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Is the worst behind for DMart?

Vineetha Sampath & PallaviPengonda

or awhile now, Avenue Super-

marts Ltd has been finding it

tough to boost sales from its

high-margin general mer-

chandise and apparel busi-
ness. Thisisa key reason whythe profit
margins of the company, which runs
the DMart supermarket retail chain,
have suffered in the past several quar-
ters, Take the three monthsended Sep-
tember (Q2FY24:). Stand-alone Ebitda
margin stood at 8.1%, down 48 basis
pointsfrom the year-agoperiod. Thisis
the fifth quarter where the measure has
fallen year-on-year.

Ebitda is a profitability parameter
and is short for earnings before inter-
est, tax, depreciation and amortization.
Abasispoint isone-hundredth ofaper-
centage point.

Overall Ebitda rose by [2% from a
year ago to I1,00L8 crore, coming in
lower than analysts’ expectations as
grossmargin fell year-on-yearand staff
costsremained elevated.

AccordingtoDMart, forthe halfyear
ended September, contribution from
the general merchandise and apparel
segment stood at 23.2%, down from
24.8% in the same period last year. A

Sore spot

Avenue Supermarts’ Ebitda margin dropped year-on-year for the fifth

consecutive time in Q2FY24.
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Note: Ebitda is earnings before interest, taxes, depreciation

and amortization; one basis point is 0.01%.

good part of this drop was offset by an
increase in contribution fromthe foods
segment. [tisthisunfavourable combi-
nation that is hurting margins. Recall
that the contribution from the general
merchandise and apparel segment had
stood at 28.3% before the pandemic
(FY19). What is causing thissegment to
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be bogged down? There seem tobe two
main reasons. One, rising competition
in apparels from formats such as Reli-
ance Trends and Zudio (Trent Ltd's
value fashion concept). Two, inflation-
arypressures are curbing consumers’
ability tospend on discretionaryitems.

Moreover, DMart’s retail space grew

12% year-on-yearto13.9 million sq. ftin
Q2. But the revenue throughput,
which is trailing 12-month sales per
average square foot, remained flat.
To be sure, there are some bright
spots. [nthe first half of FY 24, like-for-
like sales growth was healthy at 8.6%.
ForDMart, like-for-like growth refers
to revenue growth from
salesof the same storesthat
havebeen operational for at
least 24 months at the end
of the reporting period.

IN the first half of

nearly two times. “This impliesthat a
lot moreunder-constructionstores are
inthe pipeline,” said the JM report.
Hereon, store additions and
improvement in sales mix are factors
that investors will closely track.
DMart’sshares fell 2% on Monday. Its
shares have stayed muted after every
quarterly earnings
announcement for five
times in a row, including
the latest one. In the past
vear, the shares are down by

the financial year,
Morleover, revenue _growt_h DMart's like-for-like about10%.
hasinchedup marginallyin = g;jes growth was Investors would want to
Q2 to 18.5% year-on-year healthy at 86% know if the pain is behind
from 18.1% in QL. For per- now. A few analyststhinkso.
spective, before Q2, year- REVENUE growth “Worst intermsof revenue
B h inched up marginally i atirid
on-year revenue growth i 5yt0185% weakness appears behin
had decelerated for four yea r-on-year from and comparables are also
quarters continuously. 181%in Q1 more favourable going for-
Footfalls are also ward,” said JM’s analysts.

improving. Plus, while

DMart’s |2 new store additions in the
first half of FY 24 are not enough, the
bulk of additions isexpected in the sec-
ond half. Its capital expenditure stood
atroughly 1,270 crore inthe first half
of FY 24 Analvsts at JM Financial Insti-
tutional Securities said this is signifi-
cantly higher than the spending
needed forthe 12newstoresopened—

Prabhudas Lilladher
believes the worst seems nearly over
and the food and grocery segment is
expected todrive arebound insalesand
profit growth in the coming quarters.
Thebrokerage estimates10%earnings-
per-sharegrowth in FY24, but growth
isexpected tobe fasterover FY24- 26 at
a27.3% compound annual rate.
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