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Weight lifting

By Todd Mason
Inquirer Staff Writer
NutriSystem Inc. is making it look easy. Turning up the heat on its advertising, the weight-management company has dished up triple-digit gains in sales and profit.

Its first-quarter revenue of $37.4 million roughly equaled all of its sales in 2004.

"How many companies can say that?" Ciaran McCourt, president of the rival eDiets.com Inc., said in grudging admiration.

And at the end of the second quarter, the Horsham company's stock had soared to $14.76 on the Nasdaq, more than double its price of $6.30 at the start.

Only ViroPharma Inc. performed better among area stocks that ended the quarter at $5 or above.

There is more to NutriSystem's story, of course, and the details spell out risks for investors. But its sudden riches - and soaring stock price - emphasize what's missing on Wall Street. Corporate earnings growth is slowing, and so is the stock market.

The Dow Jones industrial average fell 2.2 percent in the quarter, while the Standard & Poor's 500 rose just 0.9 percent.

Standard & Poor's Corp. expects the companies in its benchmark S&P 500 index to report single-digit growth for the second quarter, which would break a string of 12 straight quarters of double-digit growth.

Earnings and stock prices are related because shares represent a claim on a company's earning power.

Howard Silverblatt, S&P's equity-market analyst, blames history for the slowdown in earnings growth. The big gains in recent years make today's comparisons that much more difficult.

By contrast, NutriSystem is working on a mostly blank page in its third incarnation. Founded in 1972, it sought bankruptcy protection in 1993 after customers alleged in unsuccessful lawsuits that they had suffered health problems on NutriSystem diets.

A second round of bad publicity and litigation, this time over the withdrawn prescription diet-drug combination fen-phen, hobbled its restart. The company had briefly sold a weight-loss program including a fen-phen regimen. The company closed its weight-management centers and recast itself in 1999 as an online seller of diet meal plans.

Two area venture-capital firms bought a controlling stake in the struggling company in 2002 for 63 cents a share. One was led by Michael J. Hagan, who became NutriSystem's chairman and chief executive officer.

The shares languished until NutriSystem's remarkable first quarter. Tripling its marketing budget to $8 million, its revenue shot up 182 percent. Net income jumped to $3.2 million, or 10 cents a share, from $745,000, or 2 cents a share in the year-earlier quarter.

NutriSystem expects to top $100 million in sales this year, said James Brown, the company's chief financial officer. He expects second-quarter sales of $28 million to $30 million.

The key was finding the right advertising message, Hagan said. "We hit a nerve" with cable-television spots stressing price and convenience, he said.

The company is rolling out print ads now in magazines and newspapers. "Diet Freedom!" and "Get a Week of Food for Free!" are campaign themes.

Free meals, a marketing mainstay at NutriSystem, haven't dented the company's profit margin, thanks to recent price increases. Monthly meal plans cost $279.46 if dieters sign up for automatic reorders.

Hiring outside companies to prepare and ship the meals, NutriSystem made a 45 percent gross profit margin on its first-quarter sales. Marketing expenses represented 21 percent of revenue.

Not surprisingly, the company's competitors are exploring ways to develop their own direct sales of meal plans. "We are looking at that arena," said eDiets.com's McCourt.

The Deerfield Beach, Fla., firm has a marketing deal with a Virginia company that delivers fresh food in selected cities. NutriSystem ships processed foods in packaging that doesn't require refrigeration. "The quality of their food leaves something to be desired," McCourt said.

Convenience matters more to NutriSystem's customers, answered George Jankovic, NutriSystem's president.

Challenging NutriSystem won't be easy, said David Block, an analyst with Seidler Cos. Inc., a Los Angeles brokerage firm.

NutriSystem's brand recognition "is quite high," he said. "It takes millions and millions to build a brand name."

NutriSystem could double its sales "for the next couple of years," Block said.

But investors who are buying it for its growth are likely to flee if earnings disappoint. If the stock's trading volume fell, sellers might have trouble finding buyers.

"High expectations, high risk," said William Sutherland, director of equity research at Boenning & Scattergood Inc., a brokerage firm in West Conshohocken.

Both analysts rate NutriSystem stock as a buy. Their firms participated in a secondary public offering of 5.7 million NutriSystem shares at $11 a share last month.

NewSpring Ventures L.P., a King of Prussia venture-capital firm, sold 1.75 million shares in the offering for $19.25 million. Hagan sold 200,000 shares. Jankovic sold 300,000 shares.

Hagan said his management team is in for the long haul. He was a cofounder of Verticalnet Inc., the Malvern e-business firm that topped $1,000 a share in 2000 and closed at 69 cents yesterday.

"We're just scratching the surface," he said.

Hot and Cold
The following area companies' share prices had the biggest percentage gains and losses in the second quarter. (Companies with closing share prices Thursday of at least $5.)

Winners

ViroPharma... +197%

NutriSystem... +134%

Vicuron Pharmaceuticals... +77%

CollaGenex Pharmaceuticals... +63%

Burlington Coat Factory... +49%

Losers

Metrologic Instruments... -44%

Pep Boys - Manny, Moe & Jack... -23%

Astea International... -22%

Greater Delaware Valley Savings Bank... -22%

First Keystone Financial... -19%



Contact staff writer Todd Mason at 215-854-5679 or tmason@phillynews.com.
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