Shoppers Stop (sHosTO)

CMP: % 502

Target: ¥ 595 (19%) Target Period: 12 months

May 1, 2022

Demand recovery post Covid disruption augurs well

About the stock: Shoppers Stop (SSL) is one of India’s leading departmental stores
and has undergone various structural changes with focus on enhancing its share of
private label brands and beauty portfolio, accelerating growth through digital
channels and providing a better shopping experience through ‘personal shoppers'.

Operates 88 departmental stores, 171 beauty format stores spread across
4.2 million sq ft while being present in 47 cities

Q4FY22 Results: Covid-led disruptions in January-February and one-off expenses
(~% 21 crore) led to a subdued performance in Q4FY22. The revenue recovery rate
declined to 90% in Q4FY22 vs. 96% in Q3FY22.

On a favourable base, revenue grew 6% YoY to % 709.9 crore

Increase in operating costs (owing to higher store additions) and one-off
expenses (X 21 crore) led EBITDA margins to decline 343 bps YoY to 10.8%
with absolute EBITDA declining 20% YoY to X 76.7 crore

PBT losses were at ¥ 49 crore vs. % 37.2 crore in Q4FY21

What should investors do? The stock price has underperformed the broader
indices over the last five years on account of weak SSSG, muted store addition pace
and lower share of private label brands.

With the new management team in place, we expect a revival in SSL’s
revenue trajectory and margin profile. Reasonable valuations prompt us to
remain positive on the stock and maintain BUY

Target Price and Valuation: We value SSL at % 595 i.e. 10.0x FY24E EV/EBITDA

Key triggers for future price performance:

We believe the new MD (former Westside CEO) would bring in his expertise
in the private label brands domain and focus on enhancing the share of high
margin private label brands (~14% of revenues)

It has embarked on a healthy store addition plan with the opening of 12
departmental stores and 15 beauty stores in FY23E. Majority of the store
additions in Tier II/Ill cities. Capex for the same is expected to be X 150 crore,
which will be funded mainly through internal accruals

The management expects steady SSSG growth of 9-11% in the near term

Key thrust on accelerating investments in omni-channel with long term
target of channel contributing 20% of sales from current ~8%

Higher focus on beauty segment (currently ~17% of revenues) through
scaling up of its own private brand Arcelia

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

ABFRL has charted out growth strategies to become a ~US$2.8 billion entity
by FY26E, translating into 15% CAGR in FY20-26E
BUY with a target price of T 360

Key Financial Summar

FY22E 5 year CAGR

Financials FY19 FY20 FY21
(FY17-FY22)
Net Sales 3,481.3 3,381.0 1,725.1 2,493.8 -1.0%
EBITDA 253.3 549.4 53.4 267.5
PAT 78.8 (140.9) (275.2) (86.7)
EV/Sales (x) 1.3 1.9 4.3 3.0
EV/EBITDA (x) 17.6 11.8 138.6 21.7
RoCE (%) 11.6 4.7 (14.8) (3.9)
RoE (%) 8.1 -103.1 -151.5 -88.2
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Particular

Amount
Market Capitalisation (% Crore) 5,497.9
Totak Debt (Mar-22) (X Crore) 193.9
Cash (Mar-22) (% Crore) 179.7
EV (% Crore) 5,512.1
52 week H/L 598/ 191
Equity Capital (% Crore) 54.8
Face Value (%) 5.0

Shareholding pattern

Mar-21 Jun-21 Sep-21 Dec-21 Mar-22

Promoter 65.5 655 654 655 65.6
Fil 5.8 5.8 5.8 5.9 4.3
DIl 199 199 200 201 198
Others 8.8 8.8 8.8 84 103
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Recent event & key risks

e Toadd 12 new stores in FY23E

o Key Risk: (i) Re-imposition of
lockdown can lower sales (ii)
Delay in expansion of store
network
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FYZ3E FY24E 2 year CAGR

(FY22-FY24E)

3,721.8 4,385.5 32.6%

693.4 813.2 74.3%
110.4 157.2
2.0 1.6
10.6 8.8
13.9 16.0
52.9 43.0

Source: Company, ICICI Direct Research

e
(&S]
S
o
D
(%}
[<b]

oc
>

=
=
o

L

‘©

+—
<5}

oc
I
n
(<b]
=
=
=
(&]
D

(V2]

=]

—
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Key takeaways of recent quarter & conference call highlights

On account of Covid led disruptions in January, Shoppers Stop reported a
subdued performance in Q4FY22. The revenue recovery rate, which had
gradually inched up to 96% of pre-Covid levels in Q3FY22, declined to 90%
in Q4FY22. On a favourable base, revenue grew 6% YoY to ¥ 709.9 crore.
Nevertheless, customer footfall in the second half of Q4FY22 witnessed a
sharp recovery with sales near pre-Covid levels. Furthermore, the healthy
momentum continued in April with sales treading higher than pre-Covid
levels (double digit growth). The management indicated that if not for
Omicron impact, revenue in Q4 would have increased by 28% YoY

Average selling price improved ~17% YoY to ¥ 1366 driven by
premiumisation mix and price hikes (8-10%). Subsequently, average
transaction size improved 17% to T 4062. Customer footfalls declined 5% in
Q4FY22 (8.3 million) owing to a sharp decline in January (25%) and
February (8%). However, the company witnessed a sharp recovery with
footfalls increasing 33% in March (on a favourable base)

Gross margins declined 80 bps YoY to 40.1%. The margin was impacted
owing to inventory write off worth ¥ 9 crore due to change in IT applications.
Employee and other expenses increased 21% and 13% YoY, respectively,
owing to higher store additions. Also, other expenses were impacted by one
offs such as lease cost impact worth ¥ 6 crore and another ¥ 6 crore
pertaining towards receivable write-off. Subsequently, EBITDA declined
20% YoY to X 76.7 crore

Revenue from private label brands increased 9.4% YoY with share
improving 20 bps YoY to 13.2%. Kids segment also performed exceptionally
well with volume and value growth of 20% and 40%, respectively. New
brand launches in the men’s ethnic-wear space witnessed healthy traction.
In a bid to boost the share, SSL has re-jigged its product portfolio of private
label brands through launch of sharper price point assortments (< ¥ 999)
and enhanced product offerings such as sleepwear, loungewear and
innerwear. The progress on MD’s strategic growth roadmap with
improvement in key parameters like SSSG and private label share would be
critical factors to watch. It aims to increase the share to 25% over the next
five years

During the quarter, the company added five new departmental stores taking
the count to 88 (spread across 4.2 mn sq ft). Out of gross store additions of
eight in FY22, seven were added in Tier Il/lll cities. Going forward, the
company expects to add 12-15 new departmental stores (~10 in Tier lI/lI
cities) in FY23E (highest in the last six to seven years). The capex for the
same is estimated at ¥ 148 crore. Currently, the average store size is
~40000-50000 square feet (sq ft). The new stores that would be opened in
Tier Il cities would have an average size of 25000-30000 sq ft. Furthermore,
to improve the productivity of existing stores, SSL refurbished three, nine
stores in Q4FY22, FY22, respectively. For the same, the company incurred
a capex worth ¥ 25 crore. The management plans to renovate eight stores
in FY23 with a capex of ¥ 53 crore

Omni-channel strategies continue to be the key thrust. However, on a high
base, revenue from digital sales grew 5% YoY (~6% of overall sales). The
company invested ~ T 53 crore in FY22 and plans to invest T 55 crore in
FY23E, primarily in technology, such as site personalisation, hyperlocal
deliveries, etc

Beauty format continues to perform well compared to departmental stores
with revenue growth of 9% YoY to ¥ 157 crore. Beauty brands contribution
to business improved 20 bps YoY to 17.6% in Q4FY22. It has launched 94
new brands in FY22 in the beauty format. Its private brand Arcelia (revenue
run-rate of ¥ 1 crore per month currently), has witnessed healthy traction
and expects to launch 60+ SKUs of nail range in Q4FY22. It is expected to
launch 100+ SKUs of makeup and bath body in Q1FY23
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Q4FY22 conference call highlights:

Normally, January is a strong and significant month for the company but
due to Omicron revenue for January declined 15%. February saw a recovery
and revenue grew 7% YoY with March showing strong YoY growth of 40%.
The management indicated that the momentum that was built in March had
continued in April also. For FY23 the management is targeting a decent
double digit growth (vs. pre-Covid levels) in line with the growth of the retail
industry. The company is looking to reach ~% 7000 crore revenue over the
next four to five years

The company’s personal shopper segment contributes around 10% of
sales. The management indicated that the average ticket size in the personal
shopper segment is 3x the normal average ticket size

On the private brands front, the share is now at ~13% overall and ~19% in
the apparel segment. The company is aiming to increase the revenue share
of private labels to ~25% over the next few years

SSL has launched a co-branded credit card with HDFC Bank, which provides
benefits to Shoppers Stop first citizen loyalty members as well as HDFC
Bank customers. The company is planning to provide higher benefits to
consumers on private labels, which should aid in improving the revenue
share of private labels

The beauty segment remains a focus area for the company. It added 12 new
beauty stores during Q4FY22. The company is the largest physical retailer
in the beauty segment. The beauty segment enables SSL to have an
enhanced customer engagement, which the company is looking to leverage
to generate higher revenues. Also, SSL is planning to aggressively add
beauty stores as the store size is small and the ramp up is significantly faster

On the advertisement and publicity expense front, the management
indicated that it is likely to increase the spending owing to higher spending
on content creation for website and SS beauty app

The company has taken a price hike of 8-10% recently and has not
experienced a drop in volumes on account of that

Athleisure and active wear continued to perform well. However, most
customers also rebooted their wardrobes with formal wear with re-opening
of offices

The company in FY22 continued to achieve operational cost savings and
curtailed operating overheads by ~ ¥ 253 crore compared to pre-Covid
levels. The management expects certain cost savings to be structural in
nature and post better margins, going forward, compared to pre-Covid
levels

The management guided that most new stores would be opened in Tier Il
cities as Tier |l cities have shown good productivity levels. Also, the payback
period for the new stores is two to two and a half years compared to metro
stores, which are 3.5-4 years

The company’s liquidity position remains fairly stable with cash &
investments worth ¥ 178 crore and debt worth ¥ 194 (net debt % 16 crore,
D/E: 0.3x). It expects to be net surplus by FY23E
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Financial Summary

ICICI Direct Research

(Year-end March) FY21 FY22E FY23E FY24E (Year-end March) FY21 FY22E FY23E FY24E
Total operating Income 1,725.1 2,493.8 3,721.8 4,385.5 Profit after Tax -275.2 -86.7 110.4 157.2
Growth (%) -49.0% 44.6% 49.5% 17.6% Add: Depreciation 384.7 352.0 374.3 416.3
Cost of Goods Sold 1,065.1 1,503.4  2,1349  2,509.8  Add: Interest Expense 220.0 205.4 209.0 230.6
Gross Margin (%) 38.3 39.7 42.7 42.8 (Inc)/dec in Current Assets 322.9 -143.4 -600.5 -325.5
Employee Expenses 251.5 269.3 335.5 399.1 Inc/(dec) in CL and Provisions -406.2 260.5 601.1 363.1
Operating & Other Expenses 349.2 453.6 564.0 663.5 Others -234.0 -108.0 0.0 0.0
Total Operating Expenditure 1,671.7  2,226.3  3,034.4  3,572.4 CF from operating activities 12.2 479.8 694.2 841.7
EBITDA 53.4 261.5 693.4 813.2 (Inc)/dec in Investments 71.8 -18.5 -2.9 -3.0
Growth (%) -90.3% 401.3% 159.2% 17.3% (Inc)/dec in Fixed Assets -82.1 -83.9 -200.0 -150.0
Depreciation 384.7 352.0 374.3 416.3 (Inc)/dec in CWIP 7.1 -111 4.0 0.0
Interest 220.0 205.4 209.0 230.6 Others 33.0 0.0 0.0 0.0
Other Income 218.8 166.1 31.3 43.9 CF from investing activities 35.7 -113.5 -198.9 -153.0
PBT (Before extraordinary item) -332.5 -123.8 147.5 210.1 Issue/(Buy back) of Equity 10.7 0.1 0.0 0.0
Extraordinary item -22.4 -15.0 0.0 0.0 Inc/(dec) in loan funds 26.3 43.9 -3.9 20.0
Total Tax -19.7 -52.1 37.1 52.9 Less: Interest Expense -220.0 -205.4 -209.0 -230.6
PAT -275.2 -86.7 110.4 157.2 Others 175.4 -213.1 -222.9 -249.4
Minority Interest/Share of JV 0.0 0.0 0.0 0.0  CF from financing activities -1.5 -374.6 -435.7 -460.0
PAT (after minority interest) -275.2 -86.7 110.4 157.2 Net Cash flow 40.4 -8.3 59.5 228.8
EPS () (after minority interest) -25.2 1.9 10.1 14.4  Opening Cash 1.3 41.6 33.3 92.8
Source: Company, ICICI Direct Research Closing Cash 41.6 33.3 92.8 321.6
Source: Company, ICICI Direct Research
(Year-end March) FY21 FY22E FY23E FY24E (Year-end March) FY21 FY22E FY23E FY24E
Liabilities Per share data (%) (annualised)
Equity Capital 54.7 54.8 54.8 54.8 EPS -25.2 -1.9 10.1 14.4
Reserve and Surplus 121.0 43.5 153.9 3111 Cash EPS 10.0 24.2 44.3 52.4
Total Shareholders funds 181.7 98.3 208.6 365.9 BV 16.6 9.0 19.1 33.4
Total Debt 150.0 193.9 190.0 210.0 DPS 0.0 0.0 0.0 0.0
Other LT Liabilities 1,911.6 1,899.5  1,899.5  1,899.5 Cash Per Share 3.8 3.0 8.5 29.4
Deferred Tax Liability -342.4 -374.0 -392.6 -412.3 Operating Ratios
Minority Interest / Others 0.0 0.0 0.0 0.0 EBITDA Margin (%) 3.1 10.7 18.6 18.5
Total Liabilities 1,900.8 1,817.7 1,905.5  2,063.1 PBT Margin (%) -19.3 5.0 4.0 4.8
Assets PAT Margin (%) -16.0 -3.5 3.0 3.6
Gross Block 1,262.1 1,346.0 1,546.0 1,696.0 Inventory days 179.3 141.5 145.0 145.0
Less: Acc Depreciation 761.0 899.0  1,069.1 1,255.6 Debtor days 1.4 5.6 5.0 5.0
Capital WIP 2.9 14.0 10.0 10.0 Creditor days 241.2 211.0 200.0 200.0
Total Fixed Assets 504.0 461.0 486.9 450.4 Return Ratios (%) -54.6 -68.0 -50.0 -50.0
Investments 127.9 146.4 149.3 152.3 RoE -151.5 -88.2 52.9 43.0
Other Non-current Assets 1,209.6  1,276.4  1,276.4  1,276.4 RoCE -14.8 -3.9 13.9 16.0
Inventory 847.2 11,0075  1,480.9 1,742.2 RolC -16.0 -4.2 15.6 19.9
Debtors 34.8 38.2 51.1 60.1 Valuation Ratios (x)
Loans and Advances 240.5 186.6 298.2 350.8 P/E NA NA 49.9 35.0
Cash 41.6 33.3 92.8 321.6 EV / EBITDA 138.6 21.7 10.6 8.8
Other Current Assets 226.0 259.7 262.3 264.9 EV / Net Sales 4.3 3.0 2.0 1.6
Total Current Assets 1,390.2  1,525.2 2,185.3  2,739.6 Market Cap / Sales 32 2.2 1.5 1.3
Creditors 1,139.9 1,441.9  2,0426  2,403.0 Price to Book Value 30.3 56.1 26.4 15.1
Other Current Liab. & Prov. 190.9 149.5 149.8 152.5 Solvency Ratios
Total Current Liabilities 1,330.8 1,591.3 21924  2,555.6 Debt/EBITDA 2.8 0.7 0.3 0.3
Net Current Assets 59.4 -66.1 -1.2 184.0 Debt / Equity 0.8 2.0 0.9 0.6
Application of Funds 1,900.8 1,817.7 1,905.5  2,063.1 Current Ratio 1.0 1.0 1.0 1.1
Source: Company, ICICI Direct Research Quick Ratio 0.4 0.3 0.3 0.4
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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 th
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 mentione

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 stoc
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, ventur

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 relationshi|
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 generally prohibited from maintaining a financie

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, a

Our proprietary trading and investment busil may make i 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 ¢

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 selecte
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 woul
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 ICIC
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, i

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 herei
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 customer
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, accountin
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, whi
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 an’
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 n
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 understan

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 or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the pas

twelve months.

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 othe
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 ¢

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.
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ICICI Securities or its ies ¢ ly or R ysts 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 publicatiol

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 actual/ beneficial ownership of one percent or more or other materic

conflict of interest 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 o
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 sal
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