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Event

We have initiated coverage of BWX Ltd with a BUY rating and 12 month
target price of $4.65. We view BWX as another way to play the growing
consumer demand for high quality Australian goods by the middle class
in China.

Investment View

BWX is a vertically integrated beauty and personal care production and
distribution company that owns the formulations for all 5 of its brands.
Sukin is BWX’s flagship brand and aims to provide affordable, high
quality natural skin and hair care.

Our BUY thesis is predicated on the following:

■ Focusing on exporting to China in FY16. BWX is starting to export
to China in FY16, the main driver of the anticipated 65% growth in
Sukin offshore revenue in FY16. Euromonitor forecasts that skincare
in China will grow at ~9%p.a. over the next 5 years to US$35bn.

■ Strong domestic growth driven by demand for natural products
at an affordable price. Australians are now willing to refrain from
purchases that are unsustainable, unethical and/or include harmful
ingredients. Whilst natural skincare companies are benefiting from
this trend, in our view, the biggest barrier to purchasing natural
skincare products is the price. We believe Sukin’s price point at
the premium end of the mass market is a major contributor to its
popularity.

■ Strong balance sheet and cash generation to support future
acquisitions and new products. The Australian market remains
fragmented with a number of brands needing R&D, production,
warehouse and logistics capabilities and working capital. We forecast
BWX will be net cash in FY16, and could comfortably take on ~$35m of
debt for acquisitions (assuming no uplift to EBITDA and a net debt /
EBITDA ratio of 1.5x).

While consensus estimates have BWX trading on FY16 EV/EBITDA of
18.2x, a premium to the XSI and skincare peers, we believe the strong
operating momentum and exposure to China's middle class is likely to
drive an upgrade. In our view, BWX should command a multiple similar
to other stocks that are experiencing high Chinese demand i.e. BAL and
BKL, which are, on average, trading on a FY16 EV/EBITDA of 26.5x.
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Executive summary 
 

Business summary 
 
 BWX is a vertically integrated beauty and personal care production and 

distribution company.  It owns the formulations and associated IP for all 5 

of its brands: Sukin; Derma Sukin; Uspa; Renew Skincare; and Edward 

Beale.  In addition, BWX provides manufacturing services for third party 

customers’ brands. 

 Sukin is BWX’s flagship brand and was launched in 2007 by a Melbourne 

based family aiming to provide high quality, affordable and effective 

natural skin and hair care.   

 According to BWX’s prospectus, sales of Sukin products grew 40% over 

the 12 months to August 2015, and the brand ranked as the second 

highest selling skincare brand in Australian pharmacies (and the highest 

selling natural skincare brand in pharmacies). 

 BWX uses a distribution model for its Sukin products and we estimate 

that ~90% of its products are sold through pharmacies; the remainder are 

sold through health food and other specialty retailers.  We note that no 

Sukin products are currently sold through grocery retailers. 

 

Investment positives 
 
 Focusing on exporting to China in FY16.  Approximately 16.5% of FY15’s 

Sukin revenue was derived from offshore sales, predominately from New 

Zealand, USA, Canada, Singapore and the UK.  China is expected to offer 

the largest market opportunities within the next 5 years.  Euromonitor 

International forecasts that skincare sales in China will grow at ~9%p.a. 

over the next 5 years to US$35bn, becoming the source of over 70% of 

skincare’s growth in the region.  It is our understanding that management 

will concentrate on exporting to China in FY16, which will be a major 

driver of revenue growth. 

 Strong domestic growth outlook driven by Australian’s demand for 

good quality, natural products at an affordable price.  Australians are 

now more aware and concerned about the chemicals used in beauty and 

personal care products and are willing to refrain from purchases that are 

unsustainable, unethical and/or include harmful ingredients.  Natural 

and organic skincare companies are benefiting from this trend.  IBISWorld 

forecasts that the organic cosmetics and toiletries industry will grow over 

12% in FY16.  Despite the desire for natural ingredients, in our view, the 

biggest barrier to purchasing natural or organic skincare is the price.  We 

believe Sukin’s “masstige” price point is a major contributor to its 

popularity. 

 Strong balance sheet and cash generation to support future acquisitions 

and new products.  The Australian market remains fragmented with a 

number of brands relying on third party service providers for R&D, 

production, warehouse and logistics capabilities and working capital.  

These attributes make them attractive takeover targets.  We forecast BWX 

will be net cash in FY16, giving it plenty of financial flexibility to make 

acquisitions. 
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Investment risks 
 
 The beauty and personal care market is highly competitive.  BWX’s 

main competitors are large multinational companies that have greater 

resources than BWX to respond to changing business and economic 

conditions. 

 Moves to protect China’s domestic skincare industry.  Given that we 

believe a significant driver of BWX’s future growth will be exporting to 

China, any move by the Chinese government to protect its domestic 

skincare industry would be detrimental to BWX.  These moves may also 

include the Chinese government trying to crack down on the grey market 

(sales of BWX products purchased in bulk in Australia and sold in China 

by unofficial distributors).  While any move to crack down on the 

unregulated grey market should not hamper BWX’s efforts to export to 

China, it could slow down BWX’s revenue growth while it establishes its 

distribution network. 

 Product safety.  As BWX markets its products as 100% natural, product 

safety or quality failures (actual, perceived or allegations of product 

contamination) could tarnish the reputation of BWX’s brands, especially 

overseas.   

 According to BWX’s prospectus, ~27.6% of inputs are sourced offshore 

and it is our understanding that BWX does not hedge currency 

exposure.  A continued depreciation of the AUD will make these inputs 

relatively more expensive and BWX may have to absorb these increased 

costs if it is unable to put through price rises.  We believe it will be 

challenging for BWX to raise prices as it aims to keep its “masstige” price 

point and increase its market share through increased volumes. 

 

Valuation 
 
 We issue a BUY rating and a 12 month target price of $4.65, an estimated 

28.2% total return comprising of a 1.2% dividend yield and 27% capital 

return. 

 While consensus estimates have BWX trading on a FY16 EV/EBITDA of 

18.2x and a PE of 25.7x, a premium to the XSI and skincare peers, we 

believe the strong operating momentum and exposure to the burgeoning 

middle class in China is likely to drive an earnings upgrade. 

 In our view, BWX should trade on a premium to most of its skincare peers 

and more like other Australian stocks that are experiencing high Chinese 

demand for their products i.e. Bellamy’s, Blackmores, Bega Cheese. 
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Company background 
 

BWX’s brands 
 
BWX is a vertically integrated beauty and personal care production and 
distribution company.  It owns the formulations and associated IP for all 5 of 
its brands: 
 
 Sukin; 

 Derma Sukin; 

 Uspa; 

 Renew Skincare; and 

 Edward Beale. 

In addition, BWX provides manufacturing services for third party customers’ 
brands.  It owns the IP for some of these brands. 
 
Sukin – 72.6% of FY16e revenue 
 
Sukin is BWX’s flagship brand and was launched in 2007 by a Melbourne 
based family aiming to provide high quality, affordable and effective natural 
skin and hair care.  It was acquired by BWX in June 2015.  We estimate that 
~90% of Sukin product is sold in pharmacies and para pharmacies, most 
prominently, Priceline and Chemist Warehouse, the remainder is sold 
through health food and other specialty retailers. 
 
According to BWX’s prospectus and Nielsen research, Australian consumers 
spent $5.6bn on non-prescription over the counter products in pharmacies in 
FY15, growing at 12.7% on a moving annual total basis.  BWX’s management 
believes that these figures illustrate that people are increasingly doing a 
greater proportion of their household shopping through pharmacies.  API, 
which is the owner of Priceline stores, said that skincare sales in Australia 
increased 21.9% in FY15. 
 

Figure 2: Top 10 skin care brands sold in Aus pharmacies 

 
Source: BWX prospectus 

 
According to BWX’s prospectus, sales of Sukin products grew 40% over the 12 
months to August 2015, and the brand ranked as the second highest selling 
skincare brand in Australian pharmacies (but the highest selling natural skin 
care brand).  This is higher than the 29% growth rate for “natural” skincare 
products in Australian pharmacies and well above the overall growth rate of 
17.2% for the skincare segment in Australian pharmacies.  Management 
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Figure 1: Sukin products 

 
Source:  BWX Shareholder Presentation 
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believes this growth reflects consumers’ increasing awareness and attraction 
towards brands and products that are affordable and have clean, green and 
“natural” credentials. 

 
The average price per unit for the overall skin care market in Australian 
pharmacies is $12.89.  Sukin’s average per unit price is $11.30.  This 
positions the brand towards the middle of the price spectrum of competing 
brands.  This positioning aligns with Sukin’s strategy of being towards the 
top end of the mass market segment, this is often referred to as the 
“masstige” market, denoting a product’s premium quality ingredients, 
branding and packaging without the corresponding top of the range price 
point. 

 
Other BWX brands – 5.6% of FY16e revenue 

 
In addition to Sukin, BWX owns the following 4 brands: 

 

 
These brands have varying target markets, helping to fulfil BWX’s business 
strategy of having a portfolio of brands across a number of sales channels and 
demographics.  
 
Derma Sukin launched in 2014 and is a natural skin range formulated for 
consumers with sensitive skin.  It is sold domestically through pharmacies 
and BWX intends to leverage its existing relationships with distributors to 
increase the distribution of the Derma Sukin product range. 
 
The Uspa range consists of products designed to be used in the professional 
beauty salon and day spa market.  The range of products is positioned at the 
premium end of the personal care market and targets consumers who are 
typically health conscious, mid-to-high income earners and are looking for 
products that offer a holistic day spa experience.  Uspa also operates its own 
signature day spa and retail outlet in Brighton, Victoria. 
 

Figure 3: Top 10 natural skin care brands in Aus pharm.   Figure 4: Skin care brands average price per unit 

 

  

 
Source: BWX prospectus   Source: BWX prospectus 

Figure 5: Derma Sukin 
products 

 Figure 6: Uspa products  Figure 7: Renew Skincare 
products 

 Figure 8: Edward Beale 
products 

 

 

  

 

  

 

  

 

Source:  BWX Prospectus  Source:  BWX Prospectus  Source:  BWX Prospectus  Source:  BWX Prospectus 
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BWX’s other 4 brands cater to 
different target markets: 
 Sensitive skin; 

 Professional products for 

beauty salons and day spas; 

 100% certified organic 

brand that uses rose hip oil; 

and 

 Hair care products. 

 

Average $12.89 
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Renew Skincare is a 100% certified organic brand of face, body and hair care 
products that use rose hip oil.  The range is distributed in the Australian 
market through a network of State-based distributors. 
 
Edward Beale hair care products are retailed through a network of specialty 
beauty retail outlets across Australia. 
 
Third party manufacturing – 21.8% of FY16e revenue 

 
We anticipate that revenue from third party manufacturing will decrease from 
31.3% of pro-forma revenue in FY15 to 21.8% in FY16e (lower than BWX’s 
FY16e prospectus estimate of 24%).  Whilst BWX’s strategy is to focus on 
developing its own brands, the company intends to continue to provide 
manufacturing services to select clients such as Brut, Skin Doctors, MOR and 
Mr Smith.  The benefits to BWX of producing for external brands include 
large volume sales, scale of purchasing and potential acquisition 
opportunities. 
 
The demand for BWX’s manufacturing services is driven by: 
 
 Customers seeking Australian made products; 

 The integrity, traceability and safety of ingredients; 

 Standards and certifications around the manufacturing process; 

 Inability to self-fund own facility; and 

 Speed to market. 

 
 

State-based distributor model selling into pharmacies 
 
BWX utilises a wholesale distributor model for its Sukin products.  Within 
Australia, BWX has appointed State specific, independent distributors to sell 
its products into pharmacies, health food stores and speciality stores (no sales 
through grocery retailers at this point in time).  Sukin products are purchased 
from BWX by the distributors and then on-sold to retailers.  The only 
exception to this model is Priceline where Sukin products are sold directly by 
BWX.  According to BWX’s prospectus, ~66% of BWX’s domestic revenue for 
FY15 was generated by sales to 2 State based distributors.   
 
Figure 9: Sukin’s sales across State specific distributors and direct sales 

 
Source: BWX prospectus 

 
The majority of Sukin products are sold through pharmacies (we estimate 
~90%).  BWX engages directly with the corporate level of larger pharmacy 
banner groups (most notably Priceline, Chemist Warehouse and Terry White) 
to drive purchases.  The State-based Sukin distributors then maintain these 
relationships at a store level and drive demand through sales and marketing 
initiatives tailored to specific stores.  Sukin supports its retailers through in-
store initiatives at point of sale, e.g.: 
 

DISTRIBUTOR / CUSTOMER STATE

% OF FY15 SUKIN DOMESTIC 

REVENUE

Lightning Brokers NSW, Vic and Tas 52%

Complete Health Products Qld Qld 14%

Bio Choice Health Care WA WA 7%

Searcy Marketing SA and NT 5%

Direct accounts (including Priceline) Australia wide 22%

Whilst BWX’s strategy is to 
focus on developing its own 
brands, 3rd party 
manufacturing provides BWX 
with scale of purchasing and 
potential acquisition 
opportunities. 
 

In-keeping with Sukin’s image 
as a high quality natural brand 
priced at the premium end of 
the mass market, BWX uses a 
wholesale distributor model to 
sell Sukin into pharmacies. 
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 By providing dedicated displays that provide merchandising 

opportunities; 

 Promotional programs including gift with purchase; and  

 Gift pack promotions. 

Beauty and personal care sales in pharmacies make up ~16% of the market; it 
is the second largest retailer type after grocery retailers.  Selling into 
pharmacies is in-keeping with Sukin’s image as a high quality natural brand 
priced at the premium end of the mass market.  For the 12 months ended 
August 2015, the value of skincare products sold in pharmacies grew by 17% 
and sales of natural skincare in pharmacies grew by 29%.   
 
Figure 10: Beauty and personal care sales distribution 

 
Source: Euromonitor and Moelis estimates  

 
The natural skincare segment in pharmacies is highly fragmented.  Despite its 
rapid growth and market leading position, Sukin sales constituted only ~6.6% 
of this market.  BWX has identified opportunities to grow market share by 
maximising the retail presence including; increasing the number of retail 
outlets and pharmacies stocking Sukin products; and increasing retail space 
being allocated to Sukin products.  However, we are of the view that 
significant market share increases will mainly be achieved via introducing 
new products and making acquisitions. 
 

Specific distribution models for each export market 
 
Sukin’s largest export markets in FY15 were New Zealand, USA, Canada, 
Singapore and UK.  To leverage the anticipated growth in international 
demand for Sukin products, BWX has adopted specific distribution models 
for the various export markets: 
 
 Sukin products are delivered directly into the distribution centres of 

retailers in the USA; 

 In Canada, BWX sells Sukin products directly to regionally based 

distributors; and  

 For all other export markets (New Zealand, Singapore, Malaysia, Hong 

Kong and UK), each country has an independent distributor who 

purchases Sukin products directly from BWX and on-sells them into their 

respective markets. 

BWX management identified exporting to China as a major focus in FY16.  We 
understand that there are a growing number of Chinese consumers shopping 
for Sukin products through Australian retailers then exporting them back to 

Grocery Retailers
43%

Beauty Specialist Retailers
6%

Chemists / Pharmacies
16%

Department Stores
14%

Mass Merchandisers
7%

Non-store channels
14%

BWX has specific distribution 
models tailored to its various 
export markets. 
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China for re-sale on the “grey market”.  This is similar to what Blackmores 
and Bellamy’s are experiencing.  In Blackmores’ 2015 Annual Report, it 
estimated that that the value of Asian consumers to group sales was ~$150m 
in FY15 or 32% of sales.  Similarly, Bellamy’s estimated that ~30-40% of FY15 
sales in Australia were servicing customer demands in China.  We estimate 
that sales to Chinese consumers via Australian retailers represents ~10-20% of 
Sukin’s Australian sales. 
 
Bellamy’s noted that there was a strong market shift toward online 
purchasing in FY15 with online trading of infant formula contributing ~33% 
of total infant formula sales across all brands in China.  Sales have been 
primarily conducted through third party websites such as t-mall.com and 
jd.com, with delivery to consumers via free trade zones in China and local 
Chinese providers.   
 
We assume that BWX will use foreign e-commerce sites for shipment into 
China e.g. t-mall.com.  Although China removed its animal testing 
requirement in June 2014, this was only for domestically produced cosmetics.  
Products such as skincare, deodorant and hair care still require animal testing 
if they are manufactured outside China.  However, cosmetics purchased on 
foreign e-commerce sites for shipment to China do not require animal testing.   
 

Manufacturing – input costs outlook 
 
Vertically integrated production and warehousing capability in Victoria 
 
BWX’s brands and third party manufacturing is produced by Beautiworx Pty 
Ltd which is a 100% owned subsidiary of BWX.  The production facility in 
Dandenong South, Victoria is certified for the manufacturing of cosmetics, 
hair care, bath and body products by SGS ICS, which is a global inspection, 
verification, testing and certification company.   
 
The Dandenong South plant is readily scalable and management believes that 
the capital requirements associated with increasing production capacity in 
order to meet forecast demand are relatively low, i.e. 1-2% of annual revenue.  
BWX has also continued to free up production capacity as it transitions away 
from 3rd party customers and more fully to the production of its own brands.  
BWX recently increased its production capacity at the Dandenong South 
facility to cater for the increased production forecast by the company by 
improving productivity on several key production lines.   

 
Figure 11: BWX production facility in Dandenong South, Victoria 

 
Source: BWX Prospectus 
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Ingredients and packaging 

 
All-natural ingredients are more expensive to source than synthetic 
ingredients and the price of many key inputs such as essential oils have been 
on the rise.  In order to keep its price point in the “masstige” range, BWX uses: 
 
 Ingredients that have proven track records of working within skincare, 

instead of patenting new ingredients and investing in costly R&D;  

 Many of the same ingredients across multiple products; 

 Simple and affordable packaging which is kept to a minimum e.g. boxes 

are absent on most products (except when the bottle is made of glass); and  

 The same bottles across multiple products that affords the company 

economies of scale when purchasing. 

 
The majority of the purchases of raw materials and packaging are in Australia 
and purchased in AUD, although approximately 27.6% of raw materials and 
packaging have been sourced from offshore suppliers.  We understand that 
BWX does not hedge its currency exposure.  The prospectus numbers assume 
there are no material changes in the cost of purchasing raw materials and 
packaging and forecasts are based on an average exchange rate of A$1 = 0.71 
USD, however, if the AUD continues to depreciate, that will increase BWX’s 
COGS. 
 
 

  

Approximately 27.6% of raw 
materials and packaging is 
sourced from offshore suppliers.  
BWX’s prospectus assumes an 
average exchange rate of 
A$1=0.71USD. 
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4 drivers of future growth 
 
According to its prospectus, BWX’s business strategy centres on the following 
key elements: 
 
 Increasing domestic distribution of BWX’s products; 

 Increasing international distribution of BWX’s products; 

 Developing range extensions for BWX’s brands; 

 Further developing existing service relationships with BWX’s major 

customers; 

 Developing new brands and products for distribution to new and existing 

markets; 

 Supporting the brands of selected third party customers; and 

 Identifying suitable brands and businesses for acquisition. 

We see the following 4 drivers of revenue growth in the short to medium 
term. 
 

#1 China consumer growth story 
 
Approximately 16.5% of FY15 Sukin revenue was derived from offshore sales, 
predominately from New Zealand, USA, Canada, Singapore and the UK.  
BWX’s prospectus has offshore revenue increasing 37% to $6.3m, contributing 
to 17.8% of prospectus FY16 Sukin revenue.  Management have identified 
beginning to export to China as a major focus in FY16. 
 
We estimate offshore revenue will increase to $7.6m (an additional $1.3m or 
28% growth) as BWX focuses on exporting to China in FY16.  The Chinese 
demand for Australian natural products (whether it be skincare, infant 
formula or vitamins) has been unprecedented.  Bellamy’s has experienced 
160% increase in revenue from China in FY15, and Blackmores experienced 
111% increase in revenue from its “other Asia” segment which includes 
China, Singapore, Hong Kong, Taiwan, Korea and Cambodia.  We view our 
forecast of an additional $1.3m in FY16 revenue from China as achievable.  
Our forecasts assume 75% increase in Sukin offshore sales in FY17, 50% 
increase in FY18 and then reducing to 5% growth by FY22. 
 
China is expected to offer the largest market opportunities within the next 5 
years.  Euromonitor International forecasts that the skincare market in China 
will grow, on average, ~9%p.a. over the next 5 years to US$35bn, becoming 
the source of over 70% of skincare’s growth.   

 

Figure 12: China skin care growth vs Australian skin care growth 

 
Source: Euromonitor International and Moelis estimates 
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We view exporting to China as 
the main driver of growth for 
BWX.  Our FY16e offshore 
Sukin sale is 21% above 
prospectus estimates. 
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We believe the Chinese market will be lucrative for BWX products as: 
 
1. Chinese consumers are spending money on skincare at a younger age.  

According to Euromonitor International, Chinese consumers born in the 

1980s and 1990s are more willing to spend money on facial care at an 

earlier age, compared to the post 1970s generations.  These younger 

consumers have the highest demand for skincare, which led to the 

demand for facial moisturisers outstripping anti-aging creams in 2014 and 

beyond.  Therefore, whilst China’s skincare market is estimated to grow at 

~9% p.a., we believe the facial cleanser and moisturiser products in the 

Sukin range will grow at a faster rate. 

 
2. Chinese consumers tend to choose more premium priced brands.  Due 

to average low incomes but unfailing habits of observing skincare 

procedures, ranging from cleansing, moisturising to nourishing, an 

overwhelming majority of local consumers tend to choose more premium 

brands with comparatively lower unit prices than mass market brands.  

International brands with established brand reputation, consistent quality 

and more premium market positioning demonstrated a stellar 

performance in the skincare category, accounting for 8 of the top 10 

positions in China in terms of sales in 2014.  We believe that Sukin’s 

“masstige” price point will be attractive to Chinese consumers as it places 

the products at the more affordable end of the premium market. 

 
3. Chinese consumers favour imported brands that have a reputation for 

good quality and natural ingredients.  Imports have increased strongly 

during the past 5 years, at an annualised rate of 23.4%.  Imported goods 

are perceived to be of a higher quality and safety.  This has become more 

of an issue in recent years after safety concerns about a number of high 

profile brands were reported.  In 2010, Bawang, an herbal shampoo 

manufacturer, was accused of having carcinogens in its hair products.  In 

2011, the State Food and Drug Administration launched strict regulations 

regarding the safe usage of ingredients and additives; 85 cosmetics 

manufacturers were forced to stop production as a result.  Additionally, 

in 2014, products of cosmetic companies such as L’Oreal and Clinique 

were tested and it was concluded that some of their ingredients included 

6 heavy metals, which may cause headache, lung injury, diarrhoea, nerve 

and kidney problems or cancer.  We believe that the drivers of popularity 

for Australian-branded infant formula (i.e. good quality, safe and 

Australian made) also apply to natural skincare products and will drive 

Sukin’s popularity in China. 

 
4. There is a shift to buying overseas products online.  We assume that 

BWX will export to China via foreign e-commerce sites.  We believe that 

there has been a shift in China to buying overseas products online.  For 

instance, in its 2015 annual report, Bellamy’s noted that there was a strong 

market shift toward online purchasing in FY15 with online trading of 

infant formula contributing ~33% of total infant formula sales across all 

brands in China.  Arguably, this is a reflection of the Chinese consumer 

demographic (and BWX’s target market): technologically savvy, well-
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informed, middle class and with high expectations of product quality and 

will support BWX’s efforts to establish a foothold in the Chinese market. 

 
5. Despite fears of a China slowdown, the emerging middle class, rising 

disposable incomes and consumption are still robust.  China retail sales 

grew 11.1% in December and the outlook for Chinese consumption is still 

strong, prompting Apple, Starbucks and Ikea to open more stores in 2016.   

 
In the medium-to-long term, there are other potential export markets for 
BWX’s product ranges.  For instance, Euromonitor International forecasts that 
Indonesia will be the 8th biggest absolute growth contributor to premium 
skincare over the next 5 years.  The skincare market in India is set to almost 
double its size to just over US$140 million by 2019.  India and Indonesia’s 
favourable demographics of vast populations and increasing disposable 
incomes, coupled with a relatively unexplored market, would create an 
attractive environment for lower-end premium players such as BWX. 

 
 

#2 Demand for natural products (not necessarily organic) 
 
Despite the skincare market being mature, the consumption of specialty active 
ingredients is still enjoying large growth.  We believe this is because: 
 
 Consumers are better informed about ingredients and benefits and, as a 

consequence, they are more discerning; 

 Consumers are prepared to pay extra for both genuinely effective and 

“green” products containing a maximum of natural ingredients; 

 Higher-end actives are no longer exclusive to luxury channel products.  

The premium pricing that might have been lost is compensated by greater 

demand and volumes; and 

 Demographics: An aging population seeking a more youthful appearance 

is driving the strong and growing anti-aging segment. 

 

The increase in demand for more skin-friendly products has led to an 
increasing number of players enter in the industry.  Whilst this increase in 
availability and popularity of natural products has contributed to the 
creation of organic and natural certification bodies, the common perception 
among a majority of consumers of what is “natural” is much broader.  It 
typically includes plant-based and nature-inspired products, pharmacy 
brands and non-certified natural skincare.  For instance, consumer interest 
has been driven by pharmacy brands that use thermal water as their key 
ingredient.  La Roche-Posay, Avène and Vichy are all paraben-free and use 
the healing properties of spa water in their high efficacy skincare.  Brands 
such as Origins and Clarins, which are plant-based but not organic, also 
have a natural premium position in the market that appeals greatly to 
consumers. 

 

Consumers will demand more natural and organic products as the organic 
movement slowly gains mainstream status.  This will be largely driven by 
increased regulation and product standards regarding material inputs e.g. 
Coles, Woolworths and beauty product manufacturers have committed to 
phasing out the use of microbeads in Australia following US legislation to ban 
the tiny plastic particles that damage waterways and oceans.  Furthermore, as 

Other export markets such as 
India and Indonesia would be 
attractive environments for 
“masstige” players such as 
BWX. 
 

The ethical and sustainable 
aspects of beauty and personal 
care are now more influential in 
Australians’ purchasing 
decisions.  Consumers are 
willing to hold back on 
purchases of beauty and 
personal care products that are 
unsustainable, unethical and/or 
include harmful ingredients, 
with natural and organic 
skincare companies benefiting 
from this trend. 

IBISWorld forecasts that the 
organic cosmetics and toiletries 
industry is expected to continue 
to grow.  Industry revenue is 
forecast to increase at an 
annualised 9% to total 
$407.8m in 2019-20.  In 2015-
16 revenue is expected to grow 
by 12.3% as consumers 
continue to adopt healthy and 
safe products and as health 
consciousness rises. 
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regulation standards become more refined, some overseas products may no 
longer satisfy the domestic definition of organic or natural. 

 

The difference between organic and natural can sometimes be blurred.  
Natural products are not necessarily organic but are composed of plant-
based material lightly modified.  Simple natural products tend to be less 
expensive than organic cosmetics; therefore, more attractive to consumers, 
who might have trouble to distinguish the difference between organic and 
natural. 

 

BWX’s Sukin range is a 100% vegan brand that produces personal care 
products made from plant-based ingredients and excludes many chemicals, 
such as: 

 Sodium lauryl sulphate and sodium laureth sulphate – instead Sukin 
uses coconut derived, non-drying ingredients; 

 Synthetic fragrances – instead Sukin uses essential oils to scent its 
products; 

 Animal derivatives.  Sukin is also committed to creating products that 
are free from animal testing; 

 Propylene glycol – Sukin uses vegetable derived ingredients such as 
glycerine; 

 Artificial colours – Sukin doesn’t colour its formulations; 

 Triethanolomine; 

 Mineral oils; 

 EDTA – instead, Sukin uses highly purified water to prevent bacteria 
growth, colour change or scent change in the formulation; and 

 Parabens – instead, Sukin preserves its products at minimal levels with 
ingredients that have proven safety histories. 

 

We understand that each of Sukin’s products are certified as 100% carbon 
neutral, cruelty free and vegan, however, only the Rose Hip Oil is certified 
as 100% organic.  Given that the certification process (outlined in Appendix 
IV) is expensive and we believe BWX’s target market would prefer 
affordable natural skincare ranges rather than more expensive organic 
products, we are comfortable with BWX’s current certification level. 

 
 

#3 Demand for Australian “masstige” products 
 
Consumers are willing to pay a premium for personal care products that 
contain a higher amount of naturally occurring substances and are higher in 
quality.  Having said that, we believe that price and value for money are the 
driving factors behind consumers’ decisions to purchase a particular brand of 
skincare.  Sukin’s positioning as the high end of the mass market, or 
“masstige” market, appeals to consumers who value good quality, natural 
products but find the price of premium ranges a major barrier to buying 
natural products.  In addition, we anticipate that consumers will focus more 
on domestic products, since the falling AUD will mean that foreign products 
become comparatively more expensive. 
 
 

#4 Acquisitions and new products 
 
The Australian market remains fragmented with a number of small brands 
and companies competing to establish a foothold in their respective markets.  
BWX aims to pursue earnings accretive and synergistic acquisition 

The average price per unit for 
the overall skincare market in 
Australian pharmacies is 
$12.89 compared to Sukin’s 
average per unit price of 
$11.30. 

14



opportunities in the future.  The most obvious source of acquisition targets are 
those companies that contract BWX to do their manufacturing.  Many small 
companies in the Australian beauty and personal care market rely on third 
party service providers for R&D and production capabilities, have limited 
warehouse and logistics capacity and are working capital constrained.  These 
factors make them attractive takeover targets as BWX understands the 
businesses and can provide them with the resources to grow.  We estimate 
that BWX would be able to debt fund ~$35m in acquisitions in FY16 
(assuming no uplift to EBITDA and not exceeding a net debt / EBITDA ratio 
of 1.5x). 
 
Sukin produces new products in response to consumer trends in order to 
increase its shelf presence with key retailers and drive sales growth.  During 
2015 Sukin launched several new skincare products, including the Super 
Greens skincare range and the Sukin Micellar Cleansing Water. 

 
 

 
BWX’s R&D laboratory and team of technical staff provide it with the 
platform to engage in new product development.  BWX’s management 
believes that it has the knowledge, expertise, experience and resources at its 
disposal to design, formulate, produce and distribute products from 
conception through to shelf readiness.  In addition, BWX maintains a database 
of formulations developed over many years that it can utilise to expedite the 
commercialisation of new products in response to market trends.  BWX’s 
“technical expenses” relate to developing, producing and commercialising 
new formulations represented 1.1% of sales in FY15, we have that percentage 
remaining steady in FY16.  Appendix V details the new product development 
process and work flow. 
 
  

Figure 13: New Sukin Super Greens products   Figure 14: New Sukin Micellar Cleansing Water product 

 

  

 

Source:  BWX Shareholder Presentation, November 2015   Source:  BWX Shareholder Presentation, November 2015 

BWX aims to pursue earnings 
accretive and synergistic 
acquisition opportunities in the 
future.  We forecast BWX to be 
net cash in FY16, giving it 
plenty of financial flexibility to 
make acquisitions. 
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Financials 
 

Strong top line growth and margin expansion 
 

Figure 15: Moelis estimates vs. BWX prospectus 

 
Source: Moelis estimates and BWX prospectus 

 
Sukin Sales 
 
We forecast 38.8% growth in FY16e domestic Sukin sales to $32.5m (12% 
above prospectus forecasts).  This assumes: 
 
 IBISWorld forecast that the natural and organic skincare market will grow 

by 12.3% in FY16; 

 Sukin will gain share in this market; and 

 Additional revenue from the full year impact and introduction of new 

Sukin products and ranges e.g. Super Greens range that launched in 

February 2015 achieved $1m sales by June 2015; 

We estimate offshore Sukin revenue will increase to $7.6m, 21% above 
prospectus forecasts, as BWX focuses on exporting to China in FY16. 
 
Revenue from third party manufacturing & other BWX brands 
 
Third party manufacturing revenue is set to reduce 15% to $12m in FY16 (in-
line with BWX’s prospectus).  This is due to BWX migrating some customers 
as it transitions towards a company that develops, produces and markets its 
own brands.  Whilst BWX will continue to offer development and production 
services, this is only to select parties.   

$m FY15 FY16e FY17e FY18e

FY16 prospectus 

estimates

Above / (below) 

prospectus

Domestic Sukin Sales 23.4 32.5 39.0 42.9 29.0 12.0%

Offshore Sukin Sales 4.6 7.6 13.3 19.9 6.3 20.5%

Third Party Manufacturing 14.1 12.0 12.0 12.0 12.0 0.0%

Other Brands 3.0 3.1 3.2 3.4 2.8 10.4%

Total Sales 45.1 55.2 67.5 78.2 50.1 10.1%

% chg 170.1% 22.3% 22.4% 15.9% 11.1%

COGS  (19.5)  (22.1)  (27.1)  (31.5)  (20.1) 10.0%

Gross Profit 25.6 33.0 40.4 46.7 30.0 10.2%

Gross Profit margin 56.8% 59.9% 59.8% 59.7% 59.9% 3 bps

Sales & Marketing Expenses  (3.8)  (4.6)  (5.8)  (6.7)  (4.2) 10.5%

% of sales 8.4% 8.4% 8.6% 8.5% 8.4% 0 bps

Technical Expenses  (0.5)  (0.8)  (0.9)  (1.0)  (0.7) 0.0%

% of sales 1.1% 1.4% 1.3% 1.3% 1.4% 0 bps

Administration Expenses  (6.4)  (7.7)  (8.1)  (8.5)  (7.7) 0.0%

EBITDA 14.8 20.0 25.7 30.5 17.5 14.2%

% chg 221.7% 35.0% 28.4% 18.9% 18.2%

Margin 32.8% 36.2% 38.0% 39.0% 34.9% 129 bps

D&A  (0.5)  (0.8)  (0.8)  (0.8)  (0.8) 0.0%

EBIT 14.3 19.2 24.9 29.7 16.7 15.0%

% chg 225.0% 34.3% 29.6% 19.5% 16.8%

Margin 31.7% 34.8% 36.9% 38.0% 33.3% 149 bps

Net Interest  (1.2)  (0.6)  (0.4)  (0.2)  (0.4) 38.1%

PBT 13.1 18.7 24.5 29.5 16.3 14.4%

Tax Expense  (3.5)  (5.6)  (7.4)  (8.9)  (5.2) 7.6%

Underlying NPAT 9.6 13.1 17.2 20.7 11.1 17.6%

% chg 464.7% 36.0% 31.5% 20.4% 15.6%
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We have assumed 3% (GDP-like) growth for revenue from BWX’s other 
brands; Uspa, Edward Beale, Derma Sukin and Renew Skincare. 
 
Gross profit 

 
We estimate a ~310bp expansion to a FY16 gross profit margin of 59.9%, in-
line with prospectus estimates.  The key factors that are driving the 
improvement in gross margins are: 
 A restructure BWX undertook in FY15 to improve operational processes 

that involved a complete review of the production systems and processes 

from inception through to distribution; 

 The active migration of a number of smaller, lower margin customers, 

resulting in a higher margin production mix; and 

 Better management of its production cycle of Sukin products to gain 

manufacturing efficiencies. 

We assume an average exchange rate of A$1=0.7172USD for ~30% of COGS 
that are sourced offshore. 
 
Opex 

 
The operating costs consist mainly of sales and marketing, technical and 
administration costs: 
 
 Sales and marketing expenses include costs relating to supporting the 

ongoing growth of BWX’s established brands; Sukin, Derma Sukin, 

Renew Skincare, Uspa and Edward Beale.  We estimate that FY16e sales 

and marketing costs will increase 22% to $4.6m, equating to 8.4% of sales.  

This proportion of sales is in-line with prospectus forecasts. 

 Technical expenses relate to developing, producing and commercialising 

new formulations of personal care products for both domestic and 

international distribution.  We estimate these costs will reach $0.8m in 

FY16, which is in-line with BWX’s prospectus. 

 Administrative expenses are forecast to increase to $7.7m in FY16, in-line 

with the prospectus. 

We forecast BWX’s FY16 EBITDA to reach $20m, 35% growth on the pcp and 
14.2% above prospectus forecasts. 

 
 

Balance sheet and strong cash flow can support acquisitions 
 
We understand that BWX’s key financial covenants are: 
 
 Interest coverage ratio >4x on a rolling 12 month basis; 

 Gross leverage ratio <2.5x on a rolling 12 month basis; and 

 Working capital ratio >2x on a rolling 12 month basis. 
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In terms of BWX’s financial flexibility to make future acquisitions, assuming 
management does not want to breach net debt/EBTIDA of 1.5x, we assume 
they could safely debt fund ~$35m in acquisitions in FY16 with no additional 
uplift to EBITDA.  We understand that BWX has a $30m facility with CBA 
ending June 2018. The facility comprises of a $5m bullet facility which was 
drawn down in full as part funding for the acquisition of the Sukin business, a 
$15m revolving acquisition facility of which $10m was drawn down in full as 
part funding for the acquisition of the Sukin business and a $10m trade 
finance facility.  Upon IPO, BWX repaid the bullet facility and revolving 
acquisition facility. 
 

 
The Directors intend to target a dividend payout ratio of 35-50% of NPAT.  
We have assumed a 50% payout ratio going forward.  We estimate the first 
dividend of 4.4cps will be declared in 2H16 and paid in 1H17. 
 
We estimate that capex requirements will be minimal as BWX develops all of 
its product range in the Dandenong facility, which was recently upgraded to 
cater for the increased production.  We have assumed $1m in capex in FY16, 
double prospectus forecasts.  

Figure 16:  Balance sheet – Moelis estimates 

 
Source:  Company reports and Moelis estimates 

Figure 17:  Cash flow statement – Moelis estimates 

 
Source:  Company reports and Moelis estimates 

$m FY15 FY16 FY17 FY18

Cash 4 15 23 32

Receivables 7 10 12 14

Inventory 7 8 10 12

Total current assets 18 33 45 58

PP&E 2 2 2 2

Total intangibles 70 70 70 70

Other 1 1 1 1

Total non-current assets 73 73 73 73

Payables 6 8 9 11

Debt 10 10 10 10

Other 0 1 1 1

Total liabilities 16 18 20 21

Total Equity 75 88 98 109

Net debt 5  (6)  (14)  (22)

Net debt / equity 7.2% -6.3% -13.8% -20.4%

Net debt / EBITDA 0.4 x -0.3 x -0.5 x -0.7 x

Net interest cover n/a 28.4 x 38.3 x 44.1 x

$'000s FY15 FY16 FY17 FY18

Operating cash flow 1 12 18 21

Capex  (1)  (1)  (1)  (1)

Free cash flow  (0) 12 17 20

FCF per share -0.1 13.0 18.5 22.5

DPS 0.0 4.4 10.6 12.5

DPS / EPS payout ratio 0.0% 27.9% 50.0% 50.0%

DPS / FCF per share 0.0% 33.6% 57.4% 55.7%

Gross Cash Conversion 39.9% 89.3% 93.1% 95.5%

Based on a net debt / EBITDA 
ratio of 1.5x, we estimate that 
BWX has room to debt fund 
~$35m in acquisitions in FY16 
with no additional uplift to 
EBITDA. 
 

We forecast a dividend payout 
ratio of 50% of NPAT going 
forward. 
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Valuation 
 

12 month target price of $4.65, representing 20% total return 
 
We issue a BUY rating and a 12 month price target of $4.65, an estimated 
28.2% total return, comprising a 1.2% dividend yield and an 27% capital 
return.  Our 12 month target price is derived from the future value of our 
fundamental valuation, less dividends to be received between now and the 
target date.  Our DCF based current valuation is shown in the table below.  
We use a WACC of 10%.  
 
 
 
 
 
 
 
 
 
 
 

Trading multiples 
 
While consensus estimates have BWX trading on high multiples relative to the 
XSI and skincare peers, we believe the stock is cum upgrade.  In our view, 
BWX should trade on a premium to most of its skincare peers.  In the 
Australian market, we view stocks exposed to the Chinese consumer growth 
story as the most comparable companies e.g. Bellamy’s, Blackmores, Bega etc.  

 
 

  

Figure 18:  Moelis current valuation of BWX 

 
Source: Moelis estimates 

Figure 19: Comparable peer analysis 

 
Source: Company and Bloomberg data and Moelis estimates 

$m Per share ($)

Enterprise Value 384                   4.24

Net Debt (Cash) (5) (0.06)

Equity Valuation 378                   4.18

Company Ticker Country Price Market Cap EV

A$ A$m A$m FY16 FY17 FY16 FY17

Bwx Ltd (consensus) BWX Australia 3.65              331                    348               25.7x 22.3x 18.2x 15.7x

BWX Ltd (Moelis estimates) BWX Australia 3.65              331                    348               25.4x 19.3x 16.9x 13.1x

ASX Small Cap Industrials XSI 14.1x 12.9x 8.9x 8.3x

Chinese consumer stories

Bellamy's Australia BAL Australia 12.91            1,248                 1,216            48.4x 24.9x 33.0x 17.0x

Blackmores BKL Australia 175.50          3,023                 3,030            32.3x 25.7x 21.2x 17.2x

Bega Cheese BGA Australia 6.30              961                    1,020            31.8x 27.0x 15.0x 13.3x

A2 Milk Co Ltd A2M New Zealand 1.61              1,129                 1,227            50.2x 29.7x 31.8x 20.5x

Freedom Foods Group FNP Australia 3.72              668                    718               49.6x 37.6x 31.7x 24.5x

Average 42.4x 29.0x 26.5x 18.5x

Skin care companies

Trilogy International Ltd TIL New Zealand 2.93              198                    236               

Elizabeth Arden Inc RDEN United States 11.30            239                    722               -8.9x -61.5x 20.3x 10.2x

Estee Lauder Companies-Cl A EL United States 120.41          31,477               32,476          26.8x 23.7x 14.9x 13.6x

Coty Inc-Cl A COTY United States 34.76            8,541                 11,021          20.8x 20.3x 14.3x 7.0x

L'Oreal OR France 241.34          88,698               79,658          24.1x 22.7x 14.3x 13.5x

Procter & Gamble Co/The PG United States 115.38          220,936             239,921        22.4x 19.9x 14.2x 13.5x

Average 17.0x 5.0x 15.6x 11.6x

EV/EBITDAP/E

We issue a BUY rating and a 
12 month target price of 
$4.65, which is the future value 
(less dividends to be received) of 
our DCF based current 
valuation. 
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Appendix I – SWOT Analysis 
 

Strengths 
 Sukin’s position in the “masstige” market; and 

 Made in Australia. 

Weaknesses 
 Reliance on the Sukin brand; and 

 Counterparty risk. 

Opportunities 
 Sukin offshore sales; 

 New products / lines; and 

 Acquisitions. 

Threats 
 Moves to protect China’s domestic skincare industry; 

 Changes to input costs and foreign currency 

fluctuations; 

 Competition; and 

 Product safety. 

 

Strengths 
 
Sukin’s position in the “masstige” market 
 Sukin was the highest selling “natural” skincare brand by revenue within 

pharmacies in the Australian market.  Selling into pharmacies is in-

keeping with Sukin’s image as a high quality natural brand priced at the 

premium end of the mass market.   

 Sukin’s positioning as the high end of the mass market or “masstige” 

market appeals to consumers who value good quality, natural products 

but find the price of premium ranges a major barrier to buying natural 

products.   

 
Made in Australia 
 BWX’s brands and third party manufacturing are produced in a recently 

upgraded facility in Dandenong South, Victoria.  The fact that BWX can 

advertise the products as Australian made is particularly important for 

offshore consumers who associate Australian products with higher 

quality and safety. 

 The majority of the purchases of raw materials and packaging are in 

Australia and purchased in AUD, thereby reducing the impact fluctuating 

currency would have on BWX’s gross profit. 

 In addition, we anticipate that consumers will focus more on domestic 

products, since the falling AUD will mean that foreign products become 

comparatively more expensive. 

 

Weaknesses 
 
Reliance on the Sukin Brand 
 BWX’s financial performance is heavily reliant on the ongoing success of 

its Sukin Brand which we forecast to represent ~72.6% of FY16 revenue. 

 Should Sukin be adversely affected by changes in consumer tastes, 

regulation and macroeconomic factors, BWX’s financial performance 

would be materially adversely affected. 

 
Counterparty risk 
 As a manufacturing and distribution company, BWX is heavily reliant on 

its main customers, suppliers and strategic partners, including its 

distribution partners. 
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 According to BWX’s prospectus, ~66% of BWX’s domestic revenue for 

FY15 was generated by sales to 2 State based distributors.  The 

distribution agreements do not contain minimum purchase volumes, 

therefore, if underlying consumer demand for BWX’s products 

diminishes then the distributors and direct customers will reduce the 

volume of their orders for BWX’s products. 

 

Opportunities 
 
Sukin offshore sales 
 Approximately 16.5% of FY15 Sukin revenue was derived from offshore 

sales, predominately from New Zealand, USA, Canada, Singapore and 

the UK.  BWX’s prospectus has offshore revenue increasing 37% to $6.3m, 

contributing to 17.8% of prospectus FY16 Sukin revenue.  We estimate 

offshore revenue will increase to $7.6m as BWX focuses on exporting to 

China in FY16.   

 China is expected to offer the largest market opportunities within the next 

5 years.  Euromonitor International forecasts that China will grow at 

~9%p.a. over the next 5 years to become the source of over 70% of 

skincare’s growth, surpassing Japan to become Asia’s biggest market.   

 
New products / lines 
 Sukin produces new products in response to consumer trends in order to 

increase its shelf presence with key retailers and drive sales growth.  

 BWX’s R&D laboratory and team of technical staff provide it with the 

platform to engage in new product development.  BWX’s management 

believes that it has the knowledge, expertise, experience and resources at 

its disposal to design, formulate, produce and distribute products from 

conception through to shelf readiness.   

 In addition, BWX maintains a database of formulations developed over 

many years which it can utilise to expedite the commercialisation of new 

products in response to market trends. 

 
Acquisitions 
 Part of BWX’s business strategy is to seek suitable business acquisitions.  

The Australian market remains fragmented with a number of small 

brands that rely on third party service providers for R&D, production, 

warehouse and logistics capacity and working capital.  These factors 

make them attractive takeover targets as BWX understands the businesses 

and can provide them with the resources to grow. 

 

Threats 
 
Moves to protect China’s domestic skincare industry 
 Given that we believe a significant driver of BWX’s future growth will be 

exporting to China, any move by the Chinese government to protect its 

domestic skincare industry would be detrimental to BWX. 

 These moves may also include the Chinese government trying to crack 

down on the grey market (sales of BWX products purchased in bulk in 

Australia and sold in China by unofficial distributors).  Whilst this should 

not adversely affect BWX’s plan of exporting to China, it may slow down 
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Sukin’s revenue growth whilst it is establishes distribution networks and 

partnerships. 

 
Changes to input costs and foreign currency fluctuations 
 Inputs consisting of raw materials and packaging components are 

purchased from various 3rd party suppliers.  Increases in the costs of raw 

materials or other commodities may adversely affect BWX’s profit 

margins if higher costs cannot be passed on in the form of price increases.  

We believe it will be challenging for BWX to raise prices as it aims to keep 

its “masstige” price point and increase its market share through increased 

volumes. 

 Additionally, ~27.6% of inputs are sourced from offshore.  A continued 

depreciation of the AUD will make these inputs relatively more expensive 

and BWX may have to absorb these increased costs if it is unable to put 

through price rises. 

 
Competition 
 The beauty and personal care market is highly competitive.  BWX’s 

products compete with other widely advertised brands.  Many of these 

competitors are large multinational companies that have greater resources 

than BWX to respond to changing business and economic conditions. 

 
Product safety 
 As BWX markets its products as 100% natural, product safety or quality 

failures (actual, perceived or allegations of product contamination) could 

tarnish the reputation of BWX’s brands, especially overseas. 

 Allegations of contamination could also lead to BWX recalling a product, 

adding further cost and tarnishing the company’s image. 
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Appendix II – Company history 
 
The figure below provides a brief chronology of the evolution of BWX.  In our 
view, the acquisition of LHS in early 2014 was transformative for the 
company given the longstanding relationship between LHS and Sukin.  LHS 
had previously developed and owned all of the IP associated with the 
formulation of Sukin’s products.  It allowed for BWX to become a vertically 
integrated developer, manufacturer and marketer of branded natural skin and 
hair care products. 
 
Figure 20: BWX Timeline 

  

1993 LHS was founded by BWX Managing Director, John Humble, to 
formulate and produce beauty and personal care products for third 
party clients 

  
  
  
  
  
  
  
2001 Beautiworx was founded to formulate and produce personal care 

products for external clients 
  
  
  
  
  
2007 The Sukin brand was established.  The Sukin products were 

formulated, developed and produced by LHS. 
  
  
  
  
2012 LHS commenced the development process for the construction of a 

new production facility at Dandenong South, Victoria. 
 

2013 BWX was incorporated. 
 

2014 The Dandenon South Production Facility was completed, 
commissioned, leased and commenced operations. 
 
In 1Q14, BWX acquired the production business of LHS and 
Beautiworx and the Uspa and Edward Beale brands. 
 

2015 In May 2015, BWX signed a binding agreement to acquire the Sukin 
businesses. 
 
In June 2015, BWX undertook a $43m pre-IPO institutional capital 
raising to fund the Sukin businesses acquisition. 
 
On 11 November 2015, BWX listed on the ASX at $1.50, raising 
$39.3m. 

Source: BWX Prospectus 
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Appendix III – Board of directors & management 
 

Escrow period 
 
The figure below shows the shareholdings of all directors post IPO. 
 
Figure 21: Directors’ interests post IPO 

 
Source: BWX Prospectus 

 
All directors have entered into a voluntary escrow arrangement in relation to 
their shares for 12 months commencing on 11 November 2015. 
 
 

Denis Shelley – Non-Executive Chairman 
Denis Shelley is a highly experienced marketer, senior executive and CEO 
with more than 30 years’ experience across a number of leading multinational 
companies including Sterling Winthrop, Reckitt & Colman and a 14-year 
international CEO career with Sara Lee Corporation (1992-2006). 
 
Mr Shelley has a broad industry background in FMCG, direct selling, intimate 
apparel and manufacturing operations in all these areas. Mr Shelley has in-
depth experience in managing and building a broad range of consumer 
brands spanning pharmaceuticals, health and beauty, personal-care, intimate 
apparel and household products. Positions held include various brand 
management and marketing director roles such as Group Marketing Director 
Reckitt & Colman South Africa, CEO Sara Lee South Africa, CEO Sara Lee 
Household & Body Care Australia and President of Nutrimetics Australia. 
 
Additionally, Mr Shelley also held the position of Group Chairman of Sara 
Lee Australia (1996-2006) and as a result brings considerable experience in the 
many areas of corporate governance to BWX. He holds a Bachelor of 
Psychology and a Bachelor of Education and is a qualified teacher. 
 

John Humble - CEO 
John Humble established Leisure and Hospitality Services Pty Ltd in 1993 to 
fill a niche in the manufacture of small-run personal-care products. 
 
Through Mr Humble’s direction the business developed its own formulations 
(IP) and created a suite of “natural” products that now are exported around 
the world. Mr Humble led the executive team in establishing the business of 
BWX Ltd and was central in in delivering the successful acquisition of Sukin. 
 

Aaron Finlay – Finance Director 
Aaron Finlay is a Chartered Accountant and Chartered Company Secretary 
with over 24 years’ experience in the accounting and finance profession, with 
experience in a range of industries, as well as in cross-border merger and 
acquisitions and corporate finance. 
 
Mr Finlay has held a number of executive and director roles for ASX and 
NASDAQ listed companies, including most recently Cleveland Mining 
Company Limited, a gold-focused mining company based in Brazil, Mayne 

DIRECTORS

SHARES HELD POST IPO 

(INCLUDING INDIRECT 

HOLDINGS)

LOAN SHARES HELD POST 

IPO

OPTIONS HELD POST 

IPO

Denis Shelley 333,334 150,000 200,000

John Humble 9,742,945 300,000 2,800,000

Aaron Finlay 1,383,696 300,000 420,000

Craig Bottomley 1,103,695 150,000 420,000

Ian Campbell 272,728 150,000 100,000
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Pharma Group Limited (ASX:MYX), a specialty pharmaceutical company 
with which he was instrumental in the acquisition of Mayne Pharmaceuticals 
International Pty Ltd in 2009, pSivida Corp, an ASX, Frankfurt and NASDAQ 
listed bio-nanotechnology company (NASDAQ:PSDV), and ETW Corporation 
Limited, now Alexium International Limited, a specialty chemicals 
technology company based in the US (ASX:AJX). 
 
Previously Mr Finlay was INVESCO Australia’s Chief Financial Officer after 
holding the position as Head of Group Tax & Treasury for INVESCO’s global 
operations in London. Prior to joining INVESCO, Mr Finlay worked for 
PricewaterhouseCoopers (then Price Waterhouse) in London and Perth, 
Australia for seven years. 
 

Craig Bottomley – Non-executive Director 
Craig Bottomley has more than 20 years’ experience in establishing and 
developing commercial ventures. He has been involved in the manufacturing, 
importing, exporting and marketing of products for his own companies. Mr 
Bottomley has established national and international sales distribution 
channels for both locally developed and imported product lines. 
 
Mr Bottomley was one of the founders of ASX-listed company Halcygen 
Pharmaceuticals Ltd, serving as its Chief Operating Officer and Executive 
Director from 28 November 2005 to 28 July 2010. During this time Mr 
Bottomley was one of the team leaders who assisted in the acquisition of 
Mayne Pharmaceuticals International Pty Ltd in 2009. Mayne Pharma Group 
Ltd currently ranks in the S&P/ASX 200 index. 
 

Ian Campbell – Non-executive Director 
Ian Campbell is a highly experienced company executive whose career started 
as a computer programmer and quickly moved into middle then senior 
management in a variety of operational roles in manufacturing and sales and 
marketing, with Actrol Industrial Products, ACI New Zealand and Repco 
manufacturing. 
 
Mr Campbell joined Olex Cables as Group General Manager and then as 
Managing Director of the Pacific Dunlop Cables Group until 1998. The Cables 
group manufactured power and communications cables in Australia/NZ, Sri 
Lanka, Indonesia and China. 
 
In 1998 Mr Campbell joined ASX-200 listed GUD Holdings Ltd as its 
Managing Director and CEO until his retirement in mid-2013. GUD managed 
a stable of consumer, trade and industrial businesses. It was a diverse 
portfolio of branded manufactured or sourced products selling to the retail, 
trade wholesale and B-to-B sectors. Companies in the GUD stable during his 
tenure were Sunbeam appliances, Oates cleaning, Victa Lawncare (divested in 
2007), Davey Water Products, Lockfocus, Ryco and Wesfil automotive and 
Dexion storage solutions. During the 14 years of his stewardship, the 
company paid out more than $450 million in fully franked dividends to 
shareholders. 
 
Mr Campbell has been a non-executive Director of Mirrabooka Investments 
Ltd since 2007. He was formerly a national councillor and Victorian Vice-
president of the Australian Industry Group. 
 

Alison Goodger – General Manager, Sukin 
Alison Goodger was previously a co-founder and CEO of Sukin Organics Pty 
Ltd, the former owner of the Sukin brand.  Alison helped launch the Sukin 
brand in May 2007 and has been a part of the brand’s development from the 
start through to its acquisition by BWX in June 2015.  Through developing 
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networks with distribution partners, Alison launched Sukin into multiple 
export markets including the US, UK, Canada, New Zealand, Hong Kong and 
Singapore.  As a result of this success, Sukin has won a number of awards 
such as Emerging Exporter of the Year at the 2010 Governor of Victoria’s 
Export Awards. 
 
Prior to launching Sukin, Alison attained a Bachelor degree majoring in public 
relations and marketing and held various sales and marketing roles.  Alison 
gained experience in brand management, market development and supply 
chain logistics working with the brand Renew Skincare. 
 

Vince Joy – COO, Beautiworx 
Vince Joy is a manufacturing business exective with over 30 years of industry 
experience encompassing business transformation, international commercial 
roles and new technology introduction. 
 
He has held a number of executive roles for both large international 
businesses and smaller private companies, including most recently as CEO of 
W. Granowski Ltd, an industrial equipment manufacturer, and at Pacifica 
Group Ltd, a global automotive parts manufacturer, where over 13 years he 
held a variety of senior roles including MD Asia Division, VP Global Sales 
and Marketing and General Manager of Product Development. 
 
Previously he was based in Europe and worked for major vehicle 
manufacturers, including Rover Group Ltd and Leyland DAF Ltd. 
 

Vinod Somani – Group Financial Controller 
Vinod Somani is a Certified Practising Accountant and a member of 
Chartered Institute of Management Accountants (CIMA) in the UK with over 
15 years’ experience in the accounting and finance profession, particularly in 
leading and building finance teams and implementing financial processes and 
systems, as well as in mergers and acquisitions. 
 
Mr Somani started his career as a Graduate Accountant with a private 
manufacturing company in India before coming to Australia for higher 
studies.  In Australia, he started working with some of Australia’s largest 
retail banks and then joined Strikeforce AMC, larter becoming the group 
finance manager. 
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Appendix IV – Certification process 
 
There are many different certifiers in the market place and a company may 
apply to different organisations for certification according to the markets in 
which they sell.  We understand that the certification process is stringent, 
consisting of serveral audits and the possibility that manufacturers would 
have to amend their formulations and processes to adhere to changes in the 
certification standards.  The most prominent bodies in the AsiaPac region are 
Australian Certified Organic, COSMOS and Natrue. 

 

Australian Certified Organic (ACO) 

 

ACO is the first Asia-Pacific based certifier accredited under the COSMetics 
Organic and natural Standard (COSMOS) as an approved certifier for Organic 
and Natural cosmetics as well as cosmetics raw materials, following an 
accreditation process through the International Organic Accreditation Service 
(IOAS).  ACO has 2 certification categories for organic cosmetics: 
 “Certified organic” – contains a minimum of 95% certified organic 

ingredients (excluding salt and water) and up to 5% consisting of other 

approved ingredients; and 

 “Made with certified organic ingredients” – contains 70-95% certified 

organic ingredients (excluding salt and water) with the remainder from 

approved non-organic sources. 

 

COSMOS 

 

COSMOS is an international standard for organic and natural cosmetics.  
Founded in 2010 as collaboration between five European organic 
certification bodies, it's now global.  There are 2 certification categories: 

 “COSMOS Organic”: Contains a minimum of 95% certified organic 
ingredients of biological (plant or animal) origin. This calculation 
excludes water, salt and minerals which cannot be counted as organic.  
However, at least 20% of the total product (which includes water and 
salt) must be organic, except for mineral makeup products and wash-off 
products (and others which reasonably have a very high water content) 
for which the minimum percentage is 10%.  Further requirements are 
that there are no genetically modified or irradiated ingredients, no 
nanoparticles and no animal testing.  Animal products can be used 
(such as beeswax or honey), but not parts of dead animals. The 
packaging also has to meet certain requirements. 

 “COSMOS Natural”: The standard for natural ingredients stipulates 
which ingredients are permitted and how they may be processed. The 
product doesn't have to be 100% natural – instead the percentage of 
"natural" ingredients is listed, and can include water, salts and minerals. 

 

Natrue 

 

Natrue is an international certifier for natural and organic cosmetics and 
skincare products, with locally based certifiers in various countries. Only 
water, natural ingredients, derived natural ingredients and nature-identical 
ingredients are permitted. There are three levels of certification: 

 Natural; 

 Natural with organic ingredients (70%+ organic ingredients); and  

 Organic (95% or more organic ingredients).  
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Appendix V – New product development 
 

BWX’s R&D laboratory, coupled with its experienced technical staff, provide 
the company with the platform to engage in new product development.  
BWX’s management believes that it has the knowledge, expertise, experience 
and resources at its disposal to design, formulate, produce and distribute 
products from conception through to shelf readiness.  In addition, BWX 
maintains a database of formulations developed over many years which the 
company can utilise to expedite the commercialisation of new products in 
response to market trends.  As a vertically integrated company involved in 
developing new product formulations, producing and distributing these 
products, BWX believes that it is well placed to remain price competitive 
while maintaining its sales margins. 
 
Figure 22: BWX’s new product development process and work flow 

 

Customer brief 
Customer provides BWX with specifications, market positioning and 

branding for the proposed product. 
 
 

Formulation development 
BWX’s laboratory develops the product formulation to the 

customer’s requirements and submits the product for customer 
evaluation. 

 
 

Stage 1 approval 
Product samples approved by customer for stability testing. 

 
 

Stability testing 

Products are placed on accelerated stability testing to validate 
product shelf life and packaging compatibility. 

 
 

Stage 2 production approval 
Customer assesses bulk product samples before approving for 

production. 
 
 

Process controls and specifications 

Production processes, specifications and quality criteria are 
established. 

 
 

Production 

Product manufactured, packaged and delivered to customer by 
BWX. 

 
 

Delivery 
Finished “shelf ready” products delivered to customer. 

Source: BWX Prospectus 
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BWX Ltd (BWX)  Market Cap: $331m Last Price: $3.66 Target Price: $4.65 Buy

Key Stock Data Profit and Loss ($'000s)

Year Ending Jun 2015a 2016e 2017e 2018e Year Ending Jun 2015a 2016e 2017e 2018e

EPS (Underlying) (¢) 14.4 19.0 22.8 Sales 45.1 55.2 67.5 78.2

  Growth #DIV/0! 32% 20%   Growth 170% 22% 22% 16%

EBITDA 14.8 20.0 25.7 30.5

DPS (¢) 4.3           9.5           11.4           Growth 222% 35% 28% 19%

  Growth 0% 120% 20% Dep'n & Amort  (0.5)  (0.8)  (0.8)  (0.8)

Yield (%) 1% 3% 3% EBIT 14.3 19.2 24.9 29.7

Payout Ratio (%) 30% 50% 50%   Growth 225% 34% 30% 19%

Franking (%) 100% 100% 100% Net Interest Expense  (1.2)  (0.6)  (0.4)  (0.2)

Profit Before Tax 13.1 18.7 24.5 29.5

P/E (x) 25.4 x 19.3 x 16.0 x Tax  (3.5)  (5.6)  (7.4)  (8.9)

P/E Small Ind. (ex Fin's) 13.9 x 12.7 x 12.0 x Tax Rate (%) 27% 30% 30% 30%

Premium (Discount) 82% 53% 33% Minorities 0.0 0.0 0.0 0.0

NPAT (Underlying) 9.6 13.1 17.2 20.7

EV/EBITDA (x) 16.9 x 13.1 x 11.0 x   Growth 465% 36% 32% 20%

EV/EBITDA Small Ind. 9.7 x 8.9 x 8.2 x One-Off Items 0.0 0.0 0.0 0.0

Premium (Discount) 74% 48% 35% NPAT (Reported) 9.6 13.1 17.2 20.7

FCF/Share ($) 0.12         0.16         0.20         EPS (Underlying) (¢) 14.4 19.0 22.8

Price/FCPS (x) 30.3 x 22.3 x 17.9 x   Growth 32% 20%

Free Cash Flow Yield (%) 3% 4% 6% EPS (Reported) (¢) 14.4 19.0 22.8

Balance Sheet ($m) Cashflow ($m)

Year Ending Jun 2015a 2016e 2017e 2018e Year Ending Jun 2015a 2016e 2017e 2018e

Cash 4.3 15.2 22.6 31.8 EBIT 14.3 19.2 24.9 29.7

Inventory 6.6 8.5 10.4 12.1 Dep'n & Amort 0.5 0.8 0.8 0.8

Current Receivables 7.4 9.5 11.7 13.6 Net Interest  (1.2)  (0.6)  (0.4)  (0.2)

PPE 2.3 2.2 2.2 2.4 Tax  (4.2)  (5.6)  (7.4)  (8.9)

Intangibles 70.1 70.2 70.3 70.4 Change in WC  (2.2)  (2.3)  (2.3)  (2.0)

Other 0.5 0.5 0.5 0.5 Other 0.3 0.1 0.1 0.1

Total Assets 91.2 106.1 117.7 130.7 Operating Cash Flow 7.5 11.7 15.7 19.5

  Growth -72% 2232% 35% 24%

Current Payables 6.0 7.7 9.5 11.0

ST Debt 9.6 9.6 9.6 9.6 Capex  (0.6)  (0.7)  (0.9)  (1.0)

LT Debt 0.0 0.0 0.0 0.0 Acquisitions 0.0 0.0 0.0 0.0

Provisions 0.6 0.7 0.8 0.9 Divestments 0.0 0.0 0.0 0.0

Other 0.1 0.0 0.0 0.0 Other 0.0 0.0 0.0 0.0

Total Liabilities 16.3 18.0 19.9 21.5 Investing Cash Flow  (0.6)  (0.7)  (0.9)  (1.0)

Net Assets 74.9 88.1 97.8 109.2 Equity Raised 0.0 0.0 0.0 0.0

Dividends Paid 0.0 0.0  (7.4)  (9.3)

Equity & Reserves 76.9 80.9 82.1 83.1 Net Borrowings 3.7 0.0 0.0 0.0

Retained Profits  (2.0) 7.2 15.7 26.1 Other 0.0 0.0 0.0 0.0

Shareholders Equity 74.9 88.1 97.8 109.2 Financing Cash Flow 3.7 0.0  (7.4)  (9.3)

Minorities 0.0 0.0 0.0 0.0 FX / Non Cash Items 0.0 0.0 0.0 0.0

Total Equity 74.9 88.1 97.8 109.2 Change in Cash 3.6 10.9 7.4 9.2

Metrics Metrics

Working Capital 7.6 9.8 12.0 13.9 FCF  (0.1) 10.9 14.8 18.5

Working Capital/Sales (%) 17% 18% 18% 18% Gross Cash Conversion 87% 89% 91% 94%

NTA 4.8 17.9 27.6 38.8 Capex/Sales (%) 1% 1% 1% 1%

NTA/Share ($) 0.05 0.20 0.30 0.43 Capex/Depreciation (x) 1.2 x 1.0 x 1.2 x 1.3 x

1H/2H Results ($m) Margins, Leverage & Returns

Item 1H14 2H14 1H15 2H15 Year Ending Jun 2015a 2016e 2017e 2018e

Sales 0.0 16.7 22.0 23.1 Margins (%)

EBITDA 0.0 4.6 6.4 8.4 EBITDA 33% 36% 38% 39%

EBIT 0.0 4.4 6.2 8.1 EBIT 32% 35% 37% 38%

NPAT (Underlying) 0.0 1.7 3.9 5.7 NPAT 21% 24% 25% 26%

EPS (¢) 0.0 1.9 4.3 6.3

DPS (¢) 0.0 0.0 0.0 0.0 Leverage

Net Debt (Cash) ($m) 5.4  (5.5)  (12.9)  (22.1)

Operating Cash Flow 0.0 1.8 1.4  (0.9) Net Debt/EBITDA (x) 0.4 x -0.3 x -0.5 x -0.7 x

Capex 0.0  (0.7)  (0.5)  (0.1) ND/(ND + Equity) (%) 7% -7% -15% -25%

FCF 0.0 1.1 0.9  (1.0) Interest Cover (x) 11.9x 34.8x 70.4x 150.6x

Skew (% Full Year) Returns (%)

% Sales 0% 100% 49% 51% ROA 21% 13% 15% 17%

% EBITDA 0% 100% 43% 57% ROE 26% 16% 18% 20%

% NPAT 0% 100% 41% 59% ROIC 26% 17% 21% 24%

Source: Company data,  IRESS, Moelis & Company research estimates 1-Feb-16
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