TCNS Clothing (tcncLo)

CMP: % 685

Target: ¥ 970 (41%) Target Period: 12 months

February 14, 2022

Revenue recovery reaches 100% of pre-Covid levels...

About the stock: Given its multi-distribution channel approach and robust supply
chain infrastructure, TCNS has emerged as the market leader in women’s ethnic
space through its three popular home grown brands.

TCNS follows an asset light business model, with production outsourced on
a job work basis. This enables the company to generate high RolC

Healthy balance sheet with cash reserves worth ¥ 180 crore

Q3FY22 Results: Reported strong recovery with revenues matching pre-Covid
levels (100% vs. 75% in Q2FY22).

On a favourable base revenue grew 38% YoY to ¥ 328.5 crore

Key positive during the quarter was the company reverting back to its strong
gross margin levels of 67.8% in Q3FY22 (Q3FY21: 61.1%, Q3FY20: 67.8%)

EBITDA grew 64% YoY to T 63.0 crore (93% of pre-Covid levels) with
EBITDA margins expanding 300 bps YoY to 19.2% (Q3FY20: 20.6%)

What should investors do? Since our initiation report, the stock has appreciated
~71% (from ¥ 400 in April 2020 to T 685 in February 2022). We believe the recent
stock price correction (~18% from our last update) offers a good entry point

We maintain BUY recommendation on the stock

Target Price and Valuation: We value TCNS at< 970 i.e. 3.5x FY24E EV/sales.

Key triggers for future price performance:

TCNS has accelerated its store expansion plans and added 18 stores in
Q3FY22. It plans to add 25 more stores in Q4FY22 and exit FY22 with 600+
stores. Expects to add 100+ stores annually (vs. earlier guidance of 60+)

Higher focus on expanding network in tier lll/IV cities mainly through
franchisee led model

Undertaking category expansion (beyond its core ethnic wear) in a bid to
tap opportunities across non-apparel categories. Foraying into make-up,
colour cosmetics under brand ‘Aurelia’. Over longer term, the management
aspires to achieve 20-25% contribution from non-apparel segment

Continues to scale up its omni distribution channel with new business
models via third party market place & creating ‘online-first’ product ranges

Has set up a new integrated warehouse (~1.4 lakh sq ft) to enhance supply
chain and scale up its B2C delivery efficiency

Alternate Stock Idea: Apart from TCNS, in our retail coverage we also like ABFRL.

ABFRL has charted out growth strategies to become a ~US$2.8 billion entity
(X 21000 crore) by FY26E, translating to 15% CAGR in FY20-25

BUY with target price of ¥ 360/share

Key Financial Summary

Financials FY19 FY20 Fyz1 O Year CAGR

{FY15-FY20)

Net Sales 1,148.0 1,148.7 635.5 30.7%

EBITDA 177.0 81.2 -62.1 10.0%
Net Profit 131.6 53.8 51.5
P/E (x) 31.9 78.3 ;
EV/Sales (x) 3.5 3.5 6.3
EV/EBITDA (x) 22.8 498 ;
RoCE (%) 26.2 10.6 -10.8
ROE (%) 21.3 7.9 8.1
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Particulars Amount
Market Capitalisation (% crore) 4,211.0
Total Debt (FY21) (% crore) 5.4
Cash & Investments

(FY21) ( crore) 1873
EV (% crore) 4,029.1
52 Week H/L 932/ 398
Equity Capital (% crore) 12.3
Face Value (%) 2.0

Shareholding pattern

Dec-21 Mar-21 Jun-21 Sep-21 Dec-21
Promoter 323 323 323 323 323

Fil 1720 195 178 179 176
] 76 44 59 61 66
Others 431 438 439 437 435
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Key Risk: (i) Slow ramp up of store

network (i) Higher level of

discounting can impact gross
margins
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FY22E FY23E FY24E EAEAEH

(FY20-FY24E)

9624  1,3953  1,607.3 8.8%

50.8 180.0 225.0 29.0%

22.6 116.4 143.7 27.8%
190.6 371 30.0
43 3.0 25
80.9 2.7 17.8
47 19.9 20.7
34 14.8 15.4

Source: Company, ICICI Direct Research
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¢? Result Update | TCNS Clothing

Key Conference call takeaways

Q3FY22 revenues has matched the highest ever sales recorded by the
company in Q3FY20 in spite of Covid led disruption towards end of
December in Q3FY22. The recovery has been more evenly distributed
across cities and small towns and various store types. While online
sustained its growth momentum (30% higher than pre-Covid levels),
recovery of the offline channels to ~90% augurs well for the company.
Though the market for ethnic wear saw sharp recovery during the quarter,
it still lags some other consumption categories owing to restrictions on
offices

The company focused on optimising working capital compared to
September 2021. TCNS has working capital days in range of 115-120 days
and is targeting to bring it down to 110 days. The quality of inventory
improved as currently only 6% of the inventory is three season old
compared to 10% earlier

The company has remained cash accretive in four out of last five quarters
driven by continued recovery, cost mitigation & working capital reduction
and current cash reserves at ~ ¥ 180 crore that is higher than pre-Covid
levels

The company continued to invest in project Bharat, which is a low
investment model focused on expanding network in small towns. TCNS has
opened five stores of brands ‘W’ and ‘Aurelia’. The store size is in the range
of 500-1000 square feet. Also, the company is expanding presence through
Project rise, which focuses on important tier | markets. The outlets in project
rise are in range of 1700-3500 square feet and stores are company owned

The company has some stores in international destinations like Sri Lanka,
Mauritius and Nepal. TCNS is exploring options to open stores in Gulf
countries and also create online capabilities for serving these regions

The management believes that its bottom wear brand Elleven has good
potential as it is a utility product. They are looking to add 15 stores and 50+
large format store doors for the Elleven brand. The management indicated
that if the pilot was successful it could add 50-60 stores. The revenue
potential could be around ¥ 75 - 100 crore over the next two years

On the store network front, the company currently has 575 stores (18 added
in Q3FY22) and is planning to add 25 stores in Q4FY22 and exit FY22 with
600+ stores. On an annual basis, TCNS is looking to add ~100 stores per
year.

On the new product and brand launches, the management indicated that its
footwear range has found good acceptance with the customers. Footprint
has expanded to ~150 EBOs. Footwear currently contributes high single
digit of store sales

The total bill cuts during the quarter were slightly lower than pre Covid level
but average transaction value was higher

The management expects online sales contribution to remain higher than
pre-Covid levels even after easing of restrictions and opening up of most of
the physical stores. The management indicated that online sales could
continue to contribute around 20-25% of revenues on a sustainable basis
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Exhibit 1: TCNS Presence and opportunities areas across Indian women’s purchasing basket categories

TCNS Sub-Se gment B Established presence

Indian Women'’s purchase basket Under progress
(Segment, CY20 Size ‘000 INR Cr.) Presence Not Present
Traditional 50-55

rwear
i/ rion | 045 |

Western 10-12

ETEETE

Footwear 20-22 Foomar &
Ac o 10.12 Accessories
cessories 3035
Makeup & Color e
Cosmetics Beauty & Intimate & Sleepwear 30-40
Fragrances, Deos, "
. 810 Care (select) Active wear / 2D
Accessories 18-20 Apparel-Intimatewear Sleepwear
A0-50 Others! 5-10

Source: Company, ICICI Direct Research

Exhibit 2: TCNS expanding beyond core strength areas of apparel-outerwear

Product
evolution P':'oof t:‘f ancept Low risk roll- Full-scale roll- Continuﬁd
journey through Pilot out out Growt
Q * Limited merchandise * Merchandise expansion *+ Full breadth * Focus on product
Q’ * Launchin 1 GTM + Expandin 1-2 channels; merchandise roll-out innovation
channel test remaining channels * Scale up across all GTM  +  Focus on supply-chain
/ models channels efficiency
Category Sub-category
Apparel-Outerwear : :
PP Premium Fusion @ @ m
. Online exclusive @
Contemporary Ethnic range by Aurelia aurelia
Sustainable, Indian Craft ® R

led Fusion

Exclusive Bottomwear

Footwear &
o Footwear & accessories Footwear by Aurelia (@) Footwear by w
Accessories
Beauty &
Makeup & Color Cosmetics Cosmetics by W
Personal Care P ©® v

Source: Company, ICICI Direct Research
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Financial Summary (pre-IND AS 116)

(Year-end March) FY21A FY22E FY23E FY24E (Year-end March) FY21A FY22E FY23E FY24E
Net Sales 635.5 962.4 1,345.3 1,607.3 Profit/(Loss) after taxation -51.5 22.6 116.4 143.7
Growth (%) (44.7) 51.4 39.8 19.5 Add: Depreciation 24.0 315 41.5 52.0
Total Raw Material Cost 272.4 351.3 470.9 562.5 Add: Share based payments 6.1 6.0 3.0 0.0
Gross Margins (%) 57.1 63.5 65.0 65.0 Net Increase in Current Assets 81.8 -6.2 -136.3 -94.4
Employee Expenses 121.4 150.4 169.8 194.5 Net Increase in Current Liabilities -42.5 9.2 40.1 21.5
Other Expenses 303.7 410.0 524.7 625.2 CF from operating activities 23.8 63.2 64.7 128.9
Total Operating Expenditure 697.6 911.6 1,165.4 1,382.2 (Inc)/dec in Investments -54.3 0.0 0.0 0.0
EBITDA (62.1) 50.8 180.0 225.0 (Inc)/dec in Fixed Assets -11.9 -40.5 -40.0 -50.0
EBITDA Margin (%) (9.8) 5.3 13.4 14.0 Others 0.0 0.0 0.0 0.0
Adjusted EBITDA (56.0) 56.8 183.0 225.0 CF from investing activities -66.2 -40.5 -40.0 -50.0
Adjusted EBITDA Margin (8.8) 5.9 13.6 14.0 Inc / (Dec) in Equity Capital 0.0 0.3 0.0 0.0
Interest 2.5 1.0 0.9 0.9 Inc / (Dec) in Loan 5.4 -5.4 0.0 0.0
Depreciation 24.0 31.5 41.5 52.0 Others -1.3 0.0 0.0 0.0
Other Income 16.5 12.0 18.0 20.0 CF from financing activities 4.0 -5.1 0.0 0.0
Exceptional Expense - - - - Net Cash flow -38.3 17.6 24.7 78.9
PBT (72.1) 30.3 155.6 192.1 Opening Cash 53.2 14.9 32.6 57.3
Total Tax (20.6) 1.6 39.2 43.4 Closing Cash 14.9 32.6 57.3 136.1
Profit After Tax (51.5) 22.6 116.4 143.7 Source: Company, ICICI Direct Research
Adjusted PAT (45.4) 28.6 119.4 143.7
Source: Company, ICICI Direct Research
(Year-end March) FY21A FY22E FY23E FY24E (Year-end March) FY21A FY22E FY23E FY24E
Equity Capital 12.3 12.6 12.6 12.6 Per share data (%)
Other equity instruments - - - - EPS -8.4 3.6 18.5 22.8
Reserve and Surplus 627.2 655.8 775.2 918.9 EPS (Adjusted) -1.4 4.5 18.9 22.8
Total Shareholders funds 639.5 668.4 781.8 931.5 Cash EPS -4.5 8.6 25.1 311
Total Debt 5.4 - - - BV 103.9 106.1 125.0 147.9
Non Current Liabilties 5.8 5.8 5.8 5.8 Cash Per Share 2.4 5.2 9.1 21.6
Source of Funds 650.7 674.2 793.6 937.3 Operating Ratios (%)
EBITDA margins -9.8 5.3 13.4 14.0
Gross block 117.6 157.6 197.6 2417.6 PBT margins -11.3 3.1 11.6 12.0
Less: Accum depreciation 86.8 118.3 159.8 211.8 Net Profit margins 8.1 24 8.6 8.9
Net Fixed Assets 30.7 39.2 31.7 35.7 Inventory days 160.0 110.0 100.0 96.0
Capital WIP 0.5 1.0 1.0 1.0 Debtor days 94.7 58.0 55.0 53.0
Intangible assets 2.1 2.1 2.1 2.1 Creditor days 52.4 38.0 38.0 38.0
Investments 172.4 172.4 172.4 172.4 Return Ratios (%)
Inventory 278.5 290.0 368.6 422.7 RoE 8.1 34 14.8 15.4
Cash 14.9 32.6 57.3 136.1 RoCE -10.8 4.7 19.9 20.7
Debtors 164.8 152.9 202.7 233.4 RolC -15.2 6.7 28.0 31.0
Loans & Advances & Other CA 33.1 39.8 47.7 57.3 Valuation Ratios (x)
Total Current Assets 491.4 515.3 676.3 849.5 P/E -81.9 190.6 371 30.0
Creditors 91.2 100.2 140.1 167.3 EV / EBITDA -65.0 80.9 22.7 17.8
Provisions & Other CL 34.8 35.0 35.3 35.5 EV / Sales 6.3 4.3 3.0 2.5
Total Current Liabilities 126.0 135.2 175.3 202.9 Market Cap / Revenues 6.6 4.5 3.2 2.7
Net Current Assets 365.5 380.1 500.9 646.6 Price to Book Value 6.6 6.5 5.5 4.6
LT L& A, Other Assets 79.5 79.5 79.5 79.5 Solvency Ratios
Other Assets 0.0 0.0 0.0 0.0 Debt / Equity 0.0 0.0 0.0 0.0
Application of Funds 650.7 674.2 793.6 937.3 Debt/EBITDA 0.1 0.0 0.0 0.0
Source: Company, ICICI Direct Research Current Ratio 3.8 3.6 3.5 3.5
Quick Ratio 1.6 1.4 1.4 1.4

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%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
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 is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI)
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst 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 and its analysts, persons reporting to analysts and their relatives are g lly prohibited 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

Our proprietary trading and investment busil may make i decisions that are inconsi 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, and 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 smtable 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 ise of ind fent jud 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 and ICICI Securities as a entity 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.
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