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Share Data

Reuters code SHOP.BO

Bloomberg code SHOP IN

Market cap. (US$ mn) 317

6M avg. daily turnover (US$ mn) 0.5

Issued shares (mn) 35

Target price (Rs) 500

Performance (%) 1M 3M 12M

Absolute 12 10 119

Relative 13 13 93

Valuation ratios

Yr to 31 Mar FY11E FY12E

EPS (Rs) 18.8 22.1

+/- (%) 82.7 17.4

PER (x) 22.7 19.4

PBV (x) 5.3 3.5

Dividend/Yield (%) 0.5 0.6

EV/Sales (x) 1.0 0.8

EV/EBITDA (x) 11.3 9.4

Major shareholders (%)

Promoters 69

FIIs 5

MFs 11

Public & Others 16

Riding on Indian retail growth

We met the management of  Shopper’s Stop and following are the key takeaways.

Increasing positive trends...raising target price to Rs 500

Shopper’s Stop is experiencing strong same store growth (SSG) during early FY11, aided by

pick-up in consumer spend and a low base in FY10 (SSG was -6% in 1QFY10). Management

expects same-store sales to grow at conservative 6-8% in FY11. However, we see likely

upsides since consumer spending continues to exhibit a strong trend. We expect turnaround

of other loss-making divisions, margin expansion from operating efficiencies and pick-up in

expansion pace will drive strong earnings CAGR of  55% during FY10-12E period. We

maintain our 8% SSG assumption for FY10-12E and roll forward our valuations to FY12E

estimates. We raise our target price to Rs 500 (from Rs 420), valuing Shopper’s Stop at 11x

FY12E EBITDA.

Margins to improve further...airport retailing showing signs of  turnaround

Following a strong 600 bps increase in margins in FY10, management sees scope for further

1-2% improvement underpinned by higher same-store sales, reduction in operating costs

and increasing revenue sharing agreements (60% of new expansions). Airport retailing, which

has been loss-making until now, is exhibiting positive trends and management is hopeful of  an

EBITDA break-even by next year. The company is still mulling over its exit from Hyderabad

airport, which is contributing significantly to the losses due to high rentals and low footfalls.

Hypercity acquisition to add new growth avenue

Shopper’s Stop currently holds 19% stake in Hypercity and it expects to acquire 32% more

stake by June end. Estimated at ~Rs 1.2 bn, the acquisition will be funded by the proceeds of

its planned QIP. Acquisition of  Hypercity will be EPS dilutive in the short term. Nevertheless,

it provides Shopper’s Stop a strong long-term growth avenue and a diversified portfolio, to

capture a higher share of the consumer’s wallet, given that its current portfolio is largely

skewed toward fashion retailing. Hypercity currently has seven stores (four stores opened in

FY10) and total retail space of 0.83 mn sq ft. Its three old stores are operating at a store level

break-even and management expects this format to turnaround at PBT level by FY12. It

expects this format to generate sustainable 5-6% margins over the long term.

Expansion plans healthy...Hypercity to support expansion led growth

The company expects an addition of 0.4 mn sq ft to its current 2 mn sq ft by end-FY11. It

plans to increase retail space by 1 mn sq ft in the next three years and 2 mn sq ft in the next

five years. Nearly 60% of the new expansions constitute a revenue sharing agreement, which

will reduce rental costs. Although the expansion pace remains healthy for departmental

store, with the acquisition of  Hypercity, we believe expansion-led growth would pick up

further momentum. The company has planned addition of 4-5 stores each year and we

expect this format to be a significant growth driver for Shopper’s Stop. Capex requirement
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Strong growth in sales and profitability

Source: Company

Balance Sheet position to improve further

Source: Company
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Healthy retail space expansion

Source: Company
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for Shopper’s Stop departmental store is Rs 1,200 per sq ft and for Hypercity, it is higher at Rs

1,400 per sq ft. Internal accruals and Rs 1.2 bn fund infusion by promoters through warrants

would be sufficient to meet expansion plans over FY10-12E.

Healthy balance sheet and cash flows provide further comfort

The pace of  expansion is quite strong. Nevertheless, management remains focused on

maintaining a healthy balance sheet and cash flows. Increasing proportion of consignment/

concession sales will keep working capital requirements lower and improve cash flows. As

internal accruals are sufficient to fund expansion, we see gearing coming down in future (from

0.8x in FY10 to 0.3x in FY12). Given a positive growth outlook, and with strong balance

sheet and cash flows providing further comfort, Shopper’s Stop remains an attractive play on

the domestic retail space. We maintain our Outperformer rating on the stock with a revised

target price of Rs 500, providing 16% upside from the current level.
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Balance Sheet

Yr end 31 Mar (Rs mn) FY09 FY10E FY11E FY12E

Cash & Marketable sec. 219 130 210 652

Other current assets 4,037 4,149 4,900 5,682

Investments 304 399 399 399

Net fixed assets 2,874 2,975 3,311 3,605

Other non-current assets 109 109 109 109

Total assets 7,543 7,762 8,929 10,448

Current liabilities 2,904 3,308 3,852 4,505

Total debt 2,659 2,207 2,257 1,150

Other non-current liab. (1) (1) (1) (1)

Total liabilities 5,562 5,514 6,108 5,654

Share capital 349 349 349 389

Reserves & surplus 1,849 2,117 2,690 4,622

Shareholders' funds 2,198 2,465 3,039 5,010

Minorities interests (216) (217) (217) (217)

Total equity & liabilities 7,544 7,762 8,929 10,448

Capital employed 4,639 4,454 5,077 5,942

Income Statement

Yr end 31 Mar (Rs mn) FY09 FY10 FY11E FY12E

Net sales 13,500 15,095 17,880 20,963

Growth (%) 17.8 11.8 18.5 17.2

Operating expenses (13,574) (14,371) (16,776) (19,595)

Operating profit (74) 724 1,104 1,368

Other operating income 226 369 400 446

EBITDA 152 1,093 1,504 1,814

Growth (%) (72.1) 620.1 37.6 20.6

Depreciation (768) (381) (364) (406)

EBIT (616) 712 1,139 1,408

Interest paid (283) (191) (162) (128)

Pre-tax profit (899) 521 978 1,280
(before non-recurring)

Pre-tax profit (899) 521 978 1,280
(after non-recurring)

Tax (current + deferred) 1 (164) (323) (422)

Net profit (before Minority (898) 358 655 857
Interest, Pref. Dividend, etc.)

Minority interests 183 1 0 0

Reported PAT (715) 359 655 857

Adjusted net profit (715) 359 655 857

Growth (%) (2,803.2) NA 82.7 30.9

Cash Flow Statement

Yr end 31 Mar (Rs mn) FY09 FY10E FY11E FY12E

Pre-tax profit (899) 521 978 1,280

Depreciation 768 381 364 406

Change in working capital 613 292 (207) (129)

Total tax paid (17) (164) (323) (422)

Cash flow from oper. (a) 466 1,031 812 1,134

Capital expenditure (788) (482) (700) (700)

Change in investments (114) (95) 0 0

Others (88) 0 (0) 0

Cash flow from inv. (b) (911) (607) (700) (700)

Free cash flow (a+b) (445) 424 112 434

Equity raised/(repaid) 1 0 0 1,228

Debt raised/(repaid) 588 (452) 50 (1,107)

Dividend (incl. tax) (61) (61) (82) (114)

Others 1 (0) 0 0

Cash flow from fin. (c) 528 (513) (32) 7

Net chg in cash (a+b+c) 83 (89) 81 441

Key Ratios

Yr end 31 Mar (%) FY09 FY10E FY11E FY12E

Adjusted EPS (Rs) (20.5) 10.3 18.8 22.1

Growth (2,801.8) NA 82.7 17.4

Book NAV/share (Rs) 56.8 64.5 80.9 123.3

Dividend/share (Rs) 0.0 1.5 2.0 2.5

Dividend payout ratio 0.0 17.1 12.5 13.3

Tax 0.1 31.4 33.0 33.0

EBITDA margin 1.1 7.1 8.2 8.5

EBIT margin (4.5) 4.6 6.2 6.6

RoCE (12.9) 15.7 23.9 25.5

Net debt/Equity 123.2 92.4 72.6 10.4

Valuations

Yr end 31 Mar (x) FY09 FY10E FY11E FY12E

PER NA 41.5 22.7 19.4

PCE 279.1 20.1 14.6 13.1

Price/Book 7.5 6.6 5.3 3.5

Yield (%) 0.0 0.4 0.5 0.6

EV/Net sales 1.3 1.1 1.0 0.8

EV/EBITDA 111.9 15.5 11.3 9.4

Du Pont Analysis – ROE

Yr end 31 Mar (x) FY09 FY10E FY11E FY12E

Net margin (%) (5.3) 2.4 3.7 4.1

Asset turnover 1.8 2.0 2.1 2.2

Leverage factor 3.1 3.6 3.3 2.5

Return on equity (%) (29.9) 17.0 25.8 22.5
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B&K Investment Ratings:

1. BUY: Potential upside of > +25% (absolute returns)

2. OUTPERFORMER: 0 to +25%

3. UNDERPERFORMER: 0 to -25%

4. SELL: Potential downside of < -25% (absolute returns)
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