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Patanjali Ayurved Ltd.

A study in saffron

INDIA | FMCG | Plant Visit Update

“Patanjali is a concept,” quipped its public relations officer Mr Mishra when we visited
Patanjali Ayurved Ltd’s sprawling 170-acre plant (Unit 3) in Haridwar — aptly named
Padhartha (substance). At the plant, we met Mr. Deepak Singhal, Chief Strategy Officer of
the company. The concept of Patanjali, based on the traditions of ayurveda, seemed
ingrained in every person working there. While the company is still a work-in-progress, its
direction and intentions are very clear. Patanjali is here to disrupt the FMCG market and it
will do so in many categories. The Indian FMCG industry, so far dominated by MNCs, is set
to change - and Patanjali will force the winds of this change for the better.

Our key takeaways from the visit

Large plants and aggressive expansion plans: Patanjali has set up a world-class
manufacturing facility at its Unit 3 in Haridwar (the one we visited). Currently, it has three
plants near Hairdwar — Units 1, 2, and 3. Unit 3 is spread over 170 acres and was set up in
2009 under the government’s Mega Food Park scheme. It manufactures products such as
fruit juices, chyawanprash, aata, soaps, and various personal care products. It provides
employment to more than 10,000 people. The sheer scale of operations at the plant — with
mega godowns and conveyor belts — clearly shows that the company has not taken any half
measures in setting up its capacities. Patanjali owns 600 acres in Nagpur, where it will build
more capacities. In addition, it plans to set up plants in Karnataka, Assam, and Madhya
Pradesh — all part of its plan to expand capacity and increase its manufacturing footprint.

Strong belief in ayurveda and its efficacy; emphasis on quality: Every employee of Patanjali
we met talks about the efficacy and benefits of ayurveda. They are convinced about the
ayurveda’s hidden treasures and the factory tour included sampling of ayuvedic herbs to
demonstrate the product efficacy — which was impressive. This is perhaps the biggest
differentiating factor for Patanjali — its complete focus on ayurveda. Apart from this, there is
lot of emphasis on product quality. While a lot needs to be done in this field, the company’s
mind-set is currently focused on quality — and it is willing to forego volumes for quality. This
is a significant strategic positive and indicates the company’s long-term focus.

Not fussed about margins; Sankalp (avowed) to achieve Rs 100bn turnover: From our
interactions with top management, we gathered that the company is not particularly
focused on margins at this stage, but rather on revenue growth. Its employees have vowed
to achieve a revenue target of Rs 100bn in FY17 from Rs 50bn in FY16. The management
sounded confident — but doubling revenues on a reasonably high base is a very tall order. Its
biggest revenue drivers currently are ghee and toothpaste, but other food categories such as
branded atta, masala, biscuits, and juices could drive substantial future revenues.

Disruption in every category: Patanjali’s broad strategy seems to be disruption in every
category — it is not P&L focused and has set up abundant capacities. With a very strong
brand, differentiated positioning, and almost cult following, Patanjali has the capability to
disrupt every category it enters.

On track to be a dominant force in the Indian FMCG industry: Patanjali currently has a
product portfolio spanning 800 SKUS in 37 categories, and now competes with every major
FMCG in one or more categories. In addition, it is consistently adding new categories and
setting up new plants across India — thereby broadening its manufacturing, customer, and
revenue base. Currently, Patanjali has a reach of 200,000 outlets vs. 4mn for larger FMCGs;
however, it is continuously expanding its reach by appointing new distributors. With the top
management comprising majorly of visionaries, and middle and lower management
recruited from top Indian/MNC FMCGs, the company is building the right human resource
base for growth. We believe that Patanjali has all the right ingredients to become a
dominant force in the Indian FMCG industry in the medium term.
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Hygiene and quality

State of the art factories, satisfactory hygiene: The personal care plant is highly
automated. The mixing of raw materials, filling of tubes, and packaging of tubes into
cardboard boxes is fully automated using very sophisticated machinery. Only after a
set of 12 tubes is automatically wrapped in plastic sheets, is manual intervention
required - to lift the tubes, place them into corrugated boxes and transport the boxes
to warehouse for dispatch. The atta plant and juices plant are also highly
sophisticated with latest machinery. We observed that the workers on shop floor
adhere to basic hygiene practices like wearing face masks, gloves, plastic caps and
shoe covers, when required. Also, the floor in the factories is satisfactorily clean.
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The company maintains a warehouse of 100,000 sq. ft. to store 550 different kinds of
herbs. It uses sophisticated technology to store and procure raw materials in the
warehouse in towers, which are up to five storeys high. The hygiene in the
warehouse is also satisfactory. However, the company has scope to improve upon
the hygiene on the roads outside the plant. We believe that with time, it would have
the best systems and processes in place.

Focus on quality: During production, quality checks are conducted on the shop floor
every two hours to ensure that manufactured products are of the desired quality.
Patanjali also has a state-of-the-art research laboratory in Unit 3. It is dedicated to
the advancement of the field of ayurveda. It houses various rooms for simulation of
different environments to test the efficacy and life of its products. Experts recruited
from research teams of top FMCGs and experts ayurveda collaborate to produce new
products and test them under stringent conditions. It plans to spend additional Rs
1.5bn to set up a new research laboratory near Haridwar.
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Financials

Income Statement

Y/E Mar, Rs mn FY12 FY13 FY14 FY15
Net sales 4,512 8,439 11,867 20,067
Growth, % 87 41 69
Other income 27 51 79 73
Total income 4,539 8,490 11,946 20,141
Raw material expenses 1,727 4,377 6,194 10,999
Employee expenses 251 456 500 724
Other Operating expenses 1,158 2,088 2,780 3,763
EBITDA (Core) 1,402 1,569 2,472 4,654
Growth, % 12 58 88
Margin, % 31 19 21 23
Depreciation 338 330 314 415
EBIT 1,064 1,239 2,158 4,239
Growth, % 16 74 96
Margin, % 24 15 18 21
Interest paid 362 287 181 152
Non-recurring Items - - (15) -
Pre-tax profit 702 952 1,963 4,087
Tax provided 143 196 416 999
Profit after tax 559 756 1,547 3,088
Growth, % 35 105 100

Source: Company, PhillipCapital India Research

Balance Sheet

Y/E Mar, Rs mn FY12 FY13 FY14 FY15
Cash & bank 51 41 541 1,678
Debtors 691 782 765 1,032
Inventory 1,318 1,700 1,920 4,872
Loans & advances 509 650 1,379 2,797
Other current assets 17 20 306 517
Total current assets 2,585 3,193 4,911 10,896
Investments 227 230 241 465
Gross fixed assets 3,289 3,552 3,810 4,038
Less: Depreciation 727 1,057 1,371 1,775
Add: Capital WIP 2 50 0 3
Net fixed assets 2,563 2,545 2,439 2,267
Total assets 5,375 5,968 7,591 13,628
Current liabilities 2,308 2,511 2,530 5,262
Provisions 144 192 414 1,160
Total current liabilities 2,452 2,703 2,945 6,423
Non-current liabilities 1,312 979 660 445
Total liabilities 3,764 3,683 3,605 6,868
Paid-up capital 411 411 413 413
Reserves & surplus 1,199 1,874 3,573 6,347
Shareholders’ equity 1,611 2,285 3,986 6,760
Total equity & liabilities 5,375 5,968 7,591 13,628

Source: Company, PhillipCapital India Research
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Cash Flow Statement

Y/E Mar, Rs mn FY12 FY13 FY14 FY15
Pre-tax profit 702 952 1,963 4,087
Depreciation 338 330 314 415
Chg in working capital (784) (257) (793) (1,969)
Total tax paid - (144) - -
Other operating activities 358 281 (113) (298)
Cash flow from operating activities 614 1,162 1,371 2,236
Capital expenditure (255) (312) (208) (242)
Chg in investments (60) - - -
Other investing activities 4 3 (7) (215)
Cash flow from investing activities (312) (309) (215) (457)
Free cash flow

Equity raised/(repaid) - 0 13 -
Debt raised/(repaid) (138) (337) (342) (225)
Dividend (incl. tax) - (239) (348) (456)
Other financing activities (375) (287) 21 40
Cash flow from financing activities (513) (863) (656) (641)
Net chg in cash (210) (10) 500 1,138
Opening cash balance 261 51 41 541
Closing cash balance 51 41 541 1,678

Source: Company, PhillipCapital India Research
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Rating Methodology
We rate stock on absolute return basis. Our target price for the stocks has an investment horizon of one year.
Rating Criteria Definition
BUY >=+15% Target price is equal to or more than 15% of current market price
NEUTRAL -15% > to < +15% Target price is less than +15% but more than -15%
SELL <=-15% Target price is less than or equal to -15%.
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Disclosures and Disclaimers

PhillipCapital (India) Pvt. Ltd. has three independent equity research groups: Institutional Equities, Institutional Equity Derivatives, and Private Client Group.
This report has been prepared by Institutional Equities Group. The views and opinions expressed in this document may, may not match, or may be contrary at
times with the views, estimates, rating, and target price of the other equity research groups of PhillipCapital (India) Pvt. Ltd.

This report is issued by PhillipCapital (India) Pvt. Ltd., which is regulated by the SEBI. PhillipCapital (India) Pvt. Ltd. is a subsidiary of Phillip (Mauritius) Pvt. Ltd.
References to "PCIPL" in this report shall mean PhillipCapital (India) Pvt. Ltd unless otherwise stated. This report is prepared and distributed by PCIPL 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 PCIPL to be valid when published. The report also contains information provided to PCIPL by third parties. The source of such
information will usually be disclosed in the report. Whilst PCIPL has taken all reasonable steps to ensure that this information is correct, PCIPL does not offer
any warranty as to the accuracy or completeness of such information. Any person placing reliance on the report to undertake trading does so entirely at his or
her own risk and PCIPL does not accept any liability as a result. Securities and Derivatives markets may be subject to rapid and unexpected price movements
and past performance is not necessarily an indication of future performance.

This report does not regard the specific investment objectives, financial situation, and the particular needs of any specific person who may receive this report.
Investors must undertake independent analysis with their own legal, tax, and financial advisors and reach their own conclusions regarding the appropriateness
of investing in any securities or investment strategies discussed or recommended in this report and should understand that statements regarding future
prospects may not be realised. 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 PCIL believe is reliable. PhillipCapital (India) Pvt. Ltd. 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 opinions expressed reflect judgments at this date and are subject to change without notice.

Important: These disclosures and disclaimers must be read in conjunction with the research report of which it forms part. Receipt and use of the research
report is subject to all aspects of these disclosures and disclaimers. Additional information about the issuers and securities discussed in this research report is
available on request.

Certifications: The research analyst(s) 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:

Unless specifically mentioned in Point No. 9 below:

1. The Research Analyst(s), PCIL, 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, PCIL or its associates or relatives of the Research Analyst affiliates collectively 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 PCIL, do not have any other material conflict of interest at the time of publication of this
research report.

4.  The Research Analyst, PCIL, and its associates have not received compensation for investment banking or merchant banking or brokerage services or for
any other products or services from the company(ies) covered in this report, in the past twelve months.

5.  The Research Analyst, PCIL or its 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.  PCIL 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 PCIL has not been engaged in market making activity for the company(ies) covered in the Research report.
9.  Details of PCIL, Research Analyst and its associates pertaining to the companies covered in the Research report:
Sr.no. | Particulars Yes/No
1 Whether compensation has been received from the company(ies) covered in the Research report in the past 12 months for No
investment banking transaction by PCIL
2 Whether Research Analyst, PCIL or its associates or relatives of the Research Analyst affiliates collectively hold more than 1% of the No
company(ies) covered in the Research report
3 Whether compensation has been received by PCIL or its associates from the company(ies) covered in the Research report No
4 PCIL or its affiliates have managed or co-managed in the previous twelve months a private or public offering of securities for the No
company(ies) covered in the Research report
5 Research Analyst, his associate, PCIL or its associates have received compensation for investment banking or merchant banking or No
brokerage services or for any other products or services from the company(ies) covered in the Research report, in the last twelve
months

Independence: PhillipCapital (India) Pvt. Ltd. has not had an investment banking relationship with, and has not received any compensation for investment
banking services from, the subject issuers in the past twelve (12) months, and PhillipCapital (India) Pvt. Ltd does not anticipate receiving or intend to seek
compensation for investment banking services from the subject issuers in the next three (3) months. PhillipCapital (India) Pvt. Ltd is not a market maker in the
securities mentioned in this research report, although it, or its affiliates/employees, may have positions in, purchase or sell, or be materially interested in any
of the securities covered in the 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. Past performance is not necessarily indicative of future performance or results.
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Sources, Completeness and Accuracy: The material herein is based upon information obtained from sources that PCIPL and the research analyst believe to be
reliable, but neither PCIPL 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, PCIPL is under no obligation to update or keep the information current.Without limiting any of the foregoing, in no event shall PCIL, 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 document.

Copyright: The copyright in this research report belongs exclusively to PCIPL. All rights are reserved. Any unauthorised use or disclosure is prohibited. No
reprinting or reproduction, in whole or in part, is permitted without the PCIPL’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. The recipient should carefully consider
whether trading/investment is appropriate for the recipient in light of the recipient’s experience, objectives, financial resources and other relevant
circumstances. PCIPL and any of its employees, directors, associates, group entities, or affiliates shall not be liable for losses, if any, incurred by the recipient.
The recipient is further cautioned that trading/investments in financial markets are subject to market risks and are advised to seek trading/investment advice
before investing. There is no guarantee/assurance as to returns or profits or capital protection or appreciation. PCIPL and any of its employees, directors,
associates, group entities, affiliates are not inducing the recipient for trading/investing in the financial market(s). Trading/Investment decision is the sole
responsibility of the recipient.

For U.S. persons only: This research report is a product of PhillipCapital (India) Pvt Ltd., which is the employer of the research analyst(s) who has prepared the
research report. The research analyst(s) preparing the research report is/are resident outside the United States (U.S.) and are not associated persons of any
U.S.-regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with
a subject company, public appearances, and trading securities held by a research analyst account.

This report is intended for distribution by PhillipCapital (India) Pvt Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S.
Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by the U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a
6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated, and/or transmitted onward to any U.S. person, which is not a Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain
business with Major Institutional Investors, PhillipCapital (India) Pvt Ltd. has entered into an agreement with a U.S. registered broker-dealer, Decker & Co, LLC.
Transactions in securities discussed in this research report should be effected through Decker & Co, LLC or another U.S. registered broker dealer.

If Distribution is to Australian Investors
This report is produced by PhillipCapital (India) Pvt Ltd and is being distributed in Australia by Phillip Capital Limited (Australian Financial Services Licence No.
246827).

This report contains general securities advice and does not take into account your personal objectives, situation and needs. Please read the Disclosures and
Disclaimers set out above. By receiving or reading this report, you agree to be bound by the terms and limitations set out above. Any failure to comply with
these terms and limitations may constitute a violation of law. This report has been provided to you for personal use only and shall not be reproduced,
distributed or published by you in whole or in part, for any purpose. If you have received this report by mistake, please delete or destroy it, and notify the
sender immediately.
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