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Investment Argument
V-Mart an Organized Retail play in non-metro, low penetrated and aspiring
Indian Markets: V-Mart is one of the fastest growing Retail companies with a CAGR
growth of 24% over last 2 years in store additions in tier3 & 4 segments. As of
9MFY18 the company has 104 of 167 stores in the tier3 (87 stores) and tier4
segment (17 stores). With quality product offered at attractive prices (through
right souring) V-Mart has been successful in smaller towns.
Expansion Opportunity: 770 districts in India (with 41% covered with organized
Retail) presents a huge opportunity for a value based retail company. Even in VMarts key markets i.e. UP and Bihar (with 113 districts) the company has not fully
penetrated. Each thesil and Taluka level average market size is ~Rs 5bn and V-Mart
single store is not even 3% of the same.
Supportive Cost-Structure: With rental costs at 4.5% of Revenues V-Mart has one
of lowest rental costs in the Retail industry (based on leased model); the company
achieves break-even in 1st year of store operation and payback in 3 years.
First Mover Advantage in states which have 31% of India’s population: 70% of
stores are concentrated in highly populated states i.e. UP, Bihar, Jharkhand which
together constitute 31% of India’s population. Out of 171 stores 71 (41%) are in
UP, 36 (21%) in Bihar and 14(8%) in Jharkhand. We believe this is one of the biggest
USP the company has achieve by getting a brand recognition in these states.
Plans to increase store area in the range of 15-17% YoY; funded through internal
accruals: V-Mart would be increasing total area, i.e. 14.3lacs currently to ~20lacs
sq.ft by FY20 most of which would be in small and untapped towns on a cluster
based approach. Total Capex of ~1bn required for new store openings (till FY20)
would be met via internal accruals.
Strong Presence with 171 stores YTD spread across 14.3 lakh sqft growing at
CAGR of 21% over last 6 years: spread across 145 cities in 14 states with 37
composite stores and 134 fashion stores.
Valuation: V-Mart is expected to record a CAGR of 20% topline supported by 1517% store expansion in-terms of total sqft area, all through internal accruals.
Bottom-line growth is expected to be at 37% due to improvement in margins and
lower interest expenses on account of debt clearance in FY18.
The company is Net Debt free and expected to improve ROE and ROCE from 14.6%
and 19.8% in FY17 to 20% and 29.5% in FY20.
At CMP of Rs 1901 VMart is trading at 42x its FY19e EPS of Rs 45.2 and 33.6x its
FY20e EPS of Rs 56.6.
Based on our weighted average target price we recommend investors to BUY the
stock with target price of Rs 2230 i.e. upside of 17%.

Financials ( Consolidated)

Dalal and Broacha Research is available on Bloomberg DBVS <GO>
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BACKGROUND
V-Mart, incorporated in 2002, opened their first maiden stores in 2003, in Ahmedabad, Gujarat. By 2006, the company had
already crossed a retail space of 1 Lac Sq.Ft and in 2008, the company crossed a turnover of Rs.1000 Mn. In 2013, the company
got listed on both stock exchanges, through IPO of Rs. 961 Mn, at a price of Rs. 210 per share.
Currently V-Mart Retail Ltd has 171 stores with 14.3 lac sqft spread across 145 cities in 14 states with 37 composite stores and
135 fashion stores
V-Mart currently employs over 5,500 people directly and indirectly supporting several more individuals and MSMEs across India
and 700 vendors across India. The company has a base of 9mn customers rolled under the customer loyalty program.
Sales Mix: Apparels ~80%, Non-Apparels ~15% and Kirana ~5%. Going forward the company’s strategy is to open more Apparels
store and discontinue composite and kirana stores.
Industry and Opportunity Size:
India’s Retail market is ~USD616bn as of FY16 of which organized retail accounts for 9%. This industry has been growing at a
CAGR of ~10% over last few years. Organized Retail stood at ~USD55bn in FY16 is expected to reach USD166bn by FY2025 i.e
CAGR of 13% contributed by factors such as rising per-capita income, increasing urbanization and shift from un-organized to
organized. The recent changes in the industry, such as the increase in FDI limit in single brand retail and the introduction of the
GST are likely to accelerated growth in organized retail.
Apparels is a major constituent of Retail with all 3 of it’s sub-categories namely Menswear, Womenswear and Kids wear showing
good growth rates. Menswear, currently at USD24Billion is expected to grow at a CAGR of 8.5% over next 5 years, Womenswear
to grow at a CAGR of 9% over next 5 years. With these staggering numbers, V-mart who has all 3 categories has immense
opportunity to grow.
Lowest rental in the Retail industry with break-even achieved in 1st year of operation and payback in 3 years:

As seen above V-Mart has been successfully managing rental costs in the range of 4.9% to 4.3% one of the lowest in the (leased
based) Retail company models. V-Mart also has an internal policy of opening stores at locations that generate Sales of at least
22x of rentals that they pay.
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Rental costs are one of the major costs for any retail company and V-Mart tends to gain at this end as against the others giving
it a buffer of ~5% on EBITA margins.
With this kind of cost structure new stores have the capability to break-even in the year of opening and the pay-back period is
3 years.
Competitive Edge: Many national retailers want to get into value segment and chase similar customer base and get on to tier-2
tier-3 cities which is also a confirmation of the fact that the opportunity size is huge. V-Mart is primarily a tier-2 and 3 city retailer
and since the company operates in cluster based approach the company has a good understanding and database of the customer
segment (in –terms of the income levels and products required) they serve.
Store Expansion to continue at CAGR of 19%; funded through internal accruals:

As seen above the company’s store area in square feet has been expanding at CAGR of 21% and going forward as well the
company would be expanding at 15-17% on a YoY basis. The company would be increasing total area, from 14.3lacs currently to
~20lacs sqft by FY20 most of which would be in small and untapped towns on a cluster based approach.
Capex of Rs ~1bn by FY20 would be driven by internal accruals: In a business that warrants resources to build stocks and widen
store rollout, the company has managed to remain net debt-free, with 30 stores opened YTD FY18. Going forward as well the
company would be generating enough cash-flows to fund 15-20% in square foot additions.
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Store Concentration and expansion in majorly populated states:

V-Mart has been focused on increasing stores in UP Orissa Bihar and Jharkhand. The company remains bullish on the Eastern
part of India as a whole even though currently the company has stores concentrated in Northern India i.e. Bihar and UP, they
are expanding in Orissa and Jharkhand.
In terms of total population in our country UP constitutes 16.5%, Bihar 8.6%, Jharkhand 2.7% and Odisha 3.5% i.e. a total of
31%; V-Mart has been successfully operating in these markets for more than a decade and has enough data analytics gathered
to provide the right product at the right price to the specific customer of the chosen areas. V-Mart’s success ratio as compared
to other retail companies in these markets is higher.
Efficient Business Model with a Cluster Based Approach:
V-Mart operates on a Cluster based model opening a number of stores within one area and then moving 100-150km away
from the last Cluster to open new stores in the new area. The Company takes full advantage of the benefits of using this
approach in terms of understanding different customer preferences in each recognized area and opening stores in light of it.
Pilot project doing reasonably well and should do better in coming future; Expansion Opportunity:
In FY18 YTD V-Mart has majorly expanded in tier-4 towns by opening 14 stores and taking the total to 17 stores. Initial results
of tier-4 towns (i.e. below district level at Taluka and Thesil level) have shown good growth equivalent to tier 2 and 3 towns.
Opportunity: India has ~770 districts of which approximately 320 districts are covered by organized retail hence the
opportunity is huge.

Page 4

V-Mart Retail Ltd

March 13, 2018

Initiating Coverage @ Dalal & Broacha

There are more than 1000 towns in the territory where V-Mart operates where the tehsil population is greater than 1 lakh or 2
lakhs presenting a huge opportunity in the existing belt itself. Each of these markets is ~ 500 to 800 crs and one V-mart store
achieves ~ 10cr of sales which gets V-Mart less than 3% of market share, hence enough space for V-Mart.
Strategy: The management has strategically reduced the selling price of products with the conviction of leading volume-led
growth rather than value led growth as the company penetrates in tier-4 towns product variety at lower price points becomes
strategic which would pay-out in future.
GST benefit: V-mart is now being able to get the vatable credit on taxes paid on rent and other services related items which
was not possible earlier, the improvement on account of this would be sustainable going forward. As on date the company has
managed to improve margins to the extent of 0.6% due savings on rental and some other services related expenditure.
Private labels’ share: Private labels’ share is currently ~50%. The company proposes to increase this to 80% in future to
provide the customers with unique products. The current focus is to increase the share of private labels without pushing for
margins as the private label products are not very differentiated from normal products and hence getting a premium on them
is unlikely.
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FINANCIALS
Revenues:
V-Marts revenues has been growing at a CAGR of 29% over FY12 to FY17 supported by 21% CAGR in overall square foot area.
Going forward as well with 15-17% increase in overall square feet between FY18-20 and a Same Store Sales growth of 10% we
expect the company’s revenue to grow at a CAGR of 20%.
Over the years sales per square foot has increased from Rs 6162 to Rs 8374 (on calculated basis) which is in-line with other
Retail players concentrated in Metro areas such as Shoppers Stop and Trent as shown below. However since the costs in tier3
and 4 are reasonably lower V-Mart tends to gain in terms of faster break-even and payback.

EBIDTA
The company’s EBIDTA has been growing at a CAGR of 24% between FY12 to FY17. EBIDTA margins has been ranging between
8.2%-10.4%. For 9MFY18 the company recorded highest EBIDTA margins of 11.9% on account of higher gross margins and
other cost efficiencies. Shrinkage over the years has reduced by 73bps on account of technology introduced in supply chain
management and warehouses.
We expect EBIDTA to grow at a CAGR of 29.6% between FY17-20, as going forward the management is confident of
maintaining EBIDTA margins at 10% even at higher base of new store opening due to better gross margins on account of
reduction in shrinkage (as shown below) and benefits of input credit on account of GST on rental cost and other service related
expenses would continue (9MFY18 benefits on account of GST was 0.6%).
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PAT
V-Mart’s PAT has been growing at a CAGR of 30% over FY12 to FY17 supported by lower interest costs that de-grew at the rate
of 12.2% during the same period. Going forward we expect PAT to grow at a CAGR of 37% higher than EBIDTA mainly on
account of reduction in interest expenses down on account of reduction in borrowings from Rs 354.7mn to Rs 11.6mn and nofurther increase in debt as company would generate enough cash flows to support its current expansion plans.
Working Capital Management to improve further by reducing shrinkage: The Company has been able to reduce the
inventory-days on account of technology deployment at warehouse and automation of store supply system. Better inventory
planning cycle and focus on technology has also helped the company to reduce shrinkage. Going forward the company has
introduced automated packing and shrink wrap system at the warehouse to control shrink in transit.
The company is also working with vendors and 3rd party agencies to improve payment solutions and payment mechanism with
vendors to pay earlier. Warehouse management systems and supply chain efficiencies to decrease the inventory at stores and
warehouse levels would bring ~20% additional improvement in working capital going forward.
ROE and ROCE

The company’s ROE and ROCE over the next few years is expected to improve from 19.8% and 14.6% in FY17 to 29.5% and 20%
respectively. The company would be generating Free Cash Flows of Rs 496mn in FY20 from Rs 270mn in FY17.
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VALUATION AND OUTLOOK
Valuation Sheet

Based on Bloomberg Estimates
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Outlook:
V-Mart is one of the fastest growing Value Retail companies concentrated in the tier2 to tier4 towns. The company has first
mover advantage in the non-metro Retail space with relevant experience and enough data analytics to capture markets faster
than its peers catering the aspiration of customer with appropriate quality products at the right price point.
Only 320 of 770 districts in India covered by organized retail presents a huge scope of expansion for experienced players like VMart.
Valuation:
V-Mart is expected to record a CAGR of 20% topline supported by 15-17% store expansion in-terms of total square feet area, all
through internal accruals.
Bottom-line growth is expected to be at 37% due to improvement in margins (supported by its cluster based model, low rentals
of ~4.7% of Revenues) and low interest expenses on account of debt clearance in FY18.
The company is Net Debt free with a payback period of 3 years for new store and is expected to improve ROE and ROCE from
14.6% and 19.8% in FY17 to 20% and 29.5% in FY20.

VMart is trading at 42x its FY19e EPS of Rs 45.2 and 33.6x its FY20e EPS of Rs 56.6 and for similar period on EV/EBIDTA it trades
at 23x and 18.6x respectively.
Based on our weighted average target price we recommend investors to BUY the stock with target price of Rs 2230 i.e.
upside of 17%.
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Disclaimer
Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D& B (CIN_U67120MH1997PTC111186) was established in
1997 and is an integrated financial services player offering an extensive range of financial solutions and services to a wide
spectrum of customers with varied needs ranging from equities to mutual funds to depository services.
D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited (NSE).
D&B along with its affiliates offers the most comprehensive avenues for investments and is engaged in the securities businesses
including stock broking (Institutional and retail), depository participant, portfolio management and services rendered in
connection with distribution of primary market issues and financial products like mutual funds, fixed deposits. Details of
associates are available on our website i.e. www.dalal-broacha.com
D&B is registered as Research Analyst with SEBI bearing registration Number INH000001246 as per SEBI (Research Analysts)
Regulations, 2014.
D&B 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 any time in the past. It 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.
SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice letters or
levied minor penalty on D&B for certain operational deviations in routine course of business.
D&B offers research services to clients as well as prospects. 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 D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014 with
reference to the subject company(s) covered in this report-:
D&B or its associates may have financial interest in the subject company..
D&B or its associates do not have any material conflict of interest in the subject company.
The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject company.
D&B 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.
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Disclosures in respect of Research Analyst:
Whether 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:
Whether the Research Analyst or his/her relative’s financial interest in the subject company.
Whether the research Analyst has served as officer, director or employee of the subject
company
Whether the Research Analyst has received any compensation from the subject company in
the past twelve months
Whether the Research Analyst has managed or co‐managed public offering of securities for
the subject company in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or
merchant banking or brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation for products or services other
than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months
Whether the Research Analyst has received any compensation or other benefits from the
subject company or third party in connection with the research report

No

No
No
No
No
No
No

No

D&B 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 D&B 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 material presented in this report, unless specifically indicated
otherwise, is under copyright to D&B. 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 D&B . All trademarks,
service marks and logos used in this report are trademarks or registered trademarks of D&B 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
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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.
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