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TCNS Clothing Co. Limited

Company Background

Incorporated in 1997, TCNS Clothing Co. Limited (TCNS) is a known name in Indian apparel
business with its brands "W, "Aurelia”, and “Wishful". TCNS designs, manufactures,
markets, and retails a wide product portfolio of women's apparel with forte in ethnic
wears. Product portfolio includes a variety for every occasion be it regular wear, casuals,
worlk formals, or festive callection. In revenue terms, TCNS holds ~3% of the organized
woman ethnic wear market in India.

Headguartered in New Delhi, TCNS has a strong presence across the country through
multiple distribution channels comprising 465 exclusive brand outlets, 1,469 large format
store outlets, and 1,522 multi-brand outlets. The company has presence in other South
East Asian countries with total six outlets in Nepal, Mauritius, and Sri Lanka.

Issue Details

IPO offers 1.57Cr shares of face value Rs.2 each amounting to Rs.1,125.13 Cr on the upper
price band, which is 25.63% of post issue paid-up capital. It is an offer for sale issue and
the company would not receive anything from the proceeds. Objective of the issue is
to provide liguidity to existing shareholders and enjoy the benefits of listing along with

enhanced brand image and visibility.

Share selling Shareholders

_ Shares offered for sale Pre offer Holding %

Promoter

Onkar Singh Pasricha 27,64,841 15.52
Arvinder Singh Pasricha 30,39,118 20.4
Investor

Wagner 69,11,684 40,66
Employees

Anant Kumar BDaga 12,56,670 7.93

Saranpreet Pasricha 6,91,001 1.86

Angad Pasricha 416,724 0.68
Vijay Kumar Misra 4,58,022 1.22

Amit Chand 175,978 115

Source: Company RHP, ACMIIL

IPO share allotment pattern

Issue Size (Rs.Cr) at
N iber of

Category Allocation —— Lower Band Upper Band
(Rs.714) (Rs.716)
Q1B 50% 78,567,018 560.99 562.56
Non-Institutional 15% 23,57,106 168.30 168.77
Retail 35% 54,899,914 392.69 393.79
Total 100% 1,57,14,038 1121.98 1125.13

Source: Company RHP, ACMIIL
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Outlook and Valuations

TCNS Clothing Co. Limited is one of the leading players in the Indian women apparels market. Its brands W, Aurelia, and Wishful have a
strong presence across segments. TCNS' splendid revenue growth and pervasive presence place it well to benefit from the flourishing
Indian women apparels market, outperforming the industry growth of 10% CAGR. At the upper price band of Rs.716, the asking price is
at a P/E of 44X at FY18 EPS of Rs. 16,12 making it fairly priced. We recommend to SUBSCRIBE the issue from a long-term perspective,

Business Overview

TCNS is the leader among the known labels of organised women ethnic wear in India. They have three home grown brands called ‘W',
‘Aurelia’, and ‘Wishful', which cater to varied women wear having top-wear, bottom-wear, drapes, combination-sets, and accessories in
their product portfolio.

W is the premium brand of TCNS offering fusion wear with a perfect blend of Indian and western styling. First store was opened in
2001 at Delhi and as of now W is present across 157 cities with 281 exclusive brand outlets and 717 large format store outlets, They
also have exclusive brand outlets in Mauritius, Sri Lanka, and Kathmandu. This brand is the major revenue generator for TCNS with
~57.65% of total revenue, which has grown at a CAGR of 23.43% in last three fiscals.

Aurelia was launched in 20089 to offer contemporary ethnic wear in affordable range. The brand is targeted at women's casual and
work wear segment. Currently, Aurelia has 183 exclusive brand outlets and 752 large format store outlets located across 184 cities
in India and one outlet in Sri Lanka. This brand constitutes ~33.68% of TCNS' operating revenue and has grown at a CAGR of 47.8%
during FY16-18.

Wishful was launched in 2006 and is a premium occasion wear brand of TCNS with exclusive collection of evening wears and for
special occasions. The brand is available through W store network. In September 2017, first exclusive brand outlet for Wishful was
launched. Revenue from sales under this brand is ~8.68% of the total revenue and has grown at a CAGR of 39.73% in the past
three years.

Investment Rationale
Extensive Presence across India

TCNS has Pan-India presence across distribution channels with 3,456 sales points. They operate through 465 exclusive brand outlets
(EBOs), 1,469 large format store outlets (LFS0Os), and 1,522 multi-brand outlets (MBOs). Outlets are either taken on lease for 3- 9 years
on renewable basis; or are on franchise agreement basis. EBOs accounts for 49.67% of operating revenue and as of March 31, 2018,
TCNS had 289 leased EBOs and 176 EBQOs through franchise agreements located across 108 cities. Under the LFSOs, the company has
agreement with retailers for 3-5 years on renewable basis. They currently have tied up with Pantaloons, Shoppers Stop, and Lifestyle,
covering 1,469 outlets across 203 cities. LFSOs accounts for ~27.73% of operating revenue. Moving ahead, they plan to add 75-80 stores
every year across cities to enhance their presence.

Distribution Channel

FY18
w
Exclusive brand outlets 281 233 202
Large format store outlets 7 535 426
International Outlets 5 5 2
Aurelia
Exclusive brand outlets 183 148 103
Large format store outlets 752 456 368
International Outlets 1 1 0
Wishful
Exclusive brand outlets 1 0 0
Total
Exclusive brand outlets 465 381 305
Large format store outlets 2 1,469 997 794
Multi-brand outlets3 1,522 1,109 960
International Outlets 6 6 2
Total points of sale 3,462 2,487 2,061
Same store sales growth 8.00% 8.50% 27.30%

Source: Company RHP, ACMIIL
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Online Sales

E-commerce is booming and retail is the major beneficiary from this online sales format., TCNS has own websites for W and Aurelia for
online channel and besides have tie up with online retailers such as Myntra, Jabong, and Amazon. Online sales accounts for ~10% of
the company's revenue.

International

TCNS is present in Nepal, Sri Lanka, and Mauritius with total six EOBs. They intend to further expand their geographical footprint across
Asia with countries such as Saudi Arabia, Kuwait, the UAE, Bahrain, and Oman. Although sales from the international segment are not
significant, the management believes expansion will enhance their market share leading to profitability in long run.

Strong network of suppliers and designers

TCNS operates on asset light model with a strong network of material suppliers and job workers., Supply chain comprises 181 suppliers
across the country. They have not faced any attrition from their top ten suppliers in last three years. They prefer to purchase fabric
directly from mills and weavers to ensure quality and escape dependency on suppliers.

TCNS have a team of 37 designers to offer creative products, 11 designers for Aurelia and 26 designers for W and Wishful. During FY18,
company launched ~ 2,700 fabric print designs for ~1,600 products in various sizes across product categories. On an average, they try
to refresh products at an interval of 2-3 weeks post launch. Strong R&D provides them an edge over their peers. TCNS does not own
any manufacturing facility and manufacturing is outsourced. Currently, they have 78 job workers for manufacturing mostly based in
NCR region

Strong Financials

TCNS' revenue has grown to Rs. 8491mn in FY18 at a CAGR of 50% during FY14-18 backed by strong growth of its brand ‘W', Operating
and net profit grew at a CAGR of 65% and 83% during FY14-18 to Rs. 1622mn and Rs.980mn respectively maintaining a double-digit
margin. The company is virtually debt-free and for further expansions is relying on its cash reserves. The management believes they will
be able to maintain their growth with innovative products, outperforming the estimated industry CAGR of 10% by 2020.

Risk Factors

Dependence on suppliers: TCNS is highly dependent on its supplier network for the inputs and job workers for the manufacturing
part. Any kind of disparity might impact the operations adversely.

Industry Trend: Apparel fashion changes frequently and to maintain its market share,the company has to be innovative otherwise
it might be impacted adversely.

Peer Comparison

Name of Company Face value (Rs.) EPS (Rs.) P/E (x) RoNW (%) NAV (Rs.)
TCNS Clothing Co. Limited 2 16.12 44 22.74 76.54
Page Industries 10 311.08 81 41 759.65
Aditya Birla Fashion and Retail 10 1.52 98 1 1417
Future Lifestyle Fashions 2 6.61 67.59 8 80.33
Kewal Kiran Clothing Limited 10 59.38 25.26 18.33 323.89

* Data as on March 31st 2018
Source: Company RHP, ACMIIL
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Financials
Income statement

Particulars (Rs.mn) FY14 FY15 FY16 FY17 FY18

Revenue from Operations 1696 3010 4861 710 8424
Other Income 7 10 21 19 67
Total Revenue 1703 3020 4882 7129 8491
COGS

Cost of materials consumed 520 989 1,438 1,804 2,198
Purchase of stock in trade 6 3 6 6 0
Changes in inventories -80 -278 -405 -486 -351
Excise duty 7 101 39
Total COGS 446 na 1,046 1,425 1,886
Gross Profit 1257 2306 3836 5704 6605
Gross Profit % 73.81% 76.36% 78.57% 80.01% 77.79%

SG&A Expenses

Employee expenses 220 354 1,576 1534 1,236
Other Expenses 816 1,431 2,278 3,388 3,747
Total SG&A Expenses 1,036 1,785 3,854 4,922 4,983
EBIDTA 221 521 -18 782 1,622
EBITDA Margin % 12.98% 17.25% -0.37% 10.97% 19.10%
Depreciation expenses 40 62 89 134 167
EBIT 181 459 -107 648 1,455
EBIT Margin % 10.63% 15.20% -2.19% 9.09% 17.14%
Finance Cost 49 49 29 25 7
Profit before Tax 132 410 -136 623 1,448
Tax Expenses

Current tax 52 161 390 406 484
Deferred tax -7 -14 - 59 -16
Tatal tax expenses 45 147 279 465 468
Net Profits 87 263 -415 158 980
Net Profit margin % 5.11% 8.71% -8.50% 2.22% 11.54%
EPS

Basics 2 5 -8.09 2,67 16.12
Diluted 2 5 -7.90 2.61 15.36

Source: Company RHP, ACMIIL
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Balance sheet

Particulars (Rs mn) FY14

Assets
Non current assets

Plant and equipments 18
Capital work in progress 0
Intangible assets 6
Intangible assets under development 0
Investments 6
Other financial assets 149
Deferred tax assets 36
Non current tax assets 0
Other non current assets 0
Total non current assets 315

Current Assets

Inventories 593
Investments 0
Trade Receivables 610
Cash & Cash equivalents 70
Bank balance 0
Other financial assets 16
Other current assets 5
Total current assets 1295
Total Assets 1610
Equity & Liabilities

Equity

Equity Share Capital 104
Instruments entirely equity in nature 0
Other equity 730
Total equity 834
Liabilities

Non Current liabilities

Borrowings 24
Other financial liabilities 43
Provisions 10
Other non current liabilities 0
Total Non current liabilities 77

Current Liabilities

Borrowings 304
Trade Payables 279
Other Financial liabilities 0
Pravisions 21
Current tax ligbilities 0
Other current liabilities 95
Total current liabilities 699
Total equity and liabilities 1610

Source: Company RHP, ACMIIL
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Asit C. Mehta

INVESTMENT INTERRMEDIATES LTD.

Retail Research Desk: Information pertaining to Asit C. Mehta Investment Interrmediates Limited (ACMIIL):

) . ACMIIL is a SEBI registered Stock Broker, Merchant Banker and Depository Participant. It is also a AMFI
Akhil Rathi 0: 9122 2858 3210 registered Mutual Fund Distributor. It does not have any disciplinary history. Its associate/group companies
Hrishikesh Yedve D: 91 22 2858 3207 are Asit C. Mehta Commodity Services Limited, Asit C. Mehta Realty Services Pvt. Ltd, Asit C. Mehta Forex
Vrinda Adityu D: 91 22 2858 3209 Pvt. Ltd, Nucleus IT Enabled Services , Asit C. Mehta Financial Services Limited (all providing services other

) than stock broking and merchant banking).
Neeraj Sharma D: 9122 2858 3208 )
Disclosures
Rohan Gawale 0: 9122 2858 3213 ACMIIL/its associates and its Research analysts have no financial interest in the companies covered on
Dhiral Shah D' 91 22 2858 3211 the report. ACMIIL/its associates and Research analysts did not have actual/beneficial ownership of one

per cent or more in the companies being covered at the end of month immediately preceding the date
of publication of the research report. ACMIIL/its associates or Research analysts have no material conflict

Email: retailresearch@acm.co.in : . : ¢ ! nove !
of interest, have not received any compensation/benefits for any reason (including investment banking/

Research Anulyst Registrutiun Number: merchant banking or brokerage services) from either the companies concerned/third parties with respect

to the companies covered in the past 172 months. ACMIIL/its associates and research analysts have neither
INHD00002483 managed or co-managed any public offering of securities of the companies covered nor engaged in market
CIN: U65990MH1993PLC0O75388 making activity for the companies being cavered. Further, the companies cavered neither are/nor were a

client during the 12 months preceding the date of the research report. Further, the Research analyst/s cov-
ering the companies covered herein have not served as an officer/director or employee of the companies
being covered

Disclaimer:

This report is based on information that we consider reliable, but we do not represent that it is accurate
or complete and it should not be relied upon such. ACMIIL or any of its affiliates or employees shall not be
in any way respaonsible for any loss or damage that may arise to any person from any inadvertent error
in the information contained in the report. To enhance transparency we have incorporated a Disclosure of
Interest Statement in this document. This should however not be treated as endaorsement of the views
expressed in the report

An 1S0 9001:2008 ™
Certified Company

Follow us on:
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