  15.7  13.2  32.8  22.5  15.48  10.75  
EV/ EBITDA (x) 116.8  79.9  64.1  76.1  50.6  57.1  31.9  25.17 19.88 
RoE (%) 30.5  32.2  19.2  22.8  20.2  50.9  53.4  50.3  49.1  
RoCE (%) 30.2  32.3  19.3  22.8  20.6  51.0  53.5    
Source: Bloomberg, IDFC Securities Research 
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Disclaimer 

This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking, 
investment management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. 

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. 

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable 
basis, IDFC SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC 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 IDFC SEC and affiliates from doing so. We do not represent that information contained herein 
is accurate or complete and it should not be relied upon as such. 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. 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). The investment 
discussed or views expressed may not be suitable for all investors. 

Affiliates of IDFC SEC 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 IDFC SEC 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 a certain category of investors. Persons in whose possession this 
document may come are required to inform themselves of, and to observe, such applicable restrictions. 

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as 
such, may not match with a report on a company's fundamentals. 

IDFC SEC and affiliates may have used the information set forth herein before publication and may have positions in, may from time to time purchase or sell, or may be materially 
interested in any of the securities mentioned or related securities. IDFC SEC and affiliates 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 IDFC SEC, 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. Any comments or statements made herein are those of the analyst and do not necessarily reflect those of IDFC SEC 
and affiliates. 

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material 
and is not for any type of circulation. Any review, retransmission, or any other use is prohibited. 

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of 
their receiving this report. 

Explanation of Ratings: 

1.  Outperformer:       More than 5% upside to Index  

2.  Neutral:                 Within 0-5% to Index (upside or downside) 

3.  Underperformer:   More than 5% downside to Index 

Disclosure of interest: 

1. IDFC SEC and affiliates may have received compensation from the company covered herein in the past twelve months for issue management, capital structure, mergers & 
acquisitions, buyback of shares and other corporate advisory services. 

2. Affiliates of IDFC SEC may have received a mandate from the subject company. 

3. IDFC SEC and affiliates may hold paid up capital of the subject company. 

4. IDFC SEC and affiliates, their directors and employees may from time to time have positions or options in the company and buy or sell the securities of the company(ies) 
mentioned herein. 

Copyright in this document vests exclusively with IDFC Securities Ltd 
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