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Investment Thesis for VST Industries Ltd. 
A fundamentally strong fast grower reasonably priced

- Strong Capital Structure
- Strong Cash Position (Steady Cash Flows + 

historically increasing fcfs) 
- Consistent Dividend Payment 
- Consistently growing EPS
- Strong Revenues 
- Shrinking p/e multiples 
- Gaining market share from the industry leader
- Efficient and competent Management 



Company Overview 
The Vazir Sultan Tobacco Company Limited was incorporated on 10th November, 
1930, under the Hyderabad Companies Act No. IV of 1320 Fasli and now 
governed under the Companies Act, 1956/2013. 

The name of the Company was subsequently changed to VST Industries Limited 
on 30th April, 1983. The Company has its Registered Office at Azamabad, 
Hyderabad.

VST Industries Ltd. deals in the production of cigarettes and unmanufactured 
tobacco. 

It is the third largest player in the tobacco industry in terms of Market Cap.



Key Business Segments
The Company has a manufacturing facility at Hyderabad and Toopran 
(Telangana) and its principal activities are manufacture & sale of cigarettes and 
unmanufactured tobacco.

VST Industries ltd. sells the following cigarette brands (along with minor 
variations):

Below Rs. 5 price points Rs. 5-6 price points Rs. 10 price points 

Charminar Total Edition

Moments Charms



Management 

- Average tenure of the board is less than 3 
years, which highlights a new board. 

- Devraj Lahiri however has been working 
for VST Industries Ltd. for over 7.5 years. 

- His compensation is akin to industry 
averages and the size of the business.
It has also grown in accordance to the 
performance of the business, both are up 
~20%.



Management Analysis 
VST Industries Ltd. has consistently had a historically high ROCE% and ROE%, 
this shows that the management is utilising shareholder funds efficiently.

 

His

These metrics are projected to increase and stay consistently high over the next 3 
years.  



Management Analysis Contd. 
- VST Industries Ltd. has a debtor days of 5 as on 31st March 2019, which is a 

decrease from 11 days as on March 2018, this coupled with an increase in it’s 
inventory turnover ratio (4.11 from 3.26) shows a positive signal in terms of 
managerial efficiency. 

- Quarterly revenues (Quarter ended 31st December 2019) have gone up 
13.9% while Changes in Inventories of finished goods and Work in Progress 
is (76) from (481) which shows a propensity towards pile up of inventories as 
inventory turnover is slowing. However it should be noted that a decrease in 
inventories, and an increase in sales is a sign of efficient inventory 
management. 



Management Analysis Contd.  
Q1 ended 30th June 2019 - revenue up by 11.9% and Inventory up by 522 
(closing stock > opening stock), business was expecting further growth in sales 
next quarter and not because of high demand due to an increase in inventories as 
on 31st March 2019.

Q2 ended 30th Sep 2019 - revenue down by -1.8% and Inventory down by 481, 
closing stock < opening stock

Q3 ended 31st December 2019 - revenue up by 13.9% and inventory down by 74 
closing stock < opening stock

This shows that the management is adaptable in how it manages inventory and 
can readily meet a rise in sales while being prudent as depicted by inventory 
management during bad quarters without any major pile up.   



Shareholding Pattern 

Promoters stake has remained constant 
for the past few years. 

FIIs have reduced their stake in the 
business. 

Public shareholding has marginally 
increased. 



Qualitative 
            Analysis 



Why is VST industries Ltd. a fast grower? 
Over the past 10 years it has a historic growth rate of earnings of 13.8%



- The company has successfully managed to duplicate its success in numerous 
cities, which validates legitimate expansion. 

- VST Industries Ltd. has a strong presence in West Bengal, Uttar Pradesh, 
Andhra Pradesh and Telangana. 

- Expansion of the business has started speeding up, this is can be ascertained 
by the robust volume growth VST Industries enjoys and the rapid growth of 
earnings past it’s slump from 2016-18.

- The business has a relatively low level of institutional ownership. 

- The main products of VST (unmanufactured tobacco and 
cigarettes) forms a considerable proportion of the companies 
earnings. 



What Makes VST Industries Ltd. a good 
business? 
Strong Barriers to entry: Due to the crackdown on the tobacco industry by the 
government, through heavy excise duties, GST implementation and barring of 
advertisements there is a high entry barrier for new players. This is advantageous 
to the big players in the tobacco industry. 

Limited Capital Requirements:  VST industries Ltd. focuses solely on production of 
unmanufactured tobacco and a variety of cigarettes. Due to the nature of the 
business, low capital expenditures are incurred and capital requirements are 
minimal. This is an explanation for VST industries’ high price/book ratio.



Reliable Customers: Due to tobacco being a highly addictive substance. VST 
industries ltd. enjoys a highly reliable customer base out of which it possesses 
high negotiating power. VST industries also caters to smokers from low income 
groups with brands like Charminar, Moments, etc. while also selling some of the 
more premium variants such as Charms, Total and Edition. 

Low risk of technological obsolescence:  The tobacco industry isn’t majorly 
impacted by technological changes, hence obsolescence of the business or the 
technology it utilises in production is unlikely. Coupled with strong barriers to entry, 
there is no influx of competitors and as a result no rapid form of technological 
evolution. 



Abundant Growth Possibilities:  According to the Growth-Share Matrix, VST 
industries is a star, this is due to it’s growing market share, high growth rate and 
high cash generation along with low cash usage. A large part of VST’s income is 
free cash flows, this leaves VST with the opportunity to diversify, pay higher 
dividends to its shareholders or to plough its earnings right back into the business 
through retained earnings. So far, VST Industries has opted for a mix of higher 
dividends and retained earnings. 



Threats and Challenges 
The effects of COVID-19: Due to a fall in overall demand and an impending economic slowdown, The 
premium brands that have driven profitability for VST Industries Ltd. in strong probability would observe a 
slump in sales. In addition to this suspension of business operations will hamper the fundamentals of the 
business in the short to medium term. 

Regulatory Restrictions:  The company operates under increasingly stringent regulatory regimes. Namely, 
The COTPA guidelines on packaging and labelling and advertising and promotion. 

Taxation changes:  Could have an impact on the short-term revenues of the company. The company’s 
business is subjected to GST, excise and other cesses as may be made applicable, which could require 
the Company to take up product prices.In addition to this, a change in macroeconomic variables such as a 
reduction in disposable income can impact the business.     



Regional Disruptions: Through state level restriction on trade or through terrorism and political violence 
including bandhs, strikes etc. Have the potential to disrupt the Company’s business operations. Such 
disruptions result in potential loss of assets and increased costs due to more complex supply chain 
arrangements and/or maintaining inefficient facilities.  

Illegal Cigarettes:  The market for illegal cigarettes have been growing steadily and has led to a dent in 
revenues for tobacco companies due to its lower prices. This is indicative of the low amount of growth the 
tobacco industry has observed (~ 4%)    



Solutions to challenges faced
The effects of COVID-19:  along with impending economic downturn which would 
inevitably lead to a fall in demand and a reduction in income of the consumer 
(which would result in down-trading) isn’t that big of an issue due to down-trading 
playing into VST’s favour. A large chunk of VSTs revenue comes from its middle 
and lower cost variants such as Charminar and Moments. Hence down-trading 
would work to the company’s benefit. 

In addition to this, in order to mitigate complex supply chain arrangements and 
inefficient facilities, The company focuses on securing multiple sourcing/delivery 
strategies and relies on insurance covers and business continuity planning.  

  

 



Solutions to challenges faced contd. 
Regulatory restrictions: The company addresses this risk by engaging in 
continuous social dialogue with stakeholders and the regulatory community 
through industry bodies. At the same time, it works on developing strategies and 
capabilities to effectively launch competitive and consumer acceptable brands 
within the changing regulatory environment.

Taxation Policy: Such risks are addressed through: 

- Engagement with tax authorities wherever appropriate. 
- Regular management review in order to build a well laddered brand portfolio 

across new segments 
- Investments in distribution infrastructure in order to increase geographical 

spread. 

   



Illegal Cigarette Market: The company has been and will continue to focus on R&D 
by way of developing blends with innovative variants for new brands, which have 
been well accepted by consumers in the marketplace. 

The company also continues to give a competitive edge to its products by laying 
emphasis for plants to enhance capital efficiencies and cost optimization. The 
company has also continued to lay a large emphasis in it’s tobacco leaf 
plantations. This has reaped great benefit for the company as indicative of its 
strong revenue growth of unmanufactured tobacco.    

   





Quantitative
               Analysis 



Revenue Analysis and Breakdown 

- VST sells ~55% of their cigarettes (Total, Charms) at rs. 5-6 price points. 
- The premium variant Edition at a rs. 10 price point contributes ~5% of 

revenues
- Cheap variants, Moments and Charminar at below rs. 5 price points 

contributes the remaining 40% of cigarette sales. 



- Revenue (net of GST) for the quarter increased 17.3% YoY to Rs. 343.8 
crore. Cigarette sales increased 9% to Rs. 268 crore led by ~8% YoY volume 
growth along with a change in the product mix. Tobacco sales witnessed 
splendid growth of 43% to Rs. 100 crore. The company has been able to 
maintain double digit volume growth (~10%) YoY in The quarter ended Dec 
31st 2019. 

(note: the company’s products are now subjected to GST, compensation cess in addition to excise. Due to such 
restructuring of indirect taxes, the figures from “revenue from operations” are not comparable with previous periods.) 

- Historic sales growth over the past 10 years have clocked in at 9.1% 



Revenue Analysis and Breakdown

- Despite the observations in Sales degrowth (gross) over the past 3 years, net 
sales have been consistently increasing due to a decrease in sales returns, 
allowances and discounts. 

- This could also be an attributor to better quality of products and less 
discounting taking place. 



As of these past three quarters, the company has been able to benefit from double 
digit sales growth due to: 

1) Stable Tax environment post GST implementation
2) Further emphasis on the Rs. 5-6 price points. Which contribute to 55% of the 

business’ revenues. 

In addition to this, VST Industries Ltd. is capturing market share from the industry 
leader as reflected in its volume growth, which is over and above industry average 
growth of 4%.



Earnings Trend and analysis 

- Historic Earnings Per Share Growth rate = 13.83%
- Q3 has observed a 47% increase in earnings YoY this is attributed to 

corporate tax cuts
- Growth in earnings have been organic due to the absence of leverage effect. 
- Strong and consistent growth in “other income”  ~57% due to high amounts of 

investment in debt funds, gains in foreign exchange, other non-operating 
income and sale of investments. Other income contributes to ~3.1% of 
total income.



Income Statement Analysis

- Profit after tax has primarily increased due to a reduction in expenses (~26%). 
Despite an overall increase in Cost of raw materials, purchases, employee 
benefits and depreciation. The lowering of costs have been primarily due to a 
reduction in change of inventories and excise duty.



- As on March 31st 2019, Closing stock (841.23) has been higher than (666.84) 
which indicated an inventory pileup. As indicative of an increase in overall 
inventory listed on the balance sheet. 

Let’s talk about inventories 



- Inventory’s as on March 31st 2019, have increased
- Raw materials and packing materials, Work-in-Progress, Finished Goods and 

Store and Spares have increased across the board. 



Balance Sheet Analysis 
- No major CapEx made this 

year. Though there is an 
incremental increase in 
Property, Plant and 
Equipment from last year.

- The bulk of Capital 
Expenditure over the past 3 
financial years is attributed to 
Plant and Equipment and 
Buildings on Free Hold Land 
which equal to ~1.6% of this 
years revenues alone.  

- Depreciation on assets is 
charged as per industry and 
accounting norms. 



Balance Sheet Analysis Contd. 

- Trade receivables have decreased by ~47.6% this coupled with a reduction in 
debtor days by ~54% is a positive signal. 

- Notable increase in short term investments ~38% 
- Cash balances have decreased by ~7.48% 



Balance Sheet Analysis Contd. 

- Equity share capital has remained constant at Rs. 1544.19 consistently over 
the past 10 years. 

- Other Equity has increased by ~14.5%



Balance Sheet Analysis Contd. 



Balance Sheet Analysis Contd. 
- The increase in other equity is primarily attributed to an increase in amounts 

transferred to the General Reserve, Retained Earnings and other 
comprehensive income which includes an increase in income from Cash Flow 
Hedges and Equity Instruments. 



Balance Sheet Analysis contd. 

- Absence of any form of long term debt
- There is a ~42.9% increase in trade payables 
- Other current liabilities involve - Advances from customers which have 

increased by ~160% and Statutory Liabilities which have decreased by 
around ~4%



Balance Sheet Analysis Contd. 
- Trade Payables (creditors) has increased at a rate faster than purchases 

(~42.9% in comparison to ~ 20.9%) 
- This means that old creditors haven’t been paid yet. 
- This isn’t alarming as current liabilities (minus statutory liabilities) form a very 

small fraction of the overall sources of funds ~8%



Balance Sheet Analysis Contd. 

Long term sources of Funds include:

- Share Capital = Rs. 1544.91 
lakhs 

- Reserves and Surplus = Rs. 
64,858.86 lakhs 

Short term sources of Funds include: 

- Current Liabilities = Rs. 
52,432.09 lakhs 

Long term Uses include: 

- Fixed Assets = Rs. 21,333.73 
lakhs

Short term Uses include: 

- Current Assets = Rs. 67,674.71 
lakhs



Balance Sheet Summary 
- This organisation has the most ideal type of balance sheet. It’s long term 

sources of funds are ~32% greater than it’s long term uses. 

- It’s short term sources fall short of it’s short term uses by ~ 29.07% hence 
long term sources of funds are also being used for short term uses. Which 
highlights good financial management as funds are invested in such a way 
that the assets will generate an inflow of funds before the liabilities demand 
an outflow. 



Cash Flow Analysis 

- Cash Flow from Operating Activity has been consistently increasing over the 
past 11 years.

- Cash flow from Operating Activities have declined from March ‘18 due to a 
decrease in trade receivables, advances and other assets along with an 
increase in Trade Payables. 

- Cash flow from Investing activities has been negative barring, March ‘15 and 
March ‘09.



Cash Flow Analysis 

- VST Industries Ltd. constantly experiences cash flows used in investing 
activities due to Purchase of Property, Plant and Equipment, Intangibles etc. 
and Current Investments. 

- The company holds a variety of current investments in savings funds, liquid 
funds, growth plans, growth funds, low duration funds and debt funds.

- Cash flow used in financing activities consist solely of paying dividends. This 
has been the case for the past 10 years. 



Cash Flow Analysis 

- Free Cash Flow = Cash flow generated From Operating Activities - Capital 
Expenditure 

- VST Industries Ltd. has a FCF of Rs. 23,054.28 lakhs, it has a FCFR of 
79.4% for the year ended 31st March 2019 

- FCF has been increasing at an average rate of 40.59% over the past 10 
years.

- The decrease in fcf isn’t alarming as Cash flows were propped up due to a 
large inflow of funds on account of an increase in trade payables. 



Cash Flow Analysis 
31st March 
2019 

31st March 2018 31st March 2017



Cash Flow Analysis 
- In isolation, Inventories have risen due to an outflow of cash, however 

this hasn’t been the case over prolonged periods. 
- Over the course of these 3 years customers delaying payments have 

fallen drastically. 
- Vendors have asked for payments at a slower rate as compared to 

prior years as indicative of a negative trade payable balance turning 
positive. 

- Combined with a rise in free cash flows. There is no major 
fundamental weakness in the business detected. 



Ratio Analysis 

- Operating Profit Margins have been steadily increasing over the past 5 years 
and have grown at a CAGR of ~2.07% 

- Net Profit Margins have also seen an increase over the past 5 years and have 
grown at a CAGR of ~2.5% 



Ratio Analysis 

- ROE (%) and ROCE (%) have been consistently high and have mirrored each 
other due to an absence of long term debt. Despite seeing a fall from 41.33% 
to 28.11% (~13.22%) due to a fall in operating profit and net income 
respectively this is due to a switch in accounting policies from GAAP to (IND 
AS)

- Brokerage reports have estimated to see an upward increase in return ratios. 
- The ROA% has been constant albeit high over the past 5 years which is a 

positive signal. 



Ratio Analysis 

- The business has been experiencing consistently increasing Inventory 
Turnover Ratios. 

- The consistently high Asset Turnover Ratio shows a high efficiency in the 
company’s ability to generate sales from it’s assets.

- Debtor Days have seen a decrease ~54.5%, which highlights more efficient 
management in terms of collecting debt. 



Ratio Analysis 

- The company has been in a position to fulfill all it’s short term obligations 
comfortably for the past 4 years. 

- The company over the past 2 years have also been able to fulfill all short term 
debt obligations using it’s quick assets. 



Ratio Analysis 

- VST Industries Ltd. has consistently been debt free as indicative of it’s long 
term D/E ratio of 0 over the past 5 years. 

- VST Industries Ltd. thus has no interest coverage ratio.
- The absence of interest payments thus shows organic growth due to the 

absence of the leveraging effect. 
- These ratios show that the business is conservative in it’s outlook towards 

debt and is thus unlikely to borrow long term funds in the future from creditors. 



Ratio Analysis 

- PEG (using current figures) is 0.5 which indicates an undervalued stock
- PEG(using historic EPS growth rate) is 1.1 which depicts that company’s 

share price at current levels mirrors earnings growth
- FCFs form 79.4% of cash flow from operating activities, which shows the 

company’s strong ability to generate cash



Ratio Analysis Contd. 

- VST Industries Ltd.s’ P/B ratio of 6.46 is alarming when looked at in isolation, 
however upon looking at it in conjunction with the relatively low amount of 
fixed assets which generate high earnings (thus showing a reasonably high 
degree of efficiency), this P/B is not a negative signal or an anomaly, rather 
an indicator of the above mentioned. This is due to the relatively low book 
value per share (due to less fixed assets) in relation to the business’ share 
price (which has seen a constant surge due to a strong and consistent rise in 
it’s EPS.) 

- In addition to this, despite the business having a high P/B ratio it is by no 
means overvalued at current prices as the business enjoys high ROE % and 
ROA % 



Ratio Analysis Contd. 

- FCF Yield (%) = ~5.20% 
- Earnings Yield (%) = ~6.38% 

When looking at alternatives such as fixed deposits which have interest rates 
ranging from 3.50%-6.5% p.a or 91-Day Treasury Bills which have a primary yield 
of 5.28% or alternatively 364-Day Treasury Bills which have a primary yield of 
5.99%, VST Industries Ltd. is a superior investment across asset classes by virtue 
of not just it’s higher earnings yield of ~6.38% but also due to its generous and 
increasing dividend. 



Ratio Analysis

- Historic P/E is calculated on the basis of the average P/E ratios of VST Industries Ltd. 
over the past 11 years.

- Due to EPS figures for the year ended 31st March 2020 not being announced yet, TTM 
figures are used. 

- Historic P/E comes out to 17.78 which is more than current P/E of 15.37 which is a sign 
that the business is undervalued. 



Ratio Analysis 
- The company has relatively 

high dividend payout ratios in 
terms of both CP and NP %

- The business enjoys a 
relatively high dividend yield of 
3.49%, ideal dividend stocks 
are considered to have a yield 
ranging from 4-6% 

- Brokerage firm ICICI Direct 
expects high dividend payouts 
to continue over the next 3 
years. 



A fast growing company and dividend?
- This business has been observing a growth in retained earnings and 

increasing dividends, at first glance this seems improbable. However, upon 
taking a deeper look, one can ascertain that this is likely due to the security 
and stability of funds (through a variety of current investments like debt funds) 
the business enjoys along with robust free cash flows and no major capex 
plans.



Comparables 

- On the grounds of ITC, having a very different and heavily diversified 
business, comparison would not yield any significant takeaways. 

- Despite having a higher P/E ratio than Godfrey Phillips, VST Industries Ltd. 
enjoys higher OPM %, ROE %, ROCE% along with a higher fcf yield %. 

- It should be noted that VST Industries limited has a high price to book ratio 
when compared to Godfrey Phillips.

- Godfrey Phillips has a low d/e of 0.02, while VST Industries is virtually debt 
free. 



Comparables 

- It should be noted that Godfrey Phillips does have a lower EV/EBITDA as 
compared to VST Industries Ltd. Which implies that the stock may be 
potentially undervalued. Though both EV/EBITDAs are on the higher side.  

- EV/sales for Godfrey Phillips is much lower than VST Industries Ltd. it falls 
between the usual range of 2-3 however VST Industries is much higher at 
4.85 which indicates a potentially overvalued stock as it’s above the usual 
threshold of 2-3. 



VALUATION 



Price to Earnings line comparison

Earnings 
Line

Price 
Line



Price to Earnings line comparison
- Historically the price line has mirrored the earnings graph for VST Industries Ltd. 
- Due to the COVID-19 fallout and market crash, the company’s share price has 

been pummeled, in addition to supply chain disruptions and the shutdown of 
operations due to the government enforced lockdown. 

- VST Industries Ltd has enjoyed strong earnings growth for the past 3 quarters 
ending Dec 2019. Operations have been shut down from 27th March 2020. It 
should be noted that despite security of earnings through other income (such as 
debt funds) the earnings for the quarter at the end of 31st March could see a fall 
due to decreased demand from the consumer. However being conservative and 
presuming the company earns nothing. The annual figure for EPS would still be 
higher than that of last year’s as the earnings for the preceding three quarters 
adds up to 151.2 which is ~3% higher than that of last years EPS of 146.9 



Historic FCFs 



To methods to estimate intrinsic value 
using the dcf model

Conservative Moderate



Estimation of Intrinsic Value



Sensitivity Analysis 



Summary of Investment Thesis 
- VST Industries Ltd. has shown a track record of consistent performance in terms of earnings growth and net sales. 
- The company has immense growth opportunities due to capturing the rural and low income markets while penetrating the market for 

premium variants 
- It has generous and stable dividends
- It’s got strong fundamentals as indicative of a strong balance sheet and favourable ratios.
- The business is a free cash flow machine due to low capex requirements and has observed increasing cash flow from operations 
- The yield (%) of the business are more favourable when compared to other asset classes 
- The Cost of Capital is far less than the return on equity alone. (ROE % is 275% greater than The Cost of Capital) 
- Share price has historically mirrored earnings and as of recent quarters earnings have grown more than share price.
- Due to an absence of Long term debt, growth is organic as the degree of operating leverage is low, this means that fixed costs are less 

prominent in the costing structure of a business hence earnings aren’t magnified/are sensitive to sales. This makes the company suitable for 
investment especially during these uncertain times, as businesses with high operating leverages tend to suffer due to diminished sales. 


