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Zota Health Care Ltd

Accelerating on growth over short to medium term

Zota Healthcare Ltd (ZOTA) is a fast growing generic pharma company, offering a
vast range of nutraceutical, Ayurvedic and generic medicines in India.

In domestic market, their products are marketed through their flagship pharmacy
chain of stores, Dava India. In their direct to consumer (D2C) model, they have
eliminated traditional supply chain intermediaries.

Rise of government-initiated Jan Aushadhi pharmacies has increased awareness
and demand for generic products, benefiting Dava India’s presence in the generic
space.

Dava India’s ongoing plans to expand store network are anticipated to put
pressure on its operating profitability during FY25E-FY27E. However, as a higher

proportion of stores mature, improved profitability is expected, thereafter.

Although, currently, the stock is trading at an elevated valuation levels, given the
lack of operating profitability, we believe it will become attractively valued once
the profitability recovers from FY27E onwards as most of the new stores mature.

About the company: Started in 2000 and headquartered in Surat, Gujarat, Zota Healthcare
Ltd (ZOTA) manufactures and exports formulations, nutraceuticals, Ayurvedic and OTC
products in both domestic and export markets. In domestic market, ZOTA manufactures and
markets those products through its flagship private generic pharmacy chain with 1,165 such
pharmacies branded as Dava India; and in domestic marketing business sells it to 1,050
distributors, as of Q2FY25. In exports market, it caters to 30 countries from its manufacturing
facility at Sachin, SEZ.

Key Takeaways:

India’s largest private generic pharmacy chain: In 2017, ZOTA forayed into generic
pharmacy chain, branded Dava India. Since then, it has added 1,165 stores, as of Q2FY25 vs
3 pilot stores back then, making it the largest and fastest growing private generic pharmacy,
with 500+ locations across India. The segment has gone on to become the largest revenue-

generating segment for the company.

Marketing value chain shorter than other formulation cos: ZOTA's business model
eliminates stockists, super stockists, carrying and forwarding agents, and wholesalers and
distributors. The business model allows it to be both backward (with finished dosage
manufacturing outsourced and Sachin SEZ facility) and forward integrated (with private
pharmacy chain), ensuring control of the entire product lifecycle.

Strong backward integration: ZOTA procures finished dosage forms (FDFs) from domestic
formulation manufacturers. These products go through meticulous checks for quality and
are then packaged and branded under the ZOTA brand.

Strong set of suppliers, which can indicate assurance of quality: Some of its suppliers
(around 50) are located in North of India like Baddi, Himachal Pradesh from whom it is
sourcing more than 3,000 — 4,000 products, over the last 20-25 years. ZOTA tends to
collaborate with WHO-recognised manufacturers, only to ensure quality of products. Some
of its suppliers includes Windlas Biotech and others who manufacture branded medicines

for large pharma companies, as well.

For important information about Share India Securities Ltd. and other disclosures, refer to the end of this material.
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Exponential growth in COCO stores to drive higher profitability: COCO stores have
grown at an exponential pace of 285.8% CAGR, while FOFO have grown at 12.3% CAGR over
FY22-FY24. In 2QFY25 also, COCO stores have doubled up to 501 from 253 in FY24. This is
likely to benefit the overall profitability, over medium-to-long term, sharply.

Store count across COCO & FOFO
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D2C model helps save on final price: ZOTA's feat of a strong scale-up (largely with
Franchisee Owned Franchisee Operated — FOFO stores) has been achieved by eliminating
traditional supply chain inefficiencies and applying D2C model. The business model focuses
on maintaining modest margins of 25%-30% vs other companies who offer higher mark-up
of up-to 90% for intermediates, resulting in more affordable prices for ZOTA’s consumers
and their ability to offer discounts of up-to 30%-90%.

Higher share of new stores to affect short-to-medium-term profitability: ZOTA has a
relatively lower number of stores, in the time bucket of older than 2 years (52% of the total
stores), or can be stated to be matured. In comparison, MedPlus (listed pharmacy) has 70%
of stores, which are 2+ years old. This state is expected to continue putting pressure on
operating profitability over FY25E-FY27E, as the gestation period for new stores breaking-
even will likely be anywhere between 7 to 12 months.

All stores (COCO+FOFO)
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COCO stores across time buckets
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FOFO stores across time buckets
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Jan Aushadhi stores leading to increasing demand for ZOTA: Launch of generic
pharmacy stores in 2017 has been around commissioning of generic pharmacy stores under
Pradhan Mantri Bhartiya Janaushadhi Pariyojana (PMBJP) in 2014 - 2015. We believe that
growth in Jan Aushadhi helps increase overall awareness for generic products. We believe

this helps ZOTA gain market share in the generic space.

Our view: Zota Healthcare Ltd (ZOTA) is strategically positioned for growth through its
innovative business model, expansive pharmacy network, and emphasis on quality, with a
focus on long-term profitability and market share in the generics space. ZOTA’s ongoing
plans to expand store network are anticipated to put pressure on its operating
profitability during FY25E-FY27E. However, as higher proportion of stores mature,
improved profitability is expected. Although currently, the stock is trading at an
elevated valuation levels given the lack of operating profitability, we believe it will
become attractively valued once the profitability recovers from FY27E onwards as
most of the new stores mature.

Zota Health Care Ltd | Company Update
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Segmental revenue breakup
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Income statement (Consolidated) Cash Flow Statement (Consolidated)
Y/e 31 Mar (Rs mn) FY20 FY21 FY22 FY23 FY24 Y/e 31 Mar (Rs mn) FY20 FY21 FY22 FY23 FY24
Revenue 951 1,068 1,312 1,399 1,804 Profit before Tax 39 -4 124 -47 -162
% Change YoY 11% 2% 23% 7% 29% Non cash items 11 14 27 137 233
Operating profit 45 6 144 67 76 (Inc)/Dec in WC 17 -19 20 -88 -116
EBITDA margins 4.7% 0.5% 11.0% 4.8% 4.2% Direct Taxes Paid 1,410 1,411 1,412 877 -18
% Change YoY -4% -4% 11% -6% -1% CF from Oper. Activity 55 -9 133 -20 -60
Depreciation 21 32 37 120 201 (Inc)/Dec in FA (8) (8) (32) (114) (167)
EBIT 24 -26 108 -53 -125 Free Cash Flow 47 -17 101 -134 -227
EBIT margins 3% -2% 8% -4% -7% (Pur)/Sale of Invest. 16 40 (248) 253 28
Interest expense 1 1 3 26 48 Others 43) 6 14 8 10
Other income 15 13 20 26 12 CF from Inv. Activity (35) 38 (267) 147 (129)
Profit before tax 39 -4 124 -47 -162 Change in Net worth 1 0 187 0 261
Taxes 11 -2 35 11 -18 Inc/(Dec) in Debt 0 1 -19 -101 -47
Effective tax rate (%) 29 43 28 23 77 Misc. Inv. (30) (25) (25) (38) (26)
Net profit 27 -2 89 -58 -143 CF from Fin. Activity (29) (24) 143 (139) 188
% Change YoY (51%) (108%) (4364%) (165%) (149%) Inc/(Dec) in Cash ) 5 10 (12) M
EPS (Rs) 1.1 -0.1 35 -2.3 -5.6 Opening Cash Balance 17 8 13 23 11

Source: Company, Share India Research Closing Cash Balance 8 13 23 " 10

Source: Company, Share India Research

Balance Sheet (Consolidated) Ratio Analysis
Y/e 31 Mar (Rs mn) FY20  FY21 FY22  FY23 FY24 Y/e 31 Mar FY20 FY21  FY22  FY23  FY24
Sources of Funds Basic (Rs)
Equity capital 246 246 252 252 258 EPS 1.1 0.1 35 23 -5.6
Reserves 443 417 645 552 641 Valuation ratios (x)
Net worth 688 663 896 804 900 P/E 8851 (11,6159)  279.1 (4306) (178.0)
Debt 0 0 0 0 147 P/B - 7425 5492 6125  547.1
Non-Current Liabilities 11 10 134 361 647 EV/EBIDTA (0.2) 844536 33255 73159 64846
Total liabilities 699 672 1,030 1,165 1,695 Profitability Ratios (%)
Application of Funds RoIC 4% 0.1% -1% 2% 9%
Fixed Asset 154 141 291 652 1,075 RoE 4% 03% 1% 7% -17%
Other Non Current Assets 3 3 1 1 45 RoCE 4% -2% 12% -4% -10%
Investments 139 99 328 75 47 Liquidity ratios
Net Working Capital 394 416 386 425 518 Debtor (days) - 99 91 84 56
Current assets 580 599 746 831 1,106 Inventory (days) - 91 79 92 97
Cash & equivalents 8 13 23 11 10 Creditor (days) - 138 122 117 92
Current liabilities 186 182 360 405 588 Net working Capital (days) - 52 48 59 61
Total Assets 699 672 1,030 1,165 1,695 Asset Turnover (x) 4 4 3 2 2
Source: Company, Share India Research Source: Company, Share India Research
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Disclosures and Disclaimers

This report has been prepared by Share India Securities Limited (here in after referred to as SISL) in the capacity of a Research Analyst registered with SEBI
and distributed as per SEBI (Research Analysts) Regulations 2014. This report is prepared and distributed by Research Analysts employed by SISL for
information purposes only, and neither the information contained herein, nor any opinion expressed should be construed or deemed to be construed as
solicitation or as offering advice for the purposes of the purchase or sale of any security, investment, or derivatives. The information and opinions contained
in the report were considered by SISL to be valid when published. The report also contains information provided to SISL by third parties. Whilst SISL has
taken all reasonable steps to ensure that all the information in the report is correct, SISL does not offer any warranty as to the accuracy or completeness of
such information. Any person placing reliance on the report does so entirely at his or her own risk and SISL does not accept any liability as a result. Securities
markets may be subject to rapid and unexpected price movements and past performance is not necessarily an indication of future performance. Investors
must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding investment in securities
market and should understand that. Under no circumstances can it be used or considered as an offer to sell or as a solicitation of any offer to buy or sell the
securities mentioned within it. The information contained in the research reports may have been taken from trade and statistical services and other sources,
which SISL believe is reliable. SISL or any of its group/associate/affiliate companies do not guarantee that such information is accurate or complete and it
should not be relied upon as such. Any information provided in the report reflect analysis at this date and are subject to change without notice. SISL submits
that no material disciplinary action has been taken on SISL by any regulatory authority impacting Research Analysis activities.

SISL is a Member of National Stock Exchange of India Limited (NSE), BSE Ltd (Bombay Stock Exchange), Multi Commodity Exchange of India Limited (MCX),
National Commaodity and Derivatives Exchange Limited (NCDEX), and has Depository Participant affiliation with Central Depositories Services (India) Limited
(CDSL). It is a SEBI registered Portfolio Manager and SEBI registered Research Analyst [SEBI Reg. No.: INB/F/E 231079832, INB/F/E 011079838, IN-DP-32-
2015, AMFI Reg. No. ARN: 78041, SEBI Research Analyst Reg. No.: INH100005011, CIN -L67120GJ1994PLC115132].

Certifications: The Research Analyst(s), Unnati Bhavekar, Charvin Zaveri who prepared this research report hereby certifies that the views expressed in this
research report accurately reflect the research analyst's personal views about all of the subject issuers and/or securities, that the analyst(s) have no known
conflict of interest and no part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the Specific views or

recommendations contained in this research report.

Additional Disclosures of Interest:

1. The Research Analyst, SISL, or its associates or relatives of the research analyst does not have any Financial interest in the company(ies) covered in this

report.

2. The Research Analyst, SISL or its associates or relatives of the research analyst affiliates do not Hold more than 1% of the securities of the company (ies)

covered in this report as of the end of the month immediately preceding the distribution of the research report.

3. The Research Analyst, his/her associate, his/her relative, and SISL, do not have any other material conflict of interest at the time of publication of this

research report.

4. The Research Analyst, SISL, and its associates have not received compensation for brokerage Services, investment banking, merchant banking or for

any other products or services from the Company(ies) covered in this report, in the past twelve months.

5. The Research Analyst, SISL or as associates have not managed or co-managed, in the previous twelve months, a private or public offering of securities

for the company (ies) covered in this report.

6. The Research Analyst, SISL or its associates have not received compensation or other benefits from the company(ies) covered in this report or from any

third party, in connection with the research report.
7. The Research Analyst has not served as an Officer, Director, or employee of the company (ies) covered in the Research report.
8. The Research Analyst and SISL has not been engaged in market making activity for the company(ies) covered in the Research report.

Suitability and Risks. This research report is for informational purposes only and is not tailored to the specific investment objectives, financial situation or
particular requirements of any individual Recipient hereof. Certain securities may give rise to substantial risks and may not be suitable for certain investors.
Each investor must make its own determination as to the appropriateness of any Securities referred to in this research report based upon the legal, tax and
accounting considerations Applicable to such investor and its own investment objectives or strategy, its financial situation and its Investing experience. The
value of any security may be positively or adversely affected by changes in Foreign exchange or interest rates, as well as by other financial, economic, or

political factors.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that SISL and the research analyst believe to be
reliable, but neither SISL nor the research analyst represents or guarantees that the information contained herein is accurate or complete and it should not
be relied upon as such. Opinions expressed herein are current opinions as of the date appearing on this material and are subject to change without notice.
Furthermore, SISL is under no obligation to update or keep the information current. Without limiting any of the foregoing, in no event shall SISL, any of its
affiliates/employees or any third party involved in or related to computing or compiling the information have any liability for any damages of any kind
including but not limited to any direct or consequential loss or damage, however arising, from the use of this report.

Copyright: The copyright in this research report belongs exclusively to SISL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the SISL's prior consent, except that a recipient may reprint it for internal circulation only
and only if it is reprinted in its entirety.

Caution: Risk of loss in trading/investment can be substantial and even more than the amount / margin given by you. Investment in securities market are
subject to market risks, you are requested to read all the related documents carefully before investing. You should carefully consider whether trading
investment is appropriate for you in light of your experience, objectives, financial resources and other relevant circumstances. SISL and any of its employees,
directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by you. You are further cautioned that trading/investments in
financial markets are subject to market risks and are advised to seek independent third-party trading/investment advice outside
SISL/group/associates/affiliates/directors/employees before and during your trading/investment. There is no guarantee/assurance as to returns or profits or
capital protection or appreciation. SISL and any of its employees, directors, associates, and/ or employees, directors, associates of SISL's group entities or
affiliates is not inducing you for trading investing in the financial market(s). Trading/Investment decision is your sole responsibility. You must also read the
Risk Disclosure Document and Do's and Don'ts before investing.

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 SISL and
affiliates to any registration or licensing requirement within such jurisdiction. The Profits or capital protection or appreciation. SISL and any of its employees,
directors, associates, and/or employees, directors, associates of SISL's group entities or affiliates is not inducing you for Trading/investing in the financial

market(s). Trading/Investment decision is your sole responsibility.
You must also read the Risk Disclosure Document and Do’s and Don’ts before investing.

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 SISL 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 off and to observe

such restriction. For Detailed Disclaimer, please visit our website www.shareindia.com.
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