Trent Ltd (TRenT)

CMP: % 1340 Target: ¥ 1620 (21%) Target Period: 12 months

August 12, 2022

Dual engines of Westside+Zudio to accelerate growth

About the stock: Trent is India’s leading retailer with a presence across various
consumer categories (550+ 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’ (72% 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: 10%+)

e ‘Zudio’ (28% of sales), the value fashion brand, continues to be the next leg
of growth for Trent (revenue CAGR: 72% FY19-22)

Q1FY23 Results: Trent reported a superlative performance with industry best
revenue growth and strong beat on almost all parameters (change in useful life of
certain stores impacted PAT).

e On a favourable base, sales grew 405% YoY to T 1653 crore (l-direct
estimate: ¥ 1302 crore). On a three-year CAGR basis, revenue growth was
at 29%, which is the highest among other lifestyle retailers

e Gross margin contraction was higher than anticipated (down 430 bps QoQ
to 49.3% vs. I-direct estimate 52.3%). Lower gross margins could be
possibly owing to limited price hike in Zudio format as it continues to price
products at sharper price points (< ¥ 500) despite significant increase in
cotton prices

e EBITDA, in absolute terms, came in much higher than our estimate at< 304.1
crore (I-direct estimate: ¥ 256 crore, three-year CAGR: 23%)
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 % 1620 based on SOTP valuation.

Key triggers for future price performance:
e We pencil in 227 store additions between Westside and Zudio for FY23-24E

e Liquidity position remains robust with cash & investments worth ¥ 600+
crore that will enable it to tide over the current situation better than peers

e Zudio continues to be the growth engine for Trent. We expect revenues to
grow at a CAGR of 50% in FY22-24E

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 growth strategies 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 ¥ 350/share
Key Financial Summary

Financials FY19 FY20 FY21 Frzp O Yedr CAGR

(FY17-22)

Net Sales 2,630.2 3,486.0 25030  4,498.0 20.0%
EBITDA 221.7 544.0 171.9 573.9

PAT 97.0 122.8 (1462)  105.8 13.0%
EV/Sales (x) 171 13.5 18.2 10.6
EV/EBITDA (x) 1975 86.6 2745 82.9
RoCE (%) 10.1 15.9 4.3 14.1
RoE (%) 5.9 5.1 63 45

¢ ICICI

Research

BUY

] Particular Amount
Market Capitalisation (3 Crore) 39,101.7
Total Debt (Mar-22) % Crore) 497.4
Cash (Mar-22) [ Crore) 610.5‘
EV (% Crore) 38,988.6
52 week H/L 1359/ 852
Equity Capital (% Crore) 35.5
Face Value (%) 1.0

Shareholding pattern
Jun21  Sep-21 Dec-21 Mar22 Jun-22

Promoter 37.0 37.0 37.0 37.0 37.0
Fil 30.8 30.1 28.9 283 26.8
DIl 1.8 1.2 12.5 13.4 14.6
Others 24.4 211 21.6 21.2 21.6
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Trent

Recent event & key risks

e Westside reported 24% SSSG
over pre-Covid levels (Q1FY20)
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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 2 year CAGR

(FY22-24E)

1,121.4 8,584.5 38.1%

1,109.7 1,393.3 55.8%
420.6 623.6
6.6 5.5
42.7 33.9
29.4 33.1
15.7 19.8

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

Key takeaways of the recent quarter

Trent’'s Q1FY23 revenue print is a strong beat on our/consensus estimates.
Sales on a favourable base grew 405% YoY to ¥ 1653 crore (I-direct
estimate: ¥ 1302 crore). On a three-year CAGR basis, revenue growth was
at 29%, which is the highest among other lifestyle retailers (215% of pre-
Covid levels). The growth was driven by robust store addition trajectory
over the last two years. Fashion portfolio now is over 450 stores (Westside
& Zudio) vs. ~200 in pre-Covid levels (2x+). The growth was also driven by
healthy SSSG for Westside, which was at 24% in Q1FY23 (over Q1FY20).
Back of the envelope calculation suggests, Westside to have crossed ¥ 1000
crore quarterly revenue mark for the first time (three year CAGR: ~17%).
Also, revenue/sq ft for Westside appears to be significantly higher at
~3 13500 (annualised) that is higher than average run-rate of ~X 10500. We
believe increased ASPs may have also translated into better throughput per
store

Zudio continues to gain market share in the value fashion space with robust
growth. It has been the new growth engine for Trent given its scalable
business model (one-third size of Westside format) and strong acceptance
in Tier ll/lll cities with sharp price point assortment (ASP < % 500). Zudio
stores have multiplied ~6x in the last three years. Subsequently, revenue
has also increased ~6x during the same period. As per our calculations,
quarterly run-rate for Zudio is close to ¥ 500 crore

Emerging categories like beauty and personal care, innerwear and home
witnessed healthy traction and now contributes ~15% to sales. Online sales
for Westside contributed ~6% and continued its healthy growth momentum
(up 129% YoY) despite store operations normalising

On the store addition front, the company added ~11 Zudio stores and four
Westside stores. Fashion portfolio is now over 450 stores (Zudio: 246,
Westside: 204). The management indicated that new stores added in the
last 12 months have shown encouraging performance. This provides
management a reason to double down on the growth agenda in the medium
term

Gross margin contraction was higher than anticipated (down 430 bps QoQ
t0 49.3% vs. I-direct estimate 52.3%). Lower gross margins may be possibly
owing to limited price hike in Zudio format as it continues to price products
at sharper price points (< T 500) despite significant increase in cotton prices.
Subsequently, EBITDA margins came in lower than our estimates at 18.4%
(vs. I-direct estimate: 19.5%). However, given the strong beat on topline,
EBITDA in absolute terms came in much higher than our estimate at ¥ 304.1
crore (I-direct estimate: ¥ 256 crore, three-year CAGR: 23%)

The company revisited its estimates with respect to useful life of certain
store assets. Consequently, it took a one-off additional depreciation charge
in the quarter of ¥ 28 crore (depreciation expense up 40% QoQ). Also higher
finance cost (up 22% QoQ) impacted PAT to a certain extent. Ensuing PAT
came in at<T 103 crore (I-direct estimate: T 106 crore, three year CAGR: 21%)

The key positive surprise was the company specifically highlighting
performance of Star Bazar (50-50 JV), which has witnessed improvement in
store economics. The grocery arm of Trent reported its highest ever
quarterly revenues in Q1FY23 with an impressive 18% revenue CAGR over
Q1FY20. Sharp pricing and focus on fresh and own brands witnessed strong
traction. The company expects the division to break even at EBITDA level
and become a key growth engine in its portfolio, going forward. Share of
profit from associates/JV (which includes Zara and Star Bazar) was at % 34
crore in Q1FY23 vs. loss of X 21 crore in Q1FY22 and X 10 crore in Q4FY22
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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). Healthy beat on the topline front, warrants upward revision to
our revenue estimates for FY23-24E. We expect Westside and Zudio format to report
revenue CAGR of 25% and 48%, respectively in FY20-24E. Share of Zudio format in
standalone revenues to increase to 32% by FY24E. Furthermore, sharp increase in
profits in share of associates (Zara and Star Bazar) during the quarter is a key positive
and signals emphasis on cost cutting measures and its journey towards improving
profitability of the ‘Star’ format. We build in revenue and EBITDA CAGR of 25% and
27%, respectively, in FY20-24E. Industry leading performance and consistent
revenue growth to support premium valuations. We maintain BUY with a revised
target price of ¥ 1620 (previous TP: ¥ 1470).\
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Exhibit 1: Variance Analysis

Q1FY23 Q1FY23E Q1FY22 YoY (%) Q4FY22 Q0Q (%) Comments
Robust recovery on the back of improved demand and
Revenue 1,652.9  1,302.6 321.3 405.0 1,185.3 39.5 higher operational days in the fashion segment. Westside
reported 24% SSSG vs. pre-covid levels
Other Operating Income 0.0 0.0 0.0 0.0 0.0 0.0
Raw Material Expense 837.7 621.3 152.0 451.3 603.0 38.9
Gross Profit 815.1 681.3 175.3 364.9 582.2 40.0

Gross margin contraction was higher than anticipated
Gross Profit Margin 49.3 52.3 53.6 -425 bps 49.1 19 bps (down 430 bps QoQ to 49.3% vs. |-direct estimate 52.3%)
mainly on account of higher share of Zudio format
Employee exp 115.1 112.0 76.3 50.9 100.7 14.3
Other Exp 395.9 312.6 130.8 202.6 329.2 20.3
Given the strong beat on topline, EBITDA in absolute terms
EBITDA 304.1 256.6 -31.8 LP 152.3 99.6 came in much higher than our estimate at ¥ 304.1 crore
(three-year CAGR: 23%).

EBITDA Margin (%) 18.4 19.7 -9.7 LP 12.9 555 bps
Company revisited its estimates with respect to useful life

Depreciation 120.2 85.7 62.2 93.2 80.9 18.6 of certe.li.n store asse_ts.and conseguently has taken a one-
off additional depreciation charge in the quarter of T 28
crore

Other Income a5 471 523 207 102.1 594 Other income in the base quarter included rental waivers
worth ¥ 35 crore

Interest 92.5 75.6 68.6 34.9 78.7 17.5

Exceptional Income 0.0 0.0 0.0 -0.2

PBT 133.0 142.4 -110.2 LP 94.7 40.4

Tax Outgo 30.3 35.8 -26.5 -214.5 19.9 52.8

Minority Interest

PAT 102.6 106.6 -83.7 LP 74.9 371 Three year PAT CAGR: 21%

Source: Company, ICICI Direct Research

Exhibit 2: Change in estimates

FY22 FY23E FY24E
(Z Crore) Actual old New % Change old New % Change
Revenue 4,498.0 6,130.0 7,127.4 16.3 7,845.0 8,584.5 9.4
EBITDA 573.9 966.8 1,109.7 14.8 1,289.0 1,393.3 8.1
EBITDA Margin (%) 12.8 15.8 15.6 -20 bps 16.4 16.2 -20 bps
PAT 105.8 360.3 420.6 16.7 566.6 623.6 10.1
EPS (]R) 3.0 10.1 11.8 16.7 15.9 17.5 10.1

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 and 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 I;;Z:: Target Multiple EV/Mcap (;‘:2 Debt M.I;:aar:?::r)
Standalone revenues Sales 7885 6.5x EV/Sales 49673 735 285 50122
Trent Hypermarket Ltd Sales 931 1.0x Price/Sales 931 931
Trent -Inditex (Zara) Sales 1261 5x Price/Sales 6305 6305
Booker & Other Subsidiaries Sales 357 0.5x Price/Sales 179 179
Target Market Cap. (% cr) 57536
Target Price (%) 1620

Source: Company, ICICI Direct Research
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Financial Summary

ICICI Direct Research

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research

FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Total operating Income 2,593.0 4,498.0 1121.4 8,584.5 Profit after tax -146.2 105.8 420.6 623.6
Growth (%) -25.6 73.5 58.5 20.4 Add: Depreciation 257.3 310.8 401.6 434.6
Cost of Goods Sold 1,534.0 2,481.5 4,012.7 4,790.2 Add: Finance Cost 248.7 304.7 368.2 385.1
Gross Margin (%) 40.8 44.8 43.7 44.2 (Inc)/dec in Current Assets 215.7 -541.8 -372.2 -370.5
Employee Expenses 301.9 399.0 570.2 695.3  Inc/(dec) in CL and Provisions -23.2 184.0 174.5 120.0
Operating & Other Expenses 585.2 1,043.7 1,434.8 1,705.7 Others -99.0 -100.3 0.0 0.0
Total Operating Expenditure 2,421.1 3,924.2 6,017.7 7,191.3  CF from operating activities 453.3 263.3 992.7 1,192.9
EBITDA 171.9 573.9 1,109.7 1,393.3 (Inc)/dec in Investments 21.1 203.8 91.8 24.4
Growth (%) -68.4 233.9 93.4 25.5 (Inc)/dec in Fixed Assets -90.7 -206.7 -220.3 -200.0
Depreciation 257.3 310.8 401.6 434.6 Others -36.0 -11.7 0.0 0.0
Interest 248.7 304.7 368.2 385.1 CF from investing activities -99.0 -20.6 -128.5 -175.6
Other Income 201.6 175.2 185.3 197.4 Issue/(Buy back) of Equity 0.0 0.0 0.0 0.0
PBT -133.5 106.1 525.2 7.0 Inc/(dec) in loan funds 0.2 197.5 -196.0 -15.9
Share of Profit from JV 1.4 5.1 16.2 50.2 Less: Finance Cost & Others -335.9 -374.2 -565.1 -629.3
Total Tax -23.7 76.6 140.8 213.5 Others 0.8 -62.8 -108.1 -151.5
PAT -181.1 34.6 400.6 607.6  CF from financing activities -334.9 -239.5 -869.2 -796.8
Minority Interest -35.0 -1.2 -20.0 -16.0 Net Cash flow 19.5 3.2 4.9 220.5
PAT after MI -146.2 105.8 420.6 623.6 Opening Cash 61.8 81.3 84.5 79.6
Extraordinary item 0.0 0.0 0.0 0.0  Closing Cash 81.3 84.5 79.6 300.1
Reported PAT -146.2 105.8 420.6 623.6  Source: Company, ICICI Direct Research
EPS R) 4.1 3.0 11.8 11.5
Source: Company, ICICI Direct Research
(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Liabilities Per share data (%) (annualised)
Equity Capital 35.5 35.5 35.5 35.5 EPS 4.1 3.0 11.8 17.5
Reserve and Surplus 2,271.5 2,328.0 2,643.5 3,111.2 Cash EPS 3.1 11.7 23.1 29.8
Total Shareholders funds 2,313.0 2,363.5 2,679.0 3,146.7 BV 65.1 66.5 15.4 88.5
Total Debt 299.9 497.4 301.4 285.4 DPS 1.0 1.2 3.0 4.4
Other LT Liabilities 2,671.3 4,246.0 4,044.7 3,804.9 Cash Per Share 2.3 2.4 2.2 8.4
Deferred Tax Liability -114.5 -126.4 -126.4 -126.4 Operating Ratios
Minority Interest / Others 44.5 44.5 46.0 46.0 EBITDA Margin (%) 6.6 12.8 15.6 16.2
Total Liabilities 5,220.2 7,025.0 6,944.7 7,156.7 PBT Margin (%) 5.1 2.4 1.4 9.0
Assets PAT Margin (%) -5.6 2.4 5.9 1.3
Gross Block 986.0 1,112.1 1,337.1 1,537.1 Inventory days 60.3 70.4 60.0 62.0
Less: Acc Depreciation 345.5 387.2 507.5 621.3 Debtor days 2.9 1.4 1.0 1.0
Capital WIP 108.0 104.7 100.0 100.0 Creditor days 38.7 30.7 31.0 29.6
Total Fixed Assets 748.4 829.7 929.6 1,015.8 Return Ratios (%)
Investments 1,515.4 1,311.6 1,219.8 1,195.4 RoE 6.3 4.5 15.7 19.8
Other Non-current Assets 2,471.28 4,034.72 3,753.42 3,432.56 RoCE 4.3 14.1 29.4 33.1
Goodwill 66.8 69.7 69.7 69.7 RolC 9.4 19.3 44.8 52.2
Deferred Tax Asset 0.0 0.0 0.0 0.0 Valuation Ratios (x) (annualised)
Inventory 428.4 867.8 1,171.6 1,458.2 P/E 450.1 113.2 76.4
Debtors 20.8 17.9 19.5 23.5 EV / EBITDA 274.5 82.9 42.1 33.9
Loans and Advances 156.2 221.5 248.1 271.9 EV / Net Sales 18.2 10.6 6.6 5.5
Cash 81.3 84.5 79.6 300.1 Market Cap / Sales 18.4 10.6 6.7 5.5
Other Current Assets 120.5 160.5 200.6 250.8 Price to Book Value 20.6 20.2 17.8 15.1
Total Current Assets 807.1 1,352.1 1,719.4 2,310.4  Solvency Ratios
Creditors 274.6 378.0 604.7 695.6 Debt/EBITDA 1.7 0.9 0.3 0.2
Other Current Liab. & Prov. 114.2 194.7 142.5 17.7 Debt / Equity 0.1 0.2 0.1 0.1
Total Current Liabilities 388.8 572.7 747.2 867.3 Current Ratio 2.5 3.1 2.7 2.9
Net Current Assets 418.4 779.4 972.2 1,443.2 Quick Ratio 1.0 1.0 0.8 0.8
Application of Funds 5,220.2 7,025.0 6,944.7 1,156.7  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,

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 thi
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.
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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

such, may not match with the recommendation in fundamental reports. Investors may visit icicidirect.com to view the Fundamental and Technical Research Reports.

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, il

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 hereil
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, wh
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 ni
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 o

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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of the research report.
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