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Focusing on reducing cost structure...

The Covid-19 pandemic had an unprecedented impact on the retail industry,
forcing a temporary closure of physical stores from mid-March onwards in
India. The same materially impacted ABFRL's performance in Q4FY20.
Revenue for the quarter de-grew 5.1% YoY to X 1817.4 crore, with revenues
for March halving YoY. The management estimates loss of ¥ 339 crore
leading to gross margin loss of ¥ 200.0 crore. Given the fixed cost nature of
the business and fairly short period to correct, profitability was severely
dented. Hence, the company reported EBITDA loss of ¥ 57.0 crore. ABFRL is
mulling aggressively reducing operating expenses through: a) shift from
fixed cost rental model to revenue sharing model, b) significantly lowering
advertisement spends & c) optimising employee and other overheads. The
management will be curtailing capex (by 50-60%) and optimise working
capital cycle (selling existing inventory in ensuing season), as it focuses on
maintaining liquidity. The company has proposed a rights issue worth ¥ 1000
crore to strengthen the balance sheet.

Store addition fuels growth for lifestyle brands

Revenue from lifestyle brands de-grew 5% YoY to % 1072.0 crore in Q4FY20.
The division continued its healthy growth momentum in January-February
with revenue growth of 7% YoY (LTL: 10%) but a weak March derailed
trajectory. EBITDA fell 61% YoY to % 66.0 crore. ABFRL capitalised its own
retail channel to fuel growth by adding record number of stores in FY20 (273
stores) taking total count to 2253 stores. Revenue for FY20 grew 7% YoY
(YTD-February: 11%). ABFRL has aggressively rolled out ‘Peter England
Red’ stores, mainly capturing lower price point categories in non-metro
cities (crossed 200 stores).

Near perfect year for Pantaloons division

Pantaloons put up a healthy show in YTD-February with revenue growth of
14.6% (LTL: 6.8%) and healthy EBITDA margin of 7.4%. Sustained focus on
freshness of merchandise & controlled fixed overheads yielded superior
results for Pantaloons. However, owing to Covid-19 disruptions, revenue in
Q4FY20 fell 1% to % 626.0 crore (LTL: -11.7) with EBITDA loss of ¥ 38.0 crore
vs. profit of ¥ 13.0 crore. New store commissioning got delayed due to
lockdown (11 stores in pipeline). ABFRL added 34 Pantaloons stores in FY20.

Valuation & Outlook

Owing to a sharp increase in working capital requirements (NWC days: 38
days vs. 14 days in FY19), net debt increased to T 2500 crore (debt/EBITDA:
6.0x) as on FY20E. The management highlighted that the company has
adequate access to banking lines due to lineage of Aditya Birla Group and
no long term debt repayment obligation over the next year. Furthermore, to
de-leverage the balance sheet, the company has proposed a rights issue
worth ¥ 1000 crore to bring debt/equity ratio below 2.5x by FY22E. We
believe that with its strong brand patronage and large distribution reach it
will be able to revive its revenue growth post normalisation of situation. We

reiterate BUY rating with a target price of ¥ 140 (1.4x EV/sales).
Key Financial Summary

(XCrore) FY18 FY19 FY20E FY21E
Net Sales 7.172.1 8,117.7 8,742.5 7,758.3
EBITDA 500.3 554.1 465.5 345.7
PAT* 117.8 321.2 (80.5) (77.9)
EV/Sales (x) 1.5 1.3 1.3 1.5
EV/EBITDA (x) 21.3 19.0 24.5 34.2
RoCE (%) 8.5 10.7 6.5 3.8
RoE (%) 10.8 22.5 -6.0 -3.4
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® |ifestyle brands reported revenue de-
growth of 5% YoY, while Pantaloons
revenue declined by 1% YoY in
Q4FY20

® Maintain BUY recommendation with
a target price of ¥ 140
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Source: Company, ICICI Direct Research. FY19 PAT includes deferred tax assets worth ¥ 193 crore
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Exhibit 1: Variance Analysis

Q4FY20 Q4FY20E Q4FY19 YoY (%) Q3FY20 QoQ (%) Comments
. 0 )
Revenue 18174 17986 1915.3 51 2562.46 291 Weaksz?les in March (50% down), led to revenue de
growth in Q4FY 20
Raw Material Expense 885.6 848.9  899.8 -1.6 11,2301 -28.0 Gross margins declined 170 bps YoY to 51.3%
Employee Expenses 274.9 233.8  235.1 16.9 275.1 -0.3
Rent 106.2 296.8  279.4 -62.0 156.5 -32.2
Other Expenses 394.8 3771 376.5 4.8 491.0 -19.6

Reported EBITDA and EBITDA margins higher owing
to implementation of Ind-AS 116
Owing to negative operating leverage, company

EBITDA 156.1 4.4 1245 25.3 409.1 -61.9 reported EBITDA loss of %56.9 crore (adjusting for
IND-AS 116

EBITDA Margin (%) 8.6 2.3 6.5 209 bps 16.0 -738 bps

Depreciation 232.5 66.5 72.9 218.8 220.8 5.3

Interest 118.6 53.4 45.3 161.9 104.7 13.3

Other Income 16.9 1.4 24.2 -30.4 14.5 16.6

PBT before Exceptional item -178.2 -67.1 305  -683.6 98.1 -281.6  Adjusted PBT loss at%166.5 crore

Exceptional ltem 0.0 0.0 0.0 0.0

PBT -178.2 -67.1 305  -683.6 98.1  -281.6

Tax Outgo -37.9 00 -1721 131.5

PAT -140.3 -67.1  202.7  -169.2 -33.4 320.5 Company reported netloss of ¥128.0 crore

Key Metrics (excluding IND-AS 116 im pact)

Lifestyle Brands

Retail channel grew 7% % while wholesale declined

R 3C 1072.0 1041.4 11320 -5.3  1295.0 -17.2
evenues (Crore) 16% . For Jan-Feb revenue grew 7% (10% LTL)

High fixed cost structure led to significant decline in

. ) ]
Segment EBITDA Margin (%) 6.2 NA 14.9 -877 bps 10.7 -450 bps EBITDA

Pantaloons

Revenues (ICrore) 626.0 614.0 633.0 -1.11083.0 -42.2  For Jan-Feb, revenue grew by 19.5% (LTL:9.5%)

Company reported EBITDA loss of ¥38.0 crore vs.

t EBITDA Margin (9 -6.1 NA 2.1 -812 10.1-161
Segmen argin (%) 812 bps 0 3 bps 13.0 crore profit LY

Fast Fashion
Revenues (ICrore) 41.0 65.6 80.0 -48.8 89.0 -53.9

Segment EBITDA Margin (%) -82.9 NA -6.3-7668 bps -4.5-7843 bps

Other business
Revenues (XCrore) 116.0 115.6  107.0 8.4 148.0 -21.6

Segment EBITDA -32.0 NA  -24.0 33.3 -21.0

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY 21E FY 22E
(XCrore) Old New % Change 0ld New % Change
Revenue 8,130.3 7,758.3 -4.6 9,886.3 9,874.2 -0.1
EBITDA 425.0 345.7 -18.7 694.3 671.0 -3.4
EBITDA Margin (% ) 5.2 4.5 -77 bps 7.0 6.8 -23 bps
PAT 45.2 -77.9 PL 2701 238.4 -11.7
EPS (3 0.6 -0.9 PL 3.5 2.7 -22.1

Source: Company, ICICI Direct Research
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Key conference call takeaways

e The company has been able to open around 1300 out of 3000 stores
(33%). The stores are witnessing a gradual pick-up in revenue owing to
pent up demand and average customer basket values has been higher

e The management indicated that the company lost close to ¥ 340 crore
revenue due to store closure in March

e Due to lower sales, the company has higher inventory than normal
(~% 170.0 crore), which it is expecting to sell in the ensuing season
(fall/winter season)

e On the cost front, the company is looking to move towards variable
rental cost and is engaging with landlords/mall developers

e Also, ABFRL is looking at lowering advertisement spends as it believes
the brands are strong and enjoy good patronage from customers. The
advertisement spends for Madura brands are in the range of 4-4.5% of
revenues while that of Pantaloons is in the range of 3-3.5%

e On the product portfolio front, comfort wear and athleisure segment are
witnessing better demand. The company has a good presence in
athleisure segment to capture the enhanced demand. ABFRL has also
started manufacturing masks across its brands owing to the near term
demand for safety products

e Other business (innerwear/international brands) grew 8% in Q4FY20.
The management indicated that the growth in the innerwear had started
to slow down from December 2019 due to liquidity issues with MBO
channel. Innerwear business grew 40% YoY in FY20

e The company is planning to shut unviable stores and enhance its Omni
channel presence, which would lead to a healthier distribution network

e On the capex front, the management indicated it could be lower by 60-
70% in FY21 than the normal run rate of around ¥ 300-400 crore

ICICI Securities | Retail Research 3
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Financial story in charts

Exhibit 3: Consolidated revenues to grow at CAGR of 6.3% in FY20-22E
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Source: Company, ICICI Direct Research

Exhibit 4: EBITDA and EBITDA margin trend
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Exhibit 5: Net profit trend
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Source: Company, ICICI Direct Research. FY19 PAT includes deferred tax assets worth ¥ 193 crore

Exhibit 6: Valuation

Target EV/Sales multiple 1.4
2022E Sales 9,874.2
2022E EV 13,823.8
2022E Debt 1,618.4
2022E Cash 256.2
2022E Market Cap. 12,461.6
Target Price 140
CMP 115.0
Upside/(Downside) 21

Source: Company, ICICI Direct Research
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Financial summary

Exhibit 7: Profit and loss statement Zcrore Exhibit 8: Cash flow statement Zcrore

(Year-end March) FY 19 FY 20A FY 21E FY 22E (Year-end March) FY 19 FY 20A FY 21E  FY 22E
Gross Revenue 8,117.7 8,742.5 7,7158.3 9,874.2 Profit after Tax 321.2 (80.5) (77.9) 238.4
Growth (%) 13.2 1.7 (11.3) 27.3 Add: Interest Expense 187.4 212.3 2459 169.9
Cost of Sales 3,925.0 4,205.8 4,034.0 4,866.1 Add: Depreciation 282.3 248.8 221.3 231.7
Employee Costs 913.0 1,058.4 1,015.6 1,235.7 Add: Others - - - -
Administration & Other E ~ 2,725.7 3,012.9 2,363.0 3,101.4 Increase/(Decrease) in CL 697.1 (78.3)  (146.9) 364.2
EBITDA 554.1 465.5 345.7 671.0 (Increase)/Decrease in CA (953.2) (564.3) (136.1) (141.6)
Growth (%) 10.8 (16.0) (25.7) 941 CF from Operating Activities 534.9 (262.0) 112.3 868.6
Depreciation 282.3 248.8 227.3 237.7 (Add) /Dec in Fixed Assets (248.8) (268.2) (121.5) (294.4)
EBIT 271.7 216.7 118.4 433.3 Goodwil 16.7 (0.3) - -
Interest 187.4 212.3 245.9 169.9 (Inc)/Dec in Investments - (165.8) - -
Other Income 64.8 52.2 49.6 54.5 CF from Investing Activities (232.0) (434.2) (121.5) (294.4)
PBT 149.1 56.5 (77.9) 317.9 Inc/(Dec) in Loan Funds (158.6)  1,073.5 (581.0) (577.0)
Growth (%) 84.1 (62.1) (237.8) (508.0) Inc/(Dec) in Sh. Cap. & Res. 1.8 0.5 100.1 -
Tax (172.1) 137.0 - 79.5 Others 25.8 42.5 900.0 -
Reported PAT 321.2 (80.5) (77.9) 238.4 Less: Interest Expense (187.4) (212.3)  (245.9) (169.9)
Exceptional ltems (194.0) 158.0 - - CF from financing activities (318.4) 904.1 173.2 (746.9)
Adjusted PAT 1217.3 71.5 (77.9) 238.4 Change in cash Eq. (15.6) 207.9 164.0 (172.7)
Growth (%) 8.0 (39.1) (200.5) (406.0) Op. Cash and cash Eq. 72.6 57.1 264.9 428.9
Reported EPS 4.2 (1.0) (0.9) 2.1 Cl. Cash and cash Eq. 57.1 264.9 428.9 256.2
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research

Exhibit 9: Balance sheet < crore Exhibit 10: Key ratios

(Year-end March) FY 19 FY 20A FY 21E FY 22E (Year-end March) FY 19 FY 20A FY 21E  FY 22E
Source of Funds Per share data (3

Equity Capital 773.5 774.0 874.0 874.0 Book Value 18.5 17.4 26.0 28.7
Reserves & Surplus 655.4 574.9 1,397.0 1,635.4 EPS 4.2 (1.0) (0.9) 2.7
Shareholder's Fund 1,428.9 1,348.9 2,271.0 2,509.4 Cash EPS 1.8 2.2 1.7 5.4
Total Loan Funds 1,702.9 2,776.3 2,195.4 1,618.4 DPS

Other Non Current Liabili - - - - Profitability & Operating Ratios

Minority Interest - - - - EBITDA Margin (%) 6.8 5.3 4.5 6.8
Source of Funds 3,305.4 4,341.4 4,682.5 4,344.0 PAT Margin (%) 4.0 (0.9) (1.0) 2.4
Application of Funds Fixed Asset Turnover (x) 2.6 2.1 1.7 2.4
Gross Block 1,252.3 1,502.8 1,623.5 1,917.1 Inventory Turnover (Days) 86.4 98.1 114.0 93.0
Less: Acc. Depreciation (615.9) (864.7) (1,092.0) (1,329.7) Debtor (Days) 35.4 35.1 40.0 32.0
Net Block 636.4 638.1 531.5 587.4 Current Liabilities (Days) 107.8 94.9 100.0 92.0
Capital WIP 22.4 40.1 40.9 41.7 Return Ratios (%) 13.91 38.25

Total Fixed Assets 658.8 678.2 572.4 629.1 RoE 225 (6.0) (3.4) 9.5
Goodwill 1,919.1 1,919.4 1,919.4 1,919.4 RoCE 10.7 6.5 3.8 11.8
Investments 4.2 170.0 170.0 170.0 RolC 20.8 10.2 5.2 20.4
Inventories 1,921.3 2,349.4 2,423.1 2,515.9 Valuation Ratios (x)

Debtors 786.6 840.2 850.2 865.7 PE 21.1 (110.6) (129.0) 42.2
Cash 57.1 264.9 428.9 256.2 Price to Book Value 6.2 6.6 4.4 4.0
Loan & Advance, Other 1,274.0 1,356.6 1,409.0 1,442.4 EV/EBITDA 19.0 245 34.2 17.0
Total Current assets 4,039.0 4,811.2 5111.3 5,080.2 EV/Sales 1.3 1.3 1.5 1.2
Creditors 2,398.6 2,273.3 2,125.6 2,488.8 Leverage & Solvency Ratios

Provisions & Other CL 917.0 964.0 964.9 965.8 Debt to equity (x) 1.2 2.1 1.0 0.6
Total CL and Provisions 3,315.6 3,237.3 3,090.5 3,454.7 Interest Coverage (x) 1.4 1.0 0.5 2.5
Net Working Capital 723.3 1,573.8 2,020.8 1,625.6 Debt to EBITDA (x) 3.1 6.0 6.4 2.4
Miscellaneous expense - - - - Current Ratio 1.2 1.4 1.5 1.4
Application of Funds 3,305.4 4,341.4 4,682.5 4,344.0 Quick ratio 0.6 0.7 0.7 0.7
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
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Exhibit 11: ICICI Direct coverage universe (Retail)

CMP M Cap EPS 3 P/E(x) EV/EBITDA (x) RoCE (%) RoE (%)
Company 5 TP( Rating (Icrore) FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Bata 1280 1430 HOLD 16451 254 19.0 357 503 673 359 187 235 157 282 176 281 17.2 11.7 195
Titan 890 1150 BUY 79217 171 147 240 519 607 372 348 413 262 275 201 276 216 163 219
Trent 457 560 BUY 16217 35 1.0 78 1323 4690 584 293 394 218 159 104 195 5.1 1.4 106
ABFRL 115 140  BUY 8900 -1.0 -09 27 - - 42.2 245 342 170 6.5 38 118 -60 -34 95

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
‘ﬂICICI(m,m; com| 1 1 g
I»vnlnnhu'o':::u'!mluhps | BHOI{ER \ :
ICICI Securities Ltd. 5 sTARMINE | |
@a'yetmwa'd D
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Bharat Chhoda, MBA; Cheragh Sidhwa MBA , Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the
subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report. It is also confirmed that above mentioned
Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products. ICICI Securities Limited is a Sebi registered
Research Analyst with SEBI Registration Number — INH000000990. ICICI Securities Limited Sebi Registration is INZ000183631 for stock broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank
and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, venture capital fund management, etc. (“associates”), the details in respect of which are available on
www.icicibank.com

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationship
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities generally prohibits its analysts, persons reporting to analysts and their relatives from maintaining a financial interest in the
securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, as
such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

Our proprietary trading and investment businesses may make investment decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may or may
not match or may be contrary with the views, estimates, rating, target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selected
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we would
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICICI
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, in
circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herein
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customers
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accounting
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, who
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by any recipient.
The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts no liabilities
whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understand the risks
associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the date of this report for services in respect of managing or co-
managing public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or other
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict of
interest at the time of publication of this report.

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

ICICI Securities or its subsidiaries collectively or Research Analysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publication of
the research report.

Since associates of ICICI Securities are engaged in various financial service businesses, they might have financial interests or beneficial ownership in various companies including the subject company/companies mentioned in this
report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or

use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sale in
all jurisdictions or to certain category of investors. Persons in whose possession this document may come are required to inform themselves of and to observe such restriction.

ICICI Securities | Retail Research 8



