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Robust health and wellness portfolio — initiate with BUY

BOB Economics Research | CPI

Inflation remains a concern

BOB Economics Research | Interest Cover

What does interest cover of industries indicate?

SUMMARY

Zydus Wellness

=  Product innovation, distribution expansion and Heinz India merger synergies
expected to aid brisk PAT CAGR of 11% for FY21-FY24

= Leading niche wellness brands (Sugar Free, Everyuth, Glucon-D, Nycil) and low
market penetration rates offer long-term growth opportunity

= Initiate coverage with BUY and TP of Rs 2,185 (45% upside) set at 38x FY24E
EPS, ~10% premium to peers

Click here for the full report.

India Economics: CPI

CPlI inflation rose to 6.1% against market consensus of 6%. Our estimate was also
on the higher side of 6.3%. Food inflation inched up at the retail level, driven by
vegetables, cereals and meat and fish. Even core inflation remained sticky. Notably,
inflation surpassed its Jan’22 level which was supposed to be the peak as said in
the RBI’s policy statement. Going forward, we expect CPI to be ~5.5-6% in FY23.
Upside risks persist with regard to elevated commodity prices and its laggard pass
through.

Click here for the full report.

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda
Important disclosures, including any required research certifications, are provided at the end of this report.

Daily macro indicators

Indicator 10-Mar 11-Mar  Chg (%)
us 10y

yield (%) 1.99 1.99 1
India 10Y

yield (%) 6.81 6.86 5
USD/INR 76.31 76.59 (0.4)
Brent Crude

(US$/bbi) 109.3 112.7 3.1
Dow 33,174 32,944 0.7)
Hang Seng 20,890 20,554 (1.6)
Sensex 55,464 55,550 0.2
India Fll Chg
(US$ mn) 09-Mar 10-Mar (§ mn)
FII-D (56.6) 246 81.2
FII-E (582.4) 97.8 680.3

Source: Bank of Baroda Economics Research
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https://www.barodaetrade.com/Reports/BOBEconomics-CPIinflation14Mar22-Research.pdf
mailto:fundamental.research@bobcaps.in

FIRST LIGHT %j BOBCAPS

TRUST | INNOVATION | EXCELLENCE

India Economics: Interest Cover

A quick indicator of solvency of companies is the interest cover. It indicates whether the
company has the ability to service the interest component of its debt from the profits
earned in a particular period. We have examined the results of 1789 companies
excluding financial units and traced the trend of PBDIT/Interest expense, to analyze
whether they are in a position service the interest component of debt obligation.

Click here for the full report.
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BUY

TP: Rs 2,185 | A 45%

ZYDUS WELLNESS | Consumer Staples | 14 March 2022

Robust health and wellness portfolio — initiate with BUY

Ruchitaa Maheshwari

= Product innovation, distribution expansion and Heinz India merger
researchreport@bobcaps.in

synergies expected to aid brisk PAT CAGR of 11% for FY21-FY24

= Leading niche wellness brands (Sugar Free, Everyuth, Glucon-D, Nycil)

and low market penetration rates offer long-term growth opportunity

= |nitiate coverage with BUY and TP of Rs 2,185 (45% upside) set at 38x
FY24E EPS, ~10% premium to peers

Synergies from Heinz integration to drive topline and margins: We expect ZYWL'’s Ticker/Price ZYWL INRs 1,508

Heinz India acquisition to be value accretive given (a) substantial scale advantages in Market cap US$ 1.3bn

distribution and media buying alongside higher bargaining power with suppliers, Free float 35%

(b) cross-leveraging of distribution strengths (ZYWL's strength in chemist/specialty 3MADV US§ 1.2mn

stores and Heinz’s in general trade/wholesale channels), (c) faster product launches 52wk highflow Rs 2477IRs 1430
Promoter/FPI/DII 65%/3%/25%

backed by blended R&D, (d) warehouse consolidation, (e) benefits of ZYWL'’s higher

i . Source: NSE | Price as of 14 Mar 2022
A&P spend (~14% of sales), and (f) guided synergies of Rs 400mn-500mn by FY23.

Key financials

Leadership position and innovation focus to sustain growth: ZYWL is the clear Y/E 31 Mar FY21A FY22E FY23E
market leader in niche consumer wellness categories such as sugar substitutes (Sugar Total revenue (Rs mn) 18,667 20,018 22,171
Free: 96% share), face scrubs/peel-offs (Everyuth: 39.2%/76.4%), glucose powder EBITDA (Rs mn) 3444 3773 4412
(Glucon-D: 58.1%) & prickly heat powder (Nycil: 34%). The company has identified Adj. net profit (Rs mn) 2677 3203 4,039
white spaces in the market and has the R&D backbone to launch new variants and Adj. EPS (Rs) 376 500 632
extensions. Launches (last 36M) contribute ~3% of revenue which management expects Consensus EPS (Rs) 376 488 643
to be ~5% in two years. Further, low penetration rates offer a long-term opportunity Adj:' ROAE (%) 46 60 &
. . . . Adj. PE (x) 40.1 30.1 239

— reflected in the near-double-digit growth in these categories over the years. EVIEBITDA () w1 78 22
Adj. EPS growth (%) 254 205  26.1

Aggressive distribution expansion: Apart from merger network synergies, ZYWL
aims to raise overall/direct reach to 3.5-4mn/0.85-1mn by FY25 from 2.25mn/ 0.57mn.

Source: Company, Bloomberg, BOBCAPS Research

Growth in modern trade and ecommerce channels would further boost sales. Stock performance
———ZYWL ——— NSE Nifty (Relative)
Leaner balance sheet and improving fundamentals: ZYWL acquired Heinz India 2,440
for Rs 46.7bn (on a pre-acquisition base of Rs 6.5bn), which increased debt, equity 2120
dilution and also goodwill on the books. While profit & loss line items strengthened, :igg
the balance sheet was negatively impacted with D/E of 0.5x and Rs 25.8bn of equity 1:160

dilution. This further reduced ROE to 9% in FY19 from 22% in FY18. With an 840

i ; ; R . . 222228885555 &
Improving revenue trajectory, cost control and minimal increase in capltal employed, 5 Q9 5 cag 5t ag g
S ©0 © 8 S 0 O 88 S5 o O S
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we expect return ratios to improve from 6% in FY21 to 6.7% in FY24.

Source: NSE
Initiate with BUY: We expect a revenue/EBITDA/PAT CAGR of 10%/14.2%/11%
over FY21-FY24 to Rs 25bn/Rs 5.1bn/Rs 3.7bn. Initiate with BUY and a TP of
Rs 2,185, set at 38x FY24E EPS, for 45% upside potential.
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Inflation remains a concern

Madan Sabnavis

CPl inflation rose to 6.1% against market consensus of 6%. Our estimate
chief.economist@bankofbaroda.com

was also on the higher side of 6.3%. Food inflation inched up at the retail

level, driven by vegetables, cereals and meat and fish. Even core inflation Dipanwita Mazumdar
remained sticky. Notably, inflation surpassed its Jan’22 level which was

supposed to be the peak as said in the RBI’s policy statement. Going

forward, we expect CPI to be ~5.5-6% in FY23. Upside risks persist with

regard to elevated commodity prices and its laggard pass through.

CPl rose to its highest since Jun’21: CPI inflation accelerated further to 6.1% in Feb’22 from 6% in Jan’22 led by a pickup in food
inflation (5.9% in Feb’22 versus 5.4% in Jan’22). Notably, food inflation was at its highest since Nov'20. 5 out of 12 food items
noted considerable increase in inflation namely cereals (4% in Feb’22 versus 3.5% in Jan’22), meat and fish (7.4% versus 5.5%),
vegetables (6.1% versus 5.1%) and spices (6.1% versus 4.7%). Even for items such as oil and fats (16.4%), pulses (3%) and
sugar (5.4%), stickiness in inflation is observed. However, in the WPI basket food prices showed slight moderation to 8.2% in
Feb’22 from 10.3% in Jan’22. This was on account of moderation in fruits and vegetables (19.7% in Feb’22 versus 27.6% in
Jan’22) and protein based items (8.1% versus 9.8%). However for cereals and spices, the trend was increasing as observed in the
CPI data. Going forward, we expect slight moderation in both CPIl and WPI food as favourable base will come into play. Vegetable
prices in Mar’22 are already on a downtrend which would also provide slight comfort.

Core inflation sticky: CPI excluding food and fuel was sticky at 6% in Feb’22. Clothing and footwear (8.9% in Feb’22 versus 8.8%
in Jan’22), housing (3.6% versus 3.5%), household goods and services (7.2% versus 7.1%), education (3.6% versus 3.3%) and
personal care and effects (5.4% versus 3.5%). Notably, the sharp jump in personal care and effects has been due to increase in
gold prices on an average by 6.2% in Feb’22 against 1.3% in Jan’22. However, transport and communication inflation remained
unchanged as retail fuel prices was maintained at the same level. However, with oil prices hovering at US$ +110/bbl mark, it will
be soon translated into the retail prices as well. We expect moderation in core to start from Q2FY23, only when base effect comes
into play.

Fuel inflation a respite: Fuel and light index eased to 8.7% in Feb’22 from 9.3% in Jan’22, in the CPI basket. This was on
account of moderation in LPG prices (19.1% from 25.8%). However, the increase in Kerosene-PDS prices were seen translated
into the index which rose by 57.7% from 44.8%. In Mar'22 as well, Kerosene-PDS has risen by 18.5% on MoM basis. So the
pressure on this index is likely to continue. On the wholesale level, fuel and power inflation has moderated to 31.5% in Feb’22
from 32.3% in Jan’22. This was on account of moderation in petrol and petroleum coke inflation. Similar trend was visible in LPG
(26.3% from 51.7%) and kerosene (72.3% from 63.1%) prices.

Inflation overshot RBI’s prediction: RBI governor in its Feb’22 policy said that inflation would peak in Jan’22 and thereafter
would come within the target range. However, in Feb'22 as well, inflation overshot the level seen in Jan’22. With geopolitical
uncertainty and commodity prices still remaining fairly elevated, we believe inflation to be above 5.5-6% in FY23, which is higher
than RBI’s projection of 4.5%. Global food prices are also on an upswing. Thus the pass through to wholesale and retail inflation is
yet to be fully materialised. RBI should take into account of these factors in its upcoming policy, when globally central banks are
reiterating their concerns of inflation overheating.
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What does interest cover of industries indicate?

A quick indicator of solvency of companies is the interest cover. It indicates whether Dipanwita Mazumdar
the company has the ability to service the interest component of its debt from the Feonomist

profits earned in a particular period. We have examined the results of 1789

companies excluding financial units and traced the trend of PBDIT/Interest expense,

to analyze whether they are in a position service the interest component of debt

obligation.

Some interesting results from the aggregate sample from FY16 onwards:

=  Since Mar-16, PBDIT/Interest expense ratio for the sample companies increased
from 4.4% in FY16 to 5.0% in FY19.

= In FY20, the ratio deteriorated to 3.6, as profits were impacted partly due to the
lockdown announced in the last week of March. The WALR on fresh loans had
declined from 9.76% in April 2019 to 8.82% in March 2020. Therefore interest cost
was not the cause for lower performance.

= In FY21, the ratio rose to 4.8, reflecting a turnaround in their performance. This
was due to a combination of the sharp reduction in interest rates by the RBI which
also lowered the borrowing cost. The average WALR on fresh loans of banks
declined from 9.26% in February 2020 to 8.03% in March 2021. This combined
with improved profit more due to cost cutting helped to improve the interest cover
ratio. Further, the moratorium that was given to borrowers also helped in
containing interest cost.

= For the 9-month period of FY22, interest cover of companies has dipped
marginally to 4.5 from 4.8 in FY21.

= Inthe current cycle, where oil and other commodity prices are surging, margins of
companies may be impacted, due to higher raw material cost. Thus, PBDIT may
come under pressure. Further, when market interest rates are rising, interest
expenses will also increase. Hence the ratio may decline further in the near term.

Period wise picture:

= FY20 The ratio fell for 72% (1281 out of 1789) of companies. (Table 1) Sectors
such as communication, mining, auto ancillaries, rubber products and roads noted
considerable decline. Notably, for communications industry the ratio was -0.6 in
Mar'20 as the telecom sector grappled with issues related to AGR dues. Only
cement, electricity, drugs and pharma and edible oils and vanaspati withessed
increase in the interest cover ratio.
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Disclaimer

Recommendation scale: Recommendations and Absolute returns (%) over 12 months

BUY — Expected return >+15%

HOLD - Expected return from -6% to +15%

SELL - Expected return <-6%

Note: Recommendation structure changed with effect from 21 June 2021

Our recommendation scale does not factor in short-term stock price volatility related to market fluctuations. Thus, our recommendations may not always be strictly in
line with the recommendation scale as shown above.

Rating distribution

As of 28 February 2022, out of 115 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 65 have BUY ratings, 29 have HOLD ratings, 5
are rated ADD*, 1 is rated REDUCE* and 15 are rated SELL. None of these companies have been investment banking clients in the last 12 months. (*Our ADD and
REDUCE ratings are in the process of being migrated to the new recommendation structure.)

Analyst certification

Each of the analysts mentioned in this research report certify, with respect to the sections of the report for which they are responsible, that (1) all of the views expressed
in this report accurately reflect his/her personal views about the subject company or companies and its or their securities, and (2) no part of his/her compensation was,
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are
not associated persons of BOBCAPS.

Important disclosures

This product is a compilation of previously published research notes. To view the complete report along with the associated Analyst certifications and Company-specific
disclosures, please click on the hyperlink accompanying each excerpt.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries
engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPS’s activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.
BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INH000000040 valid till
03 February 2025. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated 20
November 2017. BOBCAPS CIN Number: U65999MH1996G0I1098009.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of
any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the
opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed herein. In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of
interest. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS’s clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this
material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed
in this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
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in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment
banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of the
equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to orimmediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood
the Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed in
Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS’s prior written consent.

Other disclosures

BOBCAPS does not have any financial interest in the subject company. BOBCAPS does not have actual/beneficial ownership of one per cent or more securities in the
subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS is not engaged in any market making activities for the subject company.
BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS'’s associates may have financial interest in the subject company. BOBCAPS'’s associates may hold actual / beneficial ownership of one per cent or more
securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject
company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS or its associates may have received compensation for products or services other than investment banking or merchant banking or
brokerage services from the subject company in the past 12 months.
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