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Aditya Birla Fashion and Retail
Investing in new and core businesses, upgrading to Buy

With launches (Tasva, Marigold Lane) and network expansion, ABFRL’s
ethnic wear is gaining momentum. Its core businesses (Lifestyle brands,
Pantaloons) continue generating healthy cash, helping fund its new
initiatives. Driven by the ramp-up in its new businesses and growth in its
core business, its revenue growth would pick up, we expect. Our FY22-
24e revenue are raised 4-7%. We expect net debt to reduce. With the
recovery in its core businesses, lower net debt and vigorous expansion of
its new business, we are positive about the long-term growth trajectory.
We upgrade our rating to a Buy with a higher TP of Rs349 on ~17x FY24e
EV/EBITDA (eatlier Rs333, 16x FY24e EV/EBITDA).

Ethnic-wear brands launched. Partnering Tarun Tahiliani, ABFRL launched
an ethnic men’s-wear brand, “Tasva”, the first after it acquired a stake in the
designer’s couture business (Feb’21). Tasva has a wide range of high-quality
men’s celebration wear at accessible prices. An online store was launched; its
first store was opened, in Bengaluru, with plans to add six more across Mumbai,
Delhi, and other cities. It recently launched “Marigold Lane”, its modern ethnic
women’s-wear brand. It expects to add over 100 ethnic stores next year.

Core businesses continue cash generation. Pantaloons and Lifestyle
reported profitable revenue recovery in H1 FY22. We expect this momentum
to continue, backed by network expansion and brand & category extensions.

Steady debt reduction. The sharp revenue recovery and fund raising led to
net debt shrinking to Rs8.7bn by end-Q2 FY22 (from ~Rs12bn in Q1 FY22).
With steady recovery in its core operations and better working capital, we
expect Rs4.3bn net debt by FY24 (barring any further acquisitions).

Valuation. We upgrade our rating to a Buy with a TP of Rs349, on ~17x FY24e
EV/EBITDA (16x FY24e EV/EBITDA earlier). Risk: Slowdown in
discretionary demand. Keen competition.

Key financials (YE Mar) FY20 Fy21 FY22e FY23e FY24e
Sales (Rs m) 87,879 52,489 717,485 1,10,263 1,31,793
Net profit (Rs m) (1,650) (7,360) (2,167) 3,115 5,583
EPS (Rs) (2.1) (8.0 (2.3 33 6.0
PIE (x) NA NA NA 7.7 433
EV / EBITDA (x) 139 359 283 15.7 12.8
P/BV (x) 111 6.4 9.0 8.1 6.8
ROE (%) (13.2) (39.7) (8.1) 11.0 17.1
RoCE (%) 9.4 (9.4) (0.6) 12.7 17.3
Dividend yield (%)

Net debt / equity (x) 2.3 0.2 0.2 0.1 0.0

Source: Company, Anand Rathi Research Note: Estimates are as reported, i.e., adjusted for IND-AS 116
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Aditya Birla Fashion and Retail - Investing in new and core businesses, upgrading to Buy

Quick Glance - Financials and Valuations

Fig 1 - Income statement (Rs m)

Fig 2 — Balance sheet (Rs m)

Year-end: Mar FY20 FY21 FY22e FY23e FY24e Year-end: Mar FY20 FY21 FY22e FY23e FY24e
Net revenues 87,879 52,489 77,485 1,10,263 1,31,793 Share capital 7,740 9,151 9,377 9,377 9,377
Growth (%) 8.3 -40.3 47.6 42.3 195 Net worth 10,679 26,438 26,759 29,874 35,458
Direct costs 42,242 25630 37,193 52,375 61,943 Debt 27,830 11,364 11,164 10,164 8,664
SG&A 33,519 21,312 30,653 40,686 48911 Minority interest 199 325 325 325 325
EBITDA 12,118 5,548 9,639 17,201 20,939 DTL/(Assets)* 23,068 21,295 21,295 21,295 21,295
EBITDA margins (%) 13.8 10.6 124 15.6 15.9 Capital employed 61,777 59,421 59,543 61,658 65,741
Depreciation 8,853 9,628 9,941 10,601 11,261 Net tangible assets** 28,497 27,161 28545 29,268 29,332
Other income 653 734 807 888 977 Net intangible assets 1,072 6,997 7,247 7,747 8,247
Interest expenses 4247 5026 3373 3313 3,189 Goodwill 19,831 19,973 19,973 19,973 19,973
PBT -329 8372 2,867 4,176 7,467 CWIP (tang. &intang.) 476 395 395 395 395
Effective tax rate (%) 12.1 25.0 25.0 25.0 Investments (strategic) 72 736 736 736 736
+ Associates / (Minorities) - - - - - Investments (financial) 70 3443 3443 3443 3443
Net income -1650 -7,360  -2,167 3,115 5,583 Current assets (ex cash) 43,018 37,063 36,514 49,543 59,217
Adjusted income -1,650  -7,360  -2,167 3,115 5,583 Cash 2,669 2,618 1,540 2,815 4,338
WANS 774 915 938 938 938 Current liabilities 33929 38954 38849 52,261 59,939
FDEPS (Rs/ sh) 2.1 -8.0 2.3 33 6.0 Working capital 9,089 -1901 -2,335 -2,719 122
FDEPS growth (%) (151.3) 2772 (71.3) (243.7) 793  Capital deployed 61,777 59,421 59,543 61658 65,741
Gross margins (%) 51.9 51.2 52.0 52.5 53.0 Contingent liabilities - - - -

Note: Figures are as reported Note: Figures are as reported *includes lease liabilities ** includes right-to-use assets
Fig 3 — Cash-flow statement (Rs m) Fig 4 — Ratio analysis

Year-end: Mar FY20 FY21 FY22e FY23e  FY24e Year-end: Mar FY20 FY21  FY22e  FY23e  FY24e
PBT (Adj for int. exp.& otherinc) 3,887 -3,396 484 7466 10,633 PIE (x) NA NA NA 777 433
+ Non-cash items 8,745 5934 9941 10,601 11,261 EV / EBITDA (x) 139 35.9 28.3 15.7 12.8
Oper.prof. before WC 12,632 2,538 10,424 18,067 21,894 EV / Sales (x) 1.9 3.8 35 25 2.0
- Incr./(decr.) in WC 6,126 -8,528  -434  -384 1,997 P/B (x) 111 6.4 9.0 8.1 6.8
Others incl. taxes 65 28 =722 1,038 1,861 RoOE (%) -13.2 -39.7 8.1 11.0 17.1
Operating cash-flow 6,440 11,038 11,581 17,412 18,036 RoCE (%) - after tax 9.4 9.4 06 127 173
- Capex (tang. +intang.) 3123 1585 4250 4500 4,500  ROIC (%) - after tax 41 38 02 4.8 6.3
Free cash-flow 3318 9453 7,331 12912 13536  DPS(Rs/sh) - - -

Acquisitions 1,363 156 - - - Dividend yield (%)

- Div. (incl. buyback & taxes) - - - Dividend payout (%) - incl. DDT - - - - -
+ Equity raised 72 22,388 2,489 R R Net debt / equity (x) 2.3 0.2 0.2 0.1 0.0
+ Debt raised 4856 -20,608 -200 -1,000 -1500  Receivables (days) 35 51 40 35 35
- Fin investments 1,027 7,147 - - - Inventory (days) 98 128 94 o1 91
- Misc. (CFI + CFF) 3,760 4448 10607 10637 10513  Payables (days) 9 165 120 110 103
Net cash-flow 209 -207 -1,078 1275 1523  CFO: PAT % -390 150 534 589 323

Source: Company, AnandRathi Research  Note: Figures are as reported

Source: Company, AnandRathi Research  Note: Figures are as reported

Fig 5 - Price movement
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Fig 6 — H1 FY22 revenue break-up, by segment
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I Full steam ahead

New brands, network expansion in ethnic wear

Until 2019, the company chiefly played the ethnic-wear market through
Pantaloons, levering the value-retail-format’s range of private brands. To
target the premium, bridge-to-luxury and luxury ethnic wear, however, the
company acquired or partnered with established luxury ethnic brands and
designers. Further, it recently organically introduced two brands, Tasva and
Marigold Lane, to help fill gaps in its portfolio.

Fig 7 - Summary of ABFRL'’s ethnic brand acquisitions

Acquisition Segment Stake bought (%) Consideration (Rs m) EV/Sales (x)
Jaypore Premium 100.0 1,100 2.8
Shantanu and Nikhil Luxury 51.0 600 33
Sabyasachi Luxury 51.0 3,980 2.8
Tarun Tahiliani Luxury 335 670 3.0

Source: Company, Anand Rathi Research  Note - EV/Sales for Jaypore and Shantanu & Nikhil are for FY19, and for
Sabyasachi and Tarun Tahiliani for FY20

Fig 8 — ABFRL'’s strategy to tap ethnic wear

Share of organized
market %

ABFRL strategy Existing

Luxury 18-20 Invest in established, aspirational designer Inorganic, partnership Shantanu & Nikhil Sabyasaghl, .
brand Tarun Tahiliani

Bridge to Luxury 7-10 Launch pret lines of designers Brand extensions Shan;z:gtu ”f]‘eN'kh"

Premium 30-33 Launch new brands & grow vigorously Organic, Madura brand playbook Jaypore Marl_?_(;lsdv;ane,

Value 38-40 Play through Pantaloons Leverage Pantaloons’ portfolio of Pantaloons

private brands
Source: Company, Anand Rathi Research

ABFRL partnered with Tarun Tahiliani in the launch of an ethnic men’s-
wear brand, “Tasva”. After it acquired a 33.5% stake in Tarun Tahiliani’s
couture business in Feb’21, this is the first brand to be launched. ABFRL
owns 80% stake in this partnership and the remaining 20% is owned by
Tarun Tahiliani.

Tasva offers a wide range of high-quality men’s celebration wear at accessible
prices. Its apparel range includes kurtas, kurta sets, kurta-bundi sets, bundis,
bandhgalas, achkans and sherwanis. It also offers accessories such as mojatis,
masks, pocket squares, malas and brooches It offers products for the groom
and his male friends and family.

Its online store has been launched (www. Tasva.com) and it has opened its
first store in Bangalore, with plans to add six more across Mumbai, Delhi,
Indore and other cities. We believe the company, to capture market-share,
will add ~250 stores over the next 3-4 years.

Anand Rathi Research 3
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Fig 9 - Tasva store launched in Bangalore

Source: Company

Other initiatives in its ethnic business

B Recently, it launched “Marigold Lane”, its modern women’s ethnic-wear
brand, currently sold within Pantaloons and standalone EBOs. We
expect ~100 stores to be added over the next 3-4 years.

B After the acquisition, it introduced new categories in Jaypore such as
home, lounge and kids’ wear. Besides, it started offline store expansion
and plans to add ~6 stores in Q3 FY22.

B In Shantanu and Nikhil, standalone eCommerce websites were launched
for both couture and pret lines. It has been expanding its retail
operations through the Phygital avatar.

The company expects to add more than 100 ethnic-wear stores by next year,
10-15 Shantanu and Nikhil, 25-30 Jaypore and ~50 Tasva.

We expect the ethnic-wear businesses to report a 110%+ revenue CAGR
over FY20-24, propelled by acquisitions, brand extensions, rapid network
expansion and brand launches. As most of the brands (barring a few luxury
ones) will be in an investment phase, we don’t expect a positive EBITDA till
FY25 in this segment.

Anand Rathi Research 4
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Fig 10 - Ethnic wear businesses revenue and EBITDA margins
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Core Lifestyle brands continue generating healthy cash

Its brand extensions and relentless network expansion have led to profitable
revenue recovery in its Lifestyle brands, post-Covid’19. Despite its newer
businesses, Lifestyle in FY21 still brought the most revenue and highest
EBITDA contribution (respectively ~52% and 61%). The company will now
focus on driving comparable growth in brands through extensions and
premiumisation, and continue its rapid network expansion.

The Lifestyle category (of brands) has continued to innovate and reinvent
products, raising the share of casual wear in its portfolio. It launched Denim
flex from Van Heusen and grew its Allen Solly Tribe, LP Athleisure & Active
range to build its casual-wear portfolio. In Q2 FY22 Louis Philippe launched
its range of premium casual wear, the sub-brand Louis. Such extensions into
sub-brands keep the brand contemporary and in line with evolving consumer
needs.

The company expects to add 400 Lifestyle stores yeatly, incl.~150 of Peter
England and Fred, and 50 of Allen Solly. PE Red stores have grown
markedly: 36 added in H1 FY22, taking the count to 350+. Allen Solly Prime
added 18 in Q2 FY22, taking its count to 30. At end-H1 FY22, the company
had 2,754 retail stores.

Other initiatives

B Peter England will soon venture into kids” wear for value-conscious
customets.

B The company is penetrating further into smaller towns through new
asset-light formats. At end-H1 FY22 it had 350+ PE Red stores and 30
of Allen Solly Prime.

B Its omni-channel is live across 1,000+ stores for all its brands.

B Its own website business grew 2.5x in Q2FY22 y/y, suggesting a strong
customer affinity for the brands and a seamless shopping experience
through its website.

Significant turnaround in Pantaloons

From its acquisition in FY13, Pantaloons has significantly turned around in
the last few years. A re-vamped product strategy, renewed brand positioning,
established growth model (strong store economics, robust expansion plans,

Anand Rathi Research
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scaling up digital channels), digital transformation and rapidly improving its
financial model drove the turnaround.

Pantaloons expanded its private label range with bags, sarees, home-, lounge-
and infant-wear. It launched new labels in premium athleisure and premium
ethnic-wear.

Other initiatives

B Designed specifically for e-commerce, new merchandise lines aided in
driving higher traffic to the e-commerce channel.

B c-commerce operations accelerated, with a revamped pt.com experience,
besides a remarkable sales performance with commerce-partner
websites.

B  Expanded omnipresence across more than 250 stores. The omni-
channel sales in Q2 FY22 doubled from the corresponding previous-
year period.

B The company re-launched its six iconic stores with a new retail identity.

It plans to open 100+ stores in the next few years, 20-25% of them
franchised. Pantaloons added seven stores in Q2 FY22, taking its store count
to 347. It plans to add 40+ stores in H2 FY22.

Others brands continue to recover, and do well

Building on its leading position, the company made a foray into potentially
attractive arenas; active athleisure innerwear, youth western fashion for men
and women, and the super-premium segment.

Van Heusen has emerged as an aspirational brand, extending its product
range from innerwear to athleisure and active-wear. Campaigns were focused
on product innovations, brand image, and seasonal themes such as thermals
and pre-winter wear for active athleisure and innerwear. The women’s
segment continues to be a growth pillar in this category.

Van Heusen Active Athleisure Innerwear added 1,300+ MBOs in Q2 FY22,
taking the count to more than 23,000 outlets. It exited the quarter with 54
EBOs. It plans to double its EBO count by the year end.

Other initiatives

B In innerwear and athleisure, the company vigorously expanded online,
doubling the share of e-commerce revenue to ~15% in FY21.

B American Eagle is a strong denim brand in ABFRL’s portfolio. Its many
marketplace engagements drove digital visibility manifold. The company
seeks to expand American Eagle relentlessly across all channels.

B A revised agreement was signed with Forever 21’s new parent at better
terms (reducing by half the royalty percentage). ABFRL launched
(piloted) its franchised Forever 21 store in Q2 FY22. Management
expects it to turn EBIT positive by FY23.

B  The company has been building ‘TheCollective’ range through new
brands and categories. It aims to position itself as a premium one-stop
destination for women’s apparel and accessories. TheCollective.in has
been doing well, growing 4x y/y in Q2 FY22, and continues on its
journey to being India's leading luxury shopping portal.

Anand Rathi Research
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Foray into sports lifestyle in a deal with Reebok

The company signed a long-term licensing agreement with the Authentic
Brand Group (ABG) to acquire the right to distribute and sell Reebok
products through e-commerce and Reebok-branded retail stores in India and
other ASEAN countries (besides in wholesale). The expected consideration
is Rs0.75bn-1bn toward purchase of inventory and other current assets and
liabilities.

The transaction would be effective on the complete transfer of the global
ownership of the ‘Reebok’ Brand from Adidas to ABG, US. This deal marks
ABFRL’s foray into India’s fast-growing sport- and active-wear segment.
Reebok India’s FY20, FY19 and FY18 revenues were respectively Rs4,290m,
Rs4,000m and Rs3,880m; it enjoys healthy double-digit EBITDA margins.

Reduction in debt

With Rs22.5bn equity infused in FY21 (rights and preference issues),
ABFRL’s net debt slid ~74%, from Rs25.1bn in FY20 to Rs6.5bn in FY21.
Besides, the funds raised were used to invest in ethnic partnerships with
Sabyasachi and Tarun Tahiliani (Rs5.2bn). Prior to such investments, debt in
FY21 was Rs1.34bn. Net working capital was down Rs7.6bn y/y since it was
utilised to cover losses suffered in the year.

Losses in Q1 and the rise in working capital required, in line with the
expected sales-recovery, kept Q1 FY22 net debt at Rs12bn. From Rs12bn in
Q1 FY22, debt slid to Rs8.7bn by end-Q2 FY22. We believe debt has
reduced further in Q3 FY22, aided by the strong revenue pick-up during and
after the festival season.

Along with profitable sales recovery and cash generation in core businesses,
the company improved its working capital: days on sales were 18 in H1 FY22
(14 in FY21, 38 in FY20). This was driven by better inventory turns and
flexible payment terms from suppliers. It received lengthened payable
periods from its suppliers without compromising on its gross margins. We
expect this to persist, and working capital to improve.

Management says that, despite the vigorous growth plans for brands and
channels, debt in FY22 is expected to be range-bound at these levels. It
expects debt to be in a similar range by end-FY22 and, in the medium to long
term, will maintain its 1-1.5x debt/EBITDA.

With the steady recovery in its core operations and better working capital we
expect its net debt to reduce to Rs4.3bn by FY24, from. Rs8.7bn in H1 FY22
(barring any further acquisitions).

Fig 11 — Cash-conversion cycle
Days on sales FY19 FY20 FY21 H1 FY22

Inventory 86 98 128 155
Debtors 35 35 51 64
Creditors 108 95 165 201
Cash-conversion cycle 14 38 14 18

Source: Company, Anand Rathi Research
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Fig 12 — Reduction in net debt
(Rsm)
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IChange In estimates

The company’s higher ethnic wear revenue impels us to raise our FY22e,
FY23e and FY24e revenue respectively ~4%, 5% and 7%. The investments
in its ethnic wear keep our FY22e and FY23e EBITDA respectively ~2%
and 1% lower. We expect such investments to continue over the next few
years and to be funded through cash generated from its core Lifestyle brands
and Pantaloons. We expect 12.4%, 15.6% and 15.9% EBITDA margins in
respectively FY22, FY23 and FY24.

Fig 13 - Change in estimates

Old estimates

(GSw] FY22 FY23 FY24 FY22 FY23 FY24 FY22 FY23 FY24
Revenue 74394 104853 122868 77485 1,10263 131,793 42 5.2 73
EBITDA 9827 17381 20915 9639 17201 20939  (L9)  (10) 0.1
PAT (1,864) 3411 5758 (2167) 3115 5583 NA (87  (30)
EPS (Rs) (2.0) 36 61 (23 33 6.0 NA 87 (30)

Source: Anand Rathi Research

Fig 14 — Segment-wise estimates
(Rsm) FY20 FY21 FY22e FY23e FY24e

Lifestyle brands

Revenue 46,260 27,500 40,700 53,724 60,708
Growth (%) 75 (40.6) 48.0 32.0 13.0
EBITDA 7,970 3,400 5,902 9,670 11,535
EBITDA margin (%) 17.2 124 145 18.0 19.0
Pantaloons

Revenue 35,140 18,590 24,911 37,366 44,839
Growth (%) 10.0 47.1) 34.0 50.0 20
EBITDA 5,630 2,760 3,737 6,165 7,623
EBITDA margin (%) 16.0 148 15.0 16.5 17.0
Ethnic wear

Revenue 450 680 3,135 5,486 9,052
Growth (%) 51.1 361.0 1,343.8 1,460.7
EBITDA (130) (390) (200) (219) (181)
EBITDA margin (%) (28.9) (57.4) (6.4) (4.0) (2.0)
Others

Revenue 8,080 6,560 9,840 15,252 19,065
Growth (%) 119.0 (18.8) 50.0 55.0 25.0
EBITDA (510) 260 590 1,525 2,097
EBITDA margin (%) (6.3) 4.0 6.0 10.0 11.0

Source: Anand Rathi Research
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IVaIuation

Its diverse categories lead us to value the company on a sum-of-parts basis.
We assign 17x FY24e EV/EBITDA for its Lifestyle brands and 15x FY24e
EV/EBITDA for its high-growth, value-fashion category, Pantaloons. To
the Fast Fashion and other businesses (innerwear, ethnic and other premium
brands), we assign 1.5x FY24e EV/sales.

We upgrade our rating to Buy, with a target price of Rs349 at an
EV/EBITDA of ~17x FY24e (~16x FY24e EV/EBITDA eatlier).

Fig 15 — Sum-of-parts valuation summa
Business segment FY24e Target multiple (x) EV (Rs m)

Madura (EBITDA) 11,535 17 1,96,087
Pantaloons (EBITDA) 7,623 15 1,14,340
Others (sales) 28,117 15 42,176
Sum-of-parts 47,274 3,52,603
Debt* 33,298
Cash 7,781
Net debt 25,517
Shareholder value 3,27,086
No. of shares (m) 938
TP (Rs) 349
CMP (Rs) 258
Upside / (downside) % 352
Source: Anand Rathi Research Note: Estimates are adjusted for IND-AS 116 *Debt includes lease liabilities

Fig 16 — Valuation parameters

PIE (x) NA NA NA 71.7 433
EV / EBITDA (x) 13.9 35.9 28.3 15.7 12.8
EV / Sales (x) 19 3.8 35 25 2.0
RoE (%) -13.2 -39.7 8.1 11.0 17.1
RoCE (%) 9.4 9.4 -0.6 12.7 17.3

Source: Company, Anand Rathi Research

Risks
B Keen competition, slashing revenue growth.

B Mounting losses in its Fast Fashion and other businesses piling pressure
on overall profitability.

Anand Rathi Research
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