Sula Vineyards Ltd.

IPO Note

Company Overview

Incorporated in 2003, Sula Vineyards Ltd. is currently India’s largest wine producer and seller. The
company classifies its business under two major categories i.e. the wine business and the wine tour-
ism business. In the domestic wine industry, Sula Vineyards has emerged as the market leader, with
an overall market share of 52% in the grapes wine category in terms of both sales volume and value.
Furthermore, Sula is recognized as a market leader in all four price segments of wine i.e. ‘Elite’ (Rs.
950+), ‘Premium’ (Rs. 700-950), ‘Economy’ (Rs. 400- 700), and ‘Popular” (<Rs. 400) and also holds
a dominating position across wine variants that includes red, white, and sparkling. Presently, Sula
has four owned and two leased production facilities in Maharashtra and Karnataka wherein they pro-
duce 56 different labels of wine. India’s highest-selling wine by value in FY2021, The Sula Shiraz
Cabernet, comes under the company’s flagship brand “Sula”. Other well-renowned brands in the
company'’s product portfolio include “RASA,” “Dindori”, “The source,” “Satori’, “Madera” and “Dia”. As
of FY2021, its domestic business had a presence in over 25 states and 6 union territories where it
enjoyed having the largest distribution network compared to its peers with close to 13,000 retail
touchpoints. On the global front, the company has extended its footprint in over 20 countries, includ-
ing Spain, France, Japan, the United Kingdom, and the United States. Apart from this, the company
operates two vineyard resorts in Nashik, Maharashtra, as a part of its wine tourism business. As of
FY2020, the company was the most visited vineyard in India, drawing around 368,000 people and is
also in the list of top ten most followed vineyards in the world.

Objects of the issue
The IPO proceeds of the issue will be used towards the following purposes:

= To carry out the offer for sale.

= To achieve the benefits of listing the equity shares on the stock exchanges.

Investment Rationale
High barriers to entry provide cushion to the business both in terms of scale and profitability

Developing and setting up vineyards for wine-making requires high capital expenditure and a long
lead time. To ensure value chain integration, wineries enter into long-term contracts with farmers,
with a typical term of up to 12 years. As of June 30, 2022, Sula Vineyard had access to approximate-
ly 2,521 acres of vineyards, a significantly higher number compared to the second-largest wine com-
pany in the Indian market which has around 460 acres. Moreover, long-term supply arrangements
and technical support provided by the company coupled with their stellar reputation make them fa-
vourable for entering/renewing contracts. This makes it comparatively difficult for new entrants to
venture into the Indian wine industry, as they lack that level of scale and backward integration.

Strong growth expectations in the industry to provide further tailwinds to the company’s
growth trajectory

The size of the Indian wine market is comparatively smaller compared to other developed and devel-
oping economies. In the overall Indian alcohol industry, wine contribution is merely 1% which creates
immense opportunity for the growth of the business. In FY2022, the wine industry in India is estimat-
ed at 2.6 million cases which is further projected to grow to 3.9 million cases by FY2025, registering
a CAGR of around 14% in volume. Additionally, multiple demand factors like wider acceptance of
wine as a social drink, the large share of young population, and increased perception of wine as a
healthier alternative to spirits put Sula Vineyards in a favorable spotlight.

Valuation and Outlook

One of the fastest-growing alcoholic beverage companies in India, Sula Vineyards, grew at a CAGR
of 13.3% in FY2011-22 period. The company has also been successful in consistently raising the
prices of its wines by an annual average of 6% for the FY2019-22 period. Moreover, with Sula gain-
ing a higher demand for its ‘Elite’ and ‘Premium’ categories, it puts the company in a sweet spot for
margin expansion. Going forward, the company aims to focus on its brands more than the import and
distribution of third-party brands. To further increase its brand visibility, it continues to expand its wine
tourism business. In FY2022 ,the company reported a healthy ROCE ratio of 20.86% and a low debt
to equity ratio of 0.58. On the upper end of the price band, the issue is valued at a P/E of 52.6x
based on FY2022 earnings which we feel is fairly priced . Hence, we recommend a “SUBSCRIBE”
rating for the benefit of listing gains.
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Issue Details

Offer Period 12"Dec-14" Dec,
2022
Price Band Rs.340 to Rs.357
Bid Lot 42
Listing BSE & NSE
Issue Size (no. 26.90
of shares in mn)
Issue Size 9.60
(INR. in bn)
Face Value 2
Issue Structure
QiB 50%
NIB 15%
Retail 35%
Kotak Mahindra
Capital Company
Limited
BRLM CLSA India Private
Limited
IIFL Securities Lim-
ited
. KFin Technologies
Registrar Ltd
Promoter 27.15 26.06
and
Promoter 1.29 1.29
Groups
Public 71.56 72.65
Total 100.00 100.00
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Sula Vineyards Ltd

Income Statement (Rs in million)

Particulars H1FY23 FY22
Revenue

Revenue from Operations 2,241 4,539 4,180 5,216
Other Income 17 28 36 16
Total Revenue 2,258 4,567 4,215 5,232
Expenses

Cost of Materials Consumed 206 1,114 669 1,093
Purchases of Stock in Trade 117 204 752 1,325
e Yoo o rished goods work (47) (143)
Employee benefit expenses 371 653 555 657
Selling,distribution and marketing expense 246 445 467 525
Excise duty 118 295 320 364
Other expenses 392 841 653 906
Total Operating Expenses 1,615 3,406 3,570 4,727
EBITDA 643 1,161 645 505
E:rﬁ)srgciation, amortization and impairment ex- 126 236 257 350
EBIT 517 925 388 155
Finance costs 105 229 334 329
Exceptional Item - - 22 -
PBT 413 695 32 (174)
Current tax 113 165 16 4
Current tax - for earlier periods - = = S
Deferred Tax charge (6) 9 (15) (19)
MAT Credit reversed/(availed) - - - -
Total tax 107 174 2 (15)
PAT 305 521 30 (159)
Diluted EPS 3.8 6.8 0.4 (2.1)

Source: RHP, BP Equities Research

Cash Flow Statement (Rs in million

Particulars H1FY23

Cash Flow from operating activities

263 874 1,195 447
Cash flow from investing activities (197) (568) 217) (440)
Cash flow from financing activities (31) (613) (945) 334
Net increase/(decrease) in cash and cash equivalents 35 (306) 34 340
Cash and cash equivalents at the beginning of the peri-
od 102 408 375 34
Cash and cash equivalents at the end of the period 137 102 408 375
Source: RHP, BP Equities Research
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Sula Vineyards Ltd

Balance Sheet (Rs in million)

Particulars H1FY23 FY22

Equity and Liabilities

Share Capital 163 157 151 150
Other Equity 4,329 3,795 2,897 2,849
Net worth 4,492 3,953 3,047 2,999
Non controlling interest - - - 24
Total Equity 4,492 3,953 3,047 3,023
Borrowings 412 481 591 788
Lease liabilities 78 62 100 187
Provisions 31 20 100 81
Deferred tax liabilities (net) 162 169 160 176
Total Non Current Liabilities 683 732 951 1,232
Current Liabilities

Borrowings 1,734 1,809 2,421 2,894
Lease liabilities 46 47 39 58
Trade Payables

(a}) total outstanding dugs of micro enter- 15 5 10 11
prises and small enterprises

(b) total outstanding dues of creditors other
than micro enterprises and small 374 670 574 816
enterprises

Other Financial Liabilities 170 142 145 173
Provisions 30 27 13 19
Other current liabilities 163 187 168 83
Current tax liabilities (net) 1 15 13 -
Liabilities of a disposal group classified as ) } 136 )
held for sale

Total Current Liabilities 2,534 2,901 3,518 4,055
Total liabilities 3,218 3,633 4,469 5,287
Total Equity and Liabilities 7,710 7,586 7,516 8,310
Assets

Property, plant and equipment 3,412 3,444 3,040 3,263
Right-of-Use assets 108 93 125 237
Capital work in Progress 119 10 1 1
Goodwill 9 9 0 27
Other intangible assets 64 67 12 20
Investments 0 0 0 0
Loans 21 19 1 11
Other financial assets 380 210 218 189
Deferred tax assets(net) - - - 0
Non current tax assets 2 2 1 88
Other non current assets 78 27 37 44
Total Non current assets 4,192 3,880 3,447 3,879
Inventories 1,473 1,623 1,439 1,713
Investments - - - 1
Trade Receivables 1,025 1,094 1,236 1,517
Cash and cash equivalents 137 102 408 375
Bank balances other than cash and cash
equivalents 88 i e 28
Loans 15 12 11 24
Other Financial Assets 703 736 469 652
Other current assets 77 45 75 121
Non current assets and assets of a dispos- ) : 391 }
al group classified as held for sale

Total Current Asset 3,518 3,705 4,069 4,431
Total Assets 7,710 7,586 7,516 8,310
Source: RHP, BP Equities Research

Key Risks

Adverse climatic conditions may impact the quality of wine grapes which are the company’s key raw materials

The Indian wine market is relatively young and faces imminent challenges from the consumption of alcohol and spirits which is prominently high com-
pared to wine consumption in India

= Advertising of alcoholic beverages products is restricted in India thus the company is unable to advertise its products
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Disclaimer Appendix

Analyst (s) holding in the Stock : Nil

Analyst (s) Certification:

We analysts and the authors of this report, hereby certify that all of the views expressed in this research report accurately reflect our
personal views about any and all of 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. Analysts aren't registered as research ana-
lysts by FINRA and might not be an associated person of the BP Equities Pvt. Ltd. (Institutional Equities).

General Disclaimer

This report has been prepared by the research department of BP EQUITIES Pvt. Ltd, is for information purposes only. This report is not
construed as an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation
would be illegal.

BP EQUITIES Pvt. Ltd have exercised due diligence in checking the correctness and authenticity of the information contained herein, so
far as it relates to current and historical information, but do not guarantee its accuracy or completeness. The opinions expressed are our
current opinions as of the date appearing in the material and may be subject to change from time to time. Prospective investors are cau-
tioned that any forward looking statement are not predictions and are subject to change without prior notice.

Recipients of this material should rely on their own investigations and take their own professional advice. BP EQUITIES Pvt. Ltd 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 inadvert-
ent error in the information contained in this report. BP EQUITIES Pvt. Ltd. or any of its affiliates or employees do not provide, at any
time, any express or implied warranty of any kind, regarding any matter pertaining to this report, including without limitation the implied
warranties of merchantability, fitness for a particular purpose, and non-infringement. The recipients of this report should rely on their own
investigations.

BP EQUITIES Pvt. Ltd and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities men-
tioned in this report. Opinions expressed are our current opinions as of the date appearing on this material only. While we endeavor to
update on a reasonable basis the information discussed in this material, there may be regulatory, compliance, or other reasons that pre-
vent us from doing so.

This report is not directed to or intended for display, downloading, printing, reproducing or for distribution to or use by any person in any
locality, state and country or other jurisdiction where such distribution, publication or use would be contrary to the law or regulation or
would subject to BP EQUITIES Pvt. Ltd or any of its affiliates to any registration or licensing requirement within such jurisdiction.
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