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CMP: | 1440   Target:  | 1300 (-10%)     Target Period:  12-15 months 

Zydus Wellness (ZYDWEL) 

REDUCE 

Diversified niche play in health & wellness categories 

Zydus Wellness (ZWL), subsidiary of Cadila Healthcare, operates in the 

niche wellness & health product segments with brands like Sugar Free 

(sugar substitute) and Nutralite (health foods). Its third brand, Everyuth, 

is focused towards skin care products. The company acquired Heinz 

India’s consumer business, subsidiary of Kraft Heinz, in January 2019. With 

this, Zydus’ product portfolio widened to Glucon-D, Complan, Nycil and 

Sampriti with revenues totalling | 1,150 crore. As a result, the 

acquisition has boosted Zydus’ revenue trajectory to ~| 1,700 crore from 

erstwhile levels of ~| 500 crore. The company is the market leader in most 

of its product categories. The acquisition has helped Zydus increase its 

distribution network, adding 800 distributors, 20,000 wholesalers and 1.7 

million retail outlets across the country, thus resulting in a combined 

strength of 2.5 million outlets with 1,500+ distributors. 

Leading market position in niche consumer wellness products 

Zydus is present in diversified categories, with market leadership in five out 

of its seven brands. Sugar Free has 94.6% market share in the sugar 

substitute category. The market share of Everyuth scrub and Everyuth Peel-

off mask is at 32.6% and 82.1%, respectively, and has established its 

leadership in advanced skincare segment. Glucon-D is a category leading 

brand with 59.3% market share with 98% product recall. Nycil is a leader in 

prickly heat and cooling powder category with 34.2% market share. Rising 

health awareness in India and aggressive brand-building (A&P spend: ~20% 

of sales) has helped it to retain market leadership and grow rapidly. 

Strong synergies expected from Heinz India acquisition 

The Heinz India acquisition enhanced and diversified ZWL's product basket 

with the addition of Glucon-D, Complan, Nycil and Sampriti. It would help 

ZWL triple its revenue and double its operating profit from FY20E as 

acquired brands had a total revenue of | 1,150 crore. However, relatively 

low gross margin of the acquired brands will lower ZWL's blended operating 

margin to 20-22% over the medium term from 23-24% earlier. The acquired 

brands will benefit from ZWL's pharmacy reach while ZWL's existing brands 

will benefit from Heinz's distribution network. Ability to launch variants and 

scale-up acquired brands will be critical to capitalise on expected synergies. 

Valuation and outlook 

Synergies from acquired portfolio, wider distribution network and negligible 

tax rates in the near term would allow Zydus to report 26% earnings CAGR 

over FY19-22E. However, due to an increase in debt and equity, the return 

ratios of the company are at low single digit and would take a good five to 

seven years to reach double digit levels. On account of low single digit return 

ratios, we value the company on a triangulated value of P/E, P/sales & DCF 

methodology assigning 25x FY21E earnings, 4x FY21E sales, which is at a 

~50% discount to its FMCG peers. In the DCF methodology, we assign 

WACC of 8.8% at a terminal growth of 3%. We have a REDUCE rating on the 

stock with a target price of | 1300/share. 

Key Financial Summary 
ssf

| Crore FY17 FY18 FY19 FY20E FY21E FY22E CAGR FY19-22E

Net Sales 430.6 512.6 842.8 1,790.5 1,986.2 2,208.5 37.9 

EBITDA 99.1 125.3 174.4 340.9 402.0 491.4 41.3 

EBITDA Margin % 23.0 24.4 20.7 19.0 20.2 22.2 

Net Profit 109.0 133.9 169.1 211.8 269.5 341.9 26.4 

Adjusted EPS (|) 13.9 17.1 29.3 36.7 46.7 59.3 

Adjusted P/E (x) 103.7 84.4 49.3 39.4 30.9 24.4 

RoCE (%) 15.5 15.9 3.2 6.1 7.0 8.1 

RoE (%) 19.6 19.4 5.0 5.9 7.1 8.3 

Source: Company, ICICI Direct Research 

Particulars 

Particulars (| crore) Amount

Market Capitalization 8,337.6

Total Debt (FY19) 1,569.3

Cash and Investments (FY19) 164.3

EV 9,742.6

52 week H/L (|) 1858 / 1189

Equity capital 57.7

Face value (|) 10.0

Key Highlights 

 Well diversified portfolio with market

leadership in five out of seven brands

 Combined portfolio to create synergies

via enhanced distribution network and

supply chain efficiencies due to

complementarity of channels

 We recommend REDUCE on stock with

target price of | 1300/share

Price Performance 
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Company Background 

Incorporated in 1988 with the Sugar Free brand, Zydus Wellness has over 

30+ years, expanded with a strong portfolio of seven brands (acquired four 

brands via inorganic route) with robust manufacturing and distribution 

capabilities. Zydus Wellness operates primarily in the health and wellness 

industry. It is a subsidiary of Cadila Healthcare, with a holding of 63.55%. 

The company undertakes its operations from five manufacturing facilities: 

one unit in Ahmedabad, two in Sikkim, one in Aligarh and one in Sitarganj. 

Exhibit 1: Evolution of company 

 

Source: Company, ICICI Direct Research 

 

Zydus offers brands such as Sugar Free, Nutralite and Everyuth. Its recent 

acquisition of Heinz India consumer wellness business helped it expand its 

product portfolio adding brands like Complan, Nycil, Glucon-D and Sampriti 

Ghee. While Glucon-D and Complan operate in the instant energy and health 

food drinks (HFD) segment, its Sugar Free brand offers sugar substitutes in 

five variants: a) Sugar Free Natura (Sucralose based), b) Sugar Free Gold 

(Aspartame based), c) Sugar Free Green (Stevia leaves based), d) Sugar Free 

Green – Veda and e) Sugar Free Lite. The Nutralite brand is positioned as a 

healthy substitute to butter whereas Sampriti Ghee is a by-product of 

Complan. Everyuth and Nycil brands operate in the skin care category. 

Exhibit 2: Zydus portfolio of brands 

 

Source: Company, ICICI Direct Research 

 

The products have a huge market share in their respective categories, with 

stand outs being Sugar Free, Everyuth peel offs and Glucon-D, which have 

over 94%, 82% and 59% market share, respectively. 

Exhibit 3: Category market share (%) 

Category/Brand Sub category MAT (Nov18 - Oct19) Zydus position

Sugar Free 94.6 1

Everyuth Scrub 32.6 1

Peel-Off 82.1 1

Nutralite 39.8 1

Glucon-D 59.3 1

Complan 5.7 4

Nycil 34.2 1

Sampriti Ghee - -
 

Source: Company, ICICI Direct Research 

 

 

 



  

 

ICICI Securities | Retail Research  3 

  
ICICI Direct Research 

 

Stock Tales | Zydus Wellness 

Investment Rationale 

Category leadership in niche, growing health segment 

On account of the increase in health issues in India, health foods has 

emerged as one of the fastest growing segments in in the country. As 

products like Sugar Free and Nutralite reduce calorie and cholesterol intake, 

they are attracting health conscious consumers. The company also enjoys 

‘first-mover’ advantage in many categories. This has led to brand loyalty and 

hence, business growth for the company. Zydus Wellness is the market 

leader in the low-calorie sweetener (Sugar Free: 94.6%), instant energy 

(Glucon-D: 59.3%) and low-fat margarine (Nutralite: 39.8%) categories. 

Zydus has been able to maintain its leadership position in the highly 

competitive skin care market with 32.6% & 82.1% market share in the Scrubs 

& Peel-off sub-segment and 34.2% market share in acquired brand Nycil in 

the prickly heat powder category (though Zydus’ market share in total skin 

care market is at ~1%). Zydus’ focus on niche health & wellness products 

through its strategy of launching products in the personal care and health 

food categories is aiding rapid growth. Its presence in niche segments helps 

it to avert competition and command strong pricing power. Rising health 

awareness in India and aggressive brand-building (A&P spend: ~20% of 

sales) has helped it retain market leadership in the aforementioned 

categories. 

Heinz India acquisition to enhance scale of business 

In January 2019, Zydus Wellness completed the ~| 4,600 crore acquisition 

of Heinz India's consumer wellness business, which included Complan, 

Glucon-D, Nycil and Sampriti Ghee brands, along with two large 

manufacturing facilities (one in Aligarh and another one in Sitarganj) along 

with operations, research, sales, marketing & support teams and a network 

of more than 800 distributors and 20,000 wholesalers in 29 states. 

The funding of the acquisition was via a mix of debt and equity as the 

company raised | 2,575 crore by issuing 1.86 crore shares on a preferential 

basis to Cadila Healthcare (| 1,175 crore), Zydus Family Trust (| 300 crore), 

True North (| 1,000 crore) and Pioneer Investment Fund (| 100 crore) at an 

issue price of | 1,382 per share, resulting in an equity dilution of nearly 48%. 

The company also raised | 1,500 crore by issuing 9.14% secured, 

redeemable NCDs on a private placement basis. The balance payment was 

made through | 550 crore cash available with the company. 

The Heinz India brands were acquired at price/sales multiple of ~4x and 

EV/EBITDA of 20x. 

The acquisition of Heinz India’s consumer wellness business is expected to 

create economies of scale and various synergistic benefits for Zydus 

Wellness in the medium to long term. ZWL has a pan-India presence through 

a distribution network comprising 1,000+ distributors and ~2,000 feet-on-

street representatives, who facilitate the coverage of 8.5 lakh+ retail outlets. 

One of the biggest benefits arising out of the acquisition will be related to 

the widening and deepening direct distribution coverage. The acquired 

company has 1.7 million stores pan-India, enjoying a sizeable presence 

among General Trade and is expanding its reach across the rapidly drawing 

modern trade and e-commerce channels. The combined company would 

have five manufacturing facilities with a distribution network of 1,500+ 

distributors, 2.5 million retail outlets, direct reach of 2.5 lakh outlets and 

more than 2 million customer touch points. 

 

 

Heinz India acquisition snapshot (| crore)

Equity infusion 2,575

Debt (NCD's) 1,500

Internal accruals 550
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With a wider product portfolio and addition of newer categories, it will help 

the company provide greater product choice and focus on products based 

on customer needs and preferences. The acquisition will also help ZWL gain 

a footing in under-penetrated categories, giving scope for further expansion. 

ZWL may be able to leverage its pharmacy chain network for boosting sales 

of the Heinz portfolio. About 18% of health drink sales are routed through 

the pharmacy chain network, which can be leveraged for growth in the 

Complan brand. The Heinz deal has brought two manufacturing units and an 

assurance of captive milk supplies. Heinz has a well-oiled milk sourcing 

arrangement, with as many as 300,000 farmers in Uttar Pradesh being part 

of the procurement arrangement. In addition, Heinz India is particularly 

strong in West Bengal and Tamil Nadu, which contribute 30% of its sales 

from Complan. 

Exhibit 4: Heinz India business to augment overall revenue growth 
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Source: Company, ICICI Direct Research 

 

Rising diabetics in India to lend support to Sugar Free 

India is the largest consumer of sugar in the world at ~26 million tonnes 

(MT), driven by the Indian palate biased in favour of products containing 

sugar. However, it has had also an unintended consequence as it is now 

ranking as the second largest population of diabetic patients (~7.7 crore vs. 

China at ~11.6 crore). The sedentary lifestyle has further added to the 

situation. As per International Diabetes Federation (IDF), the number of 

diabetics in India is expected to increase from ~7.7 crore in 2018 to ~13 

crore by 2045. IDF projects that, by 2045, India would have more than ~20% 

of the world’s diabetics, surpassing China. By 2045, the number of diabetics 

in India is expected to be ~13 crore, followed by China and the US. Also, 

~6% of India’s population suffers from diabetes currently. This is expected 

to increase to ~8-10% by 2045. With the rising incidence of health diseases 

(diabetes, blood pressure, heart) in India, we believe consumption of niche 

health products such as Sugar Free and Nutralite would be on the rise. 

We believe Zydus Wellness is well placed to capture this opportunity as the 

largest player in the segment with its brand Sugar Free brand and increasing 

penetration levels. Launched in 1988, Sugar Free is the flagship brand of 

Zydus, and enjoys a near monopoly in the category with 94.6% market 

share. ZWL offers sugar substitutes in five variants: Sugar Free Natura 

(Sucralose based), Sugar Free Gold (Aspartame based), Sugar Free Green 

(Stevia leaves based), Sugar Free Green – Veda and Sugar Free Lite in the | 

350 crore sugar substitute market. Sugar Free ‘Green’, Sugar Free Green 

Veda and Sugar Lite are the recent launches. 

  

Sugar substitute category has been growing at a 

CAGR of ~9-10% for last three years 
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Sugar Free Green is positioned as a 100% natural substitute as it is derived 

from Stevia leaves. Stevia leaves are approved by WHO, USFDA and FSSAI 

as a safe artificial sweetener. The product is intended to expand the market 

to health-conscious population. Another product Sugar Free Green – Veda 

is a new variant under the Green flagship with 100% natural extracts of 

Elaichi, Tulsi and Lemon to make the tabletop beverages like tea, healthy, 

but without the calorie. Sugar Lite is a blend of sugar and Stevia leaves and 

intended for the health conscious people. It has 50% lower calories than 

normal sugar.  

These new categories under Sugar Free brand contribute just 2-3% of sales 

in the category. However, they have been growing in high double digits over 

the last few quarters and are expected to contribute significantly to the 

category soon. Despite the entry of several players, the company has been 

able to maintain leadership position while the brand has become 

synonymous with the category. We believe ZWL has been able to build a 

strong moat in the category, which has a huge potential to grow over the 

next few years. Apart from first mover advantage, the category has not 

witnessed any significant product differentiation from competition helping 

ZWL to consolidate its leadership. Further, strong distribution reach has 

been the other key enabler for the company to achieve this position. 

We believe there is significant growth potential in this product, on the back 

of 7 crore+ diabetics in India and an increasingly health-conscious urban 

population. 

Huge headroom for growth from other product categories 

Glucon-D has a market share of 59.3% in the glucose powder market of  

| 550 crore. It is the largest contributor to the company’s combined sales. 

Glucon-D is a summer product with majority of its sales happening in 

January-June period. Glucon-D has a distribution reach of 1.7 million stores. 

The category grew ~11% in FY19 and ~16% in H1FY20. We believe the 

company’s largest brand has huge potential to expand as it has a low 

penetration of mere 12% and has been able to defend its market share over 

a long period despite the presence of large players like Dabur and Wipro in 

the category. 

 

Complan has a low market share of 5.7% in the ~| 6,500 crore malt based 

beverages market. Tamil Nadu and West Bengal together account for 30% 

of Complan’s sales. It has strongest market share in the East followed by 

South. The company is focusing on enhancing Complan’s market share 

through higher media spends, consumer promotions and advocacy through 

doctors. Though the industry has been growing at low single digits in the 

last few years, we believe under new & able leadership, product activations 

in new regions and cross selling through the company’s pharmacy chain 

network, this product segment can stand to gain tremendously from hereon 

in. With category penetration at just 24%, the category has decent 

headroom to grow (9% growth in FY19 and H1FY20). 

 

Everyuth operates in the skincare category with Zydus leading the market in 

the Scrubs and Peel-off sub-segments, enjoying market share of 32.6% and 

82.1% at | 250 crore and | 90 crore, respectively. In the highly competitive 

face-wash segment, it has market share of a mere 1%. 

 

Over the last four years, there has been a strong shift to ayurveda, natural 

and herbal category in India. Indian herbal products, which were estimated 

to be $6.4 billion market in 2016, is expected to grow to $9 billion by 2020. 

Currently, herbals/naturals contributes 40% of | 4,500 crore personal care 

market, which is expected to increase to ~50% by FY22. Thus, in order to 

leverage the growing opportunities in the category, Zydus launched 

Everyuth tan removal scrub & face pack recently. 
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The company is increasing its investment in scrubs and peel-offs through 

greater expenditure on the mass media and campaigns to deepen category 

penetration. It has also revamped its face-wash sub-segment and re-

launched Tulsi Turmeric face-wash with new & improved packaging. The 

category has grown at ~10%+ over the last 10 years. Increasing penetration 

of Scrubs and Peel-off masks and premium skin care launches like tan 

removal packs would help drive revenue growth for the category. Both the 

scrubs and peel-off masks have shown robust growth recently with 19% 

growth in FY19 and 15% growth in H1FY20 (much higher than industry 

growth rate). We expect these sub-categories to maintain the growth 

momentum ahead also. 

 

Positioned as a healthier option to butter, the Nutralite range of products are 

free from cholesterol, trans fats, and enriched with Omega 3 and Vitamin A, 

D and E. It has poly unsaturated fatty acids (PUFA) and mono unsaturated 

fatty acids (MUFA), which are known cholesterol fighters. The category 

largely caters to the institutional customer base (HORECA, airlines) as 

institutional customers contribute ~70% of sales. The company has 

ventured into the | 700-crore mayonnaise market, which is growing at a 

strong 20%. We believe Nutralite is a strong brand, which is reflected in its 

leadership position in the margarine category. Given our expectations of 

urban growth leading to rural and increasing shift of consumers towards 

healthier options, this category is expected to grow at 10% CAGR in FY19-

22E. 

 

Nycil has a market share of 34.2% in the prickly heat powder market of | 700 

crore. It has two variants: Prickly heat powder and Talcum Powder. Among 

acquired brands, Nycil has highest gross margins out of the four acquired 

brands, as its raw material is outsourced (acquired business gross margins 

were ~55%). The category has shown an impressive growth of ~11% in 

FY19 and ~12% in H1FY20. 

 

Sampriti Ghee is a by-product of Complan and is largely a B2B product. The 

category is highly fragmented with only two players having >10% market 

share.  

 

Exhibit 5: Volume growth trend % 
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Source: Company, ICICI Direct Research 
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Enhanced distribution reach; tax benefits over next two years 

Zydus enjoys pan-India presence with a distribution reach of 2 million 

customer touch points. Heinz India’s business acquisition helped increase 

Zydus’ distribution network adding 800 distributors, 20,000 wholesalers and 

1.7 million retailers across the country. The combined network now 

comprises 1,500+ distributors, 2,000 feet-on-street representatives and 2.5 

million retail outlets.  

Exhibit 6: Distribution network 

Warehouses 46

Cold chain warehouses 20

Distributors 1,500

Total distribution network (outlets) 2.5 million

Direct reach (outlets) 2.2 lakh

Customer touch points 2 million

Feet on street representatives 2,000

Distribution network

 

Source: Company, ICICI Direct Research 

The company has taken initiatives to increase its direct distribution reach in 

the grocery channel and increase its shelf presence in open format stores in 

eight leading cities to drive brand growth. ZWL aims to increase direct 

distribution reach to 5 lakh outlets from 2.5 lakh outlets currently. E-

commerce has registered robust growth whereas modern trade has grown 

in double digits for the company in FY19 (general trade contributes 88% of 

sales while remaining 12% is contributed by modern trade, of which e-

commerce contributes 2%). Increasing health awareness in India would help 

expand the market for Zydus. The products have strong brand recall. It also 

enjoys good margins due to limited competition. 

Acquired business gross margins are ~55%, which is lower than erstwhile 

business gross margins of ~68%. As a result, operating margins have also 

reduced from earlier levels of ~24% to current levels of 19%. The company 

expects margin expansion through operating efficiencies and cost 

synergies. Zydus expects a saving of | 40 crore at the EBITDA level in two 

years on account of synergies in the combined business. 

 

Exhibit 7: Raw material cost and EBITDA margins trend 
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Source: Company, ICICI Direct Research 

As per NCLT order, ZWL would be allowed to depreciate | 540 crore of 

intangibles, which has increased substantially after the Heinz India business 

acquisition. Also, the company has two plants in Sikkim, which is an excise 

free zone. As a result, the effective tax rate for the company for the next two 

years is expected to be nil. 
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Strong investment in brands 

Zydus Wellness has been aggressive in investing in its brands and has 

maintained A&P spend to sales at ~20% over the last 10 years. Aggressive 

spending on its brands has helped the company to retain market leadership 

as well as widen the market. Over the years, Zydus has launched various 

SKUs and brand extensions resulting in revenue growth. Zydus has not 

resorted to price hike in its Sugar Free category (flagship product for the 

company over the years) in the last five years, which has aided its volume 

growth. In a bid to promote and restage acquired brands into the market, 

A&P spend is expected to remain at elevated levels. 

Exhibit 8: A&P spend trend (%) 
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Source: Company, ICICI Direct Research 

 

Foray into international market to boost export revenues 

ZWL brought in management expertise in FY17 to explore the international 

market potential majorly in Middle East, Africa, South East Asia & Saarc 

regions. Currently, Zydus exports its products to 13 countries, with markets 

such as Malaysia and Kuwait added in FY19. Though export as a percentage 

of sales is currently low, it is set to become a considerable portion of the 

revenues, going forward. The company launched Sugar Free D‘lite 

chocolates, a premium priced product in the export market. Zydus also 

launched Everyuth products in UAE, Bahrain and Qatar and Nutralite 

products in Qatar and Sri Lanka in FY19. 
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Financials 

Net revenues to more than double in next three years 

ZWL’s revenues are expected to grow in double digits on the back of strong 

volume growth and broad based growth across categories. Glucon-D, 

Everyuth, Nycil and Nutralite are expected to grow in double digits over the 

next three years on the back of strong market leadership in the category and 

launch of new variants to support the growth trajectory. Sugar Free is 

expected to grow at 9-10% on the back of increase in distribution network, 

high growth from new launches (Sugar Green and Sugar Lite) and rising 

health awareness in urban areas. Complan would be able to grow higher 

than its mediocre growth of mid-single digits over the years, on the back of 

product activations in new regions, high media spend and leveraging of 

ZWL’s pharmacy chain network. 

Exhibit 9: Net revenues expected to clock 38% CAGR in FY19-22E 
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Source: Company, ICICI Direct Research 

 

EBITDA margins to stabilise at 20% levels  

Though the acquisition of Heinz India’s consumer business would help ZWL 

more than triple its operating profit in the next three years, its blended gross 

margins would be lower at ~60% compared to the erstwhile business gross 

margins of ~68% on account of lower gross margins of acquired brands, 

(acquired business gross margins are relatively lower at ~55%). As a result, 

operating margins of the combined business have witnessed a reduction 

from earlier levels of ~23-24% to 19% expected in FY20E. The company 

expects margin expansion through operating efficiencies and cost 

synergies. Zydus expects a saving of | 40 crore at the EBITDA level in two 

years on account of synergies in the combined business, which will help 

operating margins to expand to 22% in the next two years. 

Exhibit 10: EBITDA expected to grow at CAGR of 41% by FY22E 
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Source: Company, ICICI Direct Research 
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Higher operating profit, lower tax rates to aid PAT growth 

Though finance costs and depreciation have got elevated over the past year 

due to acquisition of two manufacturing plants via debt, the company should 

be able to enjoy robust profitability growth on account of higher operating 

profit. After the acquisition, the company would not need further capex in 

the next three years and would require only maintenance capex of | 15-20 

crore for this period. In addition, tax rates for the company would be nil for 

the next two years and low single digit rate in FY22E on account of excise 

benefits for two of its plants in Sikkim and depreciation of intangibles worth 

| 540 crore on account of acquired brands, which would help aid profitability 

growth. We expect 26% CAGR in net profits to | 342 crore by FY22E. 

Exhibit 11: PAT expected to grow at CAGR of 26%  
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Source: Company, ICICI Direct Research 

Operating cash flow to remain strong 

Cash generated from operations increased from | 69 crore in FY18 to | 149 

crore in FY19 after the acquisition. The acquisition has not put any stress on 

the working capital, which remained negative at -17 days in September 2019 

against -30 days in FY19 and -25 days in FY18. Negative working capital and 

improved operating performance will further improve the company’s cash 

flows. This gives the company visibility to service its debt in the future. We 

expect operating cash flows to improve to | 474 crore by FY22E on the back 

of increase in profitability. 

Exhibit 12: Working capital days to remain negative 
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Source: Company, ICICI Direct Research 
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Key risks and concerns 

Inability to scale up acquired brands 

The company has acquired four brands of Heinz India, which has increased 

its portfolio to seven brands. The company’s marketing & promotion spend 

has been higher at 20%+ over the years in a bid to aid revenue growth and 

the market itself. With the acquisition of new brands, the A&P spend would 

remain on the higher side, which would affect its operating margins in the 

near term. Weak scaling up of acquired brands could put stress on its 

financials. Slow growth in the Heinz India portfolio will prolong the time for 

the acquisition to become earnings accretive. 

Competition in key brands 

Though Zydus Wellness has been able to maintain its market share in niche 

categories for quite some time, it has been witnessing competition in its key 

brands from some large companies. Entry of Amul into the margarine 

segment, relaunch of the Milo brand by Nestlé India, strong brand variants 

introduced by Abbott for its Pediasure brand (malt beverages segment) has 

resulted in intensified competition in the malt based beverages and 

margarine segments. Discovery of new sugar substitutes like Mogroside V 

(monk fruit extract) - which may substitute existing artificial sweetener 

variants marketed by Zydus Wellness, may pose a potential market 

disruption threat to ZWL. Also, entry of competition into skin care segment 

like scrubs, peel offs, prickly heat powder, which have low entry barriers, 

apart from existence of large players such as Patanjali, Emami and Himalaya, 

may lead to loss of market share in these categories. 

Increase in raw material prices 

Zydus’ raw-material and packaging material costs are ~40% of net sales. Its 

raw material is mainly palm oil, which is 30% of raw material costs. Palm oil 

prices saw an increase of ~25% last month on account of possible ban on 

Malaysian palm oil by Indian trade advisory and advanced purchase of palm 

oil ahead of Chinese New Year. Palm oil prices are expected to further rise 

due to increase in palm oil content by Indonesia in biodiesels in motor fuels 

from 20% to 30%. Though Indian refiners have resumed buying palm oil 

nearly after a gap of one month, we believe expected rise in palm oil prices 

would significantly impact the gross margins of the company. 

Increased debt levels; lower return ratios 

Zydus has issued | 1,500 crore worth non-convertible debentures to fund 

the acquisition of Heinz India, which has increased its debt levels from nil to 

| 1508 crore as on September 2019. Also, to fund the acquisition, the 

promoters have infused | 2,575 crore equity. The company would have to 

utilise its free cash flows for the next three to four years for repayment of 

debt. Increase in debt and equity (for the acquisition of Heinz India) has led 

to dilution in return ratios, with RoE at 5% and RoCE at 3.2% from erstwhile 

levels of 15.9% and 19.4%, respectively, in FY18. Though the management 

has no plans of capex for the next two to three years, it would take around 

five to seven years for its return ratios to return to double digits. 
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Valuation and Outlook 

Zydus Wellness is operating in niche categories with a firm focus on 

developing and marketing differentiated products in the relatively 

competition insulated spaces. With strong growth expected in existing & 

acquired portfolio along with leadership position in niche segments like 

sugar substitute, Glucon-D, Nutralite, ZWL is poised to benefit from the 

changing consumer preference towards wellness & health. On the back of 

superior brand equity, sticky consumer demand pattern and higher A&P 

spend to support new launches, we model revenue, EBITDA and PAT CAGR 

of 37.9%, 41.3% & 26.4%, respectively, in FY19-22E. However, due to 

increase in debt and equity levels on account of Heinz India consumer 

business acquisition, the return ratios of the company are at low single digits 

and would take a good five to seven years for the return ratios to reach 

double digit levels. Though the company would generate around | 400 crore 

cash flows in the next two years, this would be used to pay off the debt of  

| 1500 crore after FY22E. Further, it would have to resort to buyback for 

improving its ROE’s. As a result, its return ratios: RoCE & RoEs would start 

reaching double digits only by FY25-26E. On account of low single digit 

return ratios, we value the company on a triangulated value of P/E, P/sales 

& DCF methodology assigning 25x FY21E earnings, 4x FY21E sales, which 

is at a ~50% discount to its FMCG peers. In the DCF methodology, we assign 

a WACC of 8.8% at a terminal growth of 3%. We have a REDUCE rating on 

the stock with a target price of | 1300/share. 

 

Exhibit 13: Peer Comparison 

M cap 

(| cr) ROE ROCE

FY20E FY21E FY20E FY21E FY20E FY21E FY20E FY21E FY20E FY21E FY20E FY21E

Zydus Wellness 8,340  1,790.5 1,986.2 19.0% 20.2% 211.8 269.5 4.7 4.2  28.6 24.2 39.4 30.9 5.0% 3.2%

Dabur 80,000   9,333.7    10,275.1  20.5% 20.7% 1,638.7 1,815.8 8.6   7.8    43.7   39.4   48.8   44.1   25.7% 29.6%

Nestle* 138,000  12,500.6   14,197.2  23.5% 24.4% 2,022.9 2,453.2 11.0  9.7    46.8   39.7   68.2   56.3   45.6% 42.9%

GSK Consumer 36,800   5,186.7    5,755.5    23.1% 23.9% 1,146.1 1,325.1 7.1   6.4    28.0   24.4   32.1   27.8   24.0% 36.1%

Emami 14,700   2,873.6    3,146.2    27.5% 27.5% 341.6    475.1    5.1   4.7    18.1   16.5   43.0   30.9   14.9% 18.8%

Revenues

EBITDA 

margins % PAT P/S P/EEV/EBITDA

 

Source: ICICI Direct Research, Bloomberg, Company              *Nestle follows calendar year 
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Financial Summary 

Exhibit 14: Profit & Loss statement                                   (| crore) 

 FY19 FY20E FY21E FY22E

Total operating Income 842.8 1,790.5 1,986.2 2,208.5

Growth (%) 64.4 112.4 10.9 11.2

Raw Material Expenses 298.4 698.2 762.1 830.5

Employee Expenses 85.6 176.9 227.2 252.7

Marketing Expenses 176.1 316.6 340.8 360.6

Administrative Expenses 39.7 90.3 93.0 101.1

Other expenses 68.7 167.6 161.1 172.3

Total Operating Expenditure 668.5 1,449.6 1,584.2 1,717.1

EBITDA 174.4 340.9 402.0 491.4

Growth (%) 39.2 95.5 17.9 22.2

Depreciation 12.5 25.1 26.5 27.8

Interest 30.1 141.9 142.6 142.6

Other Income 38.9 36.9 38.8 41.1

PBT 170.6 210.8 271.6 362.1

Total Tax -0.6 -3.1 0.0 18.1

PAT before MI 171.2 213.9 271.6 344.0

Minority Interest 2.1 2.1 2.1 2.1

PAT 169.1 211.8 269.5 341.9

Growth (%) 25.4 24.9 27.0 26.7

Adjusted EPS (|) 40.10 36.73 46.73 59.29
 

Source: Company, ICICI Direct Research 

 

Exhibit 15: Cashflow statement                                     (| crore) 

(Year-end March) FY19 FY20E FY21E FY22E

Profit After Tax 107.6 211.8 269.5 341.9

Add: Depreciation 12.5 25.1 26.5 27.8

(Inc)/dec in Current Assets -42.7 -128.7 52.7 34.3

Inc/(dec) in CL and Provisions 71.9 181.2 77.4 70.2

CF from operating activities 149.4 289.4 426.1 474.1

(Inc)/dec in Investments 0.0 0.0 0.0 0.0

(Inc)/dec in LT loans & advances 0.0 -10.0 -10.0 -10.0

(Inc)/dec in Fixed Assets -17.1 -30.0 -30.0 -25.0

Others -4,144.6 -5.0 -5.0 -5.0

CF from investing activities -4,161.7 -45.0 -45.0 -40.0

Issue/(Buy back) of Equity 18.6 0.0 0.0 0.0

Inc/(dec) in loan funds 1,544.3 0.0 0.0 0.0

Dividend paid & dividend tax -37.6 -34.8 -34.8 -34.8

Interest Paid -30.1 -141.9 -142.6 -142.6

Others 2,556.4 0.0 0.0 0.0

CF from financing activities 4,051.5 -176.7 -177.4 -177.4

Net Cash flow 39.3 67.7 203.7 256.7

Opening Cash 29.6 164.3 232.0 435.7

Cash with Bank 95.4 0.0 0.0 0.0

Closing Cash 164.3 232.0 435.7 692.4
 

Source: Company, ICICI Direct Research 

 

Exhibit 16: Balance Sheet Statement                             (| crore) 

(Year-end March) FY19 FY20E FY21E FY22E

Liabilities

Equity Capital 57.7 57.7 57.7 57.7

Reserve and Surplus 3,328.6 3,505.7 3,740.4 4,047.5

Total Shareholders funds 3,386.3 3,563.3 3,798.1 4,105.2

LT Borrowings & Provisions 1500.0 1500.0 1500.0 1500.0

Deferred Tax Liability 69.3 69.3 69.3 69.3

Others Non-current Liabilities 26.0 26.0 26.0 26.0

Total L iabilities 4,981.5 5,158.6 5,393.3 5,700.4

Assets

Gross Block 349.1 369.1 389.1 404.1

Less: Acc Depreciation 141.7 166.8 193.3 221.1

Net Block 207.4 202.3 195.7 183.0

Capital WIP 10.3 20.3 30.3 40.3

Goodwill 3,819.7 3,819.7 3,819.7 3,819.7

Non-current Investments 32.9 32.9 32.9 32.9

LT loans & advances 41.0 51.0 61.0 71.0

Deferred Tax Assets 103.0 103.0 103.0 103.0

Other Non-Current Assets 546.2 551.2 556.2 561.2

Current Assets

Inventory 233.1 294.3 321.0 369.1

Debtors 96.0 122.6 141.5 151.3

Loans and Advances 2.8 5.9 6.6 7.3

Other Current Assets 155.7 330.8 366.9 408.0

Cash 164.3 232.0 435.7 692.4

Investments 46.1 50.7 58.3 67.1

Current Liabilities

Creditors 398.1 490.5 549.6 599.0

Provisions 2.3 4.9 5.4 6.0

Short term debt & other CL 76.6 162.8 180.6 200.8

Application of Funds 4,981.5 5,158.6 5,393.3 5,700.4
 

Source: Company, ICICI Direct Research 

 

Exhibit 17: Key Ratios                                                    

(Year-end March) FY19 FY20E FY21E FY22E

Per share data (|)

EPS 29.3 36.7 46.7 59.3

Cash EPS 31.5 41.1 51.3 64.1

BV 587.3 618.0 658.7 712.0

DPS 5.4 5.0 5.0 5.0

Cash Per Share 28.5 40.2 75.6 120.1

Operating Ratios (%)

EBITDA Margin 20.7 19.0 20.2 22.2

PBT / Total Operating income 20.2 11.8 13.7 16.4

PAT Margin 20.1 11.8 13.6 15.5

Inventory days 100.9 60.0 59.0 61.0

Debtor days 41.6 25.0 26.0 25.0

Creditor days 172.4 100.0 101.0 99.0

Return Ratios (%)

RoE 5.0 5.9 7.1 8.3

RoCE 3.2 6.1 7.0 8.1

Valuation Ratios (x)

P/E 49.3 39.4 30.9 24.4

EV / EBITDA 55.9 28.4 23.6 18.8

EV / Net Sales 11.6 5.4 4.8 4.2

Market Cap / Sales 9.9 4.7 4.2 3.8

Price to Book Value 2.5 2.3 2.2 2.0

Solvency Ratios

Debt/EBITDA 9.0 4.6 3.9 3.2

Debt / Equity 0.5 0.4 0.4 0.4

Current Ratio 1.0 1.1 1.1 1.2

Quick Ratio 0.5 0.7 0.7 0.7
 

Source: Company, ICICI Direct Research 
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