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VIP Industries

Green shoots emerging but revenue and margin
normalization still 5-6 quarters away

v" View - VIP Industries reduced the extent of losses, but that was on the back of
aggressive cost cutting as revenue recovery remains muted at 56%. While the
company has done a good job of bringing down inventory and managing cash
flows, sharp rise in input costs and high competitive intensity can lead to further
delays in revenue and EBITDA normalization, which in any case is expected in
1QFY23. With Bangladesh production back on track, should see gradual
improvement in gross margins which should be offset by increase in costs. Stock
can underperform in the near term given current valuations at 33x FY23E earnings,
which are at risk of some downgrades.

v" Result highlights - Revenue recovered to 56% of last year’s levels (125% qoq
growth), with gross margins at 41% (vs 53% yoy and 42% qoq) due to higher
discounts and high mix of production from India vs Bangladesh. Employee cost
reduction of 46% and 51% yoy helped generate positive EBITDA with 8% margin
(vs 16% yoy and -16% qoq); Net loss at 7cr vs 35cr goq and profit of Rs 34cr yoy.

v Outlook - Expect 4Q to see some more recovery, pleased with demand uptick
which has set platform for a much better FY22; reopening of schools, pick-up in
travel and a good marriage season should drive demand.

v" Other highlights - Production has started in full swing in 3Q with Rs 27cr revenue
and 1cr loss; working capital has improved by 105cr to 274cr vs 379cr yoy and
with PBT loss of 97 crs in 9M, have been able to maintain flattish net cash of 71cr
at Dec-end.

v' Margin outlook - Margins will remain for next few quarters with normalization
expected only in FY23; RM prices have risen sharply by 60-70% which should
come down soon, will take pricing action depending on competitive intensity; will
try and maintain gross margins in 45-50% range for FY22.

v" Drivers of demand recovery - Recovery is closely tracking recovery in domestic
air traffic; others drivers were a recovery in wedding and gifting market; schools
segment is lagging behind.

v" Inventory update - Currently at 300cr as of now post decent reduction, now both
factories are running full.

v" Fixed cost outlook - Overall fixed cost will remain at Rs 25cr per month vs Rs 40cr
pre-COVID; cut of 180cr in FY21 of which 50% will come back in FY22.

v" Export outlook - See strong opportunity in international markets, new MD’s
experience in global markets should help.

v" Channel mix - GT channel is slower than other channels; e-commerce doing well HIMANSHU NAYYAR m
now contributing 25% of sales which should settle around 20%. Lead Analyst = =)

v" Receivables position - Receivables position comfortable at 50% of pre-COVID himanshu.nayyar@ysil.in 3
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DISCLAIMER

Investments in securities market are subject to market risks, read all the
related documents carefully before investing.

The information and opinions in this report have been prepared by YSL and
are subject to change without any notice. The report and information
contained herein are strictly confidential and meant solely for the intended
recipient and may not be altered in any way, transmitted to, copied or
redistributed, in part or in whole, to any other person or to the media or
reproduced in any form, without prior written consent of YSL.

The information and opinions contained in the research report have been
compiled or arrived at from sources believed to be reliable and have not
been independently verified and no guarantee, representation of warranty,
express or implied, is made as to their accuracy, completeness, authenticity
or validity. No information or opinions expressed constitute an offer, or an
invitation to make an offer, to buy or sell any securities or any derivative
instruments related to such securities. Investments in securities are subject
to market risk. The value and return on investment may vary because of
changes in interest rates, foreign exchange rates or any other reason.
Investors should note that each security's price or value may rise or fall and,
accordingly, investors may even receive amounts which are less than
originally invested. The investor is advised to take into consideration all risk
factors including their own financial condition, suitability to risk return
profile and the like, and take independent professional and/or tax advice
before investing. Opinions expressed are our current opinions as of the date
appearing on this report. Investor should understand that statements
regarding future prospects may not materialize and are of general nature
which may not be specifically suitable to any particular investor. Past
performance may not necessarily be an indicator of future performance.
Actual results may differ materially from those set forth in projections.

Technical Analysis reports focus on studying the price movement and
trading turnover charts of securities or its derivatives, as opposed to
focussing on a company’s fundamentals and opinions, as such, may not
match with reports published on a company’s fundamentals.

YSL, its research analysts, directors, officers, employees and associates
accept no liabilities for any loss or damage of any kind arising out of the use
of this report. This report is not directed 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, regulation or which
would subject YSL and associates to any registration or licensing
requirement within such jurisdiction. The securities described herein may or
may not be eligible for sale in all jurisdictions or to certain category of
investors. Persons in whose possession this document may come are
required to inform themselves of and to observe such restriction.
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RECOMMENDATION PARAMETERS FOR FUNDAMENTAL REPORTS

Analysts assign ratings to the stocks according to the expected upside/downside relative to the
current market price and the estimated target price. Depending on the expected returns, the
recommendations are categorized as mentioned below. The performance horizon is 12 to 18
months unless specified and the target price is defined as the analysts’ valuation for a stock. No
benchmark is applicable to the ratings mentioned in this report.

BUY: Potential return >15% over 12 months

ADD: Potential return +5% to +15% over 12 months
REDUCE: Potential return -10% to +5% over 12 months
SELL: Potential return <-10% over 12 months

NOT RATED / UNDER REVIEW
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