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Tough times ahead — downgrade to SELL

The renewed lockdown in V-Mart Retail’s (VMART) key markets of Bihar and
UP (567 of total stores) will retard demand recovery. With Covid-19 spreading to
tier-2/3 towns where the company has a strong presence, a potential extension of
restrictions would derail sales not only in Q2 but also Q3 - seasonally the best

quarter for the company due to the festive/marriage period. We trim FY21/
FY22 PAT by 5%/2% and roll to a new Jun’21 TP of Rs 1,630 (vs. Rs 1,560).

Current valuations of 35.2x FY22E EPS look rich — cut from REDUCE to SELL.
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Lockdown in key markets to derail growth: VMART has 56% of its 266 stores
located in Bihar (45 stores) and Uttar Pradesh (103 stores), states which are
once again under lockdown. Bihar has announced a complete lockdown from
16-31July whereas UP is shutting down only on weekends over 12-31July. As a
major chunk of retail sales occur on weekends, this partial lockdown in UP will
hurt footfalls and revenues in Q2. Also, reimposition of restrictions in some
parts of Assam, Orissa, West Bengal and J&K where the company has a store

presence will further erode sales.

Pandemic impact to undermine seasonally strong Q3: Oct-Dec is seasonally
the best quarter for VMART, typically contributing ~55% of full-year EBITDA
given festival/marriage spends and the onset of winter We believe the localised
shutdowns will dampen sales not just in Q2 but also in Q3 as state authorities

potentially extend restrictions on social gatherings to contain the pandemic.

Downgrade to SELL: The stock is trading at 35.2x FY22E EPS which looks
expensive given the demand concerns. We cut our FY21/FY22 PAT estimates

by 5%/2% and downgrade the stock from REDUCE to SELL. Rolling valuations

forward, we have a revised Jun'21 TP of Rs 1,630, set at an unchanged 30x PER.

KEY FINANCIALS

Y/E 31 Mar FY19A FY20P* FY21E* FY22E* FY23E*
Total revenue (Rs mn) 14,337 16,620 14,264 21,234 26,178
EBITDA (Rs mn) 1,336 2,138 1,973 2,966 3,688
Adj. net profit (Rs mn) 724 493 339 927 1158
Adj. EPS (Rs) 399 27.2 18.7 511 63.8
Adj. EPS growth (%) (5.8) (31.8) (31.3) 173.5 24.9
Adj. ROAE (%) 191 1.4 7.1 17.3 18.2
Adj. P/E () 451 66.2 96.4 352 28.2
EV/EBITDA (x) 241 15.0 16.4 10.7 84

Source: Company, BOBCAPS Research | *As per Ind-AS 116

BOB Capital Markets Ltd is a wholly owned subsidiary of Bank of Baroda

Important disclosures, including any required research certifications, are provided at the end of this report.
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FIG1- VMART STORE DISTRIBUTION AS OF MAR’20: UP & BIHAR ACCOUNTED FOR 56% OF TOTAL STORES
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FIG2 - UP & BIHAR ACCOUNTED FOR 41% OF NET FIG3 - ..AND 42% OF NET STORES ADDED IN FY20
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FIG 4 - REVENUE BREAKUP: Q3 BRINGS IN AN FIG5 - EBITDA BREAKUP: Q3 BRINGS IN AN
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FIG 6 - CONFIRMED CORONAVIRUS CASES IN UTTAR FIG7 - ...AND IN BIHAR AS WELL
PRADESH INCREASING AT A BRISK PACE...
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Valuation methodology

VMART is a play on the growing organised apparel retail market, high aspirational
demand and rising purchasing power of middle-class India. We expect the company
to benefit from a strong, efficient business model and an early-mover advantage in
tier-2/3/4 cities. But with several organised players expanding their footprint in
VMART’s markets and the pandemic exacting a severe toll on business, the

company could face near-term headwinds to same-store sales growth and margins.

We cut our FY21/FY22 PAT estimates by 5%/2% considering renewed localised
lockdowns in areas where VMART operates and downgrade the stock from
REDUCE to SELL as current valuations of 35.2x FY22E EPS look expensive. On

rollover, we move to a revised Jun"21 target price of Rs 1,630 (earlier Rs 1,560),
set at an unchanged 30x FY22E EPS.

FIG 8 - REVISED ESTIMATES

New old Change (%)
(Rs mn)
FY21E FY22E FY21E FY22E FY21E FY22E
Revenue 14,264 21,234 14,622 21,872 2.4 2.9)
EBITDA 1,973 2,966 2,021 3,020 2.4 1.8)
PAT 339 927 357 942 [GX)) 1.5

Source: BOBCAPS Research

FIG 9 - RELATIVE STOCK PERFORMANCE
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Key risks
Upside risks to our estimates include:

= faster-than-anticipated demand revival post lifting of lockdown,
= above-expected demand from the company’s key states of UP and Bihar,

= inability of organised rivals to ramp up in tier-2/3/4 cities, thereby enabling
VMART to deliver better growth, and

= above-expected traction in SSSg due to a strong Q3 season.
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Y/E 31 Mar (Rs mn) FY19A FY20P* FY21E* FY22E* FY23E*
Total revenue 14,337 16,620 14,264 21,234 26,178
EBITDA 1,336 2,138 1,973 2,966 3,688
Depreciation (276) (939) (978) (1148) 1,413)
EBIT 1,060 1,198 995 1,817 2,275
Net interest income/(expenses) (16) (548) (557) 618) 791
Other income/(expenses) 44 45 21 54 81
Exceptional items 0 0 0 0 0
EBT 1,088 695 458 1,253 1,565
Income taxes (365) (202) m9o) (326) 407)
Extraordinary items (107) 0] 0 0 0
Min. int./Inc. from associates 0 0 0 0 0
Reported net profit 616 493 339 927 1,158
Adjustments 107 0 0 0 0
Adjusted net profit 724 493 339 927 1,158
Balance Sheet

Y/E 31 Mar (Rs mn) FY19A FY20P* FY21E* FY22E* FY23E*
Accounts payables 1,483 1,968 1,368 1,920 2,295
Other current liabilities 354 329 274 407 502
Provisions 169 183 143 212 262
Debt funds 219 10 20 25 25
Lease liabilities 0 5,157 5,452 6,601 7,944
Equity capital 181 182 182 182 182
Reserves & surplus 3,91 4,408 4731 5,628 6,740
Shareholders’ fund 4,093 4,589 493 5,810 6,922
Total liabilities and equities 6,318 12,236 12,169 14,975 17,949
Cash and cash eq. 166 50 786 751 569
Accounts receivables 0 0 0 0 0
Inventories 3,290 4,779 3,752 4,654 5,738
Other current assets 443 473 465 582 708
Investments 607 79 700 1,000 1,300
Net fixed assets 1,622 1,713 1,773 2,325 2,886
CWIP 40 25 25 25 25
Intangible assets 33 37 37 37 37
Deferred tax assets, net 18 160 160 160 160
Right to use 0 4921 4,472 5,441 6,527
Total assets 6,318 12,236 12,169 14,975 17,949

Source: Company, BOBCAPS Research | *As per Ind-AS 116
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Cash Flows

Y/E 31 Mar (Rs mn) FY19A FY20P* FY21E* FY22E* FY23E*
Net income + Depreciation 893 1,433 1,317 2,076 2,571
Interest expenses 16 548 557 618 791
Non-cash adjustments 0 0 0 0 0
Changes in working capital (356) (1,046) 340 (265) (690)
Other operating cash flows (26) 947) (834) (1,223) (1,515)
Cash flow from operations 526 (13) 1,381 1,205 1,157
Capital expenditures (489) (614) 412) (972) (1,084)
Change in investments (266) 528 (621 (300) (300)
Other investing cash flows 0 “42) 0 0 0
Cash flow from investing (755) (128) (1,033) 1,272) (1,384)
Equities issued/Others 28 0 0 0 0
Debt raised/repaid 213 (209) 10 S 0
Interest expenses a6) 34 18) ©) ©)
Dividends paid 44) 0 [(®) 3n (46)
Other financing cash flows 18 268 412 61 96
Cash flow from financing 200 25 388 31 45
Changes in cash and cash eq. (30) (116) 736 (35) (182)
Closing cash and cash eq. 166 50 786 750 569
Per Share

Y/E 31 Mar (Rs) FY19A FY20P* FY21E* FY22E* FY23E*
Reported EPS 339 27.2 18.7 511 63.8
Adjusted EPS 399 27.2 18.7 511 63.8
Dividend per share 1.7 0.0 0.7 1.4 2.1
Book value per share 2254 252.8 270.6 320.0 3813
Valuations Ratios

Y/E 31 Mar (x) FY19A FY20P* FY21E* FY22E* FY23E*
EV/Sales 2.2 1.9 23 15 12
EV/EBITDA 24.1 15.0 16.4 10.7 8.4
Adjusted P/E 451 66.2 96.4 352 282
P/BV 8.0 7.1 6.6 5.6 47
DuPont Analysis

Y/E 31 Mar (%) FY19A FY20P* FY21E* FY22E* FY23E*
Tax burden (Net profit/PBT) 66.5 71.0 74.0 74.0 74.0
Interest burden (PBT/EBIT) 102.7 58.0 461 69.0 68.8
EBIT margin (EBIT/Revenue) 7.4 7.2 7.0 8.6 8.7
Asset turnover (Revenue/Avg TA) 242.6 1791 116.9 156.5 159.0
Leverage (Avg TA/Avg Equity) 16 21 26 25 26
Adjusted ROAE 19.1 1.4 7.1 17.3 18.2

Source: Company, BOBCAPS Research | Note: TA = Total Assets | *As per Ind-AS 116

21 July 2020



V-MART RETAIL /&3 BOBCAPS

TRUST | INNOVATION | EXCELLENCE

Ratio Analysis

Y/E 31 Mar FY19A FY20P* FY21E* FY22E* FY23E*
Yo growth (%)

Revenue 17.3 15.9 14.2) 489 233
EBITDA 0.3 60.0 7.7 50.3 24.4
Adjusted EPS (5.8) (31.8) (31.3) 173.5 24.9
Profitability & Return ratios (%)

EBITDA margin 9.3 12.9 13.8 14.0 14.1
EBIT margin 7.4 7.2 7.0 8.6 8.7
Adjusted profit margin 5.0 3.0 24 44 4.4
Adjusted ROAE 19.1 1.4 7. 17.3 18.2
ROCE 18.1 19.1 15.4 25.0 26.3
Working capital days (days)

Receivables 0 0 0 0 0
Inventory 120 131 161 107 107
Payables 44 43 50 33 34
Ratios (x)

Gross asset turnover 71 6.0 4.1 5.1 5.0
Current ratio 1.8 2.1 2.8 2.3 2.3
Net interest coverage ratio 65.7 2.2 1.8 29 29
Adjusted debt/equity 0.0 0.0 ©0.2) N N

Source: Company, BOBCAPS Research | *As per Ind-AS 116
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Disclaimer

Recommendations and Absolute returns (%) over 12 months

BUY - Expected return >+15%

ADD - Expected return from >+5% to +15%
REDUCE - Expected return from -5% to +5%
SELL - Expected return <-5%

Note: Recommendation structure changed with effect from 1January 2018 (Hold rating discontinued and replaced by Add / Reduce)

HISTORICAL RATINGS AND TARGET PRICE: V-MART RETAIL (VMART IN)
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B - Buy, A - Add, R - Reduce, S - Sell

Rating distribution

As of 30 June 2020, out of 95 rated stocks in the BOB Capital Markets Limited (BOBCAPS) coverage universe, 49 have BUY ratings, 23 have ADD ratings, 12 are
rated REDUCE, 10 are rated SELL and 1is UNDER REVIEW. None of these companies have been investment banking clients in the last 12 months.

Analyst certification

The research analyst(s) authoring this report hereby certifies that (1) all of the views expressed in this research report accurately reflect his/her personal views about the
subject company or companies and its or their securities, and (2) no part of his/her compensation was, is, or will be, directly or indirectly, related to the specific

recommendation(s) or view(s) in this report. Analysts are not registered as research analysts by FINRA and are not associated persons of BOBCAPS.

General disclaimers

BOBCAPS is engaged in the business of Institutional Stock Broking and Investment Banking. BOBCAPS is a member of the National Stock Exchange of India Limited
and BSE Limited and is also a SEBI-registered Category | Merchant Banker. BOBCAPS is a wholly owned subsidiary of Bank of Baroda which has its various subsidiaries

engaged in the businesses of stock broking, lending, asset management, life insurance, health insurance and wealth management, among others.

BOBCAPSs activities have neither been suspended nor has it defaulted with any stock exchange authority with whom it has been registered in the last five years.

BOBCAPS has not been debarred from doing business by any stock exchange or SEBI or any other authority. No disciplinary action has been taken by any regulatory
authority against BOBCAPS affecting its equity research analysis activities.

BOBCAPS has obtained registration as a Research Entity under SEBI (Research Analysts) Regulations, 2014, having registration No.: INHOO0000040 valid till

03 February 2020. BOBCAPS is also a SEBI-registered intermediary for the broking business having SEBI Single Registration Certificate No.: INZ000159332 dated
20 November 2017.

BOBCAPS prohibits its analysts, persons reporting to analysts, and members of their households from maintaining a financial interest in the securities or derivatives of

any companies that the analysts cover. Additionally, BOBCAPS prohibits its analysts and persons reporting to analysts from serving as an officer, director, or advisory
board member of any companies that the analysts cover.

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions contrary to the

opinions expressed herein, and our proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
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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. Additionally, other important information regarding our relationships with the company or companies that are the subject of this material is provided herein.

This material should not be construed as an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. We are not soliciting any action based on this material. It is for the general information of BOBCAPS's clients. It does not constitute a personal recommendation
or take into account the particular investment objectives, financial situations, or needs of individual clients. Before acting on any advice or recommendation in this

material, clients should consider whether it is suitable for their particular circumstances and, if necessary, seek professional advice.

The price and value of the investments referred to in this material and the income from them may go down as well as up, and investors may realize losses on any
investments. Past performance is not a guide for future performance, future returns are not guaranteed and a loss of original capital may occur. BOBCAPS does not
provide tax advice to its clients, and all investors are strongly advised to consult with their tax advisers regarding any potential investment in certain transactions —
including those involving futures, options, and other derivatives as well as non-investment-grade securities —that give rise to substantial risk and are not suitable for all
investors. The material is based on information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied on as such.
Opinions expressed are our current opinions as of the date appearing on this material only. We endeavour to update on a reasonable basis the information discussed in

this material, but regulatory, compliance, or other reasons may prevent us from doing so.

We and our affiliates, officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or
“short” positions in, act as principal in, and buy or sell the securities or derivatives thereof of companies mentioned herein and may from time to time add to or dispose
of any such securities (or investment). We and our affiliates may act as market makers or assume an underwriting commitment in the securities of companies discussed
in this document (or in related investments), may sell them to or buy them from customers on a principal basis, and may also perform or seek to perform investment

banking or advisory services for or relating to these companies and may also be represented in the supervisory board or any other committee of these companies.

For the purpose of calculating whether BOBCAPS and its affiliates hold, beneficially own, or control, including the right to vote for directors, one per cent or more of

the equity shares of the subject company, the holdings of the issuer of the research report is also included.

BOBCAPS and its non-US affiliates may, to the extent permissible under applicable laws, have acted on or used this research to the extent that it relates to non-US
issuers, prior to or immediately following its publication. Foreign currency denominated securities are subject to fluctuations in exchange rates that could have an adverse
effect on the value or price of or income derived from the investment. In addition, investors in securities such as ADRs, the value of which are influenced by foreign
currencies, effectively assume currency risk. In addition, options involve risks and are not suitable for all investors. Please ensure that you have read and understood the

Risk disclosure document before entering into any derivative transactions.

In the US, this material is only for Qualified Institutional Buyers as defined under rule 144(a) of the Securities Act, 1933. No part of this document may be distributed

in Canada or used by private customers in the United Kingdom.

No part of this material may be (1) copied, photocopied, or duplicated in any form by any means or (2) redistributed without BOBCAPS's prior written consent.

Company-specific disclosures under SEBI (Research Analysts) Regulations, 2014
The research analyst(s) or his/her relatives do not have any material conflict of interest at the time of publication of this research report.

BOBCAPS or its research analyst(s) or his/her relatives do not have any financial interest in the subject company. BOBCAPS or its research analyst(s) or his/her
relatives do not have actual/beneficial ownership of one per cent or more securities in the subject company at the end of the month immediately preceding the date of

publication of this report.

The research analyst(s) has not received any compensation from the subject company in the past 12 months. Compensation of the research analyst(s) is not based on

any specific merchant banking, investment banking or brokerage service transactions.

BOBCAPS or its research analyst(s) is not engaged in any market making activities for the subject company.

The research analyst(s) has not served as an officer, director or employee of the subject company.

BOBCAPS or its associates may have material conflict of interest at the time of publication of this research report.

BOBCAPS's associates may have financial interest in the subject company. BOBCAPS's associates may hold actual / beneficial ownership of one per cent or more

securities in the subject company at the end of the month immediately preceding the date of publication of this report.

BOBCAPS or its associates may have managed or co-managed a public offering of securities for the subject company or may have been mandated by the subject

company for any other assignment in the past 12 months.

BOBCAPS may have received compensation from the subject company in the past 12 months. BOBCAPS may from time to time solicit or perform investment banking
services for the subject company. BOBCAPS or its associates may have received compensation from the subject company in the past 12 months for services in respect
of managing or co-managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory services in a merger or
specific transaction. BOBCAPS 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.
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