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Relaxo Footwears

Good quarter

Relaxo Footwear’s (Relaxo) Q1FY2020 reported financials are not
comparable on a y-o-y basis due to the implementation of Ind AS
116. Relaxo’s revenue and operating profit grew by 15.4% each on a
comparable basis, driven by strong volume growth and favourable
product mix. Implementation of Ind AS 116 impacted PAT by “Rs. 2
crore. Relaxo is expected to maintain its steady operating performance
backed by sustained volume growth. We expect OPM to sustain at 14-
15% in FY2020 on account of benign raw material prices and operating
efficiencies. We maintain our Buy recommendation on the stock with
a revised price target (PT) of Rs. 508.

Key positives

¢ Revenue grew by 15.4% y-o-y to Rs. 648 crore, better than our
expectation of Rs. 632 crore, mainly on account of good volume
growth and a favourable product mix.

¢ Comparable GPM expanded by 47 BPS y-o-y because of softening
raw-material prices

¢ The impact of implementation of Ind AS 116 on PAT was limited to
Rs. 2 crore.

Key negatives

¢+ Comparable OPM stood flat at 14.8% as the benefit of softening input
costs was offset by an increase in minimum wage rates

Our Call

Valuation: We have broadly maintained our estimates for FY2020/
FY2021as Q1FY2020 performance was largely in-line with expectation.
The negative impact of Ind AS 116 on PAT in Q1 was around Rs. 2 crore.
Roughly, we expect it to be around Rs. 8 crore for FY2020. We expect
revenue and earnings to report a CAGR of 18% and 28%, respectively,
over FY2019-FY2021. Proposed capacity expansion will help boost the
volumes, thus, driving revenue growth. Given the company’s strong
business prospects and better earning visibility, we maintain our Buy
recommendation on the stock with a revised PT of Rs. 508 (valuing it at
44x FY2021E earnings).

Key Risks

Any slowdown in demand environment and heightened competition
would threaten revenue growth.

Valuation (Consolidated) Rs cr
Particulars FY17 FY18 FY19 FY20E FY21E
Revenues 1,652 1,949 2,292 2,697 3,197
OPM (%) 14.0 15.5 14.1 14.8 15.5
Adjusted PAT 120 161 175 223 286
% YoY growth 21 343 8.9 27.2 28.4
Adjusted EPS (Rs.) 4.8 6.5 71 9.0 1.5
P/E (X) 43.2 32.2 30.5 479 373
P/B (x) 17.6 14.0 97 8.2 6.8
EV/EBIDTA (x) 47.0 35.8 33.2 26.8 214
RoNW (%) 21.9 23.6 18.8 18.5 19.9
RoCE (%) 28.9 34.6 23.8 239 246

Source: Company, Sharekhan Estimates
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Revenue grew strongly by 15.4% y-o-y, margins stood flat

For Q1FY2020, Relaxo’s revenue grew by 15.4% y-o-y to Rs. 648 crore, higher than our expectation of Rs. 632
crore, mainly on account of a favourable product mix and an increase in volumes. Gross margin increased by
47 BPS y-o0-y to 54.1%, largely on account of softening raw material costs. Implementation of Ind AS 116 drove
up operating profit by 28.4% y-o-y and OPM by 167 BPS to 16.4%. On a comparable basis, OPM stood flat at
14.8% (in-line with our expectation) as the lower raw material costs were offset by an increase in minimum wage
rates. Comparable operating profit rose by 15.4% y-o-y to Rs. 95.7 crore on account of operating efficiencies.
Post Ind AS 116, reported depreciation and finance costs in Q1IFY2020 were significantly up at Rs. 26.6 crore
and 4.7 crore, respectively as against Rs. 14 crore and Rs. 1.9 crore in Q1FY2019. Net impact of adoption of Ind
AS 116 on reported PAT was Rs. 2 crore, which stood at Rs. 49.7 crore. On a comparable basis, PAT increased
by 12.6% y-o-y to Rs. 51.8 crore, in-line with our expectation of Rs. 51.4 crore.

Capacity expansion to add to revenue growth

The capacity utilisation of Relaxo’s existing plants stood at ¥75% which rose up to Y90% in the peak season.
The company is expected to enhance its current capacity by 1 lakh pairs, from 7.5 lakh pairs per day to 8.5
lakh pairs per day in its Bhiwadi plant in Rajasthan to meet the peak season demand. Total capex for the
plant installation would amount to Rs. 90 crore, which will be funded through internal accruals. The proposed
capacity expansion would take approximately three years.

Results (Standalone) Rs cr
Particulars Q1FY20 Q1FY19 Y-0-Y (%) Q4FY19 Q-0-Q (%)
Net Revenue 648.3 562.0 15.4 635.7 2.0
Raw-material cost 2975 260.5 14.2 2975 0.0
Staff cost 72.4 64.8 1.7 67.0 81
Other expenses 171.9 153.7 1.8 176.0 -2.3
Total expenses 541.9 4791 131 540.5 0.3
Operating profit 106.4 82.9 28.4 95.2 1.8
Other Income 1.2 2.4 -48.8 1.3 -6.8
EBITDA 1077 85.3 26.2 96.5 1.5
Interest expenses 47 1.9 140.2 17 169.4
Depreciation & Amortization 26.6 14.0 89.9 161 64.8
PBT 76.4 69.4 10.2 787 -2.9
Tax 26.7 234 14.0 24.3 9.9
Adjusted PAT 497 46.0 8.3 54.4 -8.6
Exceptional/ one off (net of taxes) 0.0 0.0 - 0.0 -
Reported PAT 497 46.0 8.3 54.4 -8.6
Diluted EPS 2.0 1.9 5.0 2.2 -8.6

BPS BPS
GPM (%) 541 53.6 47 53.2 91
OPM (%) 16.4 147 167 15.0 144

Source: Company; Sharekhan Research

Reported vs. Comparable (Standalone)

Particulars Q1FY20 (Reported) Q1FY20 (Comparable) Impact of Ind AS 116
Net Revenues 648.3 648.3 0.0
Operating profit 106.4 957 -10.7
Adjusted PAT 497 51.8 2.0
Adj. EPS 2.0 21 01
GPM (%) 541 541 -
OPM (%) 16.4 14.8 166

Source: Company; Sharekhan Research
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Financials in charts

Stock Update

Revenue grew by 15.4% in Q1 GPM expanded by 47 BPS y-o-y
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Outlook

Relaxo posted a good set of numbers in Q1FY2020 with revenue and operating profit growing in double digits.
This was despite a slowdown in the discretionary environment. We expect steady volume growth momentum in
the near term and a gradual pick in the backdrop festive season. The company is expected to enhance its current
capacity of 7.5 lakh pairs per day to 8.5 lakh pairs per day which will add to revenue growth. Improving product
mix and benign input costs as well as price revision measures would help the company expand its margins.
OPM is expected to sustain at 14-15% in FY2020. As regards the product mix, Sparx and Flite are growing faster
than other divisions and are expected to sustain the growth momentum. The company is planning to introduce
Sparx in eastern India in the coming quarters. The e-commerce channel is expected to grow at a fast pace. With
~75,000 identified relevant stores, the company has a distribution reach in approximately 35,000 to 40,000
stores. Relaxo has a 5% share in the footwear industry space and thus, has a huge scope for expansion going
ahead. Moreover, a shift in consumer preference from unorganized to organized players teamed with innovation
and increasing presence in the untapped markets will drive operating performance for Relaxo in the near to
medium.

Valuation

We have broadly maintained our estimates for FY2020/FY2021 as Q1FY2020 performance was largely in-line
with expectation. The negative impact of Ind AS 116 on PAT in Q1 was around Rs. 2 crore. Roughly, we expect
it to be around Rs. 8 crore for FY2020. We expect revenue and earnings to report a CAGR of 18% and 28%,
respectively, over FY2019-FY2021. Proposed capacity expansion will help boost the volumes, thus, driving
revenue growth. Given the company’s strong business prospects and better earning visibility, we maintain our
Buy recommendation on the stock with a revised PT of Rs. 508 (valuing it at 44x FY2021E earnings).
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Peer Comparison
. P/E (x) EV/EBIDTA (x) RoCE (%)
Particulars
FY19 FY20E FY21E FY19 FY20E FY21E 2 () FY20E FY21E
Bata 546 48.5 42.2 314 281 241 194 19.3 19.3
Khadim India 16.5 121 9.3 79 6.3 52 13.4 161 18.0
Relaxo Footwears 30.5 479 373 33.2 26.8 214 23.8 23.9 24.6

Source: Company, Sharekhan estimates
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About company

Relaxo is a leading footwear company in India with a turnover of over Rs. 2,000 crore. Headquartered in
Delhi, the company has 10 manufacturing facilities across northern India with a capacity of over 7.5 lakhs
units per day. It has a wide distribution reach of ¥35,000-40,000 stores. Relaxo produces a wide range of
footwear under its various brands Sparx, Bahamas, Flite, Schoolmate and Relaxo Hawaii. Bahamas and Flite
cater to the young and fashionable target consumers, Sparx is marketed with durability as its USP whereas
Schoolmate is brand specifically for school shoes.

Investment theme

Relaxo has sustained double-digit volume growth in the last few quarters. With the implementation of GST, there
is a shift from unbranded to branded products, which provides further scope for the company in the Rs. 55,000
crore-60,000 crore footwear market in India, of which “50% is unbranded. Capacity expansion, investment
behind its brands, sustained volume growth and increasing presence in untapped markets would be key growth
drivers for Relaxo in the near to medium term.

Key Risks
¢ Slowdown in discretionary demand: Any slowdown in the demand environment would affect revenue growth.

¢ Increased input costs: Any significant increase in rubber prices or crude oil derivatives would impact the
profitability of the company

* Increased competition in highly penetrated categories: Heightened competition would act as a threat to revenue
growth

Additional Data

Key management personnel

Ramesh Kumar Dua  Managing Director

Mukand Lal Dua Executive Director and Chief Financial Officer
Nikhil Dua Executive Director

Vikas Kumar Tak Company Secretary

Source: Company Website

Top 10 shareholders

Sr. No. Holder Name Holding (%)
1 Dua Ramesh Kumar 241
2 Dua Mukand Lal 20.4
3 VLS Securities Ltd 6.6
4 VL Finance 5.0
5 SBI Funds Management Pvt Ltd 4.2
6 Dua Lalita 3.8
7 Dua Usha 3.8
8 Dua Ritesh 3.8
9 Dua Gaurav 3.8
10 Dua Rahul 3.8

Source: Bloomberg

Sharekhan Limited, its analyst or dependant(s) of the analyst might be holding or having a position in the companies mentioned in the article.
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Disclaimer: This document has been prepared by Sharekhan Ltd. (SHAREKHAN) and is intended for use only by the person or entity
to which it is addressed to. This Document may contain confidential and/or privileged material and is not for any type of circulation
and any review, retransmission, or any other use is strictly prohibited. This Document is subject to changes without prior notice.
This document does not constitute an offer to sell or solicitation for the purchase or sale of any financial instrument or as an official
confirmation of any transaction. Though disseminated to all customers who are due to receive the same, not all customers may
receive this report at the same time. SHAREKHAN will not treat recipients as customers by virtue of their receiving this report.

The information contained herein is obtained from publicly available data or other sources believed to be reliable and SHAREKHAN
has not independently verified the accuracy and completeness of the said data and hence it should not be relied upon as such. While
we would endeavour to update the information herein on reasonable basis, SHAREKHAN, its subsidiaries and associated companies,
their directors and employees (“SHAREKHAN and affiliates”) are under no obligation to update or keep the information current. Also,
there may be regulatory, compliance, or other reasons that may prevent SHAREKHAN and affiliates from doing so. This document is
prepared for assistance only and is not intended to be and must not alone be taken as the basis for an investment decision. Recipients
of this report should also be aware that past performance is not necessarily a guide to future performance and value of investments
can go down as well. The user assumes the entire risk of any use made of this information. Each recipient of this document should
make such investigations as it deems necessary to arrive at an independent evaluation of an investment in the securities of companies
referred to in this document (including the merits and risks involved), and should consult its own advisors to determine the merits and
risks of such an investment. The investment discussed or views expressed may not be suitable for all investors. We do not undertake to
advise you as to any change of our views. Affiliates of Sharekhan may have issued other reports that are inconsistent with and reach
different conclusions from the information presented in this report.

This report is not directed or intended for distribution to, or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation
or which would subject SHAREKHAN and affiliates to any registration or licensing requirement within such jurisdiction. The securities
described herein may or may not be eligible for sale in all jurisdictions or to certain category of investors. Persons in whose possession
this document may come are required to inform themselves of and to observe such restriction.

The analyst certifies that the analyst has not dealt or traded directly or indirectly in securities of the company and that all of the
views expressed in this document accurately reflect his or her personal views about the subject company or companies and its or
their securities and do not necessarily reflect those of SHAREKHAN. The analyst further certifies that neither he or its associates
or his relatives has any direct or indirect financial interest nor have actual or beneficial ownership of 1% or more in the securities of
the company at the end of the month immediately preceding the date of publication of the research report nor have any material
conflict of interest nor has served as officer, director or employee or engaged in market making activity of the company. Further, the
analyst has also not been a part of the team which has managed or co-managed the public offerings of the company and no part
of the analyst’'s compensation was, is or will be, directly or indirectly related to specific recommendations or views expressed in this
document. Sharekhan Limited or its associates or analysts have not received any compensation for investment banking, merchant
banking, brokerage services or any compensation or other benefits from the subject company or from third party in the past twelve
months in connection with the research report.

Either SHAREKHAN or its affiliates or its directors or employees / representatives / clients or their relatives may have position(s), make
market, act as principal or engage in transactions of purchase or sell of securities, from time to time or may be materially interested
in any of the securities or related securities referred to in this report and they may have used the information set forth herein before
publication. SHAREKHAN may from time to time solicit from, or perform investment banking, or other services for, any company
mentioned herein. Without limiting any of the foregoing, in no event shall SHAREKHAN, any of its affiliates or any third party involved
in, or related to, computing or compiling the information have any liability for any damages of any kind.

Compliance Officer: Mr. Joby John Meledan; Tel: 022-61150000; email id: compliance@sharekhan.com;

For any queries or grievances kindly email igc@sharekhan.com or contact: myaccount@sharekhan.com

Registered Office: Sharekhan Limited, 10th Floor, Beta Building, Lodha iThink Techno Campus, Off. JVLR, Opp. Kanjurmarg
Railway Station, Kanjurmarg (East), Mumbai — 400042, Maharashtra. Tel: 022 - 61150000. Sharekhan Ltd.: SEBI Regn. Nos.: BSE
/ NSE / MSEI (CASH / F&O / CD) / MCX - Commodity: INZ000171337; DP: NSDL/CDSL-IN-DP-365-2018; PMS: INPOO0O005786;
Mutual Fund: ARN 20669; Research Analyst: INHOO0006183;

Disclaimer: Client should read the Risk Disclosure Document issued by SEBI & relevant exchanges and the T&C on www.sharekhan.com;
Investment in securities market are subject to market risks, read all the related documents carefully before investing.



