Trent Ltd (TRenT)

CMP: % 1088 Target: ¥ 1330 (22%) Target Period: 12 months

February 11, 2022

Another quarter of industry leading revenue growth...

About the stock: Trent is India’s leading retailer with a presence across various
consumer categories (400+ stores). Inherent strength of brands (Westside, Zudio,
Star, Zara) and accelerated store additions have led Trent to be among the fastest
growing companies in our retail coverage universe.

o ‘Westside’' (75% of revenues) has proven to be one of the most profitable
business models as it primarily focuses on selling private label brands
(EBITDA margin: 11%, consistent SSSG: 8-9%)

e ‘Zudio’ (22% of sales), the value fashion brand, continues to be the next leg
of growth for Trent (revenue CAGR: 50% FY18-21)

Q3FY22 Results: The revenue trajectory continued to be robust with significant
beat on our/consensus estimates and reported industry leading growth over pre-
Covid levels. Profitability was a tad lower than our estimates, mainly owing to lower-
than-expected gross margins.

e On a favourable base, revenue grew 86% YoY to % 1347.8 crore (two-year
CAGR: 24%). Westside format registered revenue worth ¥ 1000 crore (74%
of revenue) with SSSG of 9% vs. pre-Covid levels and 49% vs. last year

e Reported gross margins of 51.2% (down 513 bps YoY), which were lower
than our estimate 54%. EBITDA margins declined 320 bps YoY to 21.6%

e Tracking strong operational performance, PAT grew 67% YoY to % 133 crore
What should investors do? Trent has been an exceptional performer with the
stock price appreciating at ~35% CAGR in the last five years.

e Robust performance during challenging times and industry leading
performance will continue to warrant premium valuations for Trent. Hence,
we maintain our BUY rating on the stock

Target Price and Valuation: We value Trent at ¥ 1330 based on SOTP valuation.

Key triggers for future price performance:
e We pencil in 244 store additions between Westside and Zudio for FY22-24E

e Liquidity position remains robust with cash & investments worth ¥ 685 crore
that will enable it to tide over the current situation better than peers

e On account of healthy beat on estimates, we revise our revenue and
earnings estimates upwards for FY22E. We build in revenue and earnings
CAGR of 19% and 42%, respectively, in FY20-24E

e Inthelong run, the company aims to grow its revenue at CAGR of 25% +

Alternate Stock Idea: Apart from Trent, we also like Aditya Birla Fashion & Retail.

e ABFRL has charted out a growth strategy to become a ~US$2.8 billion entity
(X 21000 crore) by FY26E, translating to 15% CAGR in FY20-26E
e BUY with a target price of ¥ 360/share

Key Financial Summary

Financials FY19 FY20 Fyz1  *Year CAGR FY22
(FY16-20)

Net Sales 2,630.2 3,486.0 2,593.0 20% 45080
EBITDA 2217 544.0 171.9 633.4
PAT 97.0 122.8 (146.2) 16.0% 195.9
EV/Sales (x) 13.9 10.9 14.7 8.5
EV/EBITDA (x) 160.7 70.1 2224 60.6
RoCE (%) 10.1 15.9 4.3 18.2
RoE (%) 5.9 5.1 63 8.0
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Market Capitalisation (% Crore) 36,862.2
Total Debt (Mar-21) (% Crore) 299.9
Cash (Mar-21) % Crore) 752.0'
EV (% Crore) 36,410.2
52 week H/L 1211/ 677
Equity Capital (% Crore) 35.5
Face Value (%) 1.0

Shareholding pattern
Dec20 Mar-21 Jun21 Sep21 Dec-21
Promoter 31.0 3.0 310 31.0 31.0

Fil 300 305 308 30.1 289
DIl 10.0 10.3 18 1.2 125
Others 20 223 244 27 21.6
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Recent event & key risks

e Profit from share of JV for
YTDFY22 at% 15 crore vs. loss of
¥ 52 crore YoY

e Key Risk:(i) Slower ramp up of
store network (ii) Re-imposition
of lockdown restrictions leading
to store closures
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FY23E FY24E 4 year CAGR

(FY20-24E)

5,911.5 6,917.8 18.7%

926.3 1,132.4 20.1%

356.6 496.6 41.8%
6.5 5.5
41.4 33.8
24.0 21.2
13.1 16.0

Source: Company, ICICI Direct Research
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0 Result Update | Trent Ltd

Key takeaways of recent quarter

e Trent reported superlative revenue growth coming in higher by ~55%
compared to pre-Covid levels (Q3FY21). On a favourable base, revenue
grew 86% YoY (32% QoQ) to T 1347.8 crore (two-year CAGR: 24%, |-direct
estimate: ¥ 1182.4 crore). We believe the growth was mainly driven by
healthy store addition pace, especially in the Zudio format. Trent's Westside
format registered revenue worth ¥ 1000 crore (74% of revenue) with SSSG
of 9% compared to pre-Covid levels and 49% compared to last year. Back
of the envelope calculation suggests revenue from Zudio grew 2.6x vs. pre-
Covid levels (two-year CAGR: 63%) driven by robust store addition
trajectory (~2.5x store addition). Emerging categories like beauty and
personal care, innerwear and home witnessed healthy traction

e Digital platforms continued to witness robust growth with revenue
contribution to Westside increasing to more than 5% (despite stores
running at 100% levels

e Trent, over the last few quarters, had exhibited strong gross margin
expansion, which was significantly higher than pre-Covid levels (54-56% vs.
pre-Covid levels of 50-52%). During Q3FY22, the company reported gross
margins of 51.2% (down 513 bps YoY), lower than our expectations of 54%.
We believe increased raw material prices may have impacted margins.
However, significantly higher revenues negated the negative impact of
lower gross margins to a certain extent. EBITDA margins declined 320 bps
YoY to 21.6% (I-direct estimate: 24.0%). Absolute EBITDA grew 62% YoY
to ¥ 291.7 crore (two-year CAGR 30%, I-direct estimate: T 284 crore)

e In 9MFY22, the company added 67 new stores taking the total count to 197
Westside (23 added) and 177 Zudio stores (44 added). Trent expects to exit
FY22 with combined stores (Westside + Zudio) of more than 425 outlets
(~50 new store addition in Q4FY22)

e At a consolidated level, the company in YTDFY22 reported revenue worth
¥ 3169 crore (up 87% YoY), with EBITDA margins improving sharply to
13.9% (vs. 2.9% in YTDFY21). Key positive highlight was the company
reporting healthy profits in share of JV (Zara & Star) at¥ 26.5 crore in Q3FY22
and % 14.7 crore in YTDFY22. Improvement in profitability is on the back of
emphasis on cost cutting measures and its journey towards improving
profitability of the ‘Star’ format

e Over the recent quarters, Trent has retained the emphasis on inventory
disciplines and initiatives to drive supply chain efficiencies. Trent
commenced the autumn/winter end of season sale (EOSS) only on January
1, 2022 and exited the EOSS within planned timelines. While the Omicron
wave impacted sales in January 2022, it was mitigated in part by the strong
online traction for Westside and the recovery in the last fortnight has been
encouraging

Trent has, over the years, consistently outperformed peers given the strong brand
patronage (Westside, Zudio, Star, Zara) and proven business model (Westside:
100% private label). The robust recovery depicts the inherent strength of the
business model. Revenue growth in recent quarters has been significantly ahead of
its peers. During its recent AGM, the management affirmed its aggressive store
opening plans for its fashion format (Westside: 35 & Zudio: 75) in FY22 (outlined
capex worth ¥ 200 crore in FY22E). The company continues to have healthy cash and
investments worth T 685 crore, which would enable it to tide over the current
situation better than pers. We maintain BUY rating on the stock with a target price of
¥ 1330.
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ﬂ Result Update | Trent Ltd ICICI Direct Research
Exhibit 1: Variance Analysis

Q3FY22 Q3FY22E Q3FY21 YoY (%) Q2FY22 0QoQ (%) Comments

Robust recovery on the back of improved demand and

Revenue 1,347.8 11,1824 725.4 85.8 1,020.4 321 higher operational days in the fashion segment. Westside
(74% of revenue) reported 9% SSSG vs. pre-covid levels

Other Operating Income 0.0 0.0 0.0 0.0 0.0 0.0

Raw Material Expense 657.2 543.9 316.5 107.6 488.7 34.5

Gross Profit 690.6 638.5 408.9 68.9 531.8 29.9

Gross Profit Margin 51.2 54.0 56.4 -513 bps 52.1 -87 bps Gross margins declined on a. YoY basis, however was up
60 bps compared to pre-covid levels

Employee exp 84.7 82.8 68.5 23.6 76.2 11.2

Other Exp 314.1 272.0 160.4 95.8 234.3 34.1
Absolute EBITDA grew 62% YoY to X 291.7 crore (2-year

EBITDA 291.7 283.8 180.0 62.1 221.3 31.8 CAGR 30%)

EBITDA Margin (%) 216 24.0 24.8 317 bps 21.7 4 bps Significantly higher rfevenues nege'lted the negative impact
of lower gross margins to a certain extent.

Depreciation 73.4 69.3 57.8 26.9 66.6 10.1

Other Income 29.6 44.3 42.6 -30.4 94.9 -68.8 Other income includes rental waiver worth % 10 crore

Interest 73.4 69.7 60.6 21.2 72.6 1.1

Exceptional Income 0.0 0.0 0.0 -13.0

PBT 174.6 189.1 104.2 67.6 163.9 6.5

Tax Outgo 4.7 47.6 24.5 70.0 38.3 8.9

Minority Interest
Tracking its strong operational performance, company

PAT 132. 141. 79.6 66. 125.6 .
329 > S S ° 5.8 delivered significant beat on PAT

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY22E FY23E FY24E
(X Crore) oid New % Change Old New % Change oid New % Change
Revenue 4,361.7 4,508.0 3.4 5851.0 5,911.5 1.0 6,850.6 6,917.8 1.0
EBITDA 630.3 633.4 0.5 916.8 926.3 1.0 1,121.4 1,132.4 1.0
EBITDA Margin (%) 14.5 14.1 -40 bps 15.7 15.7 0 bps 16.4 16.4 0 bps
PAT 181.3 195.9 8.0 353.1 356.6 1.0 494.7 496.6 0.4
EPS R) 5.1 5.5 8.0 9.9 10.0 1.3 13.9 14.0 0.5

Source: Company, ICICI Direct Research
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Financial story in charts

Exhibit 3: Revenue trend
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Exhibit 4: Westside revenue trend, same stores sales growth (SSSG)
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Exhibit 5: Zudio revenue trend
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Exhibit 6: Westside store addition trend
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Exhibit 7: Zudio store addition trend
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Exhibit 8: EBITDA and EBITDA margin trend (post Ind-AS 116)
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Exhibit 9: Valuation

Financial
Standalone revenues Sales
Trent Hypermarket Ltd Sales
Trent -Inditex (Zara) Sales
Booker & Other Subsidiaries Sales

Target Market Cap. [ cr)
Target Price R)

F(;z:rl)z Target Multiple
6248 6.5x EV/Sales
925 1.5x Price/Sales
1068 5x Price/Sales
32 0.5x Price/Sales

cr) Targeted
RAED Cash Mcap ( cr)

40173 658 285 40546
1387 1387
5341 5341
m m

47445

1330

Source: Company, ICICI Direct Research
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Financial Summary

ICICI Direct Research

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

FY21 FY22E FY23E FY24E (Year-end March) FY21 FY22E FY23E FY24E
Total operating Income 2,593.0 4,508.0 59115 6,917.8 Profit after tax -146.2 195.9 356.6 496.6
Growth (%) -25.6 73.9 311 17.0 Add: Depreciation 251.3 291.5 331.8 363.0
Cost of Goods Sold 1,534.0 2,479.4 3,245.4 3,756.3 Add: Finance Cost 248.7 290.4 304.4 331.0
Gross Margin (%) 40.8 45.0 45,1 45.7 (Inc)/dec in Current Assets 215.7 -384.0 -286.6 -280.8
Employee Expenses 301.9 405.7 614.8 719.4 Inc/(dec) in CL and Provisions -23.2 75.0 143.5 76.5
Operating & Other Expenses 585.2 989.5 1,125.0 1,309.5 Others -99.0 0.0 0.0 0.0
Total Operating Expenditure 2,411 3,874.6 4,985.1 5,785.3 CF from operating activities 453.3 474.8 855.7 986.3
EBITDA 171.9 633.4 926.3 1,132.4 (Inc)/dec in Investments 21.7 181.8 26.7 26.1
Growth (%) -68.4 268.5 46.3 22.3 (Inc)/dec in Fixed Assets -90.7 -180.0 -200.0 -210.0
Depreciation 257.3 297.5 337.8 363.0 QOthers -36.0 20.0 0.0 0.0
Interest 248.7 290.4 304.4 331.0 CF from investing activities -99.0 21.8 -173.3 -183.9
Other Income 201.6 180.3 153.7 166.0 Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
PBT -133.5 225.8 437.8 604.4 Inc/(dec) in loan funds 0.2 20.5 -19.0 -15.9
Share of Profit from JV 1.4 5.2 17.1 45.0 Less: Finance Cost & Others -335.9 -450.5 -527.1 -579.5
Total Tax -23.7 60.0 118.3 168.9 Others 0.8 -54.8 -83.4 -129.9
PAT -181.1 170.9 336.6 480.6 CF from financing activities -334.9 -484.8 -629.4 -125.4
Minority Interest -35.0 -25.0 -20.0 -16.0 Net Cash flow 19.5 11.9 52.9 711
PAT after MI -146.2 195.9 356.6 496.6 Opening Cash 61.8 81.3 93.2 146.1
Extraordinary item 0.0 0.0 0.0 0.0 Closing Cash 81.3 93.2 146.1 223.2
Reported PAT -146.2 195.9 356.6 496.6 Source: Company, ICICI Direct Research
EPS ]) -4.1 5.5 10.0 14.0
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 355 35.5 35.5 35.5 EPS -4.1 5.5 10.0 14.0
Reserve and Surplus 2,271.5 2,424.4 2,691.9 3,064.3 Cash EPS 3.1 13.9 19.5 24.2
Total Shareholders funds 2,313.0 2,459.9 2,721.4 3,099.9 BV 65.1 69.2 16.7 87.2
Total Debt 299.9 3204 301.4 285.4 DPS 1.0 1.4 2.5 35
Other LT Liabilities 2,671.3 2,511.4 2,294.5 2,040.2 Cash Per Share 2.3 2.6 4.1 6.3
Deferred Tax Liability -114.5 -114.5 -114.5 -114.5 Operating Ratios
Minority Interest / Others 445 44.5 44.5 44.5 EBITDA Margin (%) 6.6 14.1 15.7 16.4
Total Liabilities 5,220.2 5,221.7 5,253.3 5,355.5 PBT Margin (%) -5.1 5.0 14 8.7
Assets PAT Margin (%) -5.6 4.3 6.0 1.2
Gross Block 986.0 1,249.0 1,449.0 1,659.0 Inventory days 60.3 61.0 60.0 62.0
Less: Acc Depreciation 345.5 432.9 534.4 650.5 Debtor days 29 2.5 2.5 25
Capital WIP 108.0 25.0 25.0 25.0 Creditor days 38.7 30.3 30.2 28.8
Total Fixed Assets 748.4 841.0 939.6 1,033.5 Return Ratios (%)
Investments 1,515.4 1,333.5 1,306.9 1,280.7 RoE -6.3 8.0 13.1 16.0
Other Non-current Assets 2,471.28 2,241.16 2,004.77 1,757.88 RoCE 4.3 18.2 24.0 21.2
Goodwill 66.8 66.8 66.8 66.8 RolC 9.4 25.3 37.9 M4
Deferred Tax Asset 0.0 0.0 0.0 0.0  Valuation Ratios (x) (annualised)
Inventory 428.4 753.4 971.7 1,175.1 P/E 197.4 108.4 71.9
Debtors 20.8 30.9 40.5 47.4 EV / EBITDA 222.4 60.6 4.4 33.8
Loans and Advances 156.2 174.9 195.9 219.4 EV / Net Sales 14.7 8.5 6.5 5.5
Cash 81.3 93.2 146.1 223.2 Market Cap / Sales 14.9 8.6 6.5 5.6
Other Current Assets 120.5 150.7 188.3 235.4 Price to Book Value 16.7 15.7 14.2 12.5
Total Current Assets 807.1 1,203.0 1,542.6 1,900.4 Solvency Ratios
Creditors 274.6 373.6 489.0 545.4 Debt/EBITDA 1.7 0.5 0.3 0.3
Other Current Liab. & Prov. 114.2 90.2 118.2 138.4  Debt/ Equity 0.1 0.1 0.1 0.1
Total Current Liabilities 388.8 463.8 607.3 683.8 Current Ratio 2.5 3.0 29 3.1
Net Current Assets 418.4 739.2 935.3 1,216.6 Quick Ratio 1.0 1.0 0.9 0.9
Application of Funds 5,220.2 5,221.7 5,253.3 5355.5  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%
ﬁlclcn irect.com| N 1
Investaven uo Your Fingertips BH{JE{EE—‘
ICICI Securities Ltd. 7S STARMINE j
eCUf . @:m stAwerd2012 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,

Andbheri (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 recomr fati p d 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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