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Aditya Birla Fashion and Retail Limited

Core & new ventures to drive strong growth

Consumer Discretionary Sharekhan code: ABFRL Company Update

Summary

¢ Aditya Birla Fashion & Retail Limited (ABFRL) is eyeing a 15% CAGR in revenue
growth over FY2020-26, by achieving a steady growth of 11-16% CAGR in the core
businesses of Pantaloons and lifestyle brands and a scale-up in new businesses.

¢ The company aims to achieve OPM of 11.2% in FY26 from 7.6% in FY20 by improving
product mix for lifestyle business, boosting store-level profitability of Pantaloons
and making all new ventures profitable through scale-up.

¢ ABFRL is focusing on achieving cumulative free cash flow of Rs. 2,000 crore over
FY22-26; RoCE of over 35% by FY26.

¢ Robust business model, structural growth story of branded apparel market and
strengthening of balance sheet makes ABFRL a preferred pick in the discretionary
consumption theme. We maintain a Buy with a revised PT of Rs. 255.

We attended the analyst/investor meet of Aditya Birla Fashion & Retail Ltd (ABFRL) to
understand the current business environment and future growth strategies. Revenues
grew at CAGR of 12% over FY2017-20 and achieved an OPM (excluding impact of Ind-AS
116) of 7.6% in FY2020. The company is targeting a CAGR of 15% over FY2020-26 (with
strong growth expected between FY2022-26) and achieving revenues of Rs. 21,000
crore in FY2026 from Rs. 8,742 crore in FY2020. Lifestyle brands business is expected
to clock a CAGR of 11-12% on the back of sustained store expansions through the
franchisee route, making the portfolio more casual-oriented, expanding the women wear
and kids wear portfolio and expanding into tier-3/4 towns through new brands. On the
other hand, Pantaloons is expected to grow by “15% over FY2020-26 driven by steady
store additions, improving price value in the portfolio, revamped product strategy (by
launching a new style every fortnight) and an increase in private label sales. Further,
the company expects new businesses (inner wear, global brands + youth fashion and
ethnic business) to achieve revenues of Rs. 4,500 crore by FY2026. The strategic tie-up
with Tarun Tahiliani is the third such tie-up with a top fashion designer after Shantanu
& Nikhil and Sabyasachi. The acquisition of a 33% stake is valued at 3 times its sales
which is in line with some of the existing strategic acquisitions done by the company.
The company is focusing on consolidating its position in the Indian ethnic wear market
and targets revenues of Rs. 2,000 crore by FY2026. OPM is expected to expand by
360 bps to 11% (excluding impact of IND AS116) by FY2026. The strong improvement in
the profitability and better working capital management through efficient supply and
agility in design would help the company to achieve strong cash flows in the coming
years. The company is focusing on achieving cumulative free cash flows of Rs. 2,000
crore over FY2020-26 (after a capex of Rs. 2,000-2,500 crore) and targets an RoCE of
over 35%. Core businesses such as the lifestyle brands and Pantaloons are cash-flow
positive, inner-wear business is expected to be cash positive by FY2023.

Our Call

View - Retained Buy with revised PT of Rs. 255: Rising aspirations, a growing young
population and shift to well known brands (tier 3/4 towns) have redefined the structural
growth story of the Indian branded apparel market. By developing profitable models;
a revamped retail model and focusing on future entering into niche businesses, ABFRL
has built a strong business to achieve sustainable revenue and profitable growth in the
medium to long term. Further, strengthening of the balance sheet through better working
capital and reduction in debt strengthens the core fundamentals of the company. We have
increased our FY23 estimates to factor in a strong outlook given by the management over
the next 4-5 years (with growth expected to accelerate from FY2022). The stock trades at
12.2x its FY2023E EV/EBITDA and we maintain a Buy recommendation on the stock with
revised PT of Rs. 255 (valuing the stock 18x its FY2023 EV/EBIDTA).

Key Risks

Any sustained slowdown in the recovery due to localised lockdowns in the coming quarters
would act as a risk to our estimates in the near term.

Valuation (standalone) Rs cr
Particulars | ___FY19| __FY20 _ FY21E'| _FY22E*| _FY23E'|
Revenue 8,118 8,743 5,328 8,270 9,775
OPM (%) 6.8 14.0 8.3 12.5 14.4
Adjusted PAT 127 -39 -586 45 325
Adjusted EPS (Rs.) 1.6 -0.5 -6.6 0.5 35
P/E (X) 16.7 -102.3 -29.2 402.6 55.4
P/B (x) 10.4 137 61 5.6 51
EV/EBIDTA (x) 29.9 161 39.2 17.4 12.3
RoNW (%) 101 -31 -30.0 1.5 9.6
RoCE (%) 10.8 8.8 -5.8 4.5 1.4

Source: Company; Sharekhan estimates
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Lifestyle brands business - Asset-light model

Lifestyle brands business has strong economics built on a portfolio of strong brands and asset light model. The
company has portfolio of strong brands based on evolving consumer trends in the domestic apparel markets.
Further with improving aspiration some brands have extended across segments based on usage (introduced
casuals or entered into women's clothing or kids-wear) and occasions. The share of the casuals segment in
the lifestyle business has gone up to 59% to Rs. 2,455 crore in FY2020 from 34% in FY2010 (and contribution is
expected to reach to 62% in FY2022). The company is focusing on expanding into tier 3/4 towns by launching
formats such as Peter England Red and Allen Solly Prime. Both brands are expected to add significantly to the
revenues by FY2026.The business has an asset-light model with a retail network of 2,385 stores with large
part retail expansion done through the franchisee route. Product lead times has reduced to 45 days from seven
months earlier and creating new design every month aided in efficient inventory management and offering
lower discounts at stores level. Rapid response lines with mills and dedicated manufacturing for operational
flexibility has helped margins improve. Thus, an asset light model and better inventory management aided the
business generate free cash flows of Rs. 300 crore in each of the last five years and has a healthy return profile
with RoCE standing at 45% in FY2020. The company is targeting revenues of Rs. 9,000 crore in FY2026 with
an OPM of 11-12%. The management has directed a conservative approach in analysing OPM considering the
higher contribution from online channels, higher investment behind brands and focus on expansion in the tier
3/4 towns. The company has 800+ stores live through omni-channel. Speed of delivery (orders dispatches in
less than 6 hours) and efficient merchandise management are some of the key pillars of growth for the omni
channel.

Contribution from casuals to go up (%)
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Source: Company

EBO presence and future opportunity

Brands Current Stores Current Towns New Markets for expansion (next 5 years)
LP 407 175 500
VH 354 163 500
AS 300 145 750
PE 1014 450 2000

Source: Company

Pantaloons - Revamped business model to achieve strong growth in the coming years

Pantaloons has the potential to achieve revenues of Rs. 8,500 crore in FY2026 through a revamped product
strategy with improved design aesthetics, fresh styles and new labels for young consumers. The company
is focusing on improved relevance for the young audience with launch of PEOPLE, Candies; strengthening of
the women’s ethnic wear collection with a foray into the sarees segment with a modern take and premium
label launch in September 2021. Focus on strengthening menswear with Premium Athleisure and casual-wear
labels in FY22. This will be supported by higher marketing investments and strong digital & data strateguy.
The company also aims to increase the share of private labels from 61% in FY2020 to 75% in FY2025. Further,
the company is focusing on improving store economics through a relevant business model. The company
added over 200 stores over the last four years. An average store RoCE of 30% in COCO stores is consistent
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across all town classes. The company plans to add another 250 stores in the next three years across 100
new towns. The e-Commerce channel scaled up by three times during FY2021, to contribute 8-10% of sales by
FY2025. Over the next five years, the business is aiming to generating cash of Rs. 2,100 crore and Rs. 1,600
crore would be pumped back in for growth. The company targets a free cash flow of Rs. 500 crore.

Pantaloons store generates RoCE of 30%

COCO Stores
Metros (8) | Tier1& 2 (55)| Tier 3 & Below (55) |
Store mix (275 stores) 45% 35% 20% 100%
RoCE(%) 34% 28% 22% 30%

Source: Company

Contribution from private labels to go up to 75% by FY25
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New businesses to scale up significantly in the coming years

¢ Innerwear business: Well-poised to achieve Rs. 1500 crore in revenues and EBIDTA margins of 15% by
FY2026. Shift to aspirational brands, deep distribution, asset scalable model, innovative products and
extension into categories such as athleisure, women innerwear and active wear will be key growth drivers
in the coming years. The company will need further investment of Rs. 100-150 crore to achieve strong
growth in the coming years. Business is expected to be EBITDA business positive by FY2013 and will
deliver double digit margins by FY2023.

+ Youth fashion brands: The Forever 21 business looks promising after signing new term sheet with a new
parent, which will halve royalty. Business is expected to be EBIT and cash positive by FY2023. American
Eagle is a strong denim brand in ABFRL's portfolio which is focusing on becoming a Top 3 denim brands
in next five years. Business is expected to EBIDTA positive next year.

¢ Super premium and luxury brands: Business likely to generate revenues of Rs. 500 crore in FY2026 with
EBIDTA margins of 8-10%. Total cash infusion required over the next five years is less than Rs. 10 crore.

¢ Ethnic wear business: ABFRL has entered into a strategic partnership with the brand ‘Tarun Tahiliani’ for
its couture business, as well as launch of a new line of affordable premium men’s ethnic wear. As part
of the deal, ABFRL will acquire a 33% stake in the existing luxury couture business of Tarun Tahiliani,
with an option to increase it to 51% in the next few years. The purchase consideration remained at Rs. 67
crore (deal value of 3x sales). Further, the new brand will operate in the premium occasion wear segment
and will offer the entire range of high quality, sophisticated celebration wear for men at accessible price
points. The new brand aims to build a Rs. 500 crore business in the next five years with more than 250
stores across the country. The brand will launch the first set of retail stores by September 2021. ABFRL
will hold 80% stake in the new entity while Tarun Tahiliani will hold the remaining 20%. Around 30% of the
overall apparel market in India is centred on ethnic wear with women’s ethnic wear being a largest sub-
segment. The organised segment is worth $3.5-4.5 billion, growing by 15% and evolving with a few large
players. This provides an opportunity for ABFRL to grow in the space.
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Plan for ethnic business

Shaffn 21:‘?;9%"”6“ ABFRL Strategy Route
Luxury . : - : :
18- 20% Invest in established, aspirational Inorganic, partnership
FFFF y designer brand
Affordable Luxury
333 Launch pret lines of Designers Brand Extensions
Premium Launch new brands & grow aggressively Organic, Madura brand
FF playbook
Value 38-40% Play through Pantaloons Leverage Pantaloons’
z portfolio of private brands

$3.5 - $4.5Bn

Source: Company

Debt to reduce 90% by FY2021-end

The company has successfully completed its rights issue of Rs. 1,000 crore, of which “Rs. 500 crore was
received in July and “Rs. 250 crore received in January. Also, the company raised Rs. 1,500 crore with
Flipkart buying 7.8% stake in ABFRL. This will be utilised to reduce debt. The company expects to reduce
debt by 90% to Rs. 250 crore (prior to investment in Sabyasachi). However with the recent acquisitions , debt
is expected to go upto to Rs. 700-800 crore. As core businesses such as the lifestyle brands and Pantaloons
are generating cash and less cash infusion required in some of the new businesses, debt is not expected to
go up significantly in the coming years.

Significant reduction in debt by FY2021
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Robust fundamental outlook by FY2026

Revenues (Rs cr) | FY17 | CAGR (FY17-20) | FY20 | CAGR (FY20-26) |

Lifestyle brands 3651 10% 4800 11-12% 9000
Pantaloons 2552 13% 3650 15-16% 8500
New businesses 464 23% 870 32% 4500
Total 6633 1% 9100 ~15% 21000
EBIDTA (Rs cr) FY17 Multiplier FY20 Multiplier FY26
Lifestyle brands 423 1.3x 551 1.8x 1000
Pantaloons 126 2.3x 291 3.3x 900
New businesses -80 - -125 - 550
Total 476 1.5x 693 3.4x 2350

Source: Company

Aggressive build-up of new growth engines
Revenues (Rs cr) | FY20 | CAGR| FY26

Inner wear 280 32% 1500
Global + Youth Fashion 373 24% 1200
Ethnic Wear 50 85% 2000
Total 703 4500
EBIDTA (Rs cr) FY20 FY26
Inner wear -48 225
Global + Youth Fashion -60 100
Ethnic Wear -18 225
Total -125 550

Source: Company

Strong financial performance expected by FY2026

Revenues 6633 9100 21000
Growth (CAGR) 12% 15%
EBIDTA 476 693 2350
EBIDTA Margins (%)* 7.2 76 1.2
RoCE% (without goodwill) 7 12 35

Source: Company
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Financials in charts
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Outlook and Valuation
B Sector Outlook - Discretionary consumption recovering sequentially

Stores of retail companies are operating at optimum utilisation post the easing of lockdown norms, resulting in
sequential recovery in revenue for most companies. With inter-city travel resuming and increased out-of-home
consumption products (such as apparels and watches), retail companies will also post consistent recovery in
the coming quarters. With malls reopening and better festive/wedding demand, we will see branded apparel
companies posting good performance in the coming quarters. Profitability would be severely impacted in FY2021,
while we expect it to come back on track in FY2022 (with strong recovery in sales). However, the sector’s long-
term growth prospects are intact as companies focus on expanding their reach, banking on e-Commerce/online
channels to drive the next league of growth, improving store fundamentals, and driving efficiencies to see better
margins.

B Company Outlook - Full recovery expected by Q4FY2021; profitability to improve ahead

ABFRL’s business recovered to Y80% of pre-COVID sales in Q3FY2021. The management expects business to
gradually improve with a recovery in footfalls as the scare of virus eases. In QIFY2022, revenues are likely to
grow back to pre-COVID levels with both lifestyle brands and Pantaloons showing a significant recovery. Rental
negotiations, employee cost savings and reduction in discretionary cost led to savings of Rs. 1,029 crore in
9MFY2021. Benefits of cost-saving measures (especially on man-power cost front) will continue in the coming
quarters. This along with better operating leverage due to recovery in sales would help the company to post better
operating margins in FY2022 and FY2023.

B Valuation - Retained Buy with revised PT of Rs. 255

Rising aspirations, a growing young population and shift to well known brands (tier 3/4 towns) have redefined
the structural growth story of the Indian branded apparel market. By developing profitable models; a revamped
retail model and focusing on future entering into niche businesses, ABFRL has built a strong business to achieve
sustainable revenue and profitable growth in the medium to long term. Further, strengthening of the balance sheet
through better working capital and reduction in debt strengthens the core fundamentals of the company. We have
increased our FY23 estimates to factor in a strong outlook given by the management over the next 4-5 years (with
growth expected to accelerate from FY2022). The stock trades at 12.2x its FY2023E EV/EBITDA and we maintain a
Buy recommendation on the stock with revised PT of Rs. 255 (valuing the stock 18x its FY2023 EV/EBIDTA).

Peer Comparison

P/E (x) EV/EBIDTA (x) RoCE (%)
FY21E| FY22E| FY23E| FY21E| FY22E| FY23E| FY21E| FY22E| FY23E

Trent - - 975 - 40.6 328 11 9.6 12.4
ABFRL - - 596 39.2 174 12.3 -5.8 4.5 1.4
Source: Company, Sharekhan estimates
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About company

ABFRL is India’s largest pure-play fashion and retail entity with an elegant bouquet of leading fashion brands
and retail formats supported by a pan-India distribution network with a combined retail footprint of 8 million
square feet across 750 cities, which includes 2,662 brand stores and 342 Pantaloons stores. The company
comprises of two segments, Madura Fashion and Lifestyle (MFL) and Pantaloons. MFL includes lifestyle
brands (Louis Philippe, Van Heusen, Allen Solly and Peter England), fast fashion brands (Forever 21) and other
businesses such as the innerwear business. The company has also acquired stake in ethnic wear brands
Jaypore and entered into a partnership with designers Shantanu and Nikhil with an aim of retail expansion.

Investment theme

ABFRL is one of the largest players in the branded apparel and retail space. With redefined strategies, ABFRL
has seen consistent improvement in its performance over the last three years (revenues and operating profit
grew at CAGR of 10.4% and 13.6%). The company has built an agile supply chain model to deliver continuous
fresh fashion throughout the 12 months season, which will further reduce the working capital in the coming
years. With the acquisition of Jaypore brand, ABFRL is focusing on tapping the ethnic and wedding segment,
which has a large unorganised presence. FY2021will be affected by COVID-19 but strong recovery is expected
in FY2022 on the back of strong portfolio of brands and expanded reach.

Key Risks
¢ Any slowdown in the discretionary demand environment would impact SSSG, affecting revenue growth.

* Heightened competition, especially in the form of private labels by other branded players, would act as
a threat to revenue growth.

Additional Data

Key management personnel

Kumar Mangalam Birla Chairman & Non-Executive Director
Ashish Dikshit Managing Director

Himanshu Kapania Vice-Chairman

Sangeeta Pendurkar Chief Executive Officer - Pantaloons
Jagdish Bajaj Chief Financial Officer

Geetika Anand Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Reliance Capital Trustee Co Ltd 6.1
2 UTI Asset Management Co Ltd 33
3 Franklin Resources Inc 2.5
4 Invesco Asset Management India Pvt Ltd 1.8
5 Mirae Asset Global Investments Co Ltd 1.6
6 Sundaram Asset Management Co Ltd 1.5
7 ICICI Prudential Life Insurance Co Ltd 1.3
8 India Opportunuties Growth Fund Ltd 11
9 Canara Robeco Asset Management Co Ltd 1.0
10 Vanguard Group Inc 0.8

Source: Bloomberg (Old data)

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Understanding the Sharekhan 3R Matrix

Right Sector
Positive

Neutral

Negative

Right Quality

Positive

Neutral

Negative

Right Valuation
Positive

Neutral

Negative

Source: Sharekhan Research

Strong industry fundamentals (favorable demand-supply scenario, consistent
industry growth), increasing investments, higher entry barrier, and favorable
government policies

Stagnancy in the industry growth due to macro factors and lower incremental
investments by Government/private companies

Unable to recover from low in the stable economic environment, adverse
government policies affecting the business fundamentals and global challenges
(currency headwinds and unfavorable policies implemented by global industrial
institutions) and any significantincrease in commodity prices affecting profitability.

Sector leader, Strong management bandwidth, Strong financial track-record,
Healthy Balance sheet/cash flows, differentiated product/service portfolio and
Good corporate governance.

Macro slowdown affecting near term growth profile, Untoward events such as
natural calamities resulting in near term uncertainty, Company specific events
such as factory shutdown, lack of positive triggers/events in near term, raw
material price movement turning unfavourable

Weakening growth trend led by led by external/internal factors, reshuffling of
key management personal, questionable corporate governance, high commodity
prices/weak realisation environment resulting in margin pressure and detoriating
balance sheet

Strong earnings growth expectation and improving return ratios but valuations
are trading at discount to industry leaders/historical average multiples, Expansion
in valuation multiple due to expected outperformance amongst its peers and
Industry up-cycle with conducive business environment.

Trading at par to historical valuations and having limited scope of expansion in
valuation multiples.

Trading at premium valuations but earnings outlook are weak; Emergence of
roadblocks such as corporate governance issue, adverse government policies
and bleak global macro environment etc warranting for lower than historical
valuation multiple.
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