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Efficiency driven growth on the cards

Summary

We interacted with the management of Varun Beverages (VBL). Post-acquisition of
South and West regions from Pepsico during May’2019, VBL is looking forward to grow
by winning market share from competition by improving product availability.
Competitive advantages like; backward-integration and faster decision making due to
consolidated operations (vs fragmented operations for Coca Cola; c. 50% owned by
Hindustan Coca Cola while rest 50% being operated by 13+ players) is likely to help VBL
gain market share and improve operating profit margins going forward. Growth in non-
carbonated-beverage category is likely to be faster driven by shift in consumer
preference towards health-based drinks. Improvement in electrification (of rural-India)
and transportation infrastructure is likely to help beverage industry to improve
penetration levels. VBL is currently trading at an attractive valuation of 27x CY22E EPS
(23% discount to FMCG Industry), as per consensus.

Key highlights of the meeting

B Better distribution to drive market share gain in CSD
In carbonated soft drinks (CSD, 70% volume share in revenue) VBL expects to grow
at healthy double digit rate driven by improvement in product availability through
distribution expansion. In recently acquired territories (South and West India) from
Pepsi Co, VBL expects to grow at higher rate driven by better execution.
Management expects to add 80K retail outlets p.a. and install 40K visi-coolers in
semi-urban and rural regions. Faster decision making (due to superior control over
operations vs competition), backward integration should help VBL to grow by
winning market share from competition.

B  Non-carbonated beverage (NCB) portfolio to grow at faster rate
VBL is aiming to drive growth in NCB portfolio (juices, energy drinks, milk based
beverages etc) by scaling-up distribution. In Tropicana, VBL expects to reach 5 lakh
outlets in next 3 years (vs 2 lakh outlet currently). Dairy based beverages to be
launched in CY21.

B International business to maintain growth momentum
International business grew at 22% CAGR during CY15-19 in terms of volume (vs 20%
in Indian market). Management expects international business to maintain positive
growth momentum going forward. Also, VBL is open for in-organic growth
opportunities especially in South East Asia.
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Key Stock Data
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Sector Non-alcoholic Beverages

Shares o/s (mn) 289

Market cap. (Rs mn) 261,740
Market cap. (USS mn) 3,558
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Financial snapshot (Rs mn)
Year CY2016 CY2017 CY2018 CY2019
Revenue 38,612 40,036 51,053 71,296
EBITDA 7,859 8,258 10,066 14,477
EBITDA (%) 204 20.6 19.7 20.3
Adj. PAT 423 2,101 2,929 4,690
EPS (Rs) 2.9 11.5 10.7 16.8
EPS Growth (%) (65.9) 299.3 (7.1) 57.4
PE (x) 315.2 78.9 84.9 53.9
Dividend Yield (%) - 0.3 0.2 0.3
EV/EBITDA (x) 19.0 22.4 27.0 19.3
ROE (%) 5.0 12.1 15.5 17.6
RoCE (%) 27.0 12.7 14.3 17.0

Source: Company; IDBI Capital Research
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Exhibit 1: Revenue grew at 23% CAGR over CY16-19

Exhibit 2: ...driven by strong volume led growth of 21%
CAGR over CY16-19
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Exhibit 3: Volume wise break-up (CY19)

Exhibit 4: VBL accounts for 90% of PepsiCo volumes
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Exhibit 7: VBL Product portfolio in Carbonated soft drinks segment

Exhibit 8: VBL Product portfolio in Juice & dairy segment
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Financial Summary

Profit & Loss Account

Year-end: March
Net sales

growth (%)
Operating expenses
EBITDA

growth (%)
Depreciation

EBIT

Interest paid

Other income
Pre-tax profit

Tax

Effective tax rate (%)
Minority Interest
Net profit
Adjusted net profit
growth (%)

Shares o/s (mn nos)

CY1l6
38,612

13.7

(30,753)

7,859
234
(3,121)
4,738
(4,325)
357
769
(313)
40.7
(33.0)
423

423

147

cv17
40,036
3.7
(31,778)
8,258
5.1
(3,467)
4,791
(2,122)
226
2,896
(769)
266
(26.0)
2,101
2,101
396.0

183

cvis
51,053
27.5
(40,987)
10,066
21.9
(3,851)
6,215
(2,126)
218
4,308
(1,339)
31.1
(39.8)
2,929
2,929
39.4

274

(Rs mn)

cv19
71,296
39.7
(56,819)
14,477
43.8
(4,886)
9,590
(3,097)
425
6,919
(2,241)
324
11.6
4,690
4,690
60.1

279

Cash Flow Statement

Year-end: March

Pre-tax profit

Depreciation

Tax paid

Chg in working capital

Other operating activities
Cash flow from operations (a)
Capital expenditure

Chg in investments

Other investing activities
Cash flow from investing (b)
Equity raised/(repaid)

Debt raised/(repaid)
Dividend (incl. tax)

Other financing activities

Cash flow from financing (c)

Net chg in cash (a+b+c)

CY16

770
3,222
(581)
1,018
3,828
8,258
(7,924)
(2,639)
85
(10,478)
7,014

(2,320)

(2,392)
2,302

82

cv17
2,896
3,466
(571)
(966)
1,373
6,198
(5,330)
(2,176)
53
(7,453)
42
7,270
(456)
(5,269)
1,586

331

(Rs mn)
CcY18 CY19 ‘
4,308 6,919
3,851 4,886

(733)  (1,201)
635 174
1,937 2,274
9,998 13,052
(8,586)  (7,536)
(203) (15,703)
56 46
(8,734) (23,192)
7 9,002
4566 6,487
(456)  (690)
(4,961) (3,701)
(844) 11,097

420 957
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Balance Sheet (Rs mn) Financial Ratios
Year-end: March Year-end: March CY1l6 CY17
Net fixed assets 38,111 41,646 47,374 65,186 Adj EPS (Rs) 2.9 11.5 10.7 16.8
Investments 69 82 132 242 Adj EPS growth (%) 299.3 (7.1) 57.4
Other non-curr assets 1,607 1,808 1401 1,737 EBITDA margin (%) 204 206 197 203
Pre-tax margin (%) 2.0 7.2 8.4 9.7
Current assets 8,526 9,301 11,407 16,719
ROE (%) 5.0 12.1 15.5 17.6
Inventories 4,899 4,389 5,784 8,815
ROCE (%) 27.0 12.7 14.3 17.0
Sundry Debtors 1,313 1,502 1,280 1,726
Turnover & Leverage ratios (x)
Cash and Bank 657 945 935 1,711
Asset turnover (x) 1.6 0.8 0.9 1.0
Loans and advances i ) ) i Leverage factor (x) 2.9 2.9 3.0 2.7
Total assets 48,313 52,836 60,314 83,884 Net margin (%) 1.1 52 57 6.6
Net Debt/Equity (x) 0.9 1.1 1.1 0.8
Shareholders' funds 16,936 17,694 19,985 33,284 Working Capital & Liquidity ratio
Share capital 1,823 1,826 1,826 2,887 Inventory days 46 40 41 45
Reserves & surplus 15113 15868 18,159 30,397 Receivable days 12 14 S S
Total Debt 16,295 20,447 23,577 28,225 Payable days 3 22 28 31
Secured loans 16,295 20,447 23,577 28,225
Unsecured loan - - - .
Valuations
Other liabilities 2,047 2,354 3,042 4,537 - EY15 Y16 FY17 FY18
Curr Liab & prov 13,164 12,355 13,632 17,531 PER (x) 315.2 78.9 84.9 53.9
Current liabilities 13,029 12,187 13,472 17,232 Price/Book value (x) 7.9 9.4 124 76
Provisions 135 168 160 300 PCE (X) 37.7 29.8 36.7 26.4
Total liabilities 31,506 35,156 40,251 50,293 EV/Net sales (x) 3.9 4.6 53 3.9
Total equity & liabilities 48,313 52,836 60,314 83,884 EV/EBITDA (x) 19.0 22.4 27.0 19.3
Book Value (Rs) 115 97 69 115 Dividend Yield (%) 0.0 0.3 0.2 0.3

Source: Company; IDBI Capital Research
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Key to Ratings Stocks:
BUY: Absolute return of 15% and above; ACCUMULATE: 5% to 15%; HOLD: Upto +5%; REDUCE: -5% to -15%; SELL: -15% and below.

IDBI Capital Markets & Securities Ltd. (Formerly known as “IDBI Capital Market Services Ltd.”)

Equity Research Desk
6th Floor, IDBI Tower, WTC Complex, Cuffe Parade, Colaba, Mumbai — 400 005. Phones: (91-22) 2217 1700; Fax: (91-22) 2215 1787; Email: info@idbicapital.com

SEBI Registration: BSE & NSE (Cash & FO) — INZ000007237, NSDL — IN-DP-NSDL-12-96, Research — INH000002459, CIN — U65990MH1993G0I1075578
Compliance Officer: Christina D’souza; Email: compliance@idbicapital.com; Telephone: (91-22) 2217 1907

Disclaimer

This report has been published by IDBI Capital Markets & Securities Ltd. (hereinafter referred to as “IDBI Capital”) for private circulation. This report should not be reproduced or copied or made available to others. No person associated with IDBI Capital is obligated to call or
initiate contact with you for the purposes of elaborating or following up on the information contained in this report. The information contained herein is strictly confidential and meant for solely for the selected recipient and may not be altered in any way, transmitted to copied
or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without the prior written consent of IDBI Capital.

Recipients may not receive this report at the same time as other recipients. IDBI Capital will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is from the public domain or sources believed to be reliable, but we do not make any representation or warranty that it is accurate, complete or up-to-date and it should not be relied upon as such. While reasonable care has been taken to
ensure that information given is at the time believed to be fair and correct and opinions based thereupon are reasonable, due to the very nature of research it cannot be warranted or represented that it is accurate or complete and it should not be relied upon as such. In so far
as this report includes current or historical information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Opinions expressed are current opinions as of the date appearing on this material only. While we endeavor to update on a reasonable basis, the information discussed in this material, IDBI Capital, its directors, employees are under no obligation to update or keep the
information current. Further there may be regulatory, compliance, or other reasons that prevent us from doing so.

Prospective investors and others are cautioned that any forward-looking statements are not predictions and may be subject to change without notice.

IDBI Capital, its directors and employees and any person connected with it, will not in any way be responsible for the contents of this report or for any losses, costs, expenses, charges, including notional losses/lost opportunities incurred by a recipient as a result of acting or non-
acting on any information/material contained in the report.

This is not an offer to sell or a solicitation to buy any securities or an attempt to influence the opinion or behavior of investors or recipients or provide any investment/tax advice.

This report is for information only and has not been prepared based on specific investment objectives. The securities discussed in this report may not be suitable for all investors. Investors must make their own investment decision based on their own investment objectives,
goals and financial position and based on their own analysis.

Trading in stocks, stock derivatives, and other securities is inherently risky and the recipient agrees to assume complete and full responsibility for the outcomes of all trading decisions that the recipient makes, including but not limited to loss of capital.
Opinions, projections and estimates in this report solely constitute the current judgment of the author of this report as of the date of this report and do not in any way reflect the views of IDBI Capital, its directors, officers, or employees.

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 IDBI Capital 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 report
may come are required to inform themselves of and to observe such restriction.

E-mail is not a secure method of communication. IDBI Capital cannot accept responsibility for the accuracy or completeness of any e-mail message or any attachment(s).

This transmission could contain viruses, be corrupted, destroyed, incomplete, intercepted, lost or arrived late. IDBI Capital, its directors or employees or associates accept no liability for any damage caused, directly or indirectly, by this email.
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We, Varun Singh and Upasana Madan, hereby certify that the views expressed in this report accurately reflect our personal views about the subject companies and / or securities. We also certify that no part of our compensation were, are or would be directly or indirectly
related to the specific recommendations or views expressed in this report. Principally, | will be responsible for the preparation of this research report and have taken reasonable care to achieve and maintain independence and objectivity in making any recommendations herein.
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