Result Update
25" October 2024

Short-term Troubles Continue; Maintain HOLD

Est. Vs. Actual for Q2FY25: Revenue — MISS; EBITDA — MISS; PAT — MISS
Changes in Estimates post Q2FY25

FY26E/FY27E: Revenue: -8%/-5%; EBITDA: -21%/-18%; PAT: -30%/-19%
Recommendation Rationale

. Subdued Performance: VIP Industries delivered a lacklustre performance in Q2FY25, with
revenue remaining flat, impacted by sluggish demand from traditional channels (MT) amid
aggressive e-commerce pricing during major sales events like the Big Billion Day sale.
However, volume growth stood at 18%, driven by price cuts in soft luggage. The management
expects the gap between volume and value growth to stabilise at around 8-10%. On a positive
note, the company continues to gain market share despite these challenges, currently holding
a 40% share, up from 36% in FY24.

. Margins Pressure: Gross margins declined by 1,043 bps to 45.1%, driven by lower
realisations, negative channel mix, reduction in soft luggage inventory, and decreased
production in Bangladesh. EBITDA margins also contracted due to the gross margin
reduction and higher warehouse costs from excess inventory. However, the management
remains optimistic, expecting profitability to improve by H2FY25, supported by the festive and
wedding season. They anticipate gross margins to reach 50% for FY25 and 55% in FY26,
with EBITDA margins gradually increasing to 3%-4% in Q3 and 12% in Q4FY25.

e Transformational Strategy to Reduce Overall Inventory: As part of its transformational
strategy to streamline inventory in FY25, VIP Industries has reduced its total soft luggage
inventory by Rs 174 Cr so far, with Rs 50 Cr cleared in Q2FY25. The company is confident
that by the end of Q3/Q4, its old soft luggage inventories will be further reduced. Additionally,
management aims to reduce debt by Rs 100 Cr by the end of FY25, down from the current
Rs 500 Cr.

Sector Outlook: Cautiously Positive

Company Outlook & Guidance: Although the company’s long-term strategy—focusing on
premiumisation and improving efficiencies— remains intact, this strategy has a longer gestation
period and would take more time to yield results. Consequently, we maintain a "wait and watch"
approach as we look for sustained signs of recovery in overall performance.

Current Valuation: 30x Dec’26 EPS vs. (Earlier - 30x Jun’26 EPS)
Current TP: Rs. 440/share (Earlier Rs 490/share)

Recommendation: With a 7% downside from the CMP, we maintain our HOLD rating on the
stock.

Financial Performance

VIP Industries posted weak results in Q2FY25, with revenue at Rs 544 Cr, down 0.3% YoY. Gross
margins contracted by 1,043 bps to 45.1%, while EBITDA margins declined by 1,008 bps YoY to
-0.4%. This was primarily due to subdued gross margin performance driven by an unfavourable
mix and higher discounts, along with an increase in ad spend and overhead costs due to additional
warehousing from high inventory levels. The company reported a net loss of Rs 33 Cr.

Outlook: Although the company’s long-term strategy—focusing on premiumisation and improving
operational efficiencies—remains intact, the execution of this strategy has a longer gestation
period and will take time to yield significant results. Consequently, a "wait and watch" approach is
maintained as we look for sustained signs of recovery in the company’s overall performance.

Valuation & Recommendation: We maintain our HOLD rating on the stock and value the
company at 30x Dec-26 EPS with a revised TP of Rs 440/share.

Key Financials (Consolidated)

(Rs Cr) Q2FY25 QoQ (%) YoY (%) Axis Est.  Variance
Net Sales 544 (14.8) (0.3) 0 0
EBITDA (2 (104.4) (104.1) (613) (99.6)
EBITDA Margin (0.4) -813 bps  -1008 bps 0 0
Net Profit (37) (986.9) (375.8) (580) (93.7)
EPS (Rs) (2.3) (900.2) (348.9) (41.1) (94.3)

Source: Company, Axis Research
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High/Low (Rs) 668/427
Market cap (Cr) 6,701
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Promoter 51.8 51.8 51.7
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Retail Others 0.0 0.0 0.0

Financial & Valuations
Y/E Mar (Rs Cr) FY25E FY26E FY27E
Net Sales 2,402 2,762 3,204
EBIDTA 153 348 413
Net Profit 7 156 207
EPS, Rs 0.5 11.0 14.6
PER, x 973.5 42.9 32.4
ROE, % 1.0 19.9 21.5

Change in Estimates (%)

Y/E Mar FY26E FY27E
Sales -8% -5%
EBITDA -21% -18%
PAT -30% -19%
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Key Highlights

Segmental Performance: VIP Industries’ premium segment contributed 52% of revenue in
Q2FY25, with plans to push this to 60%, as premium products yield margins 800-1,000 bps higher.
Carlton's strong performance is driving the company's premiumisation strategy, showing promising
results, and with upcoming launches, its share is expected to grow further. While the VIP brand
saw growth, Skybags lagged due to a weaker mix of backpacks. Management indicated a stronger
focus on the VIP brand over Aristocrat, especially in offline channels, as gross margins for VIP are
over 800 bps higher. The Kiara collection performed well, and hard luggage remains the fastest-
growing category, contributing over 60% of total revenue.

International Business: The International Business segment was impacted by the
underperformance in key countries across Asia and the GCC, which account for a significant
portion of sales. However, management remains optimistic, noting that the Bangladesh factory is
now operating at full capacity and is expected to turn profitable starting from Q3FY25.

Channels: E-commerce, which contributes 45% of VIP Industries' revenue, maintained its strong
growth, surging 54% YoY. General Trade (GT) accounted for 11%, and Modern Trade (MT) made
up 18% of the company’s overall sales.

New Launches: Management indicated that new backpack launches are on track for the upcoming
season, which is expected to boost revenues. They also highlighted several strategic initiatives in
the pipeline, aimed at gradually enhancing margins in the near future.

Key Risks to Our Estimates and TP

Weak demand
Inability of the company to maintain its margins
Loss of market share to competitors

Any change in taxation policies and international duties with respect to Bangladesh and China.




Change in Estimates

Revenue
EBITDA
PAT
EPS

Source: Company, Axis Securities

Results Review

Net Sales

Gross Profit

Gross Margin (%)
Employee Expenses
Other Expenses
EBITDA

EBITDA Margin (%)
Oth. Inc

Interest
Depreciation

PBT

Tax

PAT

EPS

Source: Company, Axis Securities

FY26E
2,995
442
222
15.6

Revised

Q2FY24
546
303
55.5

66
184
53
9.7

12
24
19

13
0.9

FY27E
3,384
502
256
18

old
FY26E FY27E
2,762 3,204
348 413
156 207
11.0 14.6
Q1FY25 Q2FY25
639 544
283 245
44.3 45.1
59 58
175 190
49 @)
7.7 (0.4)
2 3
18 20
29 30
4 (49)
(0) (13)
4 (37)
0.3 2.3)

% Change
FY27E FY27E
-8% -5%
-21% -18%
-30% -19%
-30% -19%
% Change % Change
(YoY) (QoQ)
(0.3) (14.8)
(19.1) (13.4)
-1043 bps 76 bps
(12.8) (2.0)
3.1 8.5
(104.1) (104.4)
-1008 bps -813 bps
3.1 28.6
62.7 8.9
24.1 1.2
(355.3) (1,394.5)
(309.7) 3,706.1
(375.8) (986.9)
(348.9) (900.2)




Financials (Consolidated)

Profit & Loss

Y/E March

Net sales

Growth, %

Total income

Raw material expenses
Employee expenses
Other Operating expenses
EBITDA (Core)
Growth, %

Margin, %
Depreciation

EBIT

Growth, %

Margin, %

Interest paid

Other Income
Non-recurring Items
Pre-tax profit

Tax provided

Profit after tax
Growth, %

Net Profit (adjusted)

Source: Company, Axis Securities

Balance Sheet

Y/E March

Cash & bank
Marketable securities at cost
Debtors

Inventory

Other current assets
Total current assets
Investments

Gross fixed assets
Less: Depreciation
Add: Capital WIP
Net fixed assets
Non-current assets
Total assets

Current liabilities
Provisions

Total current liabilities
Non-current liabilities
Total liabilities

Paid-up capital
Reserves & surplus
Shareholders’ equity
Total equity & liabilities

Source: Company, Axis Securities

FY24
2,245
305
2,245
(1,064)
(270)
(718)
194
(34.1)
8.6
(99)
94
(55.2)
42
(55)
12
26
77
(22)
54
(82.5)
54

FY24
46

328

916

142
1,432

664
(132)
13
546
86
2,067

1,090

1,090
299
1,389
28
650
678
2,066

FY25E
2,402
7.0
2,402
(1,201)
(288)
(759)
153
(20.8)
6.4
(100)
53
(43.8)
2.2
(61)
17

@)

(75.9)

FY25E
14

377
1,053
142
1,587

759
(228)
13
544
86
2,219

1,151

1,151
299
1,450
28
741
769
2,219

FY26E
2,762
15.0
2,762
(1,326)
(249)
(840)
348
127.2
12.6
(111)
238
349.4
8.6
(57)
28

208
(52)
156

2,168.1
156

FY26E
64

437
1,221
142
1,865

849
(329)
13
534
86
2,488

1,225

1,225
299
1,525
28
935
963
2,487

(Rs Cr)

FY27E
3,204
16.0
3,204
(1,538)
(288)
(965)
413
18.7
12.9
(115)
298
25.4
9.3
(55)
32

275
(69)
207
326
207

(Rs Cr)

FY27E
171

494
1,380
142
2,187

939
(443)
13
510
86
2,786

1,296

1,296
299
1,595
28
1,162
1,190
2,786




Cash Flow

Y/E March

Profit Before Tax

Adjustments for :

Depreciation and Amortization Expenses

Interest Paid

Unwinding of interest on security deposit paid

Amortization of prepaid rent on discounting of security deposit paid

Changes in fair value of financial assets at fair value through profit or loss

Obsolescence of Fixed Assets

Bad Debts Written Off

Provision for Bad and Doubtful Deb
Employee Stock Appreciation Rights

Loss on Translation

Loss / (Surplus) on Sale of Investment
Dividend Income

Interest received

Income from Investment Property

Loss / (Profit) on Sale of Assets, Property, Plant & Equipment (net)
Excess Provision Written back

Net Exchange differences (unrealized)
Operating Profit Before Working Capital Changes
Adjustments for :

Trade receivables

(Decrease)/Increase in Trade Payables
(Decrease)/Increase in Other Liabilities
(Decrease)/Increase in Provisions
Increase/(Decrease) in Other Assets
Decrease/ (Increase) in Inventories

Cash Flow Generated from Operations
Direct taxes paid

A) Net Cash Flow from Operating Activities

B) CASH FLOW FROM INVESTING ACTIVITIES
Purchase of PPE and intangible assets

Proceeds on the sale of PPE and intangible assets
Purchase of Investments

Dividend Income

Interest received

Net Cash Used in Investing Activities

C) CASH FLOW FROM FINANCING ACTIVITIES
Proceeds / (Repayment) of Long Term Borrowings (Net)
Proceeds/(Repayment) of Short Term Borrowings
Finance Cost paid

Principal payment of Lease Liabilities

Interest payment of Lease Liabilities

Dividends paid

Dividend Distribution Tax paid

Other

Net Cash Used in Financing Activities

Net Increase/ (Decrease) in Cash and Cash Equivalents
Cash and cash equivalents as of 1st April
Cash and cash equivalents as of 31st March

Source: Company, Axis Securities

FY24

77

(78)
104
(®)

(35)
(329)
(104)

(28)
(132)

(100)

23

(76)

352
(33)
(50)
(22)
(29)

218

10

33
43

FY25E

9

100

110

(23)
28

(64)
51

(2
49

(95)

(95)

(28)

(28)

(75)
43
(31)

FY26E

208

111

318

(53)
65

(147)
184
(52)
132

(95)

(95)

(28)

(28)

31
(22)

(Rs Cr)
FY27E

275

115

391

(64)
80

(180)
226
(69)
157

(95)

(95)

(28)

(28)

34
(22)
11




Ratio Analysis

Y/E March

EPS (INR)

Growth, %

Book NAV/share (INR)
FDEPS (INR)

CEPS (INR)

CFPS (INR)

Return ratios

Return on assets (%)
Return on equity (%)
Return on capital employed (%)
Turnover ratios
Asset turnover (x)
Sales/Total assets (x)
Sales/Net FA (x)
Working capital/Sales (x)
Receivable days
Inventory days
Payable days

Working capital days
Liquidity ratios
Current ratio (X)

Quick ratio (x)

Interest cover (x)
Valuation

PER (x)

PEG (x) - y-0-y growth

Source: Company, Axis Securities

FY24
3.8
(82.6)
47.7
2.0
7.2
(13.6)

6.3
4.2
12.4

2.0
1.3
5.2
0.1
53.3
148.9

72.4
48.0

1.3
0.5
1.7

234.4
(2.8)

FY25E
0.5
(75.9)
46.2
0.5
7.6
2.3

382
1.0
7.0

1.7
1.2
4.4
0.1
5383
148.9

70.7
53.8

1.3
0.4
0.9

973.5
(12.8)

FY26E
11.0
2,168.1
55.2
11.0
18.8
7.4

9.8
19.9
20.9

1.8
1.3
5.2
0.2
53%3
148.9
75.7
64.5

1.4
0.4
4.1

42.9
0.0

FY27E
14.6
32.6
67.8
14.6
22.7

8.8

10.9
21.5
22.3

1.9
1.3
6.2
0.2
53%3
148.9
76.0
74.4

15
0.5
515!

32.4
1.0

(%)




VIP Industries Price Chart and Recommendation History
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RATING SCALE: Definitions of ratings

Ratings Expected absolute returns over 12 — 18 months

BUY More than 10%

HOLD Between 10% and -10%

SELL Less than -10%

NOT RATED We have forward looking estimates for the stock, but we refrain from assigning valuation and recommendation.
UNDER REVIEW We will revisit our recommendation, valuation and estimates on the stock following recent events

NO STANCE We do not have any forward-looking estimates, valuation or recommendation for the stock

Note: Returns stated in the rating scale are our internal benchmark.




		2024-10-25T08:16:42+0530
	NEERAJ CHADAWAR




