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VIP Industries (VIP) has delivered a robust performance in 9MFY17 with a
disproportionate ~ 21.3 % yoy rise in net profits despite a muted ~ 2.9 % growth in its
operational revenues. While the company managed to augment its top-line at a steady
~ 7.7 % in Q3FY17 despite demonetization, the absence of the Haj institutional tender
this fiscal that it won in Q2FY 16 partly contributed to the flat yoy growth in 9MFY17. But
this absence of any low margin institutional orders together with ~ 182 basis points fall in
material costs on account of benign crude oil & effective sourcing of soft-sided luggage
from its Chinese vendors led to ~ 140 basis points expansion in EBITDA margins.
Advertising spends were maintained in the range of 6 - 7 % of company’s sales as well,
with the company rolling out its new advertising campaign featuring Hrithik Roshan to
spur the sales of its flagship V/P brand. The ~ 140.7 % growth in other income along with
a ~ 79.6 % fall in finance costs further augmented the bottom-line, with PAT & PAT
margins standing at ¥ 649.4 mn & 6.7 % in 9MFY17 vis-a-vis ¥ 535.3 mn & 5.7 % in
9IMFY16.

Skybags & Cgprese continue to be the growth drivers of VIP's revenues as its strategy to
focus more on small ticket but high turnover items such as bag packs & handbags seems
to be paying off. This is substantiated by the fact that the CMD Dilip Piramal stated in a
recent interview that currently Caprese is almost as big a brand as the 45 year old flagship
VIP brand. While Carlton continues to grow significantly albeit on a small base, VIP is
facing some pressure in the value for money segment with its Alfa & Aristocrat brands
losing to competition from Safari & other unorganized players. On the distribution front,
modern markets such as hypermarkets & e-tail continue to do well, with the company
managing to regain some market share in the CSD segment this fiscal on the back of
better product assortment & competitive pricing. Its traditional dealer chain continued to
witness a flat trend, especially during Q3FY 17 on account of demonetization.

Valuation & Outlook

The company continues to be a classic case of a duopoly between itself & Samsonite with
some incremental competition on the value segment coming from Safari. While we
expect demonetization to impact the revenues coming from its traditional dealer chain in
the short term, the expected rollout of GST this July might disrupt operations at these
dealer chains although it's expected to benefit organised players like VIP in the long term.

There are still some issues facing VIP as it is yet to find an optimal solution to turnaround
its flagship VIP brand that has been facing some cannibalization from its other brands
such as Skybags. We also believe that further margin expansion on account of lower
material & sourcing costs would be difficult as crude oil prices, a key determinant of
polypropylene & polycarbonate prices, are not expected to fall significantly from the
current levels. Further strengthening of the rupee against the dollar also seems unlikely,
limiting the scope of any savings in soft-sided luggage sourcing from Chinese vendors.

VIP has delivered decent returns with the script giving an annualized 64.9 % return since
initiating coverage on October 2015. With limited scope of any further margin
expansion, continuing legacy issues & a reshuffle in the top management, we believe that
the upside in VIP is capped as the script approaches fair valuations. We assign an
UNDERPERFORMER rating to the stock with a target price of ¥189 at which it will trade at
24XFY19E earnings.
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YE Mar FYI5 FY16 FY17E FY18E FY19E
Op Rev (X bn) 105 122 127 143 163
EBITDA (X mn) 775 1,082 1,306 1,541 1,728
EBITDA Mgn (%) 7.4% 8.9% 10.3% 10.8% 10.6%
Adj PAT 423 665 827 984 1,113
Adj PAT Mgn (%) 4.0% 55% 65% 6.8% 6.8%
EPS 33 4.7 5.9 7.0 7.9
P/E 530 372 299 251 222
EV/EBITDA 319 228 189 160 143
ROCE 19.3% 27.3% 30.6% 32.9% 33.1%
ROE 15.2% 19.6% 21.8% 23.0% 23.1%
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VIP Industries

Latest TV Commercial for VIP brand signifies continual push to revive the heritage brand's fortunes

e

Source: Company, LKP Research

Quarterly Financial Highlights (Consolidated)

Particulars Q3FY17 Q3FY16 9MFY16

Net Sales (Excl. Excise Duty) 3,066.8 2,848.8 7.7% 2,904.5 5.6% 9,657.3 9,386.0 2.9%
Other Operating income 7.1 57 24.6% 8.5 -16.5% 227 258 -12.0%
Total income from operations 3,073.9 2,854.5 7.7% 2,913.0 5.5% 9,680.0 9.411.8 2.8%
Total Material Cost 1,604.2 1,533.1 4.6% 1,630.4 -1.6% 5,170.8 5,198.9 -0.5%
Employee Benefits 351.7 3726 -5.6% 326.0 7.9% 1,057.8 946.9 11.7%
Other Expenses 858.1 686.2 25.1% 773.3 11.0% 2,429.8 2,404.8 1.0%
Total Expenses 2,814.0 2,591.9 8.6% 2,729.7 3.1% 8,658.4 8,550.6 1.3%
EBITDA 259.9 262.6 -1.0% 183.3 41.8% 1,021.6 861.2 18.6%
EBITDA margins 8.5% 9.2% 6.3% 10.6% 9.2%

Depreciation & Amortisation 33.0 325 1.5% 36.8 -10.3% 103.6 108.2 -4.3%
EBIT 226.9 230.1 -1.4% 146.5 54.9% 918.0 753.0 21.9%
EBIT margins 7.4% 8.1% 5.0% 9.5% 8.0%

Finance Costs 0.8 0.6 33.3% 1.5 -46.7% 2.2 10.8 -79.6%
Other Income 4.8 29.1 -83.5% 7.9 -39.2% 40.2 16.7 140.7%
PBT 230.9 258.6 -10.7% 152.9 51.0% 956.0 758.9 26.0%
PBT Margins 7.5% 92.0% 5.2% 92.8% 8.0%

Tax 75.6 75.7 -0.1% 48.7 55.2% 306.6 223.6 37.1%
PAT 155.3 182.9 -15.1% 104.2 49.0% 649.4 535.3 21.3%
PAT Margins 5.0% 6.3% 3.6% 6.7% 5.7%

EPS 1.10 1.29 -15.1% 0.74 49.0% 4.60 3.79 21.3%
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VIP Industries

Financials (Consolidated)

Income statement

YE Mar (X Mn) FY15 FY16 FY17E FYI8E FYI9E
Operational Revenues 10,477 12,165 12,729 14333 16,339
Raw Materials Cost 5,727 6,627 6,856 7,577 8,607
Freight & Fwding Chgs 563 637 636 731 846
Discount & Rebates 303 269 269 309 357
Adbvertising & Marketing 630 707 764 932 1,144
Employee Benefits 1,097 1,259 1,372 1,545 1,756
Others 1,382 1,584 1,526 1,698 1,901
EBITDA 775 1,082 1,306 1,541 1,728
EBITDA Margin (%) 7.4% 89% 103% 10.8%  10.6%
Depreciation 175 142 128 117 115
EBIT 600 940 1,179 1,425 1,613
EBIT Margin (%) 5.7% 7.7% 9.2% 9.9% 9.8%
Other Income 25 23 51 56 61
Finance Cost 13 12 4 3 3
PBT 612 952 1,226 1,478 1,672
PBT Margin (%) 5.8% 7.8% 9.6% 103%  10.2%
Exceptional Items 43 - - - -
Tax 189 287 398 494 558
Adj PAT 423 665 827 984 1,113
Adj PAT Margin (%) 4.0% 5.5% 6.5% 6.8% 6.8%
Key Ratios

YE Mar FY15 FY16 FYI7E FYI8E FYI19E
Per Share Data (Rs)

EPS 33 4.7 5.9 7.0 7.9
CEPS 4.5 57 6.8 7.8 87
BVPS 220 24.4 27.3 30.7 345
DPS 1.5 2.0 25 3.0 33
Growth Ratios(%)

Operational Revenues 7.7% 16.1% 4.6% 12.6% 14.0%
EBITDA -3.4% 39.6% 207% 18.0% 12.1%
PAT -19.1%  42.6% 24.4% 189% 13.1%
Valuation Ratios (X)

P/E 53.0 37.2 29.9 25.1 222
P/CEPS 38.5 30.6 259 225 20.1
P/BV 8.0 7.2 6.4 5.7 5.1
EV/Sales 2.4 2.0 1.9 1.7 1.5
EV/EBITDA 31.9 22.8 18.9 16.0 14.3
FCF/EBITDA 0.3 0.3 0.4 03 03
Profitability Ratios (%)

ROCE 19.3% 27.3% 30.6% 32.9% 33.1%
ROE 152% 19.6% 21.8% 23.0% 23.1%
Dividend payout 45.5% 42.5% 42.5% 42.5% 42.5%
Dividend Yield 0.9% 1.1% 1.4% 1.7%  1.9%

Balance sheet
YE Mar (X Mn) FY15 FY16 FYI7E FYI18E FYI9E
Equity Share Capital 283 283 283 283 283
Reserves and Surplus 2,776 3,112 3516 3997 4,540
Total Net Worth 3,059 3395 3799 4,279 4823
Total Debt - - - - -
PCr)écig Non. Curr Liab. & 45 54 53 54 56
SOURCES OF FUNDS 3,104 3449 3852 4333 4879
Fixed Asset 724 676 595 576 585
Investments 0.1 0.1 0.1 0.1 0.1
Others 287 248 248 289 314
Current Assets
Cash and Bank 76 82 238 190 177
Inventories 2,269 2874 2,750 3,138 3,556
Sundry Debtors 1,111 1,493 1,569 1,767 2,014
Current Investments - - 100 200 300
Loans & Advances 242 234 244 263 275
Others 256 220 227 247 265
Current Liabilities and Provisions
Short Term Borrowings 310 142 14 - -
Trade Payables 1,190 1,743 1,409 1,557 1,769
Other Curr. Liab. & Provns 391 535 737 820 878
Net Current Assets 2,062 2483 2968 3428 3,939
Deferred Tax Assets 31 41 41 41 41
APPLICATION OF FUNDS 3,104 3449 3852 4333 4879

Source: Company, LKP Research

Cash Flow Statement

YE Mar (X Mn) FY15 FYIGE‘ FY17E FYI8E FYI19E

PBT 612 952 1,226 1,478 1,672
Exceptional Items 43 - - - -
Depreciation 175 142 128 116 115
Finance Cost 13 12 4 3 3
Other income (25) (23) (51) (56) (61)

Change in Working Capital ~ (348)  (415)  (229)  (407)  (425)

Other Operating Activities (8) 37 (1 (39) (24)
Less: Tax (189)  (287) (398)  (494)  (558)
CF from Operations (a) 274 418 678 601 721
Capital Expenditure (43) (94) (46) (98) (124)
Change in /Investments - - (100) (100) (100)
Other income 25 23 51 56 61
CF from Investing (b) (18) (71) (95) (142) (162)
Free Cash Flow (a+b) 256 346 583 459 559
Dividend paid (212)  (283) (352) (418) (473
DDT paid (43) (58) (72) (85) (96)
Finance Cost (13) (12) (4) (3) (3)
Other Reserve Adjustments (24) 11 - - -
CF from Financing (c) (291)  (341) (427) (506) (572)
Inc/ (Dec) in Cash & CE (35) 6 156 (48) (13)
Closing Cash and CE 76 82 237 190 177
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VIP Industries

DISCLAIMERS AND DISCLOSURES

LKP Sec. Itd. (CIN-U67 120MH1994PLC080039, www. Lkpsec.com) and its affiliates are a full-fledged, brokerage and financing group. LKP was established in
1992 and is one of India’s leading brokerage and distribution house. LKP is a corporate trading member of Bombay Stock Exchange Limited (BSE), National
Stock Exchange of India Limited(NSE), MCX Stock Exchange Limited (MCX-SX).LKP along with its subsidiaries offers the most comprehensive avenues for
investments and is engaged in the businesses including stock broking (Institutional and retail), merchant banking, commodity broking, depository participant,

insurance broking and services rendered in connection with distribution of primary market issues and financial products like mutual funds etc.

LKP hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock exchange with whom it is registered in
last five years. However, SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or levied
minor penalty on LKP for certain operational deviations in ordinary/routine course of business. LKP has not been debarred from doing business by any Stock

Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.

LKP offers research services to clients. The analyst for this report certifies that all of the views expressed in this report accurately reflect his or her personal
views about the subject company or companies and its or their securities, and no part of his or her compensation was, is or will be, directly or indirectly related
to specific recommendations or views expressed in this report.

Other disclosures by LKP and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with reference to the subject company(s) covered in this
report-:

Research Analyst or his/her relative’s financial interest in the subject company. (NO)

LKP or its associates may have financial interest in the subject company.

LKP or its associates and Research Analyst or his/her relative’s does not have any material conflict of interest in the subject company. The research Analyst or

research entity (LKP) has not been engaged in market making activity for the subject company.

LKP or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately preceding

the date of publication of Research Report.

Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more securities of the subject company at the end of the month immediately

preceding the date of publication of Research Report: (NO)

LKP or its associates may have received any compensation including for investment banking or merchant banking or brokerage services from the subject

company in the past 12 months.

LKP or its associates may have received compensation for products or services other than investment banking or merchant banking or brokerage services from

the subject company in the past 12 months.
LKP or its associates may have received any compensation or other benefits from the Subject Company or third party in connection with the research report.

Subject Company may have been client of LKP or its associates during twelve months preceding the date of distribution of the research report and LKP may

have co-managed public offering of securities for the subject company in the past twelve months.
Research Analyst has served as officer, director or employee of the subject company: (NO)

LKP and/or its affiliates may seek investment banking or other business from the company or companies that are the subject of this material. Our salespeople,
traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions that are contrary to
the opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that may be inconsistent with the

recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest
including but not limited to those stated herein. Additionally, other important information regarding our relationships with the company or companies that
are the subject of this material is provided herein. This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or
regulation or which would subject LKP or its group companies to any registration or licensing requirement within such jurisdiction. Specifically, this document
does not constitute an offer to or solicitation to any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any

transaction to any U.S. person.

Unless otherwise stated, this message should not be construed as official confirmation of any transaction. No part of this document may be distributed in

Canada or used by private customers in United Kingdom.

All trademarks, service marks and logos used in this report are trademarks or registered trademarks of LKP or its Group Companies. The information contained
herein is not intended for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination, distribution or
copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you have read “Risk Disclosure Document for Capital
Market and Derivatives Segments” as prescribed by Securities and Exchange Board of India before investing in Indian Securities Market. In so far as this report

includes current or historic information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

All material presented in this report, unless specifically indicated otherwise, is under copyright to LKP. None of the material, nor its content, nor any copy of it,

may be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of LKP.
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