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 ‣ Where did all the money go?
We estimate that VIPShop is overstating its land and property value 
by about USD 400 mln. That overstatement would be a plug for 
exaggerated profits.

 ‣ Land looks overstated
China’s public land records do not support the values carried on VIPS’s 
balance sheet, although some land purchase records are not public. 
The construction costs for warehouses also look inflated.

 ‣ Just sell
We continue to recommend that clients SELL this stock and we value 
it at zero.

https://jcapitalresearch.app.box.com/s/65cy7z1br7ropy1usrw1rv927z3tx1ej
https://jcapitalresearch.app.box.com/files/0/f/3236012520/1/f_27196548308
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Stuffed Up With Assets
Western spirits are a status symbol in China; the more far-flung the 

coffee house (and in rural China, coffee houses are louche places), 
the more bottles of XO and Johnny Walker Red are to be found displayed 
behind the bar. Model housing units around the country place imported 
champagne in living room buckets and bottles of Courvoisier in glass cabi-
nets in the studies where the model family lives its model life.

But open up one of the bottles and find cold tea. The expensive containers 
belie the low-quality filler inside.

So it is with VIPShop. As of the last quarter report, September 30, 2016, 
VIPShop carried USD 345 mln in land, USD 616 mln in property, plant, 
and equipment, and USD 146 mln in deposits, for a grand total of USD 1.108 
bln dedicated to physical plant. Yet public land records and our estimates 
of construction costs for the warehouses lead us to a total of roughly USD 
577 mln in costs. The difference, not counting deposits, is USD 384 mln.

There is an important gap: VIPS is building a new headquarters in the 
Pazhou area of Guangzhou and says it spent over USD 100 mln on the 
land alone. We question that: in the large 2015 transaction, the city of 
Guangzhou was reported to have raised RMB 6 bln from seven companies, 
including VIPShop, Alibaba, Tencent, Fosun, Gome, Xiaomi, and YY. But 
cities frequently overbook land prices at auction in order to hike book val-
ues of the land. Guangzhou, losing revenue from the fading Canton Trade 
Fair, needed land revenue in this area. Also, the big bump to land value on 
VIPS’s balance sheet, of USD 300 mln, came in the second quarter of 2016, 
not when the land was reported purchased, in Q3 2015. But we do not have 
public records on the sale and cannot say that VIPS is misstating the land 
value. If the Pazhou plot is included at stated value, the difference falls to 
about USD 275 mln.

However, in the context of what we believe is VIPS overstatement, we 
think the land and PPE are inflated. Fake profits on the income statement 
have to be reflected in the cash flow and balance sheet. In many Chinese 
frauds, fake profits slosh onto the balance sheet as overstated capex, either 
inflated acquisitions or PPE that is carried at a value well above the real 
cost. And it is not hard in China to find sympathetic vendors who will pro-
vide an inflated invoice to satisfy one’s auditors.

It is not hard 
in China 

to find 
cooperative 

vendors who 
will provide 
a receipt at 

the requested 
rather than 

the transacted 
value.
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Could VIPShop have been tucking fake profit into land and buildings? Here 
is the evidence of overstatement.

Table 1. VIPShop Land, PPE, and Deposits (USD mlns)

Source: VIPS disclosures

2014 2015

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

Deposits  20.3  20.7  41.2  33.4  38.0  37.5  69.3 144.0 

Land  13.2  13.1  27.3  31.2  30.0 

PPE + Deposits 
+ Land  55.0 100.0 254.7 354.7 409.3 479.4 507.1 629.0 

Change over 
prior quarter  45.1 154.7 100.0  54.6  70.1  27.7 121.9 

2016

Q1 Q2 Q3

Deposits  152.0  152.0  146.4 

Land  30.0  338.0  345.2 

PPE + Deposits 
+ Land  695.0 1,050.0 1,107.7 

Change over 
prior quarter  66.0  355.0  57.7 

Empty bays at the Wuqing, Tianjin warehouse | Source: J Capital, May 2015.
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VIPShop has a habit of moving in and out of warehouse facilities sometimes, 
as with the Beijing facility VIPShop leased from Global Logistic Proper-
ties in 2012, moving out in just over one year. Since 2013, the company has 
built its own warehouses on purchased land. We have found most of the 
facilities to be under-utilized: please see Appendix: VIPShop Warehouse 
Facilities Since 2012 at the end of this report for details.

The owned facilities are:

 ‣ Wuqing, Tianjin

 ‣ Zhaoqing, Guangdong (four phases)

 ‣ Jianyang, Sichuan

 ‣ Qingdao, Shandong

 ‣ Ezhou, Hubei

 ‣ Xian, Shaanxi

 ‣ Zhengzhou, Henan (four phases): this purchase is dated January 2017

 ‣ A new headquarters under construction in Pazhou, Guangzhou.

Zhuhai: still empty
Note that Zhuhai, Guangdong, where VIPShop reported USD 927 mln in 
revenue in 2014, has no facilities and no sales office.

VIPShop’s billion-dollar company on Hengqin Island in Zhuhai. This is the sixth floor of a building where 
thousands of companies, including VIPS, had registered addresses in 2015 but no operations. | Source:  
J Capital, May 2015.

Though VIPShop 
continues 

to build 
warehouses, 

we have found 
most of the 

facilities to be 
under-utilized.
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Land
Public records are avail-
able for four of the six 
locations where land par-
cels were acquired before 
2017.  Those records show 
a total land price of RMB 
339.05 mln or USD 49.5 
mln at current exchange 
rates.

We have not been able 
to find public records for 
two: Ezhou and Xian. This 
could be because VIPShop 
acquired the land from 
a previous owner rather 
than from the govern-
ment, so the transaction 
is not public, or because 
another company owns 
the land, perhaps an off-
balance-sheet partner 
to VIPShop. However, 
we have searched public 
records for the names of 
several known VIPShop 
affiliates and found noth-
ing.

Ezhou is a large complex, almost as large as the biggest facility, in Zhao-
qing. The Xian facility is not so large. If we assume that the Ezhou land 
parcel cost the same as that purchased in Zhaoqing, we add RMB 180 mln. 
For Xian, perhaps 50 mln. Altogether, the land costs might total RMB 569 
mln or USD 82.7 mln at the 2015 exchange rate.

VIPShop as of September 30 reported land worth USD 345.15 on its bal-
ance sheet. The difference is USD 262 mln. If VIPS really spent USD 100 
mln Pazhou, then the discrepancy would be USD 162 mln.

Inside the VIPS warehouse in Jianyang, Sichuan. | Source: J Capital, 
July 2015
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Warehouses
With some exceptions, VIPShop generally builds its own warehouses. 
Although we don’t know whether all the reported 1.7 mln square meters of 
warehouse space has been self-constructed, we give VIPShop the benefit of 
the doubt and assume that it has. To estimate construction costs, we spoke 
with four design institutes in China that are familiar with the VIPS facili-
ties. They estimated from RMB 1,800-3,000 per square meter in construc-
tion costs, depending on whether multi-story construction is used and on 
the level of automation within the facility. Because VIPS facilities gener-
ally have a low level of automation, with employees going up and down 
aisles of racks to pick and pack the orders, we used RMB 2,000 per square 
meter as an estimate.

Multiplying by 1.7 mln square meters, construction would cost RMB 3.4 
bln or USD 494 mln. Vipshop reported property plant and equipment, net 
of depreciation, of USD 616 mln at September 2016. The difference between 
reported warehouse costs and our estimate is USD 122 mln. Combined, the 
total discrepancy from land and net property plant and equipment  is USD 
384 mln.

It gets worse
Had we used gross property plant and equipment figures (i.e., before depre-
ciation) the discrepancy would have been even higher. The PPE reported is 
net PPE, reflecting RMB 54 mln for 2013, RMB 110 mln in 2014, 291 mln 
in 2015, and RMB 218 mln through September 2016. That total comes to 
USD 98 mln. Adding that figure to the reported USD 616 mln in PPE comes 

We really 
should use 

PPE gross of 
depreciation 

for the 
calculation, 

and that adds 
USD 98 mln 

into VIPShop’s 
reported costs.

Empty bays at the Ezhou warehouse | Source: J Capital, July 2015.



7

January 19, 2017

Vipshop Holdings (VIPS US)

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

to USD 714 mln.

If the gross PPE number is used, the discrepancy between our calculated 
land and PPE costs and the reported costs is USD 483 mln. If the Pazhou 
land parcel is taken into account, and if we believe it cost USD 100 mln, 
then the gap is more like USD 380 mln.

Deposits of USD 146.4 mln should apply to the 2017 land purchases, whose 
recorded value is USD 12.5 mln, and the office and warehouse construction 
in progress. Warehouse construction equals 300,000 square meters, ac-
cording to the recent call, and could therefore cost up to USD 100 mln. The 
office size has not been reported.

Wiggle room
There are several objections that VIPShop could raise to this analysis:

 ‣ The records could be missing land parcels. VIPShop provides a list of 
warehouse locations in its 20-F but not the quarterlies, and the com-
pany could have acquired new parcels of land.

 ‣ Our calculations do not take into account sales offices and small 
distribution warehouses that the company may own. The distribution 
sites we have seen are leased but they may own a few sites.

 ‣ The company will say that it has implemented sophisticated automa-
tion and robotics at the sites and that construction cost exceeds RMB 
2,000/m2. We doubt it. We have visited all the warehouse facilities 
except Zhengzhou, Qingdao, and Xian. We have been inside most. 
We have never seen anything more high-tech than a forklift. Mostly 
it’s packages stacked on half-empty shelves and warehouse workers 
pushing carts around.

If there had never been other questions surrounding VIPShop financials, 
we would be more charitably inclined. But from every angle, VIPShop 
looks overstated: its warehouses have low utilization. Many of its website 
transactions, when we checked a year ago, were not connected to inventory 
and so can be said with reasonable confidence to exist for show. Interviews 
with vendors and logistics providers do not support the volume claims of 
the business. And the financial statements are internally inconsistent. We 
continue to believe that VIPShop is misrepresenting the size and profitabil-
ity of its business.

From every 
angle, 

VIPShop looks 
overstated. 
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Risks
 ‣ VIPS accesses the capital markets and replenishes its cash balances

 ‣ VIPS is acquired by a larger player.

Valuation
 ‣ We believe that the magnitude and complexity of the fraud is such 

that the resulting sanction, shareholder litigation and reputational 
costs will result in value of the company’s shares being worthless. 
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Appendix: VIPShop Warehouse 
Facilities Since 2012

Warehouse space size (m2)

Name Province in Q1 2015 in Q4 2016 Owned or 
leased

Purchase 
date

Plot size 
(hectares)

Land Price 
(mln RMB)

Foshan GLP 
Sanshan I Guangdong 155,508 Leased from 

GLP

Foshan GLP 
Sanshan II Guangdong Leased from 

GLP

Foshan Guotong Guangdong

Leased from 
Foshan Rongzhi 
Guotong 
Logistics

Kunshan GLP 
Dianshanhu Jiangsu  184,433 Leased

Kunshan GLP 
Dianshanhu II Jiangsu Leased

Kunshan GLP 
Qiandeng Jiangsu Leased

Kunshan Phase 1

Kunshan Phase 2

Beijing GLP 
Daxing Beijing Leased

Tianjin GLP 
Xiqing Tianjin Leased

Tianjin Wuqing 
Phase 1 Tianjin  121,237 Leased from 

Goodman

Tianjin Wuqing 
Phase 2 Tianjin  100,000 Leased from 

Goodman

Tianjin Wuqing 
Phase 3 Tianjin Owned 3/22/15 14.45257 36.5

Chengdu Bao 
Bent Park Sichuan Leased

Guangzhou Guangdong Leased

Jianyang Sichuan  144,229 Leased

Jianyang 2 Sichuan Owned May-16 29.8893 71.74

Ezhou Hubei  300,000 Owned
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Source: company 20-Fs, interviews and site visits

Warehouse space size (m2)

Name Province in Q1 2015 in Q4 2016 Owned or 
leased

Purchase 
date

Plot size 
(hectares)

Land Price 
(mln RMB)

Zhaoqing 1 Owned 9/19/14 38.515339 79.8

Zhaoqing 2 Owned 5/14/15 10.871318 24.4

Zhaoqing 3 Owned 5/14/15 1.957623 4.35

Zhaoqing 4 Guangdong  200,000 Owned 12/24/15 30.652946 72.1

GLP Huangpi Hubei Leased

GLP Nanhai Guangdong Leased

Chongqing Chongqing

Zhengzhou 
Bonded 
Warehouse 1

Owned 1/6/17 6.61758 20.12

Zhengzhou 
Bonded 
Warehouse 2

Henan Owned 1/6/17 6.20537 18.93

Zhengzhou 
Bonded 
Warehouse 3

Owned 1/6/17 7.481126 22.82

Zhengzhou 
Bonded 
Warehouse 4

Owned 1/6/17 7.89289 24.08

Dongguan 
Bonded 
Warehouse

Guangdong

Qingdao 5/6/16 13.9899 50.16

Huangpi Hubei Leased

Xian Economic 
and technical 
Development 
Zone

Xian, 
Shanxi Owned

Total square 
meters   1,205,407  1,700,000     425 
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