DMart needs a wardrobe upgrade
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nrecent fimes, Avenue Supernmarts
Lid’s eamings print hasbeena story

of the same trends, quarter after
quarter. Avenue runs the DMart
supermarket retail chain, Standal-
oneyear-on-yearrevenuegrowth inthe
three months ended June (Q1FY249 has
dropped for the fourth consecutive
time. On a four-year compound annual
growth rate basis, DMant clocked 19%
revenuegrowth in G to 311,584 crove,
However, here too, thegrowth rate has
been declining and 1 marlks the fifth
consecitive instance of drop.On profit
marginstoo, there is not much comfort.
S0, who is the culprit? Primarily.
lower sales contributionof general mer-
chandise and apparel has weighed on
gross margin, sald DMart. Elevated
Inflation levelsare impacting demandin
the mass discretionary segment. The
company clocked a gross margin of
14.6% in G, down by 125 basls polots
vear-on-year, One basis pointis0.01%.
Investors are visibly upset. DMart's
shares fell by more than 3% on Monday.
Note that the stock performance has
been muted post results in the previous
three quarters aswell. Thesilver lining,

Underwhelming
Avenue Supermarts’ sales per square foot saw a weak 4% year-on-year growth
inQNFY24,
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however, Isthat the general merchan-
dise contribution is recovering and
inching towards pre-pandemic levels,
said DMart. General merchandise &
apparel contribution stood at 28.3% 1o
FY18 versus 23%in FY'23, Of course, a
recovery is helpful, particularly in the
apparel category. “DMart needs to
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restriciure its apparel business given
new threat perception, which will take
afewquarters for turnaround,” analysts
at Prabhudas Lilladher saidin a 15 July
report. The broking firm alsonotes that
struchural competitive pressures from
mass market apparel companiessuch as
Zudioand Reliance Trends welghed on

G marginperformance. Zudiois Trert
Lid's vahue fashion concept. For now,
given this backdrop, analysts have
slashed their earnings estimates for
DMart. For instance, ICICI Securities
has cut eamings estimaresby 6.5%/ 8.4%
for FY24./25.

Apart from the muted financial per-
formance, store addition in
Qlwaslower than expected,
too. It added three new
stores last quarter, taking
the total count to 327. For
perspective, DMart had
added 10 stores in QIFY23,
Here, itisworth noting that
averagearea pernewstoreis
28,383 sqg. ft when com-
pared to overall average of

ROOM FOR
CHANGE

LOWER sales
contribution of
ganeral merchandise
and apparelweighed
on gross margin in Q1

A recovary in general
merchandise and

Securities' calculations, newer stores
(about 30% of the network commenced
operations in the last two years) are
likely taking longer toachieve optimum
level of efficiencies. To be sure, a
pick-up in apparel business and faster
recovery ingeneral merchandisels cou
cial to aid investor senfiments. Some are
optimistic. “A recovery in
this part of the portfolio
would help gross margin
and also bring scale-effi-
clencles back lito the sl
ness, Webelieveit's more a
questionofwhenand not i,
sald JM Financial's analysts.

As things stand, DMart’s
shares are down by over19%
from 52-weel highsseenin

N ** apparel could : %
41,284 sy, fi. [CICISecuri-  support margin September. Still, valuations
ties' analysts believe thisis  improvementahead  are expensive. DMart'sstock
prudent given lower-than trades at 65 times lts FY25
expected business econom- estimated earnings, showed
ics of the large size stores that were | Bloomberg data. Going ahead, store
added over the last 4-5 years. additions require closer tracking, Fur-

In 1, DMart's sales per square foot
saw muted growthof 4% year-on-year,
However, thisisanimprovement when
cotmpared to previous three quarters.
Therecently addedstores are ramping
up gradually, thus adding to the woes.
Accordingto JM Flnancial Instiautional

ther, investors will closely follow ifthe
changeinmixisastructural one. Inthe
near tenm, subdued demand and com-
petition are expected to keep margins
under pressure, Investors will wait to
see how the recovery is panning out
before allocating brownle polnts.



