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Independent Equity Research     

ZODIAC CLOTHING COMPANY LIMITED 
READYMADE GARMENTS 

BSE Scrip Code: 521163 

Zodiac Clothing Company Limited (ZCCL) was promoted 

by Mr M Y Noorani in 1954 for manufacturing neckties. Till 

the 1970s the company was involved in the export of mainly 

neckties. Thereafter it entered into the branded shirt 

business with positioning in the premium menswear segment 

through its brands ‘Zodiac’, ‘ZOD!’ and ‘Z3’. ZCCL is one 

of the first SA 8000 certified menswear companies in the 

word. 

Positive outlook for the Indian Readymade Garments industry 

CARE Research expects the Indian Readymade Garments 

industry to grow at a CAGR of 10.6 per cent till FY15 (refers to 

the period April,1 to March, 31), driven by the surge in 

demand for the readymade apparels, rising income levels and 

increasing preference for branded apparels. 

 

Key concerns 

• Risk of rising material prices and margin pressures evident 

in the textile industry 

• High level of competition in the industry on account of low 

entry barriers. 

• The industry is vulnerable to changing fashion trends and 

consumer preferences 

 

Valuations 

ZCCL is currently trading at trailing P/E and EV/EBITDA 

multiples of 9.8x and 7.0x, respectively. 
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Background 

The House of Zodiac was promoted as a partnership firm by Mr M Y Noorani in 1954 for manufacturing 

neckties. Zodiac Clothing Company Limited (ZCCL) was incorporated as a private limited company in 1984 and 

became a public limited company in 1994. Till the late 1970s, it was mainly involved in the export of neckties. 

Thereafter, it entered into the branded shirt business in India and is positioned in the premium menswear 

segment. Currently, the company is present in men’s formal-wear category through its brand ‘Zodiac’, in the party-

wear category through the brand ‘ZOD!’ and in the relaxed casual-wear category through ‘Z3’. In the exports 

segment, ZCCL is mainly present in the men’s casual and semi-formal wear categories. 

 

Operations 

ZCCL has eight manufacturing facilities in India, four at Bangalore (Karnataka), three at Umbergaon (Gujarat) and 

one at Mumbai (Maharashtra). The company has an installed capacity of 61.82 lakh pieces of garments and 

accessories per annum across these eight facilities. ZCCL had 84 exclusive stores as on March 31, 2011 spread 

across the country. 

 

Industry Segments 

ZCCL has historically derived majority of its revenues from exports of products. However, in FY11, domestic 

sales contributed around 54% to the overall revenues vis-à-vis 46 per cent from exports. 

 

ZCCL: Geographical segment-wise revenue 

 

 

    

 

 

 

  Source: Company and CARE Equity Research 

 

 

 

 

 

HISTORY AND BACKGROUND 

(Rs. Crore) FY07 FY08 FY09 FY10 FY11 

India 93 124 133 134 162 

Rest of the World 122 121 149 149 136 

Total sales 215 245 282 282 298 
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ZCCL: Peer comparison 

 

(FY11) Units 

ZCCL 
Indian Terrain  

Fashions Ltd. 
Gokaldas Exports Ltd. 

Net operating income Rs. Crores            367.2                            133.3                   1,126.9  

EBITDA Rs. Crores              42.6                              13.1                      (18.2) 

PAT Rs. Crores              26.3                                6.3                      (84.6) 

Growth in net operating income % 9.3% NA -3.3% 

EBITDA Margin % 11.6% 9.8% NM 

PAT Margin % 7.2% 4.7% NM 

RoCE % 14.8% NA NM 

RoE % 13.2% NA NM 

Price/Earnings (P/E) Ratio times 9.8 5.7 NM 

Price/Book Value(P/BV) times 1.2 1.8 0.7 

Enterprise Value (EV)/EBITDA times 7.0 7.1 NM 

 

Source: Capitaline and CARE Equity Research 
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Top line grows by 9.3 per cent in FY11 

During FY11, the company’s exports exhibited a decline by around 8.5 per cent which was offset by the increase 

of around 21 per cent in the domestic sales of the company due to which the company reported an overall 

increase of 9.3 per cent in the operating income of the company.  

 

High raw material prices hurt profitability margins 

In FY11, the EBITDA margin decreased by 270 bps as compared to FY10 mainly due to the rise in the raw 

material prices during the year. During FY11, the price of cotton, which is ZCCL’s main raw material, doubled as 

global demand outstripped supply due to a combination of factors like disruption in supply from major producer 

countries like Pakistan, China and Australia due to floods, hoarding by traders and others. The cotton prices 

however have started declining from end-April 2011 on weak global demand and overstocking and by November 

2011, prices were down 40 per cent from their peak in March 2011. 

 

PAT witnessed a marginal dip in FY11 

Despite the decline in the EBITDA margin, the net profit only dipped marginally in FY11 due to the decline in 

the interest expenses during the year. 

 

Issue of bonus shares during FY11  

The company allotted 4204,238 bonus shares and 2,24,150 shares under the ESOP scheme during the year.  

 

ZCCL: Consolidated Financial Performance (FY07-11)  

 

 

 

 

 

 

 

 

Source: Capitaline and CARE Research 

 

 

CONSOLIDATED FINANCIAL PERFORMANCE AND ANALYSIS 

(Rs Crore) FY07 FY08 FY09 FY10 FY11 

Net operating income      273.2       308.1       342.9       335.9       367.2  

EBITDA        42.2         51.4         42.9         48.0         42.6  

PAT        23.5         32.1         24.9         26.2         26.3  

Fully Diluted EPS* (Rs.)        28.1         38.3         29.7         31.2         20.5  

      
EBITDA margins 15.4% 16.7% 12.5% 14.3% 11.6% 

PAT margins 8.6% 10.4% 7.3% 7.8% 7.2% 
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Expansion plans and initiatives 

 In FY11, ZCCL opened 17 new stores and closed down 7, thereby having net addition of 10 stores during the 

year. The total number of exclusive stores has thus increased to 84 as on March 31, 2011. The company is 

planning to further increase the number of stores in FY12. 

 

Key concerns  

 Risk of rising material prices and margin pressures evident in the textile industry 

 High level of competition on account of low entry barriers  

 The industry is vulnerable to changing fashion trends and consumer preferences 

 Frequent unrests and lockouts faced by the industry due to unionization of labour 

 

EXPANSIONS, NEW INITIATIVES AND CONCERNS 
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Sector outlook 

CARE Research has estimated the Indian Readymade Garments (RMG) industry to be worth Rs.1,675 billion in 

FY10 and is expected to grow at a CAGR of 10.6% till FY15. The growth is expected to be primarily driven by the 

surge in demand for readymade apparels, especially in the rural areas, rising income levels and increasing preference 

for branded apparels.  

The RMG industry is divided into five segments – menswear, womenswear, kidswear, unisex and uniforms. 

Menswear is the largest segment whereas uniforms and womenswear are the fastest growing segments.  

Apparel manufacturing is the least capital-intensive section of the textile value chain and is therefore characterized by 

low entry barriers. At the same time, it is highly labour-intensive and requires skilled, unskilled and semi-skilled 

labourers. The industry’s profitability is mainly influenced by the raw material prices. The raw material prices for 

RMG players have been on a rise due to the soaring cotton prices. The players have been unable to pass on the rise 

in cost to the consumers due to the stiff competition and limited pricing power. Therefore, the margins of the 

apparel manufacturers are expected to remain subdued over the medium term. The industry receives government 

support in the form of various schemes that encourage investment in the industry. The Indian RMG industry is 

highly fragmented in nature, with the presence of a large number of small players, owing to the low entry barriers. 

To remain competitive in the international market, Indian RMG industry needs to build up a strong weaving and 

processing link so as to provide support to the apparel manufacturers and set up large units for reaping the benefits 

of economies of scale. 

 

Some of the key characteristics of the RMG industry are as under: 

Demand scenario for readymade garments 

CARE Research believes that the readymade garments demand growth will continue to outpace the economic 

growth rate and record a multiplication factor of 1.8 times over the next two years. The demand for readymade 

garments would largely be driven by macro-economic factors like the upsurge in the economy, rising disposable 

income, growing organised retail penetration and changing consumer preferences. India’s per-capita consumption of 

fiber is abysmally low (3.5 kilograms per annum) as compared to the world average (10 kilograms per annum), 

indicating the great potential for growth in the sector. The demand is, however, constrained by the influence of 

economic cycle and the sensitivity of interest rate. Almost 70-75% of the apparel demand is derived from the 

domestic market. So, rise in prices and downturn in the economy can hamper the off-take of readymade garments to 

some extent.  

SECTOR OUTLOOK 
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Fragmented nature of the industry 

The Indian RMG industry is highly fragmented in nature. Due to the low entry barriers in the industry, like low 

investment requirements and absence of any licences required for setting-up a garments unit, the RMG industry is 

characterized by a large number of small players, making the industry highly fragmented. The high degree of 

fragmentation also leads to stiff competition amongst the manufacturers. The Indian RMG industry also faces 

competition from cheaper imports from countries like China, Bangladesh, Vietnam etc. 

Raw materials used by the industry 

The key raw material used by the garment manufacturers is cloth made from either cotton or man-made fiber. As 

the availability of cotton in India is ample, India’s garment exports are skewed towards cotton garments. However, 

with the spurt in the cotton prices, popularity of man-made fibers is fast increasing. The cotton prices are regulated 

to a certain extent and move in tandem with the international prices.  

Raw material prices play a major role in determining the profitability in the RMG industry. Due to the stiff 

competition prevailing in the industry, the players have been unable to pass on the price-rise to the customers and 

hence the profitability margins are expected to remain subdued over the medium term. 

Labour-intensive nature of industry 

The RMG industry is labour-intensive in nature, with a high degree of human intervention. All the tasks viz cutting, 

stitching, embroidery and embellishments require human intervention, thereby making human resources an 

important part of the industry. The industry employs all kinds labour viz skilled, semi-skilled and unskilled. Due to 

its high dependence on labour, the industry is plagued by unionization, leading to frequent unrests and lockouts.  

Government support to the industry 

The Government has announced various schemes to encourage the investments in the textiles industry. The key 

schemes announced by the government are National Textile Policy, Scheme for Integrated Textile Parks, 

Technology Upgradation Fund Scheme, Export Promotion Capital Goods, Duty Entitlement Pass Book Scheme 

etc. The Government has also allowed 100% FDI in the textile sector through automatic route and upto 51% FDI in 

the retail trade of “single brand products” with prior Government approval. Further, though the Government does 

not directly control the garment prices, it can put an anchor on rising prices by tinkering the customs and excise 

duty. There are no scalability barriers for the garment industry.  
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Rs. Crores FY07 FY08 FY09 FY10 FY11 

Income Statement           

Net operating income          273.2           308.1           342.9           335.9           367.2  

EBITDA            42.2             51.4             42.9             48.0             42.6  

Depreciation and amortisation              5.0               5.0               5.8               6.3               7.2  

EBIT            37.2             46.4             37.1             41.6             35.5  

Interest              3.2               2.8               2.8               2.8               2.5  

PBT            34.3             44.1             34.5             38.8             41.8  

Ordinary PAT (After minority interest)            23.7             32.4             25.0             26.2             33.2  

PAT (After minority interest)            23.5             32.1             24.9             26.2             26.3  

Fully Diluted Earnings Per Share* (Rs.)            28.1             38.3             29.7             31.2             20.5  

Dividend, including tax              5.0               5.5               5.5               5.9               6.4  

* Calculated based on ordinary PAT on Current Face Value of Rs. 10/- per share 

      
Balance sheet           

Net worth (incl. Minority Interest)          115.9           142.2           161.5           184.8           213.1  

Debt            32.6             24.8             26.9             32.2             44.3  

Deferred Liabilities / (Assets)              2.5               1.7               1.8               1.9               3.1  

Capital Employed      151.0       168.6       190.2       218.8       260.5  

Net Fixed Assets (incl. Capital WIP)            67.7             72.2             94.6           100.7           125.9  

Investments            10.7             22.8             10.2             10.2             26.3  

Loans and Advances            36.4             35.6             34.1             42.1             42.7  

Inventory            38.5             51.0             53.3             55.5             73.3  

Receivables            31.4             31.2             34.3             32.9             34.9  

Cash and Cash Equivalents            17.6             10.3             27.1             29.2             14.7  

Current Assets, Loans and Advances           123.9           128.1           148.8           159.8           165.7  

Less: Current Liabilities and Provisions            51.3             54.5             63.5             51.8             57.5  

Total Assets      151.0       168.6       190.2       218.8       260.5  

      
Ratios           

Growth in Operating Income   12.7% 11.3% -2.0% 9.3% 

Growth in EBITDA 
 

21.8% -16.5% 11.8% -11.1% 

Growth in PAT 
 

36.7% -22.3% 5.1% 0.3% 

Growth in EPS   36.3% -22.3% 5.0% -34.3% 

EBITDA Margin 
 

16.7% 12.5% 14.3% 11.6% 

PAT Margin   10.4% 7.3% 7.8% 7.2% 

RoCE   29.1% 20.7% 20.4% 14.8% 

RoE   24.9% 16.4% 15.1% 13.2% 

Debt-Equity (times)   0.2 0.2 0.2 0.2 

Interest Coverage (times) 
 

16.4 13.4 14.9 14.4 

Current Ratio (times) 
 

2.4 2.3 3.1 2.9 

Inventory Days 
 

60 57 60 73 

Receivable Days 
 

37 37 36 35 

Price / Earnings (P/E) Ratio         9.8 

Price / Book Value(P/BV) Ratio 
    

1.2 

Enterprise Value (EV)/EBITDA         7.0 

Source: Capitaline and CARE Equity Research 
     

 

CONSOLIDATED FINANCIAL SUMMARY 
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DISCLAIMER 

DISCLOSURES 

 Each member of the team involved in the preparation of this grading report, hereby affirms that there 

exists no conflict of interest that can bias the grading recommendation of the company. 

 This report has been sponsored by the Bombay Stock Exchange (BSE). 

DISCLAIMER 

This BSE sponsored report is prepared by CARE Research, a division of Credit Analysis & REsearch 

Limited [CARE]. CARE Research has taken utmost care to ensure accuracy and objectivity while developing 

this report based on information available in public domain or from sources considered reliable. However, 

neither the accuracy nor completeness of information contained in this report is guaranteed. Opinions 

expressed herein are our current opinions as on the date of this report. Nothing in this report can be 

construed as either investment or any other advice or any solicitation, whatsoever. The subscriber / user 

assumes the entire risk of any use made of this report or data herein. CARE specifically states that it or any 

of its divisions or employees do not have any financial liabilities whatsoever to the subscribers / users of this 

report. This report is for personal information only of the authorised recipient in India only. This report or 

part of it should not be reproduced or redistributed or communicated directly or indirectly in any form to 

any other person or published or copied for any purpose. 

“Credit Analysis and Research Limited proposes, subject to receipt of requisite approvals, market conditions 

and other considerations, to make an initial public offer of its equity shares and has filed a draft red herring 

prospectus (“DRHP”) with the Securities and Exchange Board of India (the “SEBI”). The DRHP is 

available on the website of SEBI at www.sebi.gov.in as well as on the websites of the Book Running Lead 

Managers at www.investmentbank.kotak.com, www.dspml.com, www.edelcap.com, www.icicisecurities.com, 

www.idbicapital.com, and www.sbicaps.com. Investors should note that investment in equity shares involves a 

high degree of risk and for details relating to the same, see the section titled “Risk Factors” of the DRHP.” 

[“This press release is not for publication or distribution to persons in the United States, and is not an offer 

for sale within the United States of any equity shares or any other security of Credit Analysis and Research 

Limited. Securities of Credit Analysis and Research Limited, including its equity shares, may not be offered 

or sold in the United States absent registration under U.S. securities laws or unless exempt from registration 

under such laws.”] 

Published by Credit Analysis & REsearch Ltd., 4th Floor Godrej Coliseum, Off Eastern Express Highway, 

Somaiya Hospital Road, Sion East, Mumbai – 400 022. 

CARE Research is not responsible for any errors or omissions in analysis/inferences/views or for results 

obtained from the use of information contained in this report and especially states that CARE (including all 

divisions) has no financial liability whatsoever to the user of this product. This report is for the information of 

the intended recipients only and no part of this report may be published or reproduced in any form or 

manner without prior written permission of CARE Research. 

http://www.sebi.gov.in/
http://www.investmentbank.kotak.com/
http://www.dspml.com/
http://www.edelcap.com/
http://www.icicisecurities.com/
http://www.idbicapital.com/
http://www.sbicaps.com/
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Credit Analysis & REsearch Ltd. (CARE) is a full service rating company that offers a wide range of rating and grading services across 

sectors. CARE has an unparallel depth of expertise. CARE Ratings methodologies are in line with the best international practices.  

 

CARE Research 

CARE Research is an independent research division of CARE Ratings, a full-service rating company. CARE Research is involved in 

preparing detailed industry research reports with 5-year demand and 2-year profitability outlook on the industry besides providing 

comprehensive trend analysis and the current state of the industry. CARE Research currently offers reports on more than 26 

industries which are updated on a monthly/quarterly basis. Subscribers can access CARE Research reports online. CARE Research 

also offers research that is customized to client requirements. Customized Research involves business analysis and position in the 

market, financial analysis and market sizing etc. 

 

HEAD OFFICE 

Godrej Coliseum, Somaiya Hospital Road, Off Eastern Express Highway, Sion (East), Mumbai – 400 022  

Tel: +91-22-67543456, Fax: +91-22-67543457. 

 

NEW DELHI 

3rd Floor, B -47, Inner Circle, Near Plaza Cinema, Connaught 

Place, New Delhi - 110 001. 

Tel: +91-11-23318701 / 23716199 / 23328524. 

 

KOLKATA 

3rd Floor, Prasad Chambers (Shagun Mall Building), 10A, 

Shakespeare Sarani, Kolkata - 700 0717 

Tel: +91-33-22831800 / 22831803 / 22808472. 

 

CHENNAI 

Unit No. O-509/C, Spencer Plaza, 5th Floor, No. 769,  

Anna Salai, Chennai 600 002 

Tel: +91-44-28497812/28490811 

 

AHMEDABAD 

32, Titanium, Prahaladnagar Corporate Road, Satellite, 

Ahmedabad - 380 015 

Tel: +91-79-40265656. 

 

HYDERABAD 

401, Ashoka Scintilla, 3-6-520, Himayat Nagar,  

Hyderabad - 500 029 

Tel: +91-040 40102030 

 

BENGALURU 

Unit No. 8, I floor, Commander's Place, 

No. 6, Raja Ram Mohan Roy Road, (Opp. P F Office), 

Richmond Circle, Bangalore - 560 025  

Tel: +91-80-22117140 
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