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Source: Bloomberg

‣ Smaller
We reiterate our view that VIPShop’s revenue is a fraction of the 
stated amount. Although we cannot estimate with accuracy, our 
rough guess is that orders moving to real customers appear to be no 
more than 40% of the reported 100,000 orders per day for each of 
VIPS’ five major regions. 

‣ “Partners” help VIPS’ financials look better
Partner companies that occupy space within or adjacent to the 
VIPShop facilities may be creating circular transactions. These 3PLs 
take possession of unsold inventory after a sales event and then 
move it back to VIPShop, to third-party vendors, or return it to the 
brand owners, and these transactions may look like sales. 

‣ Margins are lower than stated
Average gross margins are likely to be around half the 25% VIPShop 
claims and consequently, most of the USD 1.4 bln in cash the 
company claims is probably not there. 

‣ Channel sales
We heard from brand and logistics partners to VIPShop in our last 
round of interviews that the company delivers as much as 20% of its 
product to the warehouses of other e-commerce companies and to 
wholesalers and retailers. 

‣ Ought to delist
We view this company as so problematic in its reporting that the 
company should not be publicly traded. For that reason, we have 
assigned a price target of 0.

https://jcapitalresearch.box.com/s/65cy7z1br7ropy1usrw1rv927z3tx1ej
https://jcapitalresearch.box.com/s/ksnvgifdr3zw776joxn6ivfy30xtfg8v
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Estimating Volumes
Investors around the world suspect the numbers reported by VIPShop, 

but no one has definitively established the volume of orders being placed 
on the site and delivered to customers. This is complicated by the light-
weight nature of the products, which makes the logistics hard to estimate. 
Volumes also grow by many multiples on special shopping days, and that 
makes it hard to determine when truck volumes are truly representative of 
the average. All this means that the low warehouse utilization, light truck 
traffic, and seemingly sparse logistics observable on random days are in-
conclusive.

VIPS claimed 107 mln orders last year. Those volumes are possible but 
are very unlikely. We have now been observing warehouses, interviewing 
truck drivers, talking to logistics companies, and talking to VIPS brand 
partners for two years, and we are reasonably comfortable in our estimates 
of volumes running around 60% lower than VIPS reports. But there is a 
big margin of error.

Trucks
Counting trucks at warehouses is an imprecise process. Our observation 
periods are generally stretches of three or four hours, but we also inter-
view former warehouse employees and job seekers, gate guards, people 
who live next to the sites or, in some cases, third-party logistics managers 
of the parks. Based on these observations, we offer the following, admit-
tedly imprecise estimate:

‣ The Tianjin warehouse sees traffic of 30-50 trucks in a 24-hour pe-
riod.

‣ The Ezhou, Hubei warehouse sees about 30 trucks.
‣ The Jianyang, Sichuan warehouse has traffic of about 20 trucks per 

day.
‣ The Kunshan, Jiangsu warehouse (serving the Shanghai area) sees 

roughly 20 trucks per day.

On separate visits to the Zhaoqing, Guangdong warehouse we have ob-
served significant differences in truck traffic and so we cannot estimate the 
average there. In early 2015, 23 would have estimated 15-20 trucks for a 
full 24-hour period, but on the last visit there appeared to be at least 50.

All these sites have considerably more car traffic, and some products could 

VIPS' reported 
volumes are 
possible but 
very unlikely.
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be carried by car. Many brand owners deliver their inventory in small 
trucks, motorbike carts, or even muscle-powered tricycle carts. We have 
not figured these motorbike and bicycle carts into our estimates.

We estimate that each warehouse should have about 181 trucks entering 
and leaving each day.

‣ Brand owners say they deliver product to each of the five warehous-
es. We doubt this is the case but take the statements at face value.

‣ Brand owners deliver their own product, so each brand should be 
have a separate truck.

‣ VIPShop reports a 20% return rate of products from customers. 
Those returns are made to the warehouses and would require trucks.

‣ A high proportion of the trucks we have observed are returning 
unsold inventory to the brand owners. Average sell-through is only 
60%. Sometimes brand owners keep inventory on hand for the next 
sale, but many do not, and so there should be a dozen or so trucks a 
day making returns of unsold goods.

VIPShop reported 44.9 million orders in Q2. Based on 90 days in the quar-
ter, that means that each of the five warehouses was processing nearly 
100,000 orders per day.

Truck drivers around the warehouses say they carry about 3,000 orders in 
a medium-size truck of 6 cubic meters. Assuming that 5,000 orders can be 
carried in one larger truck of 9 cubic meters, then outgoing orders would 
require 20 trucks a day. (100,000 orders = 20 x 5,000)

In our interviews, we have found that the truck traffic leaving the ware-
houses is predominately bulk product being returned to brand partners. 
The bulk returns generally go to intermediate warehouses rather than 
straight to the brand partners, and so we estimate just five trucks a day 
sending product to these intermediate locations.

Table 1. Warehouse Metrics
Per-Warehouse 

Metrics

Outgoing orders in Q2 49,000,000

Warehouses 5

Days in the quarter 90

Orders per truck 5,000

Returns to the warehouses 20%
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Events per day 1,000

Length of a sales event (days) 3

Av brand partner deliveries/day (events/days) 300

Returns to brand partners/day (assuming that half 
keep product on hand for another sale) 150

Proportion of brand partners with repeat events 50%

Source: Company reports and J Capital estimates

Table 2. Estimated Number of Trucks Required
Type Number

Trucks for customer deliveries 22

Trucks for return orders 4

Trucks delivering from brand partners 150

Trucks returning product to brand partners 5

Total daily trucks required per warehouse 181
Source: J Capital estimates

The highest end of estimates for truck traffic at each warehouse comes to 
170 in total compared with an estimated 905 required.

Table 3. Trucks: Actual vs. Required

Location Estimated 
Actual

Estimated 
Needed Difference

Tianjin 50 181 72%

Ezhou 30 181 83%

Jianyang 20 181 89%

Kunshan 20 181 89%

Zhaoqing 50 181 72%

Source: J Capital estimates

Logistics Partners
The number of deliveries made by logistics partners provides another way 
to count volumes. Logistic fragmentation tends to make this difficult. But 
in one region, the Southwest, one partner, Pinjun Express, carries 70% of 
VIPShop’s volumes. That region is served by one warehouse, based in Jian-
yang, Sichuan, and it offers the best opportunity to estimate total volumes.
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The Jianyang warehouse serves Sichuan, Chongqing, Northwest Shanxi, 
Xinjiang, part of Tibet, and Guizhou. Of those provinces, Sichuan is by far 
the largest, with 40% of the volume, according to a former manager of de-
livery and logistics for the VIPShop operations in Sichuan. Jianyang is the 
biggest of the five warehouse operations, according to two different logis-
tics sources.

Pinjun says its central distribution centers in each province, where orders 
go before dispatch to substations, are each about 1,000 square meters 
and that dispatch is done once per day. An employee estimated that the 
1,000-square-meter warehouse could hold 10,000 orders. Since products 
are trucked in once a day, there should be only one warehouse inventory 
turn. 

Even given the modest volume, from what we could tell by standing out-
side, in a public area, the main Pinjun warehouse in Chengdu was very 
quiet. Granted, in the late afternoon the day’s shipments may already have 
gone out.

If Pinjun handles 70% of the volume for Sichuan, and Sichuan is 40% of 
the Southwest region, then 10,000 orders per day in the 1,000-sqm ware-
house would mean that Sichuan has about 14,000 orders per day and the 
Jianyang warehouse processes fewer than 40,000 orders in a day. (10,000 / 
0.7 / 0.4 = 35,714)

The Pinjun central warehouse for Sichuan Province on a Thursday around 4 p.m. | Photo by J 
Capital.
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Table 4. Estimated Southwest Volumes
Volumes based on Pinjun Interviews Estimates

Pinjun daily Sichuan volume 10,000

Total estimated non-Pinjun volume in Sichuan daily 4,285

Volume outside of Sichuan 21,428

Total estimated daily orders 35,714

Stated Run-Rate (orders per day) 100,000

Difference 65%
Source: Interviews, J Capital estimates

The manager of another logistics partner to VIPShop estimated that the 
Jianyang warehouse had 30,000 orders per day. That is less than one-third 
of the volume reported by VIPShop.

A manager of returns at a logistics partner to VIPShop said that returns 
from customers whose products came from the Jianyang warehouse aver-
age 1,000 orders each day. The company claims a return rate of 20%. If 
1,000 orders per day represent 20% of the 70% of volume done by Pinjun, 
then order volume would be about 7,150 daily for Sichuan and 17,800 for 
the Southwest region. In other words, daily orders in that case would be 
around 20% of the reported 
total.

Warehouses 
The VIPS warehouse facili-
ties are manifestly under-uti-
lized; we have never found a 
warehouse that was bustling 
and full, while warehouses 
run by Global Logistic prop-
erties for other e-commerce 
companies show much 
higher truck traffic. Below, 
for example, is a photo of an 
open bay at the busiest VIPS 
warehouse in the country 
on a Wednesday morning in 
July.

We took the photo from a 

The VIPS 
warehouse 

facilities are 
manifestly 

underutilized.

Photo taken from outside the Jianyang warehouse on a 
Wednesday late morning in July. | Photo by J Capital, July 
2015
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public area and could not enter the facilities but this was the busiest of the 
bays we could find.

On separate trips to the new facility in Ezhou, outside of Wuhan, in May 
and July, we saw a good deal of car traffic but very few trucks. On the May 
visit, a half dozen trucks visited in the evening. In July, we stayed only 
about an hour but saw only two trucks on premise. 

The Jianyang warehouse from another angle. | Photo by J Capital

Ezhou warehouse in May 2015. | Photo by J Capital
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Top: the main entrance to the warehouse in Ezhou, Hubei, outside of Wuhan. Middle: the 
loading bays. From our distant perspective, the warehouse seemed emty. Bottom: A view down 
the main avenue between in the warehouse complex. | Photos taken early on a Tuesday afternoon 
in July by J Capital.
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The Kunshan warehouse is similarly quiet. On one of our several visits, we 
saw four trucks at loading bays but we have never seen the loading bays 
full. That suggests under utilization. Also, several other companies share 

Above: a photo of loading bays at the Kunshan warehouse taken on a Friday morning in March. 
Below: a Thursday in May. | Photos by J Capital
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the Kunshan facility and so we cannot know which activity is VIPShop’s.

In Zhaoqing, which is now the VIPShop base for the Southeast, a July visit 
found the facility far fuller than it had been in January. We counted about 
a dozen trucks with the VIPShop logo and another dozen coming and go-
ing. There were about 200 scooters parked inside and around 30 cars.

We found this especially surprising, because an IT manager who had re-
cently left VIPShop said that Zhaoqing volumes were extremely low and 
the warehouse was not managed in their IT system. Volumes may have 
grown dramatically in the second quarter of the year, as traffic was moved 
from elsewhere in Guangdong, or VIPShop may have rented the warehouse 
to others.

Interview data from warehouse staff support VIPShop’s reported order 
volume. But we remain skeptics. We learned that warehouse teams in 
Ezhou are informed at the end of each shift how many orders the facility 
processed. We found that a manager who had been in charge of hiring staff 
and setting up warehouses gave very different metrics from those provided 
by people working inside. We suspect that the numbers reported to the 
workers by management may not actually represent the correct volumes.

There was considerable activity at the Zhaoqing VIPShop facility. | Photo taken by J Capital on a 
Friday afternoon in July
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How to Fake Transactions
The “3PL” Partners
Former VIPS warehouse managers say that VIPShop has at least 10 third-
party logistics partners nationwide, and that they occupy space inside the 
VIPShop warehouses. This is consistent with VIPS disclosures.

The 3PL companies do not actually make deliveries but hold and manage 
inventory for VIPShop, working with the express companies to deliver 
product. The 3PLs take inventory that has not been sold in a sales event 
and store it for the next event or else arrange for its return to the brand 
partner. Storage with the 3PL company is free of charge, while VIPShop 
charges for storage, and transfer of the inventory generates an invoice. The 
brand partners do not seem to be aware of these transfers of goods.

Honotop
Among VIPShop’s 3PL partners is Honotop or Tiantu (天图 ). Although 
Tiantu claims on its website to partner with JD, Suning, Amway, and many 
others, VIPShop staff, Tiantu staff, and other logistics partners told us that 
Tiantu has been a dedicated service provider to VIPShop since 2013.

Tiantu both occupies space within some of the VIPS warehouses and main-
tains its own warehouses close by. According to one of Tiantu’s logistics 
partners, the company moves products from the VIPS to the Tiantu ware-
house for packaging and labeling and then moves the same products back.

Zhiyuan
One of VIPShop’s logistics partners, called Guangzhou Zhiyuan, claims 
to handle 40% of the VIPS shipment volume inter province. A Zhiyuan 
manager said that half of its monthly bill for services to VIPS is paid by 
Pinjun Express, not by VIPS directly.

Feiyuan
Feiyuan Delivery is a 3PL partner to VIPS operating in the central western 
portion of the country. A former manager at VIPShop said that the com-
pany had recently acquired Feiyuan.

It would be easy for these companies, separate from VIPS but captive to it, 
to generate internal, circular transactions.

http://www.honotop.com/index.aspx
http://www.fyps.cn/
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Surprising Sales Channels
VIPShop sells a significant portion of products into wholesale channels. 
Based on estimates from logistics companies, we believe that these chan-
nels may represent around 20% of deliveries.

Other E-Commerce Sites
Several brand partners and logistics companies have confirmed that VIP-
Shop sells inventory through other e-commerce sites. Two of our inter-
viewees thought that 20% of volumes went to other e-commerce ware-
houses, but we did not get a clear view.

Following our disclosure in 2013 that VIPShop’s calculated sell-through 
per sales event had skyrocketed, the company reported that it has “group 
sales” events that it had not previously disclosed. VIPShop does not re-
port the number of group sales events. We believe that “group sales” may 
represent wholesale. Staff told us that the Huangpi facility in Wuhan, 
which is being closed down, was dedicated to group sales. That facility is 
50,000 square meters and was the principal facility for the Central China 
region before VIPS moved into the Ezhou warehouse last November. With 
200,000 square meters of the Ezhou facility utilized (generously estimat-
ed), the 50,000-square meter facility would represent 20% of the volumes.

Retail
VIPShop operates nine of its own retail outlets, but they are very small. At 
the one in Jianyang, Sichuan, a sales clerk said that most of the products 
on sale had been returned by customers.  

In addition to this channel, we suspect that VIPShop sells through whole-
salers and retailers.

The Haining Leather City wholesale market, a listed hypermarket for the 
wholesale of leather goods and garments, discloses using VIPS to sell on-
line. The company’s customers are shops that rent space within Haining’s 
facilities.

Retailing in Guangdong?
According to the logistics park at Foshan, VIPS’ warehouse there is now 
dedicated to receiving unsold goods from the flash sales. Outgoing orders 
to end-users for the Southeast region are sent from the Zhaoqing facility, 
not from Foshan. The Foshan warehouse is co-located with the Guangdong 
warehouse of a local retailer called Aeon, which is owned by the Japanese 

We believe 
wholesale 

channels may 
represent 

around 20% of 
deliveries.

http://www.cninfo.com.cn/finalpage/2015-06-30/1201211860.PDF
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company Jusco. Aeon operates stores in Guangzhou with similar products 
and a similar logo to that used by VIPShop. (See the images on the follow-
ing page.)

Our Theory
VIPShop has a category of assets called held-to-maturity securities, last 
reported at USD 462 mln, down from USD 607 mln in Q4 and up 57% from 
Q1. It is possible that those “securities” represent the notional receivables 
from the 3PL companies and/or the wholesale channels. It would work like 
this:

‣ VIPShop transfers unsold inventory to a 3PL company, which com-
mits to sell the inventory through, let’s say, a local wholesale market.

‣ VIPShop books a receivable.
‣ In six months, the inventory may not have been sold. Instead of writ-

ing off the receivable, VIPShop converts the receivable to equity in 
the 3PL company and writes off inventory.

‣ The corresponding held-to-maturity security declines.

Because these channels are unlikely to pay for product up front, VIPShop 
would not know for weeks whether it would receive payment and at what 
level. Inventory therefore would be sold to the 3PL company without pay-

A hallway in one of the Haining markets in Zhejiang. | Photo by J Capital, 2014
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ment and a receivable booked.

If this were the case, then VIPShop would need to make the receivables 
look like plain vanilla securities instead of receivables from its own part-
ners. That would be easy: they would just have to bundle a few and make 
them available for sale on their own finance platform and presto, they are 

Top left: The VIPS warehouse in Foshan. Top right: The Aeon facility in the same warehouse. 
Bottom: An Aeon store in Shenzhenng. | Photos by J Capital
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cash-like notes.

To “securitize” these receivables, VIPShop would need only to package the 
receivables on its own finance platform and make them available for sale. 
Such securities would pass muster with auditors as “held to maturity secu-
rities.”

Reliably each December, VIPShop moves to a new warehouse. This moving 
would inevitably lead to lost and damaged inventory. We expect that the 
company may be writing off inventory and concomitantly reducing the 
securities at the end of its fiscal year.

Acquiring logistics partners would be one handy way to accomplish this. 
Pinjun has emerged seemingly from nowhere in one year going from hav-
ing virtually no presence in the Southwest to carrying 70% of the VIPS 
volume. A year ago, most of the Sichuan deliveries were made by Chengdu 
Business News, which developed third-party delivery services based on its 
newspaper routes. Industry players do not have a high regard for Pinjun, 
and logistic problems seem inevitable. 

VIPShop started to provide its own delivery services in the Shanghai area 
in 2011 and, by 2015, claimed that 70% of deliveries were conducted by 
wholly or partially owned companies, with a target of 80% by yearend. 
None of these owned companies has ever been named in VIPS’ public 
reports, and disclosures regarding fulfillment are vague. The disclosure in 
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the 20-F is about the extent of it:

"We have established a logistics network and warehousing capacity 
with nationwide coverage. We have adopted a flexible logistics model 
supported by our robust and advanced warehouse management sys-
tem. We use a mix of top delivery companies with nationwide cov-
erage and quality regional or local couriers to ensure reliable and 
timely delivery." 1

The large companies mentioned by VIPS as third-party providers, such as 
EMS and Shunfeng, are not accessible to VIPS investment, so the “owned 
companies” making 70% of deliveries are displacing large, established 
companies. 

The shift comes with risks. According to a brand partner based in Wuhan, 
warehouse management is VIPS’ biggest problem right now. “There was 
not a single event last year in which our books matched the VIPS books,” 
the sales manager said. In some cases, returns were higher or the sales 
lower than VIPS reported, and “a lot of the time, they deliver the wrong 
SKU to the customer, and sometimes they get more orders than they have 
product for.”

Why take this sort of risk? One possible reason could be that, if the logis-
tics partners are holding VIPS inventory, acquiring the companies would 
enable a write-off that bumps up VIPS “sales” and reduces receivables. In 
other words, VIPS could be buying its own inventory. That might be one 
way to explain the USD 168 mln bump in intangible assets and goodwill 
in 2014.

Margins
Wholesale
VIPShop is under pressure to deliver rising sales volumes in part to ensure 
that its shares are highly valued. But also, the company often receives a 
higher take rate for bigger volumes. One brand partner in a fashion cat-
egory said that VIPShop gets a 20% discount on purchases of 10,000 items 
or fewer at one time and 30% on higher volumes. VIPShop sets the pricing 
of items sold for this brand and takes its commission net of the discount of-
fered to the end-user. Another fashion brand echoed these terms. Both said 

1 2014 20-F page 58

VIPS could be 
buying its own 

inventory.
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that sell-through is consistently 40-50%. A vendor of high-priced Swiss 
watches also said that VIPShop receives a commission on sales based on 
volume rather than a flat rate per sale.

So VIPS has incentive to buy as much as possible from the vendors. End-
user demand may not be sufficient, so VIPShop sells into wholesale chan-
nels. Wholesale channels, however, are unlikely to deliver a 25% margin to 
VIPS; typical margins to wholesalers are under 5%.

If indeed 20% of the sales booked by VIPShop are really to e-commerce 

Above: a promotion on VIPShop for a 14-inch Dell Vostro laptop being sold for RMB 2,599. The 
same laptop was available from Weidian for RMB 2,499.



19

September 22, 2015

VIPShop Holdings (VIPS US)

Anne Stevenson-Yang     +852 2534 7405      anne@jcapitalresearch.com
See final page for disclaimers. 

sites and retail chains, then we would expect that portion of sales to pro-
vide margins of 5-10% at best.

Electronics, Baby Foods, Furnishings
Several brand partners reported commissions to VIPS lower than those 
reported by the company. A large electronics brand that sells on VIPShop 
said that the commission taken by VIPS is 13%, plus 2.5% for logistics. 

To the extent that VIPShop focuses on consumer electronics, household 
furnishings, baby products, and auto sales, its take rate must necessarily 
be lower than 25%; not even manufacturers get a 25% gross margin on 
computers, and VIPShop has no volume advantage over the other dozens 
of outlets selling consumer electronics. For example, other websites are 
selling the identical Dell laptop for the same or lower prices than VIPS is 
offering. (See the images on the previous page.)

VIPShop does not disclose the proportion of its sales that derive from these 
non-fashion categories. Based on transaction data that purport to represent 
2014 sales, they represent a small portion of sales, perhaps 10%. For that 
portion of sales, then we estimate a margin of 10%.

Promotion Income
These margins could be balanced out by income to VIPShop for advertis-
ing. The company is now selling travel products and automobiles. It adver-
tises that purchasing discount coupons will win the buyer a discount when 
he or she visits the advertiser’s premises. That means that VIPShop is re-
ceiving payments for customer referrals. That income to date has not been 
separately disclosed. As the margin on those payments would be close to 
100%, it may balance out the low-margin categories.

Dubious Transactions
“Doorstep Returns” and the Return Rate
VIPShop estimates that 50% of payments come in the form of cash on 
delivery. In the Q1 call, the company boasted of its “doorstep return” policy 
permitting customer to receive cash back for returned goods or not to pay 
at all. Although this is common in COD systems, the logistics partners said 
they rarely processed doorstep returns. That leads us to wonder how many 
of the transactions never actually become sales.

Logistics providers and warehouse managers overall reported surprisingly 
low return rates from end customers: less than 5% and usually around 3%. 
This is perplexing, given that flash sales and COD deliveries both tend to 
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attract high returns. The return rate should be higher, but the 3-5% reports 
are very consistent. The highest rate we heard of from a logistics partner 
was 7%.

It is possible that logistics personnel believe the return rate is 3% simply 
because they are calculating on an unrealistically high base. For example, 
if an employee processed three returns and believed that the company had 
sold 100 orders in the relevant time period, then the three items would rep-
resent 3%. If the company had instead sold only 15 items, the three returns 
would represent a 20% return rate.

Zhuhai and the Accounting Logic
In our travels and discussions with former VIPShop employees, current lo-
gistics providers, suppliers, and customers we have not yet found any who 
knew that VIPShop had operations in Zhuhai, Guangdong. The company’s 
subsidiary on Hengqin Island in Zhuhai reported nearly USD 1 bln in rev-
enue last year. There is no office or warehouse in Zhuhai, a fact that was 
confirmed by the local government, which explained that VIPShop uses 
its license to operate in Zhuhai to move revenues from elsewhere on the 
Mainland in order to reduce income taxes. If so, then the Zhuhai revenue 
is duplicative and the USD 980 mln should be ignored.

This is supported by a wide range of evidence suggesting that the VIE 
company collects most of the sales revenue.

Together, the logistics and other evidence all point to drastically lower 
sales. The problem of the Zhuhai company revenue, the evidence of light 
logistics, and financial statements made to the Administration of Industry 
and Commerce that appear to show revenue much lower than that reported 
to the SEC when taken together paint a damning picture.

True Believers
The bull case for VIPShop rests on two key pillars: tracking data sold by 
third-party data suppliers and a positive view of VIPShop’s business model. 

Transaction Data
The tracking data for VIPShop provides granular information on the dollar 
value of sales by brand each month. There are two sources of tracking data 
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on VIPS, one from online transaction information and the other based on 
logistics.

The key provider of information on VIPShop transactions is a U.S. com-
pany called 7Park, based in New York. 7Park apparently obtains transac-
tion data on VIPShop from a small software company based in Portland, 
Oregon, called Savvr. Neither 7Park nor Savvr agreed to speak with us, but 
we spoke to other developers familiar with the work. 

In short, we do not believe the data.

It is technically possible to access transaction volumes and unit prices 
based on server data that is open to the public. The way the data collection 
works is to take a snapshot of each page at the start of a sales event and at 
the end, subtract the final unit volume form the beginning units, and mul-
tiply the resulting units sold by the price. But we would make the follow-
ing observations:

‣ It is technically trivial for a company that wants to show high vol-
umes of transactions to add a multiplier to all transactions before 
“web scrapers” access the data. 

‣ Calculating volumes by taking the number of items sold would lead 
to a very imprecise estimate of company revenue. Given that the 
company says 50% of transactions are in cash, then fully half of 
those transactions do not represent revenue. Returns should vary 
over different periods. There is promotional income for things like 
auto sales, but those transactions occur offline. There are discounted 
sales to channel partners and many other possible variations. VIP-
Shop also sells gift certificates.

The information on deliveries is provided as a separate tracking product. A 
company called Kinya Group is one provider of the logistics data. Kinya is 
a private company connected with a government logistics association, and 
VIPShop appears to be closely affiliated with Kinya.

There is only one A-listed company that discloses its volume of sales to 
VIPShop. That company is Lancy, a clothing company, which disclosed 
RMB 16.7 mln in sales to VIPShop in 2014 and RMB 10 mln in the first 
half of 2015. But transaction data for 2014 provided by one of the major 
service providers, which includes a table showing all transactions by brand, 
does not include Lancy or any of its brands. A search for Lancy on the vip.
com domain finds a legacy Lancy store that is no longer available.

http://world.tmall.com/item/44431995858.htm?spm=a230r.1.14.4.Nveiin&id=44431995858&ns=1&abbucket=15
http://www.kinyagroup.com/kinyagroup/index/index.jhtml
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The Flash Sales Story
Many on the buy side believe in VIPShop because they believe it is a good 
value proposition for Chinese customers. China is chock-a-block with ex-
cess inventory and needs liquidators. VIPShop takes the inventory off the 
hands of small operators that don’t have the ability to fulfill orders by 
themselves.

We admit to a prejudice against arguments about the Chinese consumer. 
There have been many business model miracles in China and once invest-
ment capital runs out, they are never miracles anymore. Vancl was the 
darling of the investment community and the e-commerce company to 
beat before Taobao was on anyone’s scope, but Vancl’s failure to IPO in 
2011 started a very short fuse to implosion. UTStarcom was another wun-
derkind of Chinese innovation that died an ignominious death. The entire 
solar sector is another example, as is the online-gaming sector, part from 
Tencent, which is another story. Sustainable business models are very rare.

Furthermore, flash sales models anywhere tend to top out rather quickly: 
the vendors run out of a supply of overstocked goods.

On the specifics of VIPShop’s model, supporters claim that: 

‣ Brands are willing to give VIPShop 25% because VIPShop handles 
logistics for them.

‣ VIPShop sells out-of-season and overstocked goods and so can offer a 
deep discount, which is attractive to buyers.

‣ VIPS is the go-to site for discounted luxury goods.
‣ Buyers are poorly educated shoppers in “tiers 3-5” who don’t know 

enough to comparison shop.

We would point out the following:

‣ An increasing portion of VIPShop’s brand partners fulfill their own 
orders.

‣ Products on VIPShop are frequently the same price or even more 
expensive than the same products on other sites.

‣ VIPShop no longer focuses on luxury goods.
‣ Poorer buyers tend to be more price-sensitive.
‣ The negative working capital from which VIPShop long benefited has 

been undermined by the company’s build-out of warehouses and yet 
its reported margins and cash flow have not been impacted.

‣ VIPShop obtains products overseas that are not visibly in excess and 
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sells them in China. That is not an excess-inventory story. The com-
pany is now emphasizing cross-border e-commerce.

‣ The barriers to a flash model are low, and yet no other e-commerce 
player has made money from the model.

Weird Capex
Wanderlust
The biggest shift in VIPShop strategy in the last two years has been the 
company’s headlong dive into an owned logistics network. Yet despite the 
apparent heavy capex—which should require depreciation--the company 
margins only get better. In Q2, operating margins expanded from 2.9% to 
4.9%. Fulfillment expenses fell from 10% to 9% of net revenue.

We think this could be because the expenses of the owned network are not 
actually on the VIPS balance sheet.

VIPShop moves to new warehouses every year or so. Logistics park man-
agers say that VIPS moved from several of its sites because the company 
was not satisfied with prices. But this shows at the very least poor plan-
ning. The leases were multiple-year leases, and VIPS admitted in corre-
spondence with the SEC that moving to a new warehouse caused loss of in-
ventory. Growth at the VIPS rate is a challenge for any management team, 
and moving premises would make it far more challenging. One might say 
impossible.

‣ For example, in December 2012, GLP announced that VIPShop had 
rented 6,500 sqm of warehouse space in its Beijing Daxing logistics 
park. In December 2013, VIPS departed.

‣ In December 2013, VIPS moved to the Guotong logistics park in 
Foshan, Guangdong. In December 2014, it moved the warehouse to 
Zhaoqing, about an hour away.

‣ According to interviews, in Tianjin, VIPS signed a 10-year rental 
agreement with Goodman Properties then purchased land directly 
across the street.

‣ VIPShop signed an agreement with Global Logistics Properties in 
late February 2014 to rent 36,000 square meters of warehouse space 
at Wuhan’s Huangpi site and yet moved into a 400,000-sqm space 
in another suburb of Wuhan, Ezhou, just nine months later. By mid 
2015, VIPS had closed the Huangpi site.

http://www.glprop.com.cn/press-releases/134-GLP-Leases-36,000-sqm-(388,000-sq-ft)-to-Vipshop-in-China.html
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Table 5. Warehouses (in sqm)

Name Province  Size in 
2012 

 Size in 
2013 

 Size in 
2014 

 Size in Q1 
2015 

Owned or 
Leased

Foshan GLP 
Sanshan I Guangdong 89,237 85,579 Leased

Foshan GLP 
Sanshan II Guangdong 155,507 155,508 Leased

Foshan 
Guotong Guangdong Leased

Kunshan GLP 
Dianshanhu Jiangsu 65,640 88,293 184,433 Leased

Kunshan GLP 
Dianshanhu II Jiangsu 184,433 Leased

Kunshan GLP 
Qiandeng Jiangsu Leased

Beijing GLP 
Daxing Beijing Leased

Tianjin Wuqing 
Phase 1 Tianjin 58,524 121,237 121,237 Leased

Tianjin Wuqing 
Phase 2 Tianjin 100,000 Leased

Tianjin Wuqing 
Phase 3 Tianjin Owned

Chengdu Bao 
Bent Park Sichuan 36,559 Leased

Guangzhou Guangdong 11,616 12,020 Rented

Jianyang Sichuan 80,927 144,229 144,229 Leased

Jianyang 2 Sichuan Owned

Ezhou Hubei 300,000 Owned

Zhaoqing Guangdong 200,000 Owned

GLP Huangpi Hubei Leased

GLP Nanhai Guangdong 20,000 Leased

Chongqing Chongqing

Zhengzhou 
Bonded 
Warehouse

Henan Owned

Dongguan 
Bonded 
Warehouse

Guangdong

Huangpi Hubei 50,000 50,000 Rented

Total 223,052 313,323 617,426 1,205,407  a
Source: company 20-Fs, J Capital estimates
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VIPShop owns very few physical assets; the warehouses and land sit in 
related-party companies. This may be to enable those companies to raise 
capital that is not visible to shareholders or it may be to divert company 
funds to a company that VIPS management would like to list or have VIP-
Shop acquire in the future; we do not know. 

One reason to acquire majority equity in 3PL partners might be to write off 
the inventory. Since the partners are taking inventory from VIPS, acquir-
ing them and writing off inventory at the end of the year would raise VIPS 
margins and make sales look bigger than they really are.

Back when all the warehouses were rented, moving might enable VIPS to 
dispose of inventory and record it somewhere in the capital budget as a 
moving expense. Now that VIPShop increasingly uses owned warehouses, 
acquiring the companies that hold inventory would be a path to record-
ing sales. If our theory is correct, that its “held-to-maturity securities” 
represent products the partners are holding for sale, then an acquisition 
and write-off would bring down the level of securities. And indeed, they do 
drop at the start of each new year.

The reduction at the start of 2015, by USD 313 mln, would plug the gap for 
a significant portion of what we believe is missing revenue.

Why Own Anyway?
Having reported the best margins and cash flow of any early-stage e-
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Source: Company filings
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commerce company based on its asset-light model, VIPShop less than two 
years ago dove headlong into building its own logistics network. The com-
pany has gone from about 300,000 sqm of rented warehouse space in 2013 
to 1.4 mln sqm now. The warehouses are manifestly under-utilized even as 
VIPS plans more construction. VIPShop says it is overbuilding warehouses 
in order to rent space to partners. This seems odd, because the company re-
ports far higher profitability for its e-commerce business than logistics and 
warehousing companies report, and there is no lack of warehouse space 
provided by other companies in the regions where VIPS operates.

VIPShop embarked on this construction bonanza just as its reported ef-
ficiency had risen by about 75%: in 2012, VIPS earned about USD 288 per 
square foot of warehouse space, and that number soared to USD 503 in 
2013 and USD 568 in 2014. These numbers still put VIPS well below the 
performance per square foot of international competitors.

Table 6. Capex and Rental Costs as a % of Revenue (,000 USD)
2009 2010 2011 2012 2013 2014

Capex 92 1,519 9,592 12,379 22,249 256,027

Revenue 2,805 32,582 227,143 692,113 1,696,673 3,773,658

Rental 163 522 3,154 7,500 13,684 26,648

9% 6% 6% 3% 2% 7%

Source: Company filings

Table 7. Revenue per Square Foot in 2014
Company Revenue/Square Foot

Zulily 857

Amazon $783

JD.com $783

VIPS $568

Source: Company reports and J Capital estimates

In the Q2 call, management said that warehouse capex plans continue to 
be USD 250 mln per year. The company’s 1.4 mln sqm of warehouses now 
will reach 1.5 mln by year end.

What Do the Shareholders Own?
Eric Shen has a habit of registering companies in Hong Kong with the 
name VIPShop that actually are not owned by VIPShop shareholders. 
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This supports our view that VIPS has less profit and fewer assets than 
reported. Whether the VIE owns assets should not be relevant to share-
holders: they do not know how those assets were funded, whether they are 
encumbered with debt or with other equity partners, what the contracts 
look like, or who has claim in the event of a default.

‣ Tianjin: The warehouse in the Wuqing E-Commerce Logistics Park is 
owned by Tianjin VIPShop Logistics Co. Ltd., which is solely owned 
by a Hong Kong company with the name VIPShop Tianjin Invest-
ment Ltd. The sole owner of this Hong Kong company is a company 
called VIPShop Tianjin Limited, which does not appear on corporate 
registries in Hong Kong, the United States, China, or other territories 
we were able to check. Until May 2014, VIPShop International Hold-
ings Ltd. was owner of the company but transferred its shares and 
resigned its directorship in 2014, when Eric Shen became the sole 
director. The company is capitalized at USD 25 mln.

‣ Ezhou: Investment for the warehouse came from VIPShop Hubei 
Logistics Co. Ltd. This company was established in January 2014 and 
is owned by a holding company whose owner is Eric Shen.

‣ Zhaoqing: An investment company registered in Hong Kong called 
VIPShop Guangdong Investments Ltd. is the parent of the company 
that purchased land for this warehouse.

Land Grab
We expect one reason for owning warehouses instead of renting them is 
land speculation. All over the country, local governments are using every 
type of inducement to get investment in e-commerce parks one of the last 
forms of real estate investment still permitted. 

In Jianyang, Sichuan, for example, VIPS is building a huge new, owned 
warehouse planned to be 400,000 square meters to replace its leased facil-
ity a couple of miles away. The first phase of the new facility covers 1,200 
mu of land or 197 acres, roughly the size of Arlington National Cemetery. 
The local government investment office explained that many e-commerce 
companies are buying land in the region, because the Sichuan provincial 
government has approved construction of an airport near the city. When 
the plan was approved, land prices appreciated from RMB 160,000 per mu 
to RMB 200,000, and the government expects more appreciation once the 
project reaches the next stage. 

Companies that buy land for an e-commerce park sometimes receive par-

We expect 
one reason 
for owning 

instead 
of renting 

warehouses 
is land 

speculation.



28

September 22, 2015

VIPShop Holdings (VIPS US)

Anne Stevenson-Yang     +852 2534 7405      anne@jcapitalresearch.com
See final page for disclaimers. 

cels at the same price that are zoned for commercial or residential use, 
and selling or leasing construction on these parcels can be very lucrative. 
Commercial land in the area sells for up to RMB 3 mln per mu. The local 
government office said that Alibaba is in negotiations to build a logistics 
center in the city that would be rented out.

According to a logistics company in Sichuan that serves the e-commerce 
majors, “Everyone is going to Xinjiang now to establish warehouses be-
cause if you use the words ‘e-commerce’ you get all sorts of land.”

The Changing Sales Model
Just in Time
The traditional VIPShop model is one of consignment sales. The brand 
partners agree to sell on the VIPS platform then they deliver product to 
each of the five warehouses. VIPS conducts the sale, delivers to the end-
user, and collects returns from customers, then returns unsold product to 
the brand partner along with the returned goods. About half of the prod-
ucts delivered to the warehouse are sold, with the balance of the product 
returned to the brand owner or stored for a future sales. Returns from cus-
tomers, according to VIPShop, are 20%. VIPShop does not pay the brand 

The site of a new VIPS warehouse being constructed in Jianyang, Sichuan. The site is planned 
to be 400,000 sqm.
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owners for products until the products have been sold.

This model affords VIPShop an enviable use of supplier cash; it does not 
have to pay even a deposit on inventory until the customer has made pay-
ment, and so VIPShop benefits from about six weeks of free cash from sup-
pliers. Why mess with this model?

Yet that is what VIPShop has done. Under the “just-in-time” model, says 
VIPShop, VIPS brand partners do not deliver goods to the VIPS warehous-
es until the sale has been conducted and VIPS informs them how many 
orders have been placed. The brands then deliver to VIPS, VIPS makes 
delivery to customers, and returns follow the familiar pattern.

All this is supposed to occur within a three-day period—often just 24 
hours. We find that hard to believe. In fact, we do not believe it. What we 
find instead is that, increasingly, VIPS allows its brand partners to fulfill 
their own orders. VIPS runs the sale and the vendor fills the order and de-
livers the goods. 

This is just the TMall model, and TMall’s revenue overwhelmingly comes 
from its payment tool, Alipay. VIPShop has no such advantage. Brand part-
ners have not disclosed to us how much they pay VIPShop under the new 
format.

Mobile E-Commerce
The use of mobile phones for shopping online has now reached nearly 50%, 
according to iResearch. VIPShop reports 76% purchases by mobile phone. 
This can be a good thing or a bad one: a mobile app tends to create sticki-
ness and make it more difficult for challengers to unseat an incumbent. E-
commerce players also report that it is very expensive to market a mobile 
app and encourage purchases through it. Therefore, the VIPShop app could 
represent a significant market advantage if purchases really have been 
strong on the app. 

However, brand owners tell us that VIPShop seems to be declining com-
pared with other platforms in traffic and sales. It may be that the mobile 
ecommerce world has strengthened Taobao/Tmall’s overwhelming advan-
tage of numbers.

The same 80-ml bottle of Ambree perfume by Prada is offered on JD’s mar-
ketplace, upper photo, for RMB 528 and for RMB 829 on VIPShop. Screen-
shots taken on September 2, 2015.
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Who Is the Flashiest?
Alibaba’s Juhuasuan aggregates brands being sold through multiple Tao-
bao and TMall stores and makes them available at discounts. This site 
functions as a flash sales site, with limited availability and significant 
discounts. 

Interestingly, Juhusuan functions more like a flash site than VIPShop does; 
VIPShop has become more of a conventional retailer. VIPShop has far more 
SKUs under each brand than Juhuasuan has, and Juhuasuan prices tend 

The same 80-ml bottle of Ambree perfume by Prada is offered on JD’s marketplace, upper 
photo, for RMB 528 and for RMB 829 on VIPShop. Screenshots taken on September 2, 2015.
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to be a bit lower. Below, for example, are screenshots from Juhuasuan (up-
per photo) showing a Youngor shirt on sale for RMB 168, down from RMB 
1,400, for a limited time.

Vendors say that Juhuasuan volumes are much higher than VIPShop’s and 
that Juhuasuan’s take rate is also higher.

VIPS has also opened new channel offering products from overseas, includ-
ing shampoo, baby formula, health supplements, cookware, and dozens of 
other lightweight products. Prices do seem lower than those offered for the 
same brands on other sites, but there is no limited-time aspect to the sale. 
The value proposition appears to be that VIPS maintains bonded ware-
houses and can deliver more quickly.

Some of identical products on the overseas site are also available on the 
domestic site at the same price.

VIPS is a more attractive site, but Juhuasuan offers similar items at the 
same or lower prices.

New Categories
In another departure from the flash sales model, VIPShop has opened a 
travel channel offering packages to domestic and international destina-
tions plus additional services such as visa services and overseas Wi-fi and 
phone service. But the offerings are not appreciably different from those 
available on CTrip or a wide range of other travel websites. For example, 
below is a VIPS screenshot showing a ticket to Hong Kong Disneyland (left) 
and package trips to the beach resort of Sanya (middle) and Beijing (right). 
The trip to Sanya, a beach resort, is offered at RMB 1,368 for two nights, 
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double occupancy. 

The Sanya package offered by CTrip, at right, is 
for four nights, for RMB 2,770.

Below are offerings from VIPS for a visa service 
and offshore Wi-Fi service.

Auto Sales
In July 2014, Shanghai Auto and Guangzhou Toyota opened stores on VIP-
Shop. As with online real estate sites such as Soufun, the consumer pays 
VIPShop in order to receive a larger discount from the dealer. Buyers of a 
Toyota Yaris, for example, pay RMB 1,000 to VIPShop and receive a RMB 
1,500 discount when they purchase the car, plus they get a set of Hello 
Kitty car decorations. 

The entrance into the auto business could be related to the VIPShop’s brief-
case company on Hengqin Island in Zhuhai; that location is the Mainland’s 
top transit point for “gray channel” automobiles, brought into the local 
free trade zone without tax and then somehow driven to other Mainland 
locations. In March this year, VIPShop changed the business scope on the 
license of its VIE company to add automobile sales. In July 2013, VIPShop 
registered a subsidiary in Hubei that has the right to sell automobiles, and 
the business license of the VIPS subsidiary in Jianyang, Sichuan was also 
changed in December 2012 to include “trade in autos” and “sales of auto-
mobiles.”

Screenshots taken from VIPShop on September 2, 2015.

http://auto.mop.com/n327754.shtml
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The Situation Now
Q2 Results
The key change in VIPShop’s report in the most recent quarter was that 
cash collapsed. Income from operations rose 192.5% and yet cash from 
operations fell. The change was attributed to new payments policies, but 
these were completely unexplained. 

Such a change might be due to a shift to a traditional third-party model 
in which VIPShop does not buy inventory but simply acts as a marketing 
platform and takes promotional fees. Several brands we have interviewed 
are fulfilling orders themselves and not delivering inventory to VIPShop.

In Q2, the company also reported that cross-border e-commerce, which 
began in Q4 2014, had grown by a factor of 10. We learned that VIPShop 
has a new bonded warehouse in Zhengzhou, Henan designed to bring in 
imported products for sale in China, and the company is apparently mak-
ing sales to Taiwan, Hong Kong, and Macau. Its public statements and its 
partners talk frequently about the new model of cross-border e-commerce. 
This may or may not be a good business, but it has little to do with the 
original value proposition, which was to sell overstocked goods at a dis-
count in China.

Cash
There are signs that VIPShop is more thirsty for cash than it should be, 
given the healthy reported cash balances. For instance, despite high re-

Coupon for the purchase of an SUV on sale at VIPShop.
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ported cash balances, VIPShop started borrowing from banks in Q1 2014 
and has taken short-term loans in Q1 and Q2 of this year as well. Partners 
uniformly report that VIPShop delays payment beyond the terms of the 
contracts. We also learned from logistics partners that VIPShop obtains its 
trucks on a financial leasing basis. 

All of this suggests a company that is cash-constrained, not a company 
that has USD 1.2 bln in cash on hand, enough to cover four years of operat-
ing expenses.

Meanwhile, the company is losing some of its traditional advantage from 
negative working capital.

We expect that VIPShop is much shorter of cash than its financials would 
suggest. We think the company is likely to go to the market for new money 
soon, whether by trying to list Pinjun inside or outside China, raising eq-
uity or raising debt.
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Insider Sales
In the meantime, the people most familiar with VIPShop seem to be short 
the stock. Insider sales of VIPS stock in last year amounted to USD 900 
mln, of which USD 73 mln was sold by Eric Shen August 18. The list, with 
a description of relationships, can be downloaded here.

Table 8. Insider Stock Sales August 2014 through June 2015 (shares and USD mln)

Name Relation (J Cap 
Notes) Date Type Shares  Avg. 

Price Return Shares
 Mkt Val 

(in mln 
USD) 

FENG JIA LU
Vice President of 
Branding and Public 
Relations

8/31/2015 144 Sale 20,000  $19.03 7.7% O -20,000  $0.38 

FENG CAI 
XIAN VP and Shanghai GM 8/28/2015 144 Sale 100,000  $18.89 7.0% O -100,000  $1.90 

FENG CAI 
XIAN VP and Shanghai GM 8/20/2015 144 Sale 200,000  $19.00 7.6% O -200,000  $3.80 

FENG JIA LU
Vice President of 
Branding and Public 
Relations

8/20/2015 144 Sale 50,000  $19.00 7.6% O -50,000  $0.95 

ELEGANT 
MOTION 
HOLD...

Beneficially owned by 
Eric Shen 8/18/2015 144 Sale 3,500,000  $21.00 16.4% O -3,500,000  $73.50 

HAIDONG 
JIANG VP of Technology 8/17/2015 144 Sale 76,879  $20.50 14.3% O -76,879  $1.60 

ADVANCED 
SEA 
INTERN...

Beneficially owned by 
Jacky Xu, a director of 
the company

7/30/2015 144 Sale - 
Planned P 1,199,700  $19.70 10.9% O -1,199,700  $23.60 

FENG JIA LU
Vice President of 
Branding and Public 
Relations

6/17/2015 144 Sale 75,227  $25.29 30.6% O -75,227  $1.90 

SEQUOIA 
CAPITAL 
CHI...

Private Equity Investor 6/12/2015 144 Sale 77,920  $24.74 29.0% O -77,920  $1.90 

SEQUOIA 
CAPITAL 
CHI...

Private Equity Investor 6/10/2015 144 Sale 300,000  $24.20 27.4% O -300,000  $7.30 

SEQUOIA 
CAPITAL 
CHI...

Private Equity Investor 6/8/2015 144 Sale 1,172,068  $24.50 28.3% O -1,172,068  $28.70 

CAI 
XIANFENG VP and Shanghai GM 5/27/2015 144 Sale 100,000  $26.57 33.9% O -100,000  $2.70 

https://jcapitalresearch.box.com/s/qlquurzc6zzs3jjhfpnagxlgo0lof7x8
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ADVANCED 
SEA 
INTERN...

Beneficially owned by 
Jacky Xu, a director of 
the company

4/30/2015 144 Sale - 
Planned P 720,000  $28.68 38.8% O -720,000  $20.60 

JIANG JING Senior VP 3/30/2015 144 Sale 126,668  $28.62 38.6% O -126,668  $3.60 

KAO DANIEL 
TSUN

Chief Technology 
Officer 3/30/2015 144 Sale 130,000  $28.62 38.6% O -130,000  $3.70 

CAI 
XIANFENG VP and Shanghai GM 3/27/2015 144 Sale 50,000  $28.07 37.4% O -50,000  $1.40 

JIANG JING Senior VP 3/25/2015 144 Sale 50,000  $28.82 39.1% O -50,000  $1.40 

CAI 
XIANFENG VP and Shanghai GM 3/24/2015 144 Sale 100,000  $28.56 38.5% O -100,000  $2.90 

JIANG JING Senior VP 3/24/2015 144 Sale 50,000  $28.56 38.5% O -50,000  $1.40 

MEIJUAN 
HONG VP 3/23/2015 144 Sale 90,000  $28.41 38.2% O -90,000  $2.60 

JIANG JING Senior VP 3/20/15-
3/23/15 144 Sale 200,000  $27.90 37.1% O -200,000  $5.60 

KAO DANIEL 
TSUN

Chief Technology 
Officer 3/20/2015 144 Sale 120,000  $27.38 35.9% O -120,000  $3.30 

SHEN 
NANPENG Private Equity Investor 3/20/2015 144 Sale - 

Planned P 200,000  $28.28 37.9% O -200,000  $5.70 

CHIEN 
KATHLEEN Independent Director 3/17/2015 144 Sale 494  $26.52 33.8% O -494  $0.13 

WEI 
YANXIANG VP, Operations 3/17/2015 144 Sale 1,505  $25.35 30.7% O -1,505  $0.38 

CAI 
XIANFENG VP and Shanghai GM 3/13/2015 144 Sale 50,000  $26.67 34.2% O -50,000  $1.30 

HIGH 
VIVACITY 
HOLDI...

Beneficially owned by 
Arthur Hong Bo 3/13/2015 144 Sale 4,500,000  $26.67 34.2% O -4,500,000  $120.00 

KAO DANIEL 
TSUN

Chief Technology 
Officer 3/13/2015 144 Sale 50,000  $26.67 34.2% O -50,000  $1.30 

MEIJUAN 
HONG VP 3/13/2015 144 Sale 50,000  $26.67 34.2% O -50,000  $1.30 

JIANG JING Senior VP 3/12/2015 144 Sale 100,000  $26.13 32.8% O -100,000  $2.60 

SHEN 
NANPENG Private Equity Investor 3/12/2015 144 Sale - 

Planned P 300,000  $26.75 34.4% O -300,000  $8.00 

RAPID 
PRINCE 
DEVELO...

Beneficially owned by 
Bin Wu, a director of 
the company

3/11/2015 144 Sale 425,315  $25.98 32.4% O -425,315  $11.10 

JIANG JING Senior VP 3/10/2015 144 Sale 50,000  $25.21 30.4% O -50,000  $1.30 

CAI 
XIANFENG VP and Shanghai GM 3/6/2015 144 Sale 119,765  $25.14 30.2% O -119,765  $3.00 

WEI 
YANXIANG VP, Operations 3/6/2015 144 Sale 40,000  $25.14 30.2% O -40,000  $1.00 

MA XIAOHUI VP 3/2/2015 144 Sale 323,141  $24.45 28.2% O -323,141  $7.90 
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DCM HYBRID 
RMB FUND... Private Equity Investor 2/27/2015 144 Sale 564,410  $25.34 30.7% O -564,410  $14.30 

DCM 
INVESMENT 
MANAG...

Private Equity Investor 2/27/2015 144 Sale 623,573  $25.34 30.7% O -623,573  $15.80 

LIU CHUN Independent Director 2/27/2015 144 Sale 54,697  $25.37 30.8% O -54,697  $1.40 

WEI 
YANXIANG VP, Operations 2/27/2015 144 Sale 40,000  $25.37 30.8% O -40,000  $1.00 

CAI 
XIANFENG VP and Shanghai GM 2/26/2015 144 Sale 117,138  $25.38 30.8% O -117,138  $3.00 

JIANG JING Senior VP 2/26/2015 144 Sale 100,000  $25.38 30.8% O -100,000  $2.50 

RAPID 
PRINCE 
DEVELO...

Beneficially owned by 
Bin Wu, a director of 
the company

2/23/2015 144 Sale 3,000,000  $25.65 31.5% O -3,000,000  $77.00 

FENG JIA LU
Vice President of 
Branding and Public 
Relations

2/20/2015 144 Sale 94,865  $25.60 31.4% O -94,865  $2.40 

TANG YIZHI Senior VP 2/20/2015 144 Sale 500,000  $25.60 31.4% O -500,000  $12.80 

JIANG JING Senior VP 2/19/2015 144 Sale 1,000,000  $25.76 31.8% O -1,000,000  $25.80 

WEI 
YANXIANG VP, Operations 2/19/2015 144 Sale 100,000  $25.76 31.8% O -100,000  $2.60 

SHEN 
NANPENG Private Equity Investor 2/17/2015 144 Sale 

-Planned P 300,000  $25.05 29.9% O -300,000  $7.50 

ADVANCED 
SEA 
INTERN...

Beneficially owned by 
Jacky Xu, a director of 
the company

1/23/2015 144 Sale 
-Planned P 400,000  $21.88 19.7% O -400,000  $8.80 

BLACK- 
BOARD 
VENTURES...

Private Equity Investor 1/6/2015 144 Sale 74,537  $20.50 14.3% O -74,537  $1.50 

MEIJUAN 
HONG VP 12/31/2014 144 Sale 117,000  $19.61 10.5% O -117,000  $2.30 

MEIJUAN 
HONG VP 12/29/2014 144 Sale 50,000  $19.96 12.0% O -50,000  $1.00 

LIN FRANK 
H VP 12/22/2014 144 Sale 349,454  $20.35 13.7% O -349,454  $7.10 

MEIJUAN 
HONG VP 12/22/2014 144 Sale 200,000  $20.63 14.9% O -200,000  $4.10 

MEIJUAN 
HONG VP 12/10/2014 144 Sale 100,000  $21.45 18.1% O -100,000  $2.10 

HIGH 
VIVACITY 
HOLDI...

Beneficially owned by 
Arthur Hong Bo 12/9/2014 144 Sale 3,000,000  $21.45 18.1% O -3,000,000  $64.40 

WEI 
YANXIANG VP, Operations 12/8/2014 144 Sale 30,000  $22.21 20.9% O -30,000  $0.67 

TANG YIZHI Senior VP 12/3/2014 144 Sale 1,000,000  $22.17 20.8% O -1,000,000  $22.20 
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The team may be under pressure to drive share prices higher because of 
quid-pro-quo deals in which they exchanged future stock appreciation for 
apparent sales volume. A manager of a private equity fund in China de-
scribed his fund’s forward purchases of insider shares around the time of 
the IPO and estimated that half of management shares had been sold pro-
spectively at the pre-IPO price, to be settled at a future date. Some of those 
sales were made, according to this fund manager, in return for commit-
ments by vendors to report high-volume sales on VIPShop, thus driving up 

WEI 
YANXIANG VP, Operations 11/28/2014 144 Sale 70,000  $22.94 23.5% O -70,000  $1.60 

FAN LIPING VP 11/25/2014 144 Sale 12,769  $22.72 22.7% O -12,769  $0.29 

FAN LIPING VP 11/24/2014 144 Sale 60,000  $22.68 22.6% O -60,000  $1.40 

LIU CHUN Independent Director 11/24/2014 144 Sale 26,340  $22.68 22.6% O -26,340  $0.60 

MEIJUAN 
HONG VP 11/24/2014 144 Sale 200,000  $22.64 22.4% O -200,000  $4.50 

JIANG JING Senior VP 11/21/2014 144 Sale 700,000  $22.64 22.4% O -700,000  $15.80 

RAPID 
PRINCE 
DEVELO...

Beneficially owned by 
Bin Wu, a director of 
the company

11/20/2014 144 Sale 5,000,000  $22.64 22.4% O -5,000,000  $113.20 

SHEN 
NANPENG Private Equity Investor 11/3/2014 144 Sale 

-Planned P 20,000  $230.00 23.7% O -20,000  $4.60 

FENG JIA LU
Vice President of 
Branding and Public 
Relations

9/29/2014 144 Sale 10,000  $199.02 11.8% O -10,000  $2.00 

RAPID 
PRINCE 
DEVELO...

Beneficially owned by 
Bin Wu, a director of 
the company

9/18/2014 144 Sale 232,650  $205.46 14.50% -232,650  $47.80 

SEQUOIA 
CAPITAL 
CHI...

Private Equity Investor 9/12/2014 144 Sale 76,646  $208.00 21.40% -76,646  $15.90 

TANG YIZHI Senior VP 9/11/2014 144 Sale 30,000  $206.60 23.00% -30,000  $6.20 

JIANG JING Senior VP 9/9/2014 144 Sale 10,000  $213.83 24.90% -10,000  $2.10 

JIANG JING Senior VP 9/5/2014 144 Sale 7,773  $207.70 14.40% -7,773  $1.60 

DCM 
AFFILIATES 
FUND...

Private Equity Investor 9/4/2014 144 Sale 2,382  $210.00 17.70% -2,382  $0.50 

DCM HYBRID 
RMB FUND... Private Equity Investor 9/4/2014 144 Sale 100,000  $210.00 17.70% -100,000  $21.00 

DCM V LP Private Equity Investor 9/4/2014 144 Sale 97,618  $210.00 17.70% -97,618  $20.50 

MEIJUAN 
HONG VP 9/2/2014 144 Sale 10,000  $196.63 8.50% -10,000  $2.00 

Totals  33,200,534 -33,200, 
534  $901.60 

Source: Washington Insider, J Capital
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the share price. 

The forward sales would help explain why the VIPShop management team 
seems to be under pressure to drive the share price higher at each quarter-
ly report. For the vendors who received shares, driving up volumes means 
share appreciation, which means cash. For the VIPS management team, 
share appreciation means better access to capital markets, while they also 
need to repay favors form the companies that agreed to sell on their site.

Current Sales Trends
Several vendors said that their sales on VIPShop this year have fallen 
sharply. According to one large vendor of home electronics, sales in 2014 
were up 10-15% but this year are down by more than 40% on VIPShop. The 
vendor is seeing declines in all sales channels but VIPShop is particularly 
acute.

We have recently spoken with roughly 20 vendors, all of whom reportedly 
some decline in sales on VIPShop. But the VIPShop vendor community is 
very disaggregated, and the vendors we met probably represent only low 
single digits worth of total volume.

Really?
Managing Growth
It may be useful to apply a very simple reality check. VIPShop was formed 
in 2008 by a team without experience in retail or inventory management. 
Total expenditures on IT have been modest. The company has moved from 
warehouse to warehouse every few months and has doubled and tripled its 
staff. Amid all this change, delivery is the fastest in the world for a flash 
sales model and the most efficient. Profitability is high. Sales volume, the 
number of events, the SKUs managed, and the number of brand partners 
all double yearly. The company’s margins have risen steadily even amid 
very rapid growth.

In the real world, this does not happen, ever.

VIPShop has relatively strong revenue per square foot of warehouse even 
though its per-customer revenue is the lowest among peers. With 23.6 mln 
active customers in 2014, VIPShop had USD 159 in annual revenue per 
customer.
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Table 9. Average Annual Spend per Active User 2014
Alibaba $1,075

JD.com $502

eBay $597

Zulily $246

Amazon $330

VIPS $159

Source: Company reports, Statista, J Capital

The average revenue per sales event skyrocketed in 2013 and fell in 2014. 
The company has not reported on the number of sales events in 2015.
Despite the relatively low utilization, VIPS shows low and declining fulfill-
ment costs.
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Chart 5. Fulfillment as a % of Revenue 2011-20152

All SKUed Up
VIPShop last reported the number of SKUs in 2012: over 5 million. Since 
that year, the company has been reported high growth in the number of 
SKUs and, given that sales growth has exceeded 100% a year, it seems rea-
sonable to estimate as many as 20 million SKUs now.

This seems exceedingly high: flash sales rely on scarcity to generate ex-
citement and they typically stock many fewer SKUs than do retailers. But 
VIPShop encourages brand partners to provide as many SKUs as possible.
Typically, flash sales companies might offer about 600 SKUs per sales 
event. EBay limits its vendors to 500 SKUs per promotion. In 2014, VIP-
Shop disclosed 48,000 sales events. If each event averages 500 SKUs, then 
there would be 24 million SKUs sold in a year, unless companies sold the 
same products in multiple sales events.

Valuation
Based on our examination of VIPShop and on experience in China, we

2  Ex-stock-based compensation
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 believe that the company is around one-third the reported size. Given such 
a wide discrepancy with reported results, we think that VIPShop will go 
bust or be forced to delist. For that reason, we apply a price target of 0.

Risks
‣ Calculating volumes is an extremely imprecise process, and we could 

be significantly wrong.
‣ Our interviews cover only a small portion of vendors and logistics 

providers and may not represent the true nature of VIPS business.
‣ Because we often find interviewees on sites like Linked In, many of 

them are seeking employment and may be biased toward supporting 
a negative view of VIPShop.

‣ The Chinese macro situation could improve significantly.

https://jcapitalresearch.box.com/s/65cy7z1br7ropy1usrw1rv927z3tx1ej
https://jcapitalresearch.box.com/s/ksnvgifdr3zw776joxn6ivfy30xtfg8v

