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VGL'’s reported a mixed bag of results. Revenue was up 12.97% YoY to INR
7,964 Mn, missing our estimate of INR 7,896 Mn by 0.86% (+5.35% QoQ).
EBITDA was down 5.26% YoY to INR 602 Mn, missing our estimate of INR
711 Mn by 15.39% (+5.37% QoQ). EBITDA Margin contracted 83bps to
8.66%, missing our estimate of 9% (-3bps QoQ). PAT was down 4.32% to
INR 278 Mn, missing our estimate of INR 302 Mn by 8.03%. (+1.19% QoQ).
Margins were lower due to high A&P spending and airtime costs. There
was also a significant inventory build up this quarter in anticipation of
upcoming seasonal demand.

Germany making strides: The fixed broadcasting expenses and fees incurred
to enter into and keep the German operations running (for 35 million
homes) will be covered in Q3 and Q4 of this year.

Ramping up digital advertising: They started ramping up digital advertising
about a year ago which caused content broadcasting costs go up
significantly. The benefit in terms of new customer acquisitions, and
customer lifetime value being higher than customer acquisition cost at all
the six brands in the VGL portfolio is visible now. The ramp up will take place
majorly next year.

Budget Pay: The service isn’t offered to lower end products (USD 10 to USD
15). For high end products, 40% of them opt to pay in 5 installments.

Guidance: They have targeted a 200bps improvement in gross margins for
FY25 (stable range 60-64%), and gradual improvement toward a 15% stable
EBITDA level. The digital business is expected to grow at a CAGR >15%. They
maintain the FY25 revenue growth target of 14-17%.

Transition to OTT: The company's has been attempting to transition to
digital and OTT platforms, but with an aging customer base, is finding the
process harder than expected. However, new customer acquisitions on OTT
platforms are healthy and on the rise.

Outlook and Valuation: With the current post- election interest rate
environment, and the upcoming seasonal demand, we expect US and UK
demand to perk up significantly and margin recapture to take place in H2.
Ideal World is now profitable on a full cost basis, and Mindful Souls is
readily scaling up its existing customer base. Germany continues to display
strong revenue growth, and is on track to achieve EBITDA breakeven in H2.
Considering all the investments being made in digital infrastructure, they
are well en-route to attain the 50% digital revenue contribution by FY27,
which is ideal considering the better margin profile. Considering this, we
assign a TP of INR 577, valued at a P/E multiple of 30x the FY26E EPS of INR
19.24 entailing an upside of 114% and a strong BUY rating.

INR Mn FY23 FY24 FY25 E FY26 E
Revenue 26,909 30,410 34,949 40,102
Growth -2.2% 13.0% 14.9% 14.7%
EBITDA 2,273 2,951 4,256 5,313
EBITDA Margin 8.4% 9.7% 12.2% 13.2%
PAT 1,051 1,267 2,217 3,252
EPS (INR) 6.30 7.60 13.20 19.24
P/E (x) 42.79 35.50 20.43 14.01

Source: Company, Arihant Capital Research
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INR Mn (Consolidated) Q2FY25 QI1FY25 Q2FY24 Q-0-Q Y-o0-Y|
Net Revenue 7,964 7,560 7,050 5.35% 12.97%
Raw Material Costs 2,691 2,342 2,544 14.92% 5.78%
Gross Profit 5,273 5,218 4,506 1.05% 17.02%
Gross Margin 66.21%  69.02%  63.92%| -281bps  229bps
Employee costs 1,502 1,446 1,366 3.89% 9.99%
Other Expenses 3,170 3,202 2,506 -1.00% 26.51%
EBITDA 602 571 635 5.37%  -5.26%
EBITDA margin 8.66% 8.69% 9.49% -3bps -83bps
Other Non Operating Income 89 86 34 2.70% 158.75%
Depreciation 260 249 226 4.47%  14.93%
EBIT 430 408 443 5.35%  -2.90%
Finance costs 37 34 29 7.37%  26.83%
PBT 393 374 414 5.17%  -5.00%
Tax Expense 115 99 124 16.15% -6.58%
Effective tax rate 29.35%  26.57%  29.85%| 278bps -50bps
PAT 278 274 290 1.19%  -4.32%

Source: Company, Arihant Capital Research
Operational highlights

» Higher airtime costs to secure a better channel position in the U.S. along
with additional airtime costs in Ideal World also contributed to lower
EBITDA margin. These investments drove increase in customer base
which is at all time high levels of 682k (+51% including acquisitions and
+6% ex- acquisitions).

» The US’ revenue declined 1.6% YoY in the September quarter, affected by
increased attention on the election activities and Olympics. With
consumer confidence improving and the elections now behind, demand
will pick up in the upcoming holiday season.

> In the UK, revenue grew by 15% YoY, majorly contributed by Ideal World.
With signs of improvement in the UK economy, like the consumer
confidence index inching up, inflation and interest rates going down,
there will be recovery in consumer demand in the coming months.

» Germany continues to perform well, recording 15% YoY growth in Q2.
QoQ revenue grew by 25%, while operating losses declined by 41%. The
company plans on achieving EBITDA breakeven in H2.

» Branding: They have 31 brands contributing to 31% of B2C sales. Target
brand contribution is 50% by FY27.

» Lifestyle revenues now 34% of H1 top line vs 30% in FY24. Digital
revenues remain at 39% of top line. Budget pay contribution is 38% of
revenue.

» H1 Geographical mix: 12% Europe, 29% UK, 59% US vs 9%, 28%, 63%
respectively in FY24.

> Ideal world now profitable on direct cost basis.
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BUY >20%
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Disclaimer: This document has been prepared by Arihant Capital Markets Ltd. This document does not constitute an offer or
solicitation for the purchase and sale of any financial instrument by Arihant. This document has been prepared and issued on the
basis of publicly available information, internally developed data and other sources believed to be reliable. Whilst meticulous care
has been taken to ensure that the facts stated are accurate and opinions given are fair and reasonable, neither the analyst nor any
employee of our company is in any way is responsible for its contents and nor is its accuracy or completeness guaranteed. This
document is prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment
decision. The user assumes the entire risk of any use made of this information. Arihant may trade in investments, which are the
subject of this document or in related investments and may have acted upon or used the information contained in this document
or the research or the analysis on which it is based, before its publication. This is just a suggestion and Arihant will not be
responsible for any profit or loss arising out of the decision taken by the reader of this document. Affiliates of Arihant may have
issued other reports that are inconsistent with and reach different conclusion from the information presented in this report. No
matter contained in this document may be reproduced or copied without the consent of the firm.
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