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Motilal Oswal values your support in Growth trends steady; ownership clean-up — a key trigger
the Asiamoney Brokers Poll 2019 for . . . .. .
India Research, Sales and Trading m  Showing consistency in SSSG, margin improvement: FRL reported revenue
team. We request your ballot. growth of 14% YoY (in-line) to INR52.3b in 1QFY20. EBITDA grew 20% YoY to
INR2.7b on a pre-Ind-AS 116 basis (reported EBITDA at INR6.3b), with margin
improving 30bp YoY to 5.1% led by healthy SSSG of 8.3% YoY. PAT (pre-Ind-

AS) grew 11% YoY to INR1.7b (reported growth of +6% YoY, implying an
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Bloomberg FRETAIL IN impact of INR75m from the accounting change).
Equity Shares (m) 502 m Healthy trends at Big Bazaar; Easyday WIP: Big Bazaar (BB) recorded steady
M.Cap.(INRb)/(USDb) 207'/4/3 SSSG of 8.1% with three store additions (BB and FBB). In our view, BB grew
52-Week Range (INR) 593 /400 o o -
1,6, 12 Rel, Per (%) 7/-5)-22 revenue/EBITDA at 8%/18% YoY, led by healthy margin improvement.
12M Avg Val (INR M) 325 Separately, Easyday delivered strong 34% revenue growth, led by 11% SSSG
Free float (%) 53.0 and 44 store adds (total store count: 1,150). Yet it recorded an estimated
1 0,
Financials & Valuations(INR b) loss of INR302m (margin dOWI‘.I 3.5%) at the EBITDA level.
Y/E Mar 2019 2020 2021 ™ Expect steady growth to continue: We expect FRL to add 15/10/200 new
Net Sales 201.6 231.8 257.0 BB/FBB/Easyday stores over FY20-21, with 9% SSSG for BB. Making
EBITDA 104 291 325 adjustments to account for Ind-AS 116 changes, our EBITDA estimates have
PAT 7.3 7.8 8.3 doubled, but revenue/PAT estimates remain unchanged. We expect
ZPS(S'?R’ 1‘9“; lig 1:‘; revenue/PBT CAGR of 13%/27% over FY20/21. PAT estimated to grow at 7%
r. (7% . . . . .
BV/Sh (INR) 767 924  109.0 01 (el LS @1 AT,
ROE (%) 211 185 165 M Maintain TP of INR550; ownership clean-up - a key trigger point: FRL has
ROCE (%) 17.7 23.4 21.5 exhibited consistency in terms of SSSG and EBITDA margin improvement.
P/E (x) 284 266 250 Recent announcement of promoter warrant issue and plans to buy back
P/BV (x) 54 4.5 38 assets from FEL may clean up the ownership structure. This should address
EV/EBITDA (x) 22.3 7.6 6.4 . . . . .
investor concerns and lend support to valuations, in our view. We ascribe 9x
Estimate change - EV/EBITDA on FY21E basis (post Ind-AS 116 adjustment), arriving at a target
TP change \d price of INR550 (unchanged). Maintain Buy.
Rating change )
Standalone - Quarterly Earnings Model (INR m)
Y/E March FY19 FY20 FY19 FY20 FY20 EstVar
1Q 2Q 3Q 4Q 1Q 2QE 3QE 4QE 1QE (%)
Gross Sales 45,387 49,285 53,011 53,966 51,494 56,297 60,657 63,377 2,01,649 2,31,824 52,334 -2
YoY Change (%) 3.5 94 129 180 135 142 144 17.4 9.1 15.0 14.4
Total Expenditure 43,179 46,809 50,232 51,059 45,165 49,372 53,295 54,864 1,91,280 2,02,697 49,728 -9
EBITDA 2,208 2,476 2,778 2,907 6,328 6,925 7,361 8513 10,369 29,127 2,606 143
Margins (%) 4.9 5.0 5.2 54 123 123 121 134 5.1 12.6 5.0
Depreciation 199 230 253 324 2,397 2,503 2,503 2,609 1,006 10,013 330
Interest 511 554 562 612 2,394 2,404 2,404 2,414 2,240 9,616 661
Other Income 32 59 50 62 88 77 77 66 205 307 51
PBT before EO expense 1,531 1,751 2,013 2,032 1,625 2,094 2531 3,556 7,328 9,805 1,666 -2
Extra-Ord expense 0 0 0 0 0 0 0 0 0 0 0
PBT 1,531 1,751 2,013 2,032 1,625 2,094 2,531 3,556 7,328 9,805 1,666 -2
Tax 0 0 0 0 0 419 506 1,036 0 1,961 333
Rate (%) 0.0 0.0 0.0 0.0 00 200 200 291 0.0 20.0 200
MI & Profit/Loss of Asso. Cos. 0 0 0 0 0 0 0 0 0 0 0
Reported PAT 1,531 1,751 2,013 2,032 1,625 1,675 2,025 2,519 7,328 7,844 1,333 22
Adj PAT 1,531 1,751 2,013 2,032 1,625 1,675 2,025 2519 7,328 7,844 1,333 22
YoY Change (%) 36 143 9.9 449 61 -43 0.6 24.0 19.1 70 49
Margins (%) 3.4 3.6 3.8 3.8 3.2 3.0 3.3 4.0 3.6 3.4 2.5

Aliasgar Shakir — Research analyst (Aliasgar.Shakir@motilaloswal.com); +91 22 6129 1565

Investors are advised to refer through important disclosures made at the last page of the Research Report.

Motilal Oswal research is available on www.motilaloswal.com/Institutional-Equities, Bloomberg, Thomson Reuters, Factset and S&P Capital.
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Other key highlights from the results

m  Overall SSSG was at 8.3% (+470bp), whereas it stood at 8.1% for Big Bazaar (-
200bp YoY).

m  Small format stores delivered SSSG of 11.3%, adding net of 44 new stores during
the quarter.

B Big Bazaar/Hypercity added net one store during the quarter, driving the total
count to 296.

m FBB format added two stores, taking the total count to 96.

®  Number of Future Pay users climbed to 13.5m, up 1.3x YoY.

Valuation and view

m  We continue expecting the company to add 15/10/200 new BB/FBB/Easyday
stores over FY20-21, with 9% SSSG for BB.

m  Making adjustments to account for Ind-AS 116 changes, our EBITDA estimates
have doubled, but revenue/PAT estimates remain unchanged.

B We expect revenue/PBT CAGR of 13%/27% over FY20/21. PAT estimated to
grow at 7% on inclusion of MAT.

m  We believe the recent announcement of promoter warrant issue and plans to
buy back assets from FEL may clean up the ownership structure.

m  This should clear investor concerns and lend support to valuations, in our view.

B We ascribe 9x EV/EBITDA on FY21E basis (post Ind-AS 116 adjustment), arriving
at a target price of INR550 (unchanged). Maintain Buy.

Exhibit 1: Valuation based on FY21E EBITDA

Driver Multiple Fair Value Value/share
pisthiodloey (INR b) (x)p (INR b) (INR)
EBITDA FY21 EV/EBITDA 33 9 287 572
Less Net debt 11 22
Total Value 276 550
Shares o/s (m) 502
CMP (INR) 415
Upside (%) 33
Source: MOFSL, Company
Exhibit 2: FRETAIL — 1-year forward P/E band Exhibit 3: FRETAIL — 1-year forward EV/EBITDA band
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Exhibit 4: Estimate change summary

Future Retail

FY20E FY21E
Revenue (INR b)
Old 232.65 258.55
Actual/New 231.82 256.98
Change (%) -0.4 -0.6
EBITDA (INR b)
old 13.34 15.67
Actual/New 29.13 32.55
Change (%) 118.4 107.7
EBITDA margin (%)
Oold 5.7 6.1
Actual/New 12.6 12.7
Change (bp) 119.1 109.0
PAT (INR b)
old 7.66 8.39
Actual/New 7.84 8.33
Change (%) 2.4 -0.7
Adj. EPS (INR)
Oold 15.3 16.7
Actual/New 15.6 16.6
Change (%) 2.4 -0.7

Exhibit 5: Standalone quarterly performance (INR m)

Source: MOFSL, Company

Post Ind-As 116 basis Pre Ind-As 116 basis Impact of Ind-As 116
1QFY19 4QFY19 1QFY20 YoY% QoQ% |1QFY20 YoY% QoQ% 1QFY20E v/s est (%)| (as a % of Sales in bp)
Revenue 45,387 53,966 51,494 13.5 -4.6 |51,494 135 -4.6 52,334 -1.6 NM
Raw Material cost 32,941 39,521 37,267 13.1 -5.7 137,267 13.1 -5.7 38,309 -2.7 NM
Gross Profit 12,446 14,445 14,226 14.3 -1.5 | 14,226 14.3 -1.5 14,026 1.4 NMm
Gross margin (%) 27.4 26.8 27.6 20bps 86bps| 27.6 20bps 86bps 26.8 83bps NM
Employee Costs 2,514 2,755 2,811 11.8 2.0 2,811 11.8 2.0 2,878 -2.3 NM
Rent 3,647 3,803 271 -92.6 -92.9 | 3,949 83 3.8 3,936 0.3 714.3
SGA Expenses 4,077 4,981 4,816 18.1 -33 | 4816 18.1 -33 4,605 4.6 NM
Total Expenses 10,238 11,538 7,898 -22.9 -31.6 |11,576 13.1 0.3 11,419 14
EBITDA 2,208 2,907 6,328 186.6 117.7 | 2,650 20.0 -8.8 2,606 1.7 -714.3
EBITDA margin (%) 4.9 5.4 12.3 742bps 690bps| 5.1 28bps-24bps 5.0 17bps NM
Depreciation and amortization 199 324 2,397 1107.0 639.6 355 789 9.6 330 7.6 -396.6
EBIT 2,010 2,583 3,931 956 52.2 | 2,295 142 -11.1 2,276 0.8 -317.8
EBIT margin (%) 4.4 4.8 7.6  321bps 285bps| 4.5 3bps -33bps 4.3 11bps NM
Finance Costs 511 612 2,394 3686 291.0| 683 33.6 115 661 3.3 -332.4
Other income 32 62 88 172.4 431 88 1724 431 51 72.0 NM
Exceptional item 0 0 0 NM NM 0 NM  NM 0 NM NM
Profit before Tax 1,531 2,032 1,625 6.1 -20.0 | 1,700 11.0 -16.3 1,666 2.0 14.6
Tax 0 0 0 NM NM 0 NM NM 333 NM NM
Tax rate (%) 0.0 0.0 0.0 Obps  Obps 0.0 NM  NM 20.0 -2000bps NM
Profit after Tax 1,531 2,032 1625 6.1 -20.0| 1,700 11.0 -16.3 1,333 27.5 14.6
Adj Profit after Tax 1,531 2,032 1625 6.1 -20.0| 1,700 11.0 -16.3 1,333 27.5 14.6
Source: MOFSL, Company

Exhibit 6: SSSG comparison

1QFY19 4QFY19 1QFY20 YoY% QoQ%
Overall 3.6% 11.2% 8.3% 470bps -290bps
Big Bazaar 10.1% 13.6% 8.1% -200bps -550bps

Source: MOFSL, Company
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Exhibit 7: Stores comparison

Future Retail

1QFY19 4QFY19 1QFY20 YoY% QoQ% 1QFY20E v/s est (%)

Large Format stores

Big Bazaar/Hypercity 285 292 293 2.8 0.3 296 -0.9
Store adds 0 6 1 4 -3
FBB 67 94 96 43.3 2.1 97 -0.5
Store adds 6 5 2 3 -1
Foodhall 10 12 11 10.0 -8.3 0 11
Store adds 0 1 -1 0 -1
Small Format stores

Easyday/Heritage/WH Smith 749 1,106 1,150 53.5 4.0 1,156 -6
Store adds 83 56 44 50 -6

Exhibit 8: Reconciliation Table (for 1QFY20 consolidated numbers in INR m)

Source: MOFSL, Company

. Post Ind-AS Change dueto  Change due to Ind-AS Impact of Ind-As 116
Particulars 116 Pre Ind-AS 116 Ind-gAS 116 g116 (in %) (asg % of Sales in bp)
Revenue from Operations 51,494 51,494 NMm NM NMm
Rent 271 3949 3678 93% 714
(as a % of sales) 1% 8%

EBITDA 6328 2650 -3678 -139% -714
(as a % of sales) 12% 5.1%

Depreciation / Amortisation 2397 355 -2042 -575% -397
(as a % of sales) 5% 1%

EBIT 3931 2295 -1636 -71% -318
(as a % of sales) 8% 4%

Other income 88 88

Interest & Finance Charges 2394 683 -1712 -251% -332
(as a % of sales) 5% 1%

PBT 1625 1700 75 4% 15
(as a % of sales) 3.2% 3.3%

Tax 0 0

Profit for the year 1625 1700 75 4% 15

Source:

Company, MOSL
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Story in charts

Exhibit 10: Gross margin expanded 20bp YoY to 27.6%

Exhibit 9: Standalone revenue grew 13% YoY

—O— Gross margin (%)

Gross Profit (INR m)

—O—YoY growth (%)
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Company

Source: MOFSL,

Exhibit 11: EBITDA margins expanded to 12.3% due to Ind-

Exhibit 12: PAT stood at INR1.6b

As 116

PAT (INR m)

—O—EBITDA margin (%)

EBITDA (INR m)
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Exhibit 14: Big Bazaar’s SSSG stood at 8.1%

Exhibit 13: Overall SSSG stood at 8.3%
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Exhibit 15: Big Bazaar — six new stores added in 4QFY19

Future Retail

Exhibit 16: Small Format — 56 new stores added in 4QFY19

—O— New stores

Big Bazaer/Hypercity - Total stores

231 230 231 235 253 257 259 285 285 284 286 292 293

1QFY17
2QFY17
3QFY17
4QFY17
1QFY18
2QFY18
3QFY18
4QFY18
1QFY19
2QFY19
3QFY19
4QFY19
1QFY20

Small format - Total stores —O— New stores
210

159
91 56 ua

45 14 74 55 83

7 41

331 338 379 538 523 537 611 666 749 959 105011061150

1QFY17
2QFY17
3QFY17
4QFY17
1QFY18
2QFY18
3QFY18
4QFY18
1QFY19
2QFY19
3QFY19
4QFY19
1QFY20

Source: MOFSL, Company

Exhibit 17: Expect healthy store additions in BB/FBB

Source: MOFSL, Company

Exhibit 18: Expect healthy 9% SSSG for Big Bazaar (%)
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Exhibit 19: Expect aggressive store adds in small formats

Source: MOFSL, Company

Exhibit 20: Easyday club membership on an uptrend
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Exhibit 21: Expect standalone revenue CAGR of 13% over
FY19-21 Exhibit 22: EBITDA margin up due to Ind-As 116

EBITDA (INRb) —O—EBITDA Margin (%)
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Revenue (INRb) —O=—YoY growth (%)
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Exhibit 23: PAT growth to remain muted (INR b)
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Financials and valuations

Future Retail

Standalone - Income Statement (INR M)
Y/E March FY16 FY17 FY18 FY19 FY20E FY21E
Total Income from Operations 68,451 1,70,751 1,84,780 201,649 2,31,824 2,56,978
Change (%) 262.1 149.4 8.2 9.1 15.0 10.9
Raw Materials 50,651 1,28,344 1,37,407 147,811 1,69,348 1,87,851
Employees Cost 3,285 8,034 9,300 10,744 12,287 13,491
Rent expenses 6,043 13,595 14,053 14,874 1,126 1,245
Other Expenses 7,638 14,965 15,697 17,851 19,937 21,843
Total Expenditure 67,618 1,64,938 1,76,457 191,280 2,02,697 2,24,430
% of Sales 98.8 96.6 95.5 94.9 87.4 87.3
EBITDA 834 5,813 8,323 10,369 29,127 32,548
Margin (%) 1.2 3.4 4.5 5.1 12.6 12.7
Depreciation 368 326 534 1,006 10,013 10,853
EBIT 466 5,487 7,789 9,363 19,114 21,695
Int. and Finance Charges 498 2,042 1,754 2,240 9,616 10,099
Other Income 182 238 117 205 307 307
PBT bef. EO Exp. 151 3,683 6,152 7,328 9,805 11,903
EO Items 0 0 -6,039 0 0 0
PBT after EO Exp. 151 3,683 113 7,328 9,805 11,903
Total Tax 0 0 0 0 1,961 3,571
Tax Rate (%) 0.0 0.0 0.0 0.0 20.0 30.0
Reported PAT 151 3,683 113 7,328 7,844 8,332
Adjusted PAT 151 3,683 6,152 7,328 7,844 8,332
Change (%) -104.0 2,340.6 67.0 19.1 7.0 6.2
Margin (%) 0.2 2.2 3.3 3.6 3.4 3.2
Standalone - Balance Sheet (INR M)
Y/E March FY16 FY17 FY18 FY19 FY20E FY21E
Equity Share Capital 87 944 1,004 1,005 1,005 1,005
Total Reserves 18,653 24,593 29,959 37,514 45,359 53,691
Net Worth 18,740 25,537 30,963 38,520 46,364 54,696
Total Loans 11,224 12,441 12,864 25,540 22,540 19,540
Deferred Tax Liabilities 0 0 0 0 0 0
Capital Employed 29,964 37,978 43,827 64,059 68,904 74,236
Gross Block 2,791 6,045 11,227 16,454 19,956 23,456
Less: Accum. Deprn. 181 507 1,041 2,047 12,060 22,913
Net Fixed Assets 2,609 5,538 10,186 14,407 7,895 542
Capital WIP 0 119 336 1,902 1,902 1,902
Total Investments 0 0 0 1,040 1,040 1,040
Curr. Assets, Loans & Adv. 53,245 63,719 71,423 87,927 1,05,416 1,23,249
Inventory 32,972 37,352 44,174 50,656 55,676 59,186
Account Receivables 1,149 2,281 2,701 3,165 3,176 3,520
Cash and Bank Balance 895 1,560 1,832 2,528 10,250 20,288
Loans and Advances 18,229 22,526 22,716 31,578 36,315 40,255
Curr. Liability & Prov. 25,891 31,397 38,118 41,218 47,349 52,496
Account Payables 22,085 27,800 34,242 29,373 34,797 38,599
Other Current Liabilities 3,737 3,541 3,836 11,767 12,470 13,807
Provisions 69 57 40 77 82 90
Net Current Assets 27,354 32,322 33,305 46,709 58,068 70,752
Appl. of Funds 29,964 37,978 43,827 64,059 68,904 74,235
E: MOFSL Estimates
1 August 2019 8
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Financials and valuations

Future Retail

Ratios
Y/E March FY16 FY17 FY18 FY19 FY20E FY21E
Basic (INR)
EPS 0.3 7.3 12.3 14.6 15.6 16.6
Cash EPS 1.0 8.0 13.3 16.6 35.6 38.2
BV/Share 37.3 50.9 61.7 76.7 92.4 109.0
DPS 0.0 0.0 0.0 0.0 0.0 0.0
Payout (%) 0.0 0.0 0.0 0.0 0.0 0.0
Valuation (x)
P/E 35.8 30.0 26.6 25.0
Cash P/E 32.9 26.4 11.7 10.9
P/BV 7.1 5.7 4.5 3.8
EV/Sales 1.3 1.2 1.0 0.8
EV/EBITDA 27.8 23.5 7.6 6.4
Dividend Yield (%) 0.0 0.0 0.0 0.0 0.0 0.0
FCF per share -0.8 2.2 4.5 -17.7 39.9 45.5
Return Ratios (%)
RoE 1.9 16.6 21.8 21.1 18.5 16.5
RoCE 4.2 16.9 19.3 17.7 23.4 21.5
RolC 3.2 16.8 20.0 18.7 26.8 28.5
Working Capital Ratios
Fixed Asset Turnover (x) 24.5 28.2 16.5 12.3 11.6 11.0
Asset Turnover (x) 2.3 4.5 4.2 3.1 3.4 3.5
Inventory (Days) 176 80 87 92 88 84
Debtor (Days) 6 5 5 6 5 5
Creditor (Days) 118 59 68 53 55 55
Leverage Ratio (x)
Current Ratio 2.1 2.0 1.9 2.1 2.2 2.3
Interest Cover Ratio 0.9 2.7 4.4 4.2 2.0 2.1
Net Debt/Equity 0.6 0.4 0.4 0.6 0.2 0.0
Standalone - Cash Flow Statement (INR M)
Y/E March FY16 FY17 FY18 FY19 FY20E FY21E
OP/(Loss) before Tax 151 3,683 113 7,328 9,805 11,903
Depreciation 368 326 534 1,006 10,013 10,853
Interest & Finance Charges 498 2,042 1,754 2,240 9,616 10,099
Direct Taxes Paid -46 -81 -154 0 -1,961 -3,571
(Inc)/Dec in WC 1,680 -3,998 -2,265 -12,708 -3,636 -2,647
CF from Operations 2,650 1,973 -18 -2,134 23,837 26,637
Others -30 -3 6,023 24 -307 -307
CF from Operating incl EO 2,620 1,970 6,006 -2,110 23,530 26,330
(Inc)/Dec in FA -3,032 -870 -3,759 -6,795 -3,500 -3,500
Free Cash Flow -412 1,100 2,247 -8,905 20,030 22,830
(Pur)/Sale of Investments 0 0 -1,039 -1,040 0 0
Others 1,337 450 644 601 703 703
CF from Investments -1,695 -421 -4,153 -7,233 -2,797 -2,797
Issue of Shares 1,881 64 1,484 1 0 0
Inc/(Dec) in Debt -1,497 1,094 -1,035 12,675 -3,000 -3,000
Interest Paid -498 -2,042 -1,754 -2,240 -9,616 -10,099
Dividend Paid 0 0 0 0 0 0
Others 0 0 0 0 0 0
CF from Fin. Activity -113 -884 -1,305 10,437 -12,616 -13,099
Inc/Dec of Cash 812 666 548 1,093 8,117 10,434
Opening Balance 83 895 1,285 1,436 2,133 9,854
Closing Balance 895 1,560 1,832 2,528 10,250 20,288
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