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Cigarette volumes to revive… 

VST industries would be the bigger beneficiary of the change in the 

indirect tax structure. With the abolition of excise duty and additional 

excise duty, net tax incidence for VST industries would come down by 

8.3% and to comply with the anti profiteering clause, the company would 

require taking price cut by 6.0%. State VAT has been replaced by GST 

and cess would replace specific excise duty. Though, the absolute tax 

rate on cigarettes has remained same but with the elimination of ‘Tax on 

Tax’ has reduced the tax liabilities for cigarettes companies. We have 

increased our volume growth estimate from 2.5% to 6% for FY18E and 

from 3% to 5% in FY19E.  This would translate in to EPS increase by 

5.9% to |134.6 in FY18E and 9.1% to | 164.6 in FY19E. We remain 

positive on the stock and upgrade our recommendation to Buy with the 

target price of | 4130/share. 

 

Exhibit 1: Lower tax incidence under GST 

(| Per stick) Earlier Under GST Difference

Net Realisation 0.96 0.96

Excise Duty/NCCD 1.81 0.12

Gross realisation 2.77 1.08

VAT @ 25%  / GST @ (28%+5%) 0.69 0.36

Cess 0.00 1.82

Total tax incidence 2.50 2.29 -8.3%

Dealers Margin @ 15% 0.52 0.49

MRP 3.98 3.74 -6.0%
 

Source: Company, ICICIdirect.com Research 

Upgrading volume estimates on lower tax incidence 

With lower tax incidence under GST, we expect the cigarette volumes to 

report higher growth; hence we have revised our volume estimates 

upwards from 2.5% to 6.0% for FY18E and from 3.0% to 5.0% for FY19E. 

On account of higher volumes, our revenue estimates are getting 

upgraded by 2.5% and 4.1% for FY18E and FY19E, respectively. We 

expect the EBITDA margin at 29.2% and 31.1% for FY18E and FY19E, 

respectively.  

Exhibit 2: Change in estimates 

(| Crore) Old New % change Old New % change

Revenue 1073.6 1100.5 2.5 1,189.9 1,238.3 4.1

EBITDA 305.2 321.8 5.4 355.7 386.1 8.5

EBITDA Margin (%) 28.4 29.2 84 bps 29.8 31.1 126 bps

PAT 196.3 207.8 5.8 232.8 254.1 9.2

EPS (|) 127.1 134.6 5.9 150.8 164.6 9.1

FY18E FY19E

 

Source: Company, ICICIdirect.com Research 

Volume growth to come after five years of decline, upgrade to Buy  

With the clarity on reduction in indirect tax liability, we remain positive on 

volume growth prospects for the company. We expect VST to clock 

revenue CAGR of 14.5% FY17-19E led by volume CAGR of 5.5% after 

witnessing volume decline for five consecutive years. Led by healthy 

revenue growth and EBITDA margin expansion of 510 bps, profit for the 

company is estimated to grow at a CAGR of 23.3% over the same period. 

Hence, we are upgrading our recommendation on the stock to Buy with a 

revised target price of | 4130/share valuing it at 25x on its FY19E EPS of | 

164.6. 

 

VST Industries (VSTIND) | 3750 
 Rating matrix 

Rating : Buy

Target : | 4130

Target Period : 12-15 months

Potential Upside : 10%
 

 

 What’s changed? 

Target Changed from | 3320 to | 4130

EPS FY18E Changed from | 127.1 to | 134.6

EPS FY19E Changed from | 150.8 to | 164.6

Rating Changed from Hold to Buy
 

 
 

 Key financials 

| Crore FY16 FY17 FY18E FY19E

Net Sales 878.9         944.1         1,100.5      1,238.3      

EBITDA 237.4         246.2         321.8         386.1         

Net Profit 153.1         167.2         207.8         254.1         

EPS (|) 99.2           108.3         134.6         164.6         
 

*From FY16 onwards, financials are reported as per Ind AS 

 

 Valuation summary 

FY16 FY17 FY18E FY19E

P/E 37.8           34.6           27.9           22.8           

Target P/E 41.7           38.1           30.7           25.1           

Div. Yield 1.9             2.0             2.4             2.9             

Mcap/Sales 6.6             6.1             5.3             4.7             

RoNW (%) 41.3           31.1           34.1           36.2           

RoCE (%) 59.7           45.0           49.0           51.5           
 

*From FY16 onwards, financials are reported as per Ind AS 

 

 Stock data 

Amount

Market Capitalization (| Crore) 5,790.7

Total Debt (FY17) (| Crore) 0.0

Cash and Investments (FY17)  (| Crore) 189.9

EV (| Crore) 5,600.8

52 week H/L 3664 / 1690

Equity capital | 15.4 crore

Face value | 10
 

 

 Price performance 

1M 3M 6M 12M

VST Industries 19.7 29.8 54.0 118.3

ITC 10.6 21.4 42.4 39.9

Godfrey Phillips 6.2 12.4 26.3 48.0
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Recommendation history vs. Consensus 
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Source: Bloomberg, Company, ICICIdirect.com Research 

 

Key events 

Date Event

Apr-09 Final dividend of | 30/share on closing share price of | 213 yielding a dividend of 14.1%

Apr-10 Final dividend of | 30/share; margins decline significantly to 17.6%

Apr-11 Final dividend of | 45/share; margins improve by robust 1050 bps YoY to 28.1%

Jan-12 Profits decline ~10% YoY with volume growh in cigarettes declining ~9% YoY

Feb-12 GoI increases excise duty on cigarettes above 65 mm by ~21% in FY13 Budget

Apr-12 Final dividend of | 65/share

Sep-12 Profitability declines ~17% YoY led by muted sales growth of ~6% and decline in margins by ~690 bps YoY to 24.6%

Apr-13 Volume growth in cigarettes or FY13 comes in ~13% lower with a margin decline of ~600 bps to 27%. Profits also remain lower by ~11% for the year

Jul-14 Governement increases excise duty on <65 mm segment cigarettes by ~72% and other lengths by 11-21%

Feb-15 Excise duty on below 65 mm category increased by 25% with above 65 mm category increased by 15% in Union Budget FY16

Feb-16 Excise hike of 10% on cigarettes in Budget 2016

Feb-17 Government announces a 6% hike in excise duty across categories of cigarette
 

Source: Company, ICICIdirect.com Research 

 

Top 10 Shareholders  Shareholding Pattern 

Rank Name Latest Filing Date % O/S Position (m) Change (m)

1 British American Tobacco PLC 31-Mar-17 31.73 4.9 0.0

2 Bright Star Investments Pvt. Ltd. 31-Mar-17 25.95 4.0 0.0

3 HDFC Asset Management Co., Ltd. 31-Mar-17 8.89 1.4 0.0

4 Matthews International Capital Management, L.L.C. 31-Mar-17 7.68 1.2 -0.1

5 ICICI Lombard General Insurance Company Ltd. 31-Mar-17 2.14 0.3 0.0

6 The New India Assurance Co. Ltd. 31-Mar-17 1.71 0.3 0.0

7 DSP BlackRock Investment Managers Pvt. Ltd. 31-Mar-17 1.63 0.3 0.0

8 IDBI Asset Management Limited 30-Apr-17 0.78 0.1 0.0

9 Rothmans International Enterprises, Ltd. 31-Mar-17 0.43 0.1 0.0

10 Axis Asset Management Company Limited 31-May-17 0.40 0.1 0.0
 

 (in %) Jun-16 Sep-16 Dec-16 Mar-17 Jun-17

Promoter 32.2 32.2 32.2 32.2 32.2

FII 10.6 10.6 10.4 10.4 10.3

DII 14.2 14.4 14.3 14.3 14.4

Others 43.1 42.9 43.2 43.2 43.2

 

Source: Reuters, ICICIdirect.com Research 

 

Recent Activity 

Investor name Value Shares Investor name Value Shares

IDBI Asset Management Limited 0.06m 0m Fidelity Management & Research Company -0.16m 0m

State Street Global Advisors (US) 0.01m 0m HDFC Asset Management Co., Ltd. -0.06m 0m

Dimensional Fund Advisors, Ltd. 0m 0m 0 0m 0m

Buys Sells

 

Source: Reuters, ICICIdirect.com Research 
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Financial summary 

 

Profit and loss statement | Crore 
 

(Year-end March) FY16 FY17 FY18E FY19E

Total Operating Income 883.1 948.2 1104.9 1243.0

Growth (%) 5.6 7.4 16.5 12.5

Raw Material Expenses 435.3 468.4 529.1 577.3

Employee Expenses 80.4 91.3 104.5 117.6

Marketing Expenses 47.5 0.0 50.4 56.7

Administrative Expenses 43.2 0.0 55.0 59.4

Other expenses 39.4 142.4 44.0 45.8

Total Operating Expenditure 645.7 702.0 783.1 856.9

EBITDA 237.4 246.2 321.8 386.1

Growth (%) -2.0 3.7 30.7 20.0

Depreciation 31.0 36.9 38.0 40.1

Interest 0.0 0.0 0.0 0.0

Other Income 0.0 0.0 0.0 0.0

PBT 226.6 246.8 300.8 363.0

Others 20.2 37.6 17.0 17.0

Total Tax 73.5 79.6 93.0 108.9

PAT 153.1 167.2 207.8 254.1

Growth (%) 0.6 9.2 24.3 22.3

EPS (|) 99.2 108.3 134.6 164.6
 

Source: Company, ICICIdirect.com Research 

*From FY16 onwards, financials are reported as per Ind AS 

 

  Cash flow statement | Crore 
 

(Year-end March) FY16 FY17E FY18E FY19E

Profit after Tax 153.1 167.2 207.8 254.1

Add: Depreciation 31.0 36.9 38.0 40.1

(Inc)/dec in Current Assets 5.9 36.3 -255.1 -97.9

Inc/(dec) in CL and Provisions -25.8 -199.6 240.7 61.2

CF from operating activities 164.2 40.8 231.3 257.5

(Inc)/dec in Investments 0.0 0.0 -50.5 -6.6

(Inc)/dec in Fixed Assets -47.9 -43.1 -30.0 -30.0

(Inc)/dec in LT Loans & Adv. -4.1 1.0 0.0 0.0

Others -3.6 0.5 -7.6 0.4

CF from investing activities -55.7 -41.6 -88.1 -36.2

Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0

Inc/(dec) in loan funds 0.0 0.0 0.0 0.0

Dividend paid & dividend tax -129.5 0.0 -135.5 -162.6

Inc/(dec) in Reval. Reserve 0.0 0.0 0.0 0.0

Inc/(dec) in Exch. Fluc. Res. 0.0 0.0 0.0 0.0

CF from financing activities -129.4 0.0 -135.5 -162.6

Net Cash flow -20.8 -0.7 7.7 58.7

Opening Cash 42.1 21.2 20.5 28.2

Closing Cash 21.2 20.5 28.2 86.9
 

Source: Company, ICICIdirect.com Research 

 

 

 

Balance sheet | Crore 
 

(Year-end March) FY16 FY17 FY18E FY19E

Liabilities

Equity Capital 15.4 15.4 15.4 15.4

Reserve and Surplus 355.0 521.6 594.5 686.0

Total Shareholders funds 370.4 537.1 609.9 701.4

Total Debt 0.0 0.0 0.0 0.0

Long Term Provisions 9.3 10.9 3.3 3.7

Total Liabilities 379.7 548.0 613.2 705.1

Assets

Gross Block 484.7 527.8 557.8 587.8

Less: Acc Depreciation 270.0 306.9 344.9 385.0

Net Block 214.7 220.8 212.8 202.7

Capital WIP 0.0 0.0 0.0 0.0

Deferred Tax Asset 20.8 21.9 21.9 21.9

Non Current Investments 2.3 2.3 52.8 59.4

LT Loans & Advances/Others 5.2 4.2 4.2 4.2

Current Assets

Inventory 377.0 329.3 437.2 491.9

Debtors 12.4 12.0 18.1 20.4

Cash 21.2 19.9 28.2 86.9

Loans & Advances 12.9 15.0 33.2 37.3

Current Investments 160.0 170.0 286.4 322.3

Other CA 0.7 0.3 6.9 7.8

Current Liabilities

Creditors 64.6 56.0 81.4 91.6

Provisions 131.5 0.0 0.0 0.0

Other CL 251.4 191.8 407.0 458.0

Net Current Assets 136.8 298.8 321.6 417.0

Total Assets 379.7 548.0 613.2 705.1
 

Source: Company, ICICIdirect.com Research 

 

  Key ratios 
 

(Year-end March) FY16 FY17 FY18E FY19E

Per share data (|)

EPS 99.2 108.3 134.6 164.6

Cash EPS 119.2 132.2 159.2 190.5

BV 239.9 347.8 395.0 454.2

DPS 70.0 75.0 90.0 110.0

Cash Per Share 13.7 12.9 18.3 56.3

Operating Ratios (%)

EBITDA Margin 26.9 26.0 29.1 31.1

PBT / Net Sales 25.8 26.1 27.3 29.3

PAT Margin 17.4 17.7 18.9 20.5

Inventory days 156.6 127.3 145.0 145.0

Debtor days 5.1 4.7 6.0 6.0

Creditor days 26.8 21.6 27.0 27.0

Return Ratios (%)

RoE 41.3 31.1 34.1 36.2

RoCE 59.7 45.0 49.0 51.5

RoIC 62.5 41.9 56.1 64.9

Valuation Ratios (x)

P/E 37.8 34.6 27.9 22.8

EV / EBITDA 24.2 23.3 17.7 14.6

EV / Net Sales 6.5 6.1 5.2 4.5

Market Cap / Sales 6.6 6.1 5.3 4.7

Price to Book Value 15.6 10.8 9.5 8.3

Solvency Ratios

Debt/EBITDA 0.0 0.0 0.0 0.0

Debt / Equity 0.0 0.0 0.0 0.0

Current Ratio 1.3 2.1 1.6 1.6

Quick Ratio 0.4 0.8 0.7 0.7
 

Source: Company, ICICIdirect.com Research 
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ICICIdirect.com coverage universe (FMCG) 

CMP M Cap

(|) TP(|) Rating (| Cr) FY17E FY18E FY19E FY17E FY18E FY19E FY17E FY18E FY19E FY17E FY18E FY19E FY17E FY18E FY19E

Colgate (COLPAL) 1,111 990 Hold 27,904 21.2 23.6 26.0 52.3 47.2 38.0 6.2 5.7 5.2 64.1 71.4 70.4 45.3 50.2 49.3

Dabur India (DABIND) 292 305 Hold 49,990 7.2 7.5 8.0 40.3 39.0 38.0 6.5 6.0 5.5 28.0 25.6 25.5 26.4 23.4 22.6

GSK CH (GLACON) 5,354 6,074 Buy 22,775 156.1 176.3 199.2 34.3 30.4 30.5 5.2 4.5 4.0 30.8 30.3 31.3 21.0 21.2 21.7

Hindustan Unilever (HINLEV) 1,080 1,120 Hold 234,662 20.8 22.8 26.7 51.9 47.4 41.9 6.9 6.4 5.8 74.9 82.2 85.6 66.6 66.7 69.0

ITC Limited (ITC) 342 407 Buy 393,394 8.4 10.3 11.6 40.7 33.2 35.0 7.2 6.6 5.8 32.9 38.1 40.2 22.5 26.5 27.9

Jyothy Lab (JYOLAB) 356 397 Hold 6,625 11.1 10.7 12.7 32.0 33.1 31.3 3.9 3.5 3.2 28.1 29.0 30.5 30.9 27.1 28.0

Marico (MARLIM) 314 341 Hold 41,532 6.3 6.9 8.4 49.9 45.5 40.4 7.0 6.0 5.1 44.6 45.1 49.4 34.9 34.6 37.7

Nestle (NESIND) 6,737 7,420 Buy 64,106 103.9 133.4 154.5 64.9 50.5 48.0 6.8 6.0 5.3 34.9 36.7 44.3 36.2 40.0 44.1

Tata Global Bev (TATGLO) 151 147 Hold 9,773 7.2 7.7 8.2 20.9 19.6 18.0 1.4 1.4 1.3 8.8 9.1 9.3 7.2 7.7 7.8

VST Industries (VSTIND) 3,750 4,050 Hold 5,714 108.3 134.6 162.0 34.6 27.9 25.0 6.1 5.2 4.6 45.0 49.0 51.0 31.1 34.1 35.9

Prabhat Dairy (PRADAI) 131 140 Buy 1,160 4.8 6.4 9.5 24.7 18.5 12.5 0.8 0.7 0.6 8.0 9.7 12.2 5.1 6.8 9.7

McLeod Russel (MCLRUS) 174 183 Hold 1,855 7.8 5.6 9.2 NA 31.0 20.0 23.5 16.8 15.1 6.2 5.8 6.5 3.3 2.3 3.6

Sector / Company

RoE (%)EPS (|) P/E (x) Price/Sales (x) RoCE (%)

Source: Company, ICICIdirect.com Research 
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RATING RATIONALE 

ICICIdirect.com endeavours to provide objective opinions and recommendations. ICICIdirect.com assigns 

ratings to its stocks according to their notional target price vs. current market price and then categorises them 

as Strong Buy, Buy, Hold and Sell. The performance horizon is two years unless specified and the notional 

target price is defined as the analysts' valuation for a stock. 

 

Strong Buy: >15%/20% for large caps/midcaps, respectively, with high conviction; 

Buy: >10%/15% for large caps/midcaps, respectively; 

Hold: Up to +/-10%; 

Sell: -10% or more; 
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research report accurately reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific 

recommendation(s) or view(s) in this report.  

 

Terms & conditions and other disclosures: 
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Limited is a Sebi registered Research Analyst with Sebi Registration Number – INH000000990. ICICI Securities is a wholly-owned subsidiary of ICICI Bank which is India’s largest private sector bank and has 
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are available on www.icicibank.com. 

 

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking 

and other business relationship with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts 

and their relatives from maintaining a financial interest in the securities or derivatives of any companies that the analysts cover. 

 

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and 

meant 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 

prior written consent of ICICI Securities. While we would endeavour to update the information herein on a reasonable basis, ICICI Securitiesis under no obligation to update or keep the information current. 

Also, there may be regulatory, compliance or other reasons that may prevent ICICI Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended 

temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in circumstances where ICICI Securities might be acting in an advisory capacity to this 

company, or in certain other circumstances. 

 

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This 

report and information herein is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial 

instruments. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their 

receiving this report. Nothing in this report constitutes investment, legal, accounting and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific 

circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who must make their own investment decisions, based on their own investment 

objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient. The recipient should independently evaluate 

the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities whatsoever for any 

loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the 

risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to 

change without notice. 

 

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment 

in the past twelve months.  

 

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in 

respect of managing or co-managing public offerings, corporate finance, investment banking or merchant banking,  brokerage services or other advisory service in a merger or specific transaction.  

 

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned 

in the report in the past twelve months. 

 

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any 

compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report.  Accordingly, neither ICICI Securities nor Research Analysts 
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It is confirmed that Sanjay Manyal, MBA (Finance) and Tejashwini Kumari, MBA (Finance), Research Analysts of this report have not received any compensation from the companies mentioned in the report 

in the preceding twelve months.  
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ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month 

preceding the publication of the research report.  

 

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject 

company/companies mentioned in this report. 
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