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Varun Beverages Lid. declared its Q4CY18 results recently. Net Revenues grew by 49% YoY

Key Stock Data to ¥786crs. led by robust volume growth of 40%. EBITDA for Q4CY18 grew by 46% on a

YoY basis to 948crs. Margins merely contracted by 10bps to 6.1%. Net loss for Q4CY18

CMP TS decreased by 1.7% YoY to €71.5 crs. VBL now account for 80%+ of PepsiCo India’s
Market Cap (XCrs) R14,517 beverage sales volumes in India from 51% earlier and expanded presence to 27 States and 7
52W High/Low 849/%593 Union Territories.
Shares o/s (Crs) 18.26
» Given the seasonality in the business, it is best to monitor the business on an annual
Bloomberg basis as a significant portion of the revenues and entire profits are realized in the
NSE Code VBL Apr-June quarter.
BSE Code 540180 » Varun Beverages Ltd reported topline growth of 48.9% Yo Yin Q4CY18 with
reported net sales at I785.6crs. vs. T527.5crs. in the corresponding quarter, last year.
Shareholding Pattern (%) The volume growth in India on an organic basis was strong at 28% in Q4CY18.
R 73.56% Revenue in CY18 grew by 27.5% to I5105crs vs. 4003.5¢crs led by robust volume
growth of 21.9% and value growth of ~5.6% YoY. This was driven by introduction of
Al < 1l 777 higher realisation products like Sting and Tropicana and increased MRP in selected
Public & Others 07.66% SKUs.

» Q4CY18 EBIDTA grew by 46.1% YoY to I47.8crs. Margins merely contracted by

Comparison Chart 10bps to 6.1% due to sub-optimal volumes/margins in acquired sub-territories and

Varun Beverages = Nifty 50 contribution from the Tropicana juice portfolio, where at present VBL has only a supply
900 120?)8 and distribution arrangement. EBIDTA in CY18 grew by 20.4% to 31006.7crs vs.
800 Hgoo 835.9crs. Blended margin has contracted by 116 bps to 19.7% in CY18.
700 10500
500 10000 » Net loss for Q4CY18 stood at to I71.5 crs vs. T72.7crs in Q4CY17. PAT for CY2018
00 gggg increased by 40% YoY on the back of robust volume growth in India and strong
5

volumes in Zimbabwe operations since beginning in March 2018.

—_—_————————— —

4555539288385 » Gross margins expanded by 126 bps to 56% YoY in CY18 on account of benefits
Ls<s"72060z0- - L . s . . . .
realized from reduction in sugar prices which is partially offset by increase in resin
gar p P Y Y
prices.
canci » Sales volume grew by 39.4% YoY to 46mn cases in Q4CY2018 as compared to
Financial 9 Y P
cvis S S 33mn unit cases in Q4CY2017. Recently acquired territories and introduction of higher
Summary y acq g
Naeni [ 6266.4 oo reqllfqhoon pro'duch (Sting, 'i;o.pllcq;.q, tetcjl htqzsj;lc!edQ:‘/leu]esgrowth during the
Growth % 27.50% 22.7% 18.1% quarter. Organic volume growth in India stood a o in .
EBITDA 1006.7  1217.2 1462.0 » Employees cost and other expenses increased by 25% & 65% YoY respectively on
EBITDA account of trading of Tropicana, new sub-territories and foreign currency provision.
Margin % 19.7% 19.4% 19.8%
argin
S » VBL now controls 80% of PepsiCo India’s volume. Introduction of new product
PAT 299.3 353.0 471.1 . . . . . . .
categories, like Tropicana and Sting, has resulted in better portfolio mix and
EPS (3) 16.4 19.3 25.8 ) o
improved realizations.
P/E(x) 48.5 41.2 30.8

» International business has also done well. Zimbabwe recorded strong volume of 10 mn
cases in only 10 months since beginning in March 2018. Market share in Zimbabwe
stood at 35% in CY18. Growth has corrected in Sri Lanka with new launches and
relaxed excise duty.

» The company recently approved the acquisition of franchise rights from SMV group to
manufacture PepsiCo beverages in 14 districts in the state of Maharashtra, 13 states
in the state of Karnataka and 3 districts in the state of Madhya Pradesh. These are

Ashwini Sonawane highly under-penetrated regions and provide a huge opportunity for increasing

volumes and gaining market share. These acquisitions are in line with the company’s
Tel: +9122-4019 2956

ashwinisonawane @way2wealth.com
e —————

strategy to expand into configuous territories to garner better operating leverage

and asset utilization through economies of scale.
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» The company had entered into a strategic partnership with PepsiCo in January 2018
for selling and distribution of the larger Tropicana portfolio that includes Tropicana
Juices (100%, Delight, Essentials), Gatorade in the Sports drink category and Quaker
Value-Added Dairy in territories across North and East India after Pepsi Black and
Sting energy drink.

» Management has guided I~150 crs capex for Pathankot facility and expected to be
operational by March 2019.

Risks

» Volatility in raw material prices most important ones being sugar & PET chips to
impact margins.

» Nature of business is such that franchisee rights will come up for renewal at select time
periods. Seasonal nature of business makes the Apr-Jun quarter the main stay for the
company.

» Changes in consumer preference/tastes will impact demand for products.

Valuation & Outlook

VBL is a play on the consumption story in India. VBL is well-positioned in one of PepsiCo’s
largest markets, with thriving demographics. It has a strong distribution network and has
over the years developed deep entrenched relations with the PepsiCo. This is evident from
the fact that PepsiCo has sold many of its bottling plants in North & east to VBL to drive
growth. Over the years the company has been acquiring to grow its share and it is
expected to ramp up capacity utilizations at these new territories. Improvement in capacity
utilisations, margin expansion and consolidation of operations will lead to improvement in
FCF going forward. At the CMP of 795 the stock trades at 41.2x & 30.8x its estimated
EPS of 19.3/- & ¥25.8/- for CY19 & CY20 respectively. We advise investors with a
long-term investment horizon to HOLD the stock.
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Standalone Financials

(TCrs)

Q4CY18 Q4CY17 VAR [%] Q3CY18 VAR [%] CY18 CY17 VAR [%]

Net Sales 416.9 330.1 26.3% 809.3 -48.5% 3,862.3 3,062.7 26.1%

Other Income 42.6 0.1  42510.0% 27.7 53.7% 96.2 47.3 103.3%

Total Income 459.5 330.2 39.1% 837.0 -45.1% 3,958.4 3,110.0 27.3%

Raw Material Consumed 172.8 176.0 -1.8% 309.1 -44.1% 1,660.3 1,454.6 14.1%

Stock Adjustment (40.1) (56.2) -28.6% (29) 1302.1% (68.4) (66.2) 3.3%

Purchase of Finished Goods 32.1 1.3 2369.2% 58.0 -44.7% 182.9 15.9 1049.8%
RMC % 39.5% 36.7% 45.0% -12.1% 46.0% 45.9%

Employee Expenses 96.3 78.1 23.3% 102.0 411.4 319.2 28.9%
EMC % 23.1% 23.7% 12.6% 83.3% 10.7% 10.4%

Advertisement Expenses 0.0 0.0 - 0.0 0.0 0.0 -
Advt % 0.0% 0.0% 0.0% - 0.0% 0.0%

Other Expenses 146.9 123.7 18.8% 170.9 819.6 617.0 32.8%
Other Expenses % 35.2% 37.5% 21.1% 66.9% 21.2% 20.1%

TOTAL EXPENDITURE 408.0 322.9 26.4% 637.1 -36.0% 3,005.9 2,340.5 28.4%

PBIDT 8.8 7.2 22.5% 172.2 856.4 722.2 18.6%
PBIDT Margin % 2.1% 2.2% 21.3% -90.1% 22.2% 23.6%

Interest 50.9 53.1 -4.2% 42.0 21.2% 194.3 191.7 1.3%

PBDT 0.5 (45.8) -101.2% 157.9 -99.7% 758.3 577.8 31.2%

Depreciation 69.7 69.8 -0.1% 75.1 7.2% 295.6 273.6 8.0%

PBT before Exceptional items (69.1) (115.6) -40.2% 82.8 462.7 304.2 52.1%

PBT after Exceptional items (69.1) (115.6) -40.2% 82.8 -183.5% 462.7 304.2 52.1%

Tax (15.1) (46.5) -67.5% 19.2 -178.6% 130.6 68.6 90.5%
Tax Rate % 21.9% 40.3% 23.2% -5.9% 28.2% 22.5%

Reported Profit After Tax (54.0) (69.1) -21.7% 63.6 332.1 235.6 40.9%

:::s'ed Profit After Extra-ordinary (54.0) (69.1) 21.7% 63.6  -185.0% 332.1 235.6 40.9%

Basic:

EPS (2.96) (3.79) -21.7% 3.48 18.21 12.92 40.9%
Equity 182.4 182.4 182.4 0.0% 182.4 182.4
Face Value 10.0 10.0 10.0 10.0 10.0
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Consolidated Financials

(T Crs)

Q4CY18 Q4CY17 VAR [%] Q3CY18 VAR [%] CY18 CY17 VAR [%]

Net Sales 785.6 527.5 48.9% 1,165.8 -100.0% 5,105.3 4,003.5 27.5%

Other Operating Income 0.0 0.0 - 0.0 - 0.0 0.0 -

Other Income 12.7 1.5 727.3% 0.6 1112.1% 21.8 22.6 -3.7%

Total Income 798.4 529.0 50.9% 1,166.4 -100.0% 5127.1 4,026.2 27.3%

Raw Material Consumed 264.5 248.5 6.4% 452.5 -100.0% 2,112.3 1,855.5 13.8%

Stock Adjustment (33.6) (63.0) -46.6% 12.3 -103.8% (62.4) (73.2) -14.8%

Purchase of Finished Goods 36.0 6.2 480.6% 61.9 -92.2% 194.2 27.8 599.6%
RMC % 34.0% 36.4% 45.2% 44.0% 45.2%

Employee Expenses 144.7 115.8 24.9% 148.6 -99.8% 583.0 462.9 25.9%
EMC % 18.4% 22.0% 12.7% 11.4% 11.6%

Advertisement Expenses - - 0.0 0.0 -
Advt % 0.0% 0.0% 0.0% 0.0% 0.0%

Other Expenses 326.2 187.2 74.3% 279.2 -99.7% 1,271.6 894.7 42.1%
Other Expenses % 41.5% 35.5% 23.9% 24.9% 22.3%

TOTAL EXPENDITURE 737.8 494.8 49.1% 954.5 -99.9% 4,098.7 3,167.6 29.4%

PBIDT 47.8 327 46.1% 211.3 -99.8% 1,006.7 835.9 20.4%
PBIDT Margin % 6.1% 6.2% 18.1% 19.7% 20.9%

Interest 537 52.6 2.1% 47.2 -100.0% 212.5 212.2 0.2%

PBDT 6.9 (18.3) -137.4% 164.7 -100.8% 815.9 646.4 26.2%

Depreciation 94.1 88.0 6.9% 99.9 -99.9% 385.1 346.7 11.1%

PBT before Exceptional items (87.2) (106.3) -18.0% 64.8 -100.3% 430.8 299.7 43.7%
Prior period ltem 0.0 0.0

Shareof profit in associate 0.7 0.5 43.5% 0.6 -27.5% 3.1 1.4 123.4%
Minority interest 0.7 0.7 0.0 0.7 0.7

PBT after Exceptional items (87.3) (106.6) -18.1% 65.4 -100.3% 433.2 300.4 44.2%

Tax (15.8) (43.9) -64.0% 21.2 -103.0% 133.9 76.8 74.2%
Tax Rate % 18.1% 41.2% 32.4% 30.9% 25.6%

Reported Profit After Tax (71.5) (72.4) -1.2% 44.2 -99.7% 299.3 223.6 33.9%

Extra-ordinary Items 0.0 0.0 - 0.0 - 0.0 0.0 -

:::s*ed Profit After Extra-ordinary (71.5) (72.4) -1.2% 442  -99.7% 299.3 223.6 33.9%

Basic:

EPS (3.91) (3.99) 13.9% 2.42 -94.2% 16.39 12.24 33.9%
Equity 182.6 182.6 182.6 182.6 182.6
Face Value 10.0 10.0 10.0 10.0 10.0
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Disclaimer

Analyst Certification: I, Ashwini Sonawane, the research analyst and author of this report, hereby certify that the views expressed in this
research report accurately reflect our personal views about the subject securities, issuers, products, sectors or industries. It is also certified
that no part of the compensation of the analyst(s) was, is, or will be directly or indirectly related to the inclusion of specific recommendations
or views in this research. The analyst(s), principally responsible for the preparation of this research report, receives compensation based on
overall revenues of the company (Way2Wealth Brokers Private Limited, hereinafter referred to as Way2Wealth) and has taken reasonable care to
achieve and maintain independence and objectivity in making any recommendations.

It is confirmed that Ashwini Sonawane, the author of this report has not received any compensation from the companies mentioned in the report
in the preceding 12 months. Our research professionals are paid in part based on the profitability of Way2Wealth, which include earnings from
other business. Neither Way2Wealth nor its directors, employees, agents or representatives shall be liable for any damages whether direct or
indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the
information contained in this report.

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to
you. Way2Wealth is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security
or product, or to engage in or refrain from engaging in any such transaction. The contents of this material are general and are neither
comprehensive nor appropriate for every individual and are solely for the informational purposes of the readers. This material does not take
into account the specific objectives, financial situation or needs of an individual/s or a Corporate/s or any entity/s.

This research has been prepared for the general use of the clients of the Way2Wealth and must not be copied, either in whole or in part, or
distributed or redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information
in this research in any way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same
time. Way2Wealth will not treat recipients as customers by virtue of their receiving this report. The distribution of this document in other
jurisdictions may be restricted by the law applicable in the relevant jurisdictions and persons into whose possession this document comes should
inform themselves about, and observe any such restrictions.

The report is based upon information obtained from 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. Way2Wealth or any of its affiliates or employees makes no
warranties, either express or implied of any kind regarding any matter pertaining to this report, including, but not limited to warranties of
suitability, fitness for a particular purpose, accuracy, timeliness, completeness or non-infringement. We accept no obligation to correct or
update the information or opinions in it. Way2Wealth or any of its affiliates or employees shall not be in any way responsible for any loss or
damage that may arise to any person from any inadvertent error in the information contained in this report. The recipients of this report should
rely on their own investigations. In no event shall Way2Wealth be liable for any damages of any kind, including, but not limited to, indirect,
special, incidental, consequential, punitive, lost profits, or lost opportunity, whether or not Way2Wealth has advised of the possibility of such
damages.

This material contains statements that are forward-looking; such statements are based upon the current beliefs and expectations and are
subject to significant risks and uncertainties. Actual results may differ from those set forth in the forward-looking statements. These
uncertainties include but are not limited to: the risk of adverse movements or volatility in the securities markets or in interest or foreign
exchange rates or indices; adverse impact from an economic slowdown; downturn in domestic or foreign securities and trading conditions or
markets; increased competition; unfavorable political and diplomatic developments; change in the governmental or regulatory policies; failure
of a corporate event and such others. This is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to
participate in any particular trading strategy. No part of this material may be copied or duplicated in any form by any means or redistributed
without the written consent of Way2Wealth. In no event shall any reader publish, retransmit, redistribute or otherwise reproduce any
information provided by Way2Wealth in any format to anyone. Way2Wealth and its affiliates, officers, directors and employees including persons
involved in the preparation or issuance of this report may from time to time have interest in securities / positions, financial or otherwise in the
securities related to the information contained in this report.

To enhance transparency, Way2Wealth has incorporated a Disclosure of Interest Statement in this document. This should, however, not be
treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement in Varun Beverages Ltd. as on February 27, 2019

Name of the Security Varun Beverages Ltd.
Name of the analyst Ashwini Sonawane
Analysts’ ownership of any stock related to the information NIL
contained
Financial Interest
Analyst : No
Analyst’s Relative : Yes / No No
Analyst’s Associate/Firm : Yes/No No
Conflict of Interest No
Receipt of Compensation No
Way2Wealth ownership of any stock related to the information NIL
contained
Broking relationship with company covered NIL
Investment Banking relationship with company covered NIL

This information is subject to change without any prior notice. Way2Wealth reserves at its absolute discretion the right to make or refrain from
making modifications and alterations to this statement from time to time. Nevertheless, Way2Wealth is committed to providing independent and
transparent recommendations to its clients, and would be happy to provide information in response to specific client queries.
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