INVESTOR UPDATE – UNAUDITED FINANCIAL RESULTS – 2ND QUARTER 2005-06
OVERVIEW

For the half year ended 30th September 2005, Zodiac Clothing Co.Ltd. [ZCCL] in its Indian Operations reported gross revenue of Rs.7736 lacs versus the previous year’s Rs.7517 lacs. In addition to this, the recent acquisition of a plant in the U.A.E. recorded gross revenue  of AED 205 lacs (Rs.2519 lacs). The total gross revenue for the company and its step-down subsidiary therefore stands at Rs.10255 lacs, as against Rs.7517 lacs in the corresponding period of last year.

OPERATIONAL ANALYSIS

The Q-II 2005-06 EBIDTA at Rs 367 lacs - 9.33% [versus Rs.354 – 9.14% for Q-II 2004-05]  has shown significant improvement over the first quarter [Rs. 216 lacs – 6.49%] in the Indian operations. 

Although, the EBIDTA for the six months at Rs.425 lacs [5.85% ] was lower than Rs.525 lacs [7.51%] during H-I 2004-05, this  was mainly due to downward revision in duty drawback [Rs.329 lacs last year, Rs.164 lacs this year – drop Rs.165 lacs].   The company undertook a very intensive project to improve  EBIDTA margins, after  reduction of Duty Drawback last year, which is now beginning to yield results.

In the export business, with safeguard provisions placed on China by both the E.U. and the U.S., pricing conditions are stabilising, and coupled with less harsh exchange rates on the US Dollar, the company is looking forward with optimism to the second half of the fiscal year.  In order to improve competitiveness and also to build scale, the company has made substantial investments in expanding/upgrading and optimizing efficiencies in the plant and machinery. We expect these investments to start delivering returns in Quarter III and IV.

The branded business has grown 28% by virtue of growth in every segments of the Indian business, i.e. the MBOs with a clean track record, large organized retailers, as well as company own stores, both existing as well as new stores opened. Substantial amounts have been invested on increasing the company’s own stores [ 8 own stores opened in first half of the year].  Additionally, 10 further stores have been signed, which should open in this financial year, subject to the readiness of the respective Malls.

The Retail team has been significantly strengthened especially in the last quarter of FY 2004-05, in view of the company focus on its own stores. The related increased expense on personnel cost is reflected in the results for the half year ended September 2005.

Our operating expenses also included the startup cost of the new stores opened in the half year ended September 2005.

The volatility in the forex markets has been blunted considerably, by the covering of substantial portion of the company’s forex exposure.
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The depreciation has increased from Rs.62 lacs to Rs.106 lacs in view of the large investments made in expansion and upgradation of the plant and machinery, and the opening of  new stores.

The effective tax rate [provision] rose to nearly 38% largely due to the introduction of  Fringe Benefit Tax during the financial year. 

Consequently the PAT on stand alone basis declined from Rs.333 lacs to Rs.264 lacs for half year ended September 2005. Higher depreciation and personnel cost (referred to above), were also contributory factors. Our step-down subsidiary in Dubai reported  profits of AED 18.6 lacs [approximately Rs.228.6 lacs] for the above period, as per unaudited financials, which will be consolidated at the end of the financial year.

BONUS ISSUE

The record date for the Bonus Issue has been fixed as 25th October 2005, for the bonus approved at the Annual General Meeting of the company held on 26th September 2005, in the ratio of 1:1.

OUTLOOK

The pressure on pricing in the export market is stabilising due to imposition of safeguard provisions on China by the two major importing blocks viz. USA and the E.U. The delinking of the Chinese yuan peg to the US Dollar is also a favourable development for India’s export.  The exchange rate of the US Dollar-Rupee has turned favourable, although both the Rupee-Euro and the Rupee-Sterling are less favourable. The economic situation in Germany continues to be uncertain consequent to the recent elections. The Government of India is considering a proposal for enhancement of the cap on the duty drawback, which would favourably impact the company once it is accepted. The order book position of the company is extremely healthy.

The company’s branded business continues to benefit from the expansion of the retail across the country, the growth of organized retail chains, the additional opening of the company’s own stores, the burgeoning middle class and their propensity to spend. The top line and the bottom line of the company, in the export business from India as well as the UAE, and the domestic business, seem very promising consequently.
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Our  New Exclusive ZOD! Store at Phoenix Mill, Mumbai
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