marginally lower EBITDA margin from lifestyle brands and revised tax rates (25% for FY20E
& FY21E). We forecast ABFRLs revenue/EBITDA (non-IND AS-116 adjusted)/net profit to clock
12%/26%/4% CAGR through FY19-22E. We maintain our BUY recommendation on the stock
with an SOTP-based revised Target Price of Rs290, valuing Lifestyle brands at 20x (from
17x earlier), Pantaloons segment at 18x (from 15x earlier) based on FY22E EV/EBITDA (not
adjusted to IND AS-116).

Quarterly Performance
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3QFY20 Result Update | February 07, 2020 Shares O/S (mn) 774
In-line Performance; Maintain BUY
Aditya Birla Fashion Refail Ltd. (ABFRL) has reported broadly an in-line performance in 3QFY20.  ghare price (%) Imth 3mth 12 mth
Strong improvement in operating performance of Pantaloons segment was partly offset by Absolute perf 65 945 210
lower-than-expected EBITDA margin in lifestyle brands. Total revenue growth was in-line with our Solule performance : : :
estimate with a robust 15% YoY LTL growth in Retail channel (EBOs). Implementation of 12-season  Relative to Nifty 73 231 1.3
model in Lifestyle segment resulted in one-time inventory correction in trade channels, leading
to lower primary sales during the quarter. I?on’rqlogps segmem demongroted a decenff 4.9% Shareholding Pattern (%) Sep-19  Dec-19
YoY LTL growth on healthy base coupled with significant improvement in EBITDA margin. We o o e
remain positive on ABFRL given likely profitable growth in Pantaloons segment after years of romoter i :
investments leading to improved capital efficiency ratios and higher incremental RoCE. We — Public 40.9 45.0
expect the lifestyle brands to confinue its leadership position in fashion segment with its high
single-digit revenue growth, stable double-digit operating margin. Innerwear segment is likely
to create additional optionality value for ABFRL. We maintain our BUY recommendation onthe  Key Financials
stock with a revised Target Price of Rs290 (from Rs260 earlier). (Rs mn) FY20E FY2IE  FY22E
Retail Channel Drives Lifestyle Segment; Decent Show by Pantaloons Net Sales 90,840 101,966 113,046
Total standalone sales grew by 12.3% YoY to Rs25.6bn led by 14% YoY and 13% YoY growth ~ EBIDTA 731 9075 T35
in Madura Fashion and Pantaloons segment, respectively. Within Madura Fashion, Lifestyle ~ Adj Net Profit 3977 4353 6,036
brands’ revenue grew by 14% YoY in which retail channel grew by 30% (15% YoY LTL growth). ~ OCF 5,544 8,133 9,891
E-commerce channel witnessed +45% YoY, Women’s segment grew by 35% YoY and Kids wear  EPS, Rs 1 3 5
grew by 21% YoY in Lifestyle segment. Pantaloons reported +4.9% YoY LTL growth (over the base  peR, x 358 68 49
quarter growth of 17%) mainly led by improved product quality and fashion quotient. EV/EBIDTA, x 27 2 17
Operating Profit In-line; Deferred Tax Writebacks Led to Loss P/BV, x 120 102 8.5
ABFRL's gross margin expanded by 208bps YoY to 52%, while adjusted EBITDA margin expanded ~ ROE. % 3 16 19
by 84bps YoY to 8.4%. Adjusted EBITDA (non-IND AS116) grew by 25% YoY to Rs2.15bn (broadly ~ ROCE, % 13 16 18
in-line with our estimate of Rs2.11bn). Employees/Rent/other expenses grew by 17%/16%/15%
YoY. Lifestyle brands reported EBITDA margin of 10.7% (-95bps YoY) mainly due to lower salesto  Change of Estimates
wholesale channel. Pantaloons reported 10.1% EBITDA margin (+91bps YoY) led by lower mark- (% change) FY20E  FY2IE  FY22E
:{10\\(/\?5é b]e]ftf)er proQLIJclt cjjut?”?'l and .irr|1|proved opTehroTigg leverage. Cc;rzpsrgg;e PBT gTrleW by 5'8(;/0 Adjusted EBITDA (1.9) 1 (0.5)
oY to Rs1.1bn mainly led by financial leverage. The Company reported Rs207mn net loss mainly o -~ 7or 264 na 91
due to write-back of deferred tax assets in 3QFY20. epore 764 4 o)
Reported EPS (76.4) M.4) (9.1)
Outlook & Valuation EBITDA margin (bps) (1500 (1000 (5.0)
We revise our earnings esfimate by -76%/-11%/-9.1% for FY20E/FY21E/FY22E, incorporating  RocE (bps) (31.1) 26 359

1 Year Stock Price Performance
270
250
230

210

Particulars Q3 FY20 Q3 9 % YoY Q2 FY20 %QoQ 1%

Revenues 25,625 22,816 12 22,972 4

COGS 12,301 1,426 8 1,418 2100 10

Gross Profits 13,323 11,389 7 1,554 13 11191834183 §%%
Gross Margins 52.0 499 208bps 50.3 170bps SR
EBITDA 2,899 2,378 22 2,005 -36 Note: * CMP as on February 06,2020

EBITDA Margins n.3 10.4 89bps 8.7 259bps

EBIT 2,371 1,831 29 1,476 14

PBT 1,848 1,351 37 956 62  Priyank Chheda, CFA

PBT Margins 7.2 5.9 129bps 42 305bps  Research Analyst

Adjusted PAT 533 1,351 -61 667 63  Contfact: 022 4303 4625

Source: Company, RSec Research

-} |

Email: Priyank.chedda@relianceada.com
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Conference Call - Key Highlights

Lifestyle Brands:

> Small MBO business has been reeling under stress due to liquidity challenge. ABFRL
has been supporting MBO channel via financing partners. Shifting to 12-season model,
allowing MBO channel to stock rightly, also impacted the primary sales to certain extent.

» Trade channel due to 12 season model and liquidity challenge led to lower primary
sales in wholesale channel.

» As per the Management, consumer preference for exclusive stores has been higher.
» Lower sales from wholesale channelled to dip in margin contraction in lifestyle segment.

» Scaling-up retail model won't impact margin, going ahead owing to equal focus on
trade channel.

» Better unit economics has led to aggressive store opening with mix of new partners and
existing MBO outlets adding EBO stores.

Pantaloons:

» The Company is on the trackto add 55 stores by FY20E. Large number of store opening is
likely to be in Tier II/Ill cities. However, mefro cities continue fo contribute larger revenue
share. It plans to open larger stores in metro cities and smaller stores in Tier II/Ill cities.

» The Company has been making consistent endeavour to drive SSSG (highest in recent
few years). The Management atfributed improved profitability to consistent focus
on shoppers and improving product quality, planning model at store levels and all
investments made at brand levels.

» The Management maintained that it continues to work on improving margin, but it
refrained to give any guidance.

> Better product assortment, lower mark-downs on product and improved operating
leverage due to higher scale are the factors driving margin expansion.

» The Company is working on adding freshness in inventory every fortnight (depending
on store location).

» Contribution of private label is slower than earlier estimated. ABFRL intends fo increase
the share, which would however take some time. Focus on newer categories,
integration of brand and plan to launch home category/sarees are likely to increase the
contribution of private label, going ahead.

» Newer smaller stores contribute ~75% private label, while the larger stores in metros
have contribute ~65%.

Innerwear:

» Sales reported by the company are essentially primary sales. Currently, the secondary
sales (from distributors to retailers) are not much different than the primary sales.

Others:
» The Management pegs effective tax rate at 25% for FY21E & FY22E.

> It expects to incur Rs3-3.5bn capex in FY20E.

» Debt increased by Rs7.5mn in 3QFY20 due to working capital requirement.
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Exhibit 1: Quarterly Performance

Particulars Q3 FY20 Q3 FY19 % YoY Q2 FY20 % QoQ 9M FY20 9M FY19 % YoY
Revenues 25,625 22,816 12 22,972 4 69,251 62,024 12
COGS 12,301 11,426 8 11,418 -100 33,202 30,252 10
Gross Profits 13,323 11,389 17 11,554 13 36,049 31,772 13
Gross Margins 520 49.9 208bps 50.3 170bps 521 51.2 83bps
Employee Expenses 2,757 2,361 17 2,477 3 7,835 6,779 16
Rent Expenses 2,757 2,361 17 2,477 96 9,277 8,310 12
Other Expenses 4,910 4,289 14 4,596 37 13,713 12,388 n
EBITDA 2,899 2,378 22 2,005 -36 5,224 4,296 22
EBITDA Margins n.3 10.4 89bps 8.7 259bps 7.5 6.9 62bps
Other Income 112 134 -16 131 -31 382 405 -6
Depriciation 639 680 -6 660 -76 1,896 2,094 -9
EBIT 2,37 1,831 29 1,476 -14 3,710 2,607 42
Finance Cost 523 480 9 519 -87 1,480 1,421 4
PBT 1,848 1,351 37 956 62 2,231 1,186 88
PBT Margins 7.2 59 129bps 42 305bps 3.2 1.9 131bps
Tax Expenses 1,315 0 289 58 1,740 0

Tax Rate 71 0 714bps 30 4088bps

Adjusted PAT 533 1,351 -61 667 63 491 1,186 -59
Source: Company, RSec Research

Exhibit 2: Change in Estimates (Consolidated)

old Revised % change

(Rs mn) FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Sales 90,840 101,966 113,046 90,840 101,966 113,046 - - -
Adjusted EBITDA 7,267 9,177 1,192 7,131 9,075 1,135 (1.9) 1.1 (0.5)
Reported PAT 1,899 2,867 3,908 448 2,541 3,551 (76.4) (1.4) (9.)
Reported EPS 2.5 37 51 0.6 3.3 4.6 (76.4) 1.4) (9.)
EBITDA margin (bps) 8.0 9.0 9.9 7.9 8.9 9.8 (15.0) (10.0) (5.0
ROCE (bps) 13.2 15.5 17.7 12.8 15.5 18.0 (31.1) 2.6 359
RoE (bps) 12.5 16.3 18.6 31 15.9 18.6 (937.6) (39.9) 34
Source: RSec Research

Exhibit 3: Valuation Multiples

Segments (Rs mn) FY20E FY21E FY22E Muttiple (x) Value Basis
Lifestyle brands - EBITDA 5,402 6,146 6,725 20 134,506 EV/EBITDA
Pantaloons - EBITDA 3,023 3,770 4,579 18 80,139 EV/EBITDA
Others (FF + Innerwear) - Sales 7,613 9,191 10,731 2.0 21,463 EV/SALES
Total EV 236,108

Net debt - FY22E 12,028

Market Capitalization 224,079

Equity (mn shares) 773

Target Price / share 290

CMP 256

% Upside / Downside 14

Source: RSec Research
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Profit & Loss Statement
Y/E Mar, Rs mn 9 FY20E FY2IE FY22E
Net sales 81,177 90,840 101,966 13,046
Growth, % 13 12 12 n
Raw material expenses 39,250 43,603 48,689 53,697
Gross Profits 41,928 47,237 53,277 59,349
Gross Margins % 52 52 52 53
Employee expenses 9,130 10,447 1,726 13,000
Rent 11,104 12,263 13,765 14,979
Ads & promotions 4,415 4,905 5,098 5,313
Other Expenses 11,738 12,491 13,612 14,922
EBITDA 5,541 7,31 9,075 N,135
Growth, % 18 29 27 23
Margin, % 7 8 9 10
Depreciation 2,823 3,299 4,124 4,949
Other Income 648 295 325 357
EBIT 3,365 4,127 5,275 6,543
Growth, % 53 23 28 24
Margin, % 4 5 5 6
Interest paid 1,874 1,890 1,793 1,715
Pre-tax profit 1,491 2,237 3,482 4,829
Tox provided 1,721 (1,740) (871) (1,207)
Profit after tax (Adjusted) (230) 3,977 4,353 6,036
Growth, % 16 (1,828) 9 39
Profit after tax (Reported) 3,212 497 2,612 3,621
Growth, % 173 (85) 425 39
Total Equity shares (m) 773 773 773 773
EPS (Per share) 4.2 0.6 34 47

Balance Sheet

As at 31st Mar, Rs mn (24} FY20E FY2IE FY22E
Equity 14,289 14,786 17,398 21,019
Debt 17,029 17,329 16,829 15,829
Other Non-Current Liabilities 2,889 2,889 2,889 2,889
Total Liabilities 34,206 35,004 37,115 39,737
Net Fixed Assets 6,588 7,038 7,039 6,214
Net Intangible Assets 19,191 19,191 19,191 19,191
Other Non-Curr Assets 6,740 8,290 8,290 8,290
Inventories 19,213 21,403 24,025 26,636
Trade Receivables 7,866 8,71 9,778 10,840
Other Current Assets 6,041 6,041 6,041 6,041
Trade Payables 23,986 26,879 30,171 33,449
Other Current Liabilities 8,018 8,018 8,018 8,018
Net Current Assets 1115 1,258 1,654 2,049
Cash & Equivalents 572 (775) 940 3,991
Total Assets 34,206 35,003 37,15 39,736

- __________________________________________________________________________________Q} |
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Cash Flow Statement
Y/E Mar, Rs mn Y19 FY20E FY21E FY22E
Pre-tax profit 1,491 2,188 3,388 4,734
Depreciation 2,823 3,299 4,124 4,949
Opt Profits before working capital 6,409 7,426 9,400 1,492
Chg in working capital (937) (143) (396) (395)
Total tax paid (196) (1,740) (847) (1,184)
Cash flow from operating activities 5,276 5,544 8,157 9,914
Capex (2,867) (3,750) (4,125) (4,125)
Acquisition during the year - (1,550) - -
Proceeds from sale of FA 75 - - -
Current & Non-Current Investments 22 - - -
Interest income 4 - - -
Cash flow from investing activities (2,766) (5,300) (4,125) (4,125)
Free cash flow 2,409 1,794 4,032 5,789
Equity raised/(repaid) 9 - - -
Debt raised/(repaid) (1,576) 1,200 (500) (1,000)
Interest Paid (1,098) (1,939) (1,888) (1,809)
Cash flow from financing activities (2,664) (739) (2,388) (2,809)
Net chg in cash (154) (496) 1,644 2,980
Opening cash balance 726 572 76 1,720
Closing cash balance 572 76 1,720 4,700
Key Ratios

m9 FY20E FY21E FY22E
Per Share data
EPS (INR) 42 0.6 3.4 47
Growth, % 172.7 (84.5) 4252 38.7
Book NAV/share (INR) 18 19 22 27
Return ratios
Avg Return on assets (%) 9.7 1.4 7.2 9.4
Avg Return on equity (%) 25.5 34 16.2 18.9
Avg Return on capital 1 13.0 15.9 18.4

employed (%)
Working Capital Days

Inventory Days 86 86 86 86
Receivable Days 35 35 35 35
Payable Days 108 108 108 108
Working capital days 14 13 13 13
Valuation

PER (x) 53 358 68 49
Price/Book (x) 1.9 12.0 10.2 8.5
EV/Net sales (x) 2.3 2.2 1.9 1.7
EV/EBITDA (x) 337 27.5 214 17.0
EV/EBIT (x) 555 47.5 36.7 29.0

- _________________________________________________________________QK |
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