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Trent Ltd BUY
Maintain

Cautious optimism; healthy store additions Rs777

Trent’s Q4FY21 revenue growth at 7% YoY was in line with our / consensus
estimates; while EBIT (pre Ind-AS 116) at Rs570mn was higher than estimates
mainly owing to inventory reductions. Westside revenues remained broadly flat
YoY and implied Zudio revenues grew ~40% YoY on healthy store additions
(added 16 stores in Q4FY21 and 37 in FY21). Sales have seen a sharp drop since
mid-Mar’21 on account of partial lockdowns in various states and local
restrictions. Rs1.1bn working capital was released in FY21 led by sharp Rs1.9bn
reduction in inventory. Factoring-in the impact of recent lockdown, we reduce our
FY22E estimates, but maintain FY23E estimates. Maintain BUY with a revised
DCF-based target price of Rs895/sh (earlier: Rs845) on better margin / cash
generation. Key risks: extended lockdowns, and lower discretionary spends.

» Standalone revenues up 7% YoY to Rs7.7bn. Westside revenues remained flat
YoY at Rs5.9bn with LTL revenues down 4% YoY in Q4FY21. Implied Zudio
revenues grew ~40% YoY and constituted ~20% of revenues. Online channel grew
>150% in Q4FY21 with 5% of Westside revenues being recorded through online
channels in both Q4FY21 and FY21. As at Mar'21-end, the company had over 6mn
members in the Westside loyalty programme. Management remains cautiously
optimistic on the medium-term outlook and expects strong recovery from Q2FY22E.

» Accelerated store expansion plans: Company added 9 Westside stores in FY21
taking the total to 174, while it added 37 Zudio stores in FY21 taking the total to 133
including SIS stores. An additional 19 Westside and 15 Zudio stores were fitted out
during the quarter and are expected to open once the covid-related restrictions
ease. Trent usually targets to add 100 fashion stores every year.

» Reported gross margin improved sharply by 671bps YoY to 53.2% mainly led
by inventory reductions (lower fresh purchases). Company recognised Rs117mn
relating to rent reductions in Q4FY21 and Rs890mn for FY21. Employee expenses
were down 10% YoY. EBIT (pre-Ind AS116) stood at Rs570mn vs. EBIT loss YoY.

» FY21 (reported) revenues from operations were down 36% YoY to Rs20.5bn,
EBITDA was lower by 63% YoY and adjusted PAT loss stood at Rs510mn against
PAT of Rs1.5bn in FY20 due to the pandemic. The net effect of Ind-AS 116 on PBT
was an adverse impact of Rs350mn in FY21. While H1FY21 was impacted by
lockdowns, Trent posted healthy PAT of Rs1.3bn in H2FY21.

» Company generated OCF of Rs1bn in FY21 led by Rs1.9bn reduction in inventory
YoY to Rs4bn. Net capex in FY21 was Rs0.8bn with an additional Rs0.9bn invested
in subsidiaries / JVs / associates. Hence, standalone net cash stood at ~Rs4bn as
at Mar'21. Mr Philip Auld, ED has retired w.e.f 15t May’21.

Market Cap Rs276bn/US$3.7bn Year to Mar 2020 2021P  2022E  2023E
Reuters/Bloomberg TREN.BO/TRENT IN Revenue (Rs mn) 31,777 20,466 38,009 53,916
Shares Outstanding (mn) 355.5 EBITDA (Rs mn) 2,833 57 3,163 5,864
52-week Range (Rs) 945/401 Net Income (Rs mn) 1,806 (233) 2,021 3,949
Free Float (%) 63.0 % Chg YoY 41.2 NA NA 95.4
FIl (%) 30.3 P/E (x) 111.9 NA 98.9 54.2
Daily Volume (US$'000) 11,480 CEPS (Rs) 6.9 1.2 7.9 13.8
Absolute Return 3m (%) 25.0 EVI/E (x)* 57.0 NA 57.9 35.0
Absolute Return 12m (%) 53.8 Dividend Yield 0.1 0.1 0.1 0.2
Sensex Return 3m (%) 5.6 RoCE (%) 12.4 0.1 11.7 191
Sensex Return 12m (%) 46.3 RoE (%) 14.5 (1.5) 12.7 21.5

*includes other income ex-treasury income

Please refer to important disclosures at the end of this report
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Table 1: Q4FY21 result review (standalone) — reported

(Rs mn, year ending March 31)

Q4FY21 Q4FY20 % YoY Q3FY21 % QoQ
Net sales 7,737 7,228 7.0 7,254 6.7
Raw materials 3,623 3,870 (6.4) 3,165 14.5
Employees cost 682 758 (10.0) 685 (0.5)
Others 2,066 1,720 201 1,604 28.8
Total Expenses 6,371 6,348 0.4 5,454 16.8
EBITDA 1,366 880 55.2 1,800 (24.1)
Interest 618 595 3.8 606 2.0
Depreciation 617 612 0.9 578 6.7
Other income 724 393 84.3 426 70.1
Recurring pre-tax income 855 67 1,180.8 1,042 (18)
Extraordinary income/(expense) (63) 0 NA 0 NA
Taxation 223 40 452.4 245 (9.0)
Reported Net Income 569 26 2,0771 797 (28.6)
Recurring Net Income 632 26 2,296.0 797 (20.6)
Ratios (%)
Gross margin 53.2 46.5 56.4
EBITDA margin 17.7 12.2 24.8
Net profit margin 8.2 0.4 11.0
Source: Company data, I-Sec research
Table 2: Q4FY21 result review (consolidated) — reported
(Rs mn, year ending March 31)
Q4FY21 Q4FY20 % YoY Q3FY21 % QoQ
Net sales 9,055 8,429 74 8,536 6.1
Raw materials 4,862 4,987 (2.5) 4,355 11.6
Employees cost 814 889 (8.4) 807 0.9
Others 2,141 1,767 21.2 1,659 29.0
Total Expenses 7,818 7,643 2.3 6,821 14.6
EBITDA 1,238 787 57.3 1,715 (27.8)
Interest 643 616 4.5 639 0.7
Depreciation 678 669 1.4 631 7.4
Other income 674 425 58.6 423 59.3
Recurring pre-tax income 591 (72) NA 868 -32
Extraordinary income/(expense) - - -
Taxation 224 (399) NA 257 (12.6)
Share in profit/ (loss) of
associates/ JV per equity (192) (294) NA 29 NA
Minority interest (116) (95) NA (99) NA
Reported Net Income 290 127 128.0 739 (60.8)
Recurring Net Income 290 127 128.0 739 (60.8)
Ratios (%)
Gross margin 46.3 40.8 49.0
EBITDA margin 13.7 9.3 20.1
Net profit margin 3.2 15 8.7
Source: Company data, I-Sec research
Table 3: Earnings revision (standalone) — pre Ind-AS 116
(Rs mn)
FY22E FY23E
Revised Earlier % chg Revised Earlier % chg
Revenue 38,009 43,569 (12.8) 53,916 54,864 (1.7)
EBITDA 3,163 4,510 (29.9) 5,864 5,840 0.4
PAT 2,021 3,065 (34.1) 3,949 3,975 0.7)

Source: I-Sec research
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Table 4: Segmental revenues and EBITDA - key assumptions (pre Ind-AS 116)

(Rs mn) FY19 FY20 FY21P FY22E FY23E
Revenues

Westside 22,359 25,972 15,800 27,816 37,313
Landmark 918 734 459 826 991
Zudio 2,040 5,070 4,207 9,366 15,611
Zara- 49% JV 14,319 15,705 9,637 17,716 20,354
THPL- 50% JV 10,005 12,289 13,330 15,690 18,398
EBITDA

Standalone 2,365 2,833 57 3,163 5,864
Zara- 49% JV 1,525 1,783 256 1,967 2,463
THPL- 50% JV (802) (973) (1,202) (944) (739)
EBITDA margin (%)

Standalone 10.0 10.7 1.1 8.9 11.5
Zara- 49% JV 10.7 11.4 2.7 11.1 121
THPL- 50% JV (8.0) (7.9) (9.0) (6.0) (4.0)

Source: |-Sec research

Table 5: DCF-based target price of Rs895/share

(Rs mn)
FY23E
10-year EBITDA CAGR growth (%) 299
WACC (%) 10.5
Terminal growth rate (%) 6.0
PV of 10yrs FCF (Rs mn) 47,922
PV of terminal value (Rs mn) 201,655
DCF value (Rs mn) 249,577
Net cash (Rs mn) 3,628
Equity value (Rs mn) 253,205
No. of shares 356
Standalone valuation (Rs/sh) 713
Inditex stake valuation (Rs/sh)- DCF 114
Trent Hypermarket (Rs/sh)- 2xBV 68
Target price 895
Source: |-Sec research
Chart 1: Rolling EV/EBITDA band (pre-indAS116)  Chart 2: Rolling EV/Sales band
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Source: |-Sec research, excluding THPL and other investments and  Source: |-Sec research, excluding THPL and other investments
assuming FY21 EBITDA same as FY20 for better analysis
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Financial summary (standalone)

Table 6: Profit and Loss statement

(Rs mn, year ending March 31)

Table 9: Cashflow statement

(Rs mn, year ending March 31)

FY20 FY21P FY22E FY23E
Operating Income (Sales) 31,777 20,466 38,009 53,916
Operating Expenses 28,944 20,409 34,845 48,051
EBITDA 2,833 57 3,163 5,864
% margin 8.9 0.3 8.3 10.9
Depreciation & Amortisation 651 674 784 939
Gross Interest 423 380 362 362
Other Income 957 650 685 716
Recurring PBT 2,715 (347) 2,702 5,280
Add: Extra ordinaries (0) - - -
Less: Taxes 909 (115) 681 1,330
Net Income (Reported) 1,806 (233) 2,021 3,949
Recurring Net Income 1,806 (233) 2,021 3,949
Source: Company data, I-Sec research
Table 7: Balance sheet
(Rs mn, year ending March 31)
FY20 FY21P FY22E FY23E
Assets
Total Current Assets 10,353 7,332 9,628 13,738
Current Liab. & Prov. 5,163 4,029 5,623 7,667
Net Current Assets 5,190 3,303 3,905 6,071
Investments of which 16,068 17,068 16,668 16,268
Strategic/Group 8,658 9,658 9,658 9,658
Marketable 7,411 7,411 7,011 6,611
Net Fixed Assets* 5,759 6,057 7,513 9,065
of which
Intangibles - - - -
Capital Work-in-Progress 231 231 231 231
Goodwill - - - -
Total Assets 27,017 26,429 28,086 31,404
of which cash & cash 7,851 7,131 6,641 7,416
equivalents
Liabilities
Borrowings 3,013 3,013 3,013 3,013
Deferred Tax Liability - - - -
Minority Interest - - - -
Preference share capital - - - -
Equity Share Capital 356 356 356 356
Face value per share (Rs) 1 1 1 1
Reserves & Surplus 23,649 23,061 24,718 28,035
Net Worth 24,004 23,416 25,074 28,391
Total Liabilities 27,017 26,429 28,086 31,404
Source: Company data, I-Sec research
Table 8: Quarterly trend
(Rs mn, year ending March 31)
Jun-20 Sep-20 Dec-20 Mar-21
Net sales 963 4,521 7,254 7,737
% growth (YoY) (87.4) (44.7) (16.6) 7.0
Recurring EBITDA (1,191) 64 1,660 1,366
Margin (%) NA 1.4 229 17.7
Other income 529 364 426 724
Extraordinaries Inc / (Loss) - - - (63)
Recurring Net Income (1,395) (481) 657 632

Source: Company data

Note: *Valuations based on ex-THPL and other investments, #pre-IndAS116

FY20 FY21P FY22E FY23E
Operating Cashflow 1,902 (208) 2,121 4,172
Working Capital changes (1,112) 1,167 (692) (991)
Capital Commitments (1,050) (973) (2,240) (2,491)
Net Operating FCF (260) (14) (811) 691
Investing Activities (6,856) (350) 685 716
Issue of Share Capital 9,498 - - -
Buyback of shares - - -
Inc(Dec) in Borrowings (1,930) - - -
Dividend paid (520) (356) (364) (632)
Others - (0) 0 -
Extraordinary Items - - - -
Chg. in Cash & Bank (69) (720) (491) 775
Source: Company data, I-Sec research
Table 10: Key ratios
(Rs mn, year ending March 31)

FY20 FY21P FY22E FY23E
Per Share Data (Rs)
EPS(Basic) 5.1 (0.7) 5.7 111
Diluted Recurring EPS 5.1 (0.7) 5.7
Diluted Recurring CEPS 6.9 1.2 7.9 .
Dividend per share 1.0 1.0 1.0 1.8
Book Value 68 66 71 80
Growth Ratios (% YoY)
Operating Income 255 (35.6) 85.7 41.9
EBITDA 21.8  (98.0) NA 85.4
Recurring Net Income 41.2 NA NA 954
Diluted Recurring EPS 32.0 NA NA 954
Diluted Recurring CEPS 31.7  (82.0) NA 74.2
Valuation Ratios (x)*
P/E 111.9 NA 98.9 54.2
P/CEPS 84.9 NA 74.3 455
P/BV 13.7 141 12.6 10.5
EV /EBITDA 57.0 NA 57.9 35.0
EV / Operating Income 6.3 9.8 5.3 3.9
Operating Ratios (%)
Raw Material / Sales 50.5 50.3 50.3 50.3
SG&A expenses / Sales 28.9 35.0 31.4 30.1
Other Income / PBT 35.2 (187.1) 253 13.6
Effective Tax Rate 33.5 33.0 25.2 25.2
NWC / Total Assets 0.2 0.1 0.1 0.2
Inventory (x) 5.9 4.2 8.4 9.0
Receivables (days) 2 2 1 1
Payable (days) 55 75 41 42
D/E Ratio (x) 0.2) 0.2) 0.1) (0.2)
Profitability Ratios (%)
Rec. Net Income Margins 5.7 (1.1) 5.3 7.3
RoCE 124 0.1 11.7 19.1
RoNW 14.5 (1.5) 12.7 21.5
Dividend Payout 19.7 NA 18.0 16.0

Source: Company data, I-Sec research
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