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YEARS Relaxo Footwears Ltd

Base Case Falr Price Bull Case Falr Price Buy Range

| Footwear ‘ Rs. 674 6 | ‘ ‘ 494 - 544 ‘ 2 quarters
HDFC Scrip Code RELFOOEQNR Our Take:
BSE Code 530517 Rapid urbanization, demographic changes including ever increasing demand of growing middle class population with the
rising disposable income, changing lifestyles, health awareness, etc., are now leading to men and women both wearing a
NSE Code RELAXO variety of footwear in their daily lives. Additionally, increasing demand for sports shoes and branded footwear among all age
Bloomberg RLXF IN groups is likely to generate higher demand for athletic footwear. India is globally the second largest footwear producer after
CMP June 10. 2020 674.6 China. India’s footwear production accounts ~9 per cent of the global annual production of 22 billion pairs as compared to
! ) China’s which produces over 60 per cent. However, India’s share in global exports is just 2% compared to China’s share of
Equity Capital (Rs cr) 24.8 ~40% thus presenting room for growth opportunities. Footwear is a long-term structural trend in India. The Indian footwear
Face Value (Rs) 1.00 market is projected to grow at north of ~13-15% over the medium term led by continued shift in ‘unbranded to branded’ and
increased adoption owing to versatility in usage.
Equity Share O/S (cr) 24.8
Market Cap (Rs crs) 16744 Relaxo’s Q4FY20 sales were impacted due to COVID-19 lockdown and overall demand has suffered. The Government has
Book Value (Rs) 51.3 starte.d easin'g out the lockdown, school and colleges are going to open in some time and the demand for open slippers has
been improving.
Avg. 52 Wk Volumes 194,444
Valuations & Recommendation:
52 Week High 830.2 Going forward, raw material prices are softening and expected to remain soft. Relaxo is focused on product innovation with
52 Week Low 388.5 world-class, in-house design capabilities and deepening customer engagement. Relaxo has brought down its debt to equity
ratio from 1.2 times to 0.1 times over the last 5-6 years, and as per the current scenario the company may soon become
totally debt-free. Evolving premium product portfolio and increased penetration into south and west India could keep the
Share holding Pattern % (Mar 31, 20) medium to long-term growth drive in good stead. Relaxo’s mass appeal of their brands (through celebrity endorsements)
Promoters 71.0 and attractive pricing points make it worth a look.
Institutions 94 However, given the sharp ~58% rally in the stock price from March 2020 lows to June highs, despite our positive stance on
Non Institutions 19.6 the stock investors can wait to enter the stock. The company has already witnessed significant rerating over past few years
Total 100.0 limiting any large upside in rerating. Global footwear companies are quoting at much lower valuations than Relaxo or even
Bata as the street believes that growth rates and return ratios are better in India compared to other countries.
Fundamen'tal Research Analyst We feel the fair value of the stock in base case scenario is Rs.680 (55xFY22E EPS) and bull case scenario is Rs.742 (60xFY22E
Abdul Kar-lm EPS). For margin of safety and enough upside, investors could buy the stock on the decline in the Rs. 494-544 band (40-
abdul.karim@hdfcsec.com A4XFY22E EPS). At the CMP of Rs 674.60 the stock trades at 54.6x FY22E EPS.
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Financial Summary

Particulars (Rs cr) Q4FY20 | Q4FY19 YoY-% | Q3FY20 QoQ-% FY19 FY20 FY21E FY22E |
Total Operating Income 540.6 635.7 -15.0 599.8 -9.9 2292.1 2410.5 2446.6 2909.1
EBITDA 96.2 95.2 1.0 101.6 -5.3 3243 409.0 435.5 520.7
Depreciation 27.6 16.1 71.6 27.5 0.6 62.4 109.4 1129 114.3
Other Income 4.0 13 200.0 2.2 83.9 13.0 9.1 8.6 10.2
Interest Cost 3.5 1.7 102.9 4.4 -20.0 6.9 16.9 13.7 7.7
Tax 17.2 24.3 -29.0 17.8 -2.9 92.5 65.5 71.4 102.2
APAT 51.8 54.4 -4.8 54.2 -4.4 175.4 226.3 246.0 306.7
Diluted EPS (Rs) 2.1 2.2 -4.8 2.2 -4.4 7.1 9.1 9.9 12.4
RoE-% 15.9 17.8 16.6 17.6
P/E (x) 95.4 74.0 68.0 54.6
EV/EBITDA 51.9 41.3 38.7 323

(Source: Company, HDFC sec)

Recent Triggers
Soft raw material prices to ramp up its margins going forward

Ethylene Vinyl Acetate (EVA) and Polyurethane (PU) are key raw materials for Relaxo and the prices of these are expected to
remain soft. The company has added inventory of RM at lower prices to cover some weeks of production. This is likely to help
expand gross margins from hereon. Further, the company expects operational efficiencies to expand EBITDA margins going
ahead. We believe that the overall cost management and volume growth could help Relaxo to expand margins going forward.

Large focus on non-leather segment could bring more demand for Relaxo in near to medium term

The Indian footwear industry plans to focus more on non-leather footwear products as 86 per cent of the footwear
consumed worldwide comprises non-leather. This could be beneficial to Relaxo Footwear as it is majorly engaged in non-
leather products such as rubber/EVA/PU slippers, canvas/sports/school shoes, sandals, etc. It has a ten-brand portfolio
including major brands like Relaxo, Sparx, Flite and Bahamas. The company's geographical mix stands at Domestic (97 per
cent) and Exports (balance two to three per cent). Demand from rural area and upcoming monsoon season could bring more
non-leather footwear demand going forward.

Long term Triggers
Impressive product portfolio, pan India presence and focus on in-season product launches:

e Relaxo had started its business as manufacturer of rubber based Hawai slippers. But, company has expanded its product
portfolio over the years to include Ethylene Vinyl Acetate (EVA) slippers, Polyurethane (PU) slippers, casual shoes, sports
shoes and sandals. The market position of the company’s products has also improved over the years on account of
significant advertising & branding initiatives and celebrity endorsements.

e New products are likely to sustain their growth and company’s in-house design team has maintained a strong new product
portfolio over the years. Sales contribution from new product launches has grown across all brands- Relaxo, Fllte, Sparx
and Bahamas.
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e Relaxo has a pan-India presence of distributors and retail stores, selling Relaxo products through more than 50,000 point
of sales (POS), resulting in high geographical and customer diversification. It also has 390 exclusive brand outlets in India.
Relaxo launched strategic Initiative to streamline the distribution network - especially in underpenetrated markets (tier-llI
and tier-1V cities) which have given its substantial incremental sales.

Possible rise in per capita demand in India could bring revenue visibility for Relaxo going forward

e India’s footwear market is under penetrated as its average per capita consumption is only 1.7 pair per annum as compared
to global average of 3 pairs and developed countries average of 5 pairs. Given this trend and consumers’ changing
preference for fashionable footwear, per capita consumption of Indian consumers is likely to increase going ahead.

e Thus, with rising disposable incomes, robust economic growth and increasing awareness of fashion through opening of
malls, Indian footwear markets is well placed as a sweet spot. The passage of GST bill likely to benefit the organized
players and this in turn may help them to gain further market share. Being a leading player in the industry, Relaxo could
one of the key beneficiaries going forward.

Reduction of GST rate from 18% to 5% and Government’s initiatives could spur footwear demand, positive for Relaxo

On June 12, 2018, GST Council lowered GST rates on footwear below Rs 1,000 to 5% from 18% earlier (footwear having a
retail sale price up to Rs500/pair is already covered under 5% rate). The changes in tax rate came into effect from July 27,
2018. This has spurred demand in the sector and led to volume-led growth particularly between Rs 500-1,000 price range.
The government recently approved Rs 2600cr for leather and footwear industry over FY18-FY20 under the central sector
scheme ‘Indian Footwear, Leather & Accessories Development Programme’ (IFLADP). This could also help the stagnant sector
growth by increasing leather and footwear exports.

Thrust on Marketing and advertising will continue to help Relaxo up the value chain and ASP

Despite largely catering to the mass segment with an average selling price of “Rs135, Relaxo gives enough importance to
branding its products. It has consistently spent ~10% on sales and promotions (including ~4.5% on advertisement) in the past
10 years. It hired several Bollywood celebrities as its brand ambassadors for different product categories.

All this has helped its average selling price to triple over FY06-FY19 @9% p.a. and will help it improve the ASP further going
forward.

Robust financial performance led by better margins, efficient working capital and profitability

e Revenue fell by 15 per cent (YoY) to Rs 541cr in Q4FY20, adversely affected due to nationwide lockdown in the month of
March 20, though the revenue of the Company had grown at ~13% till Dec 2019.It sold 17.9 cr pairs in FY20.

e Relaxo’s revenue grew at a compounded annual growth rate (CAGR) of 15.8 per cent over the last one decade (from FY10
to FY20) and reported PAT growth at a CAGR of 19.6 per cent over the period of FY10 to FY20. In FY20, the company
reported 5.2 per cent revenue growth to Rs 2410.5cr. We expect, company could report more than Rs 2447cr of sales in
FY21E and Rs 2826c¢r in FY22E, representing 1.5 per cent and 15.5 per cent growth in FY21E and FY22E, respectively.

e In FY20, Relaxo produced @ 75%+ capacity utilization overall which goes up to - 90% in the peak season. It has 8
manufacturing facilities with a daily capacity to produce 7.50 lacs pairs/day.
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e Relaxo has a comfortable solvency position. Its overall gearing improved over the past six years ended March 31, 2020 and
stood at a comfortable level of 0.1x as on March 31, 2020. We expect 0.1x in FY21E, and FY22E. It has comfortable liquidity
profile. The company has recorded strong internal accruals which, coupled with the decline in debt, has led to healthy
debt protection indicators- interest cover stood at ~18 times in FY20.

e Its Inventory days increased from 64 in FY19 to 68 in FY20 as the company focused on store-to-store rotation of stock and
liguidation of aged inventory to maintain optimum inventory level. While, receivable days decreased from 31 days in FY19
to 26 days in FY20.

e The company has been consistent in dividend payments over the years. Dividend payout stood 16.5 per cent.

What could go wrong?

e Competition, limited geographical footprint and slowdown in discretionary demand are key concerns.

e Any significant increase in rubber prices and other raw materials like Ethylene Vinyl Acetate (EVA) and Polyurethane (PU)
could impact its profitability going forward.

e Relaxo significantly depends on the MBO channel with the same contributing ~ 80% of its revenues. Continued liquidity
stress in the MBO (multi brand outlets) channel can adversely impact the revenue growth trajectory and also inflate the
working capital cycle.

e Due to nationwide lockdown, overall demand for overall footwear is subdued but demand for open slipper segment has

improved during the period. However due to restrictions in manufacturing operations fulfillment of such demand will be a
challenge in short term.

About the company

Relaxo Fotwears Ltd is one of the leading footwear companies in India. It manufactures Hawai rubber slippers, EVA and PU
based slippers and sports shoes and sandals. It has a portfolio of 9 brands including major brands like Relaxo, Flite, Sparx and
Bahamas. Company has capacity to manufacture more than 20 crore (six lac pairs of footwear every day) pairs per annum.
With a combination of comfort, style, and quality, Relaxo provides a wide collection of fashionable, colourful, comfortable
and durable footwear for men, women and children. Company sells its products through its wholesale, export and retail
network. The company sells its products through more than 50,000 retailers served through distributors, ~700 distributors,
390 plus executive brand outlets, exports, e-commerce, modern trade etc. It has 8 state of the art manufacturing facilities,
five in Bahadurgarh (Haryana), two in Bhiwadi (Rajasthan) and one in Haridwar (Uttarakhand), it’s headquarter is located in
New Delhi. The company’s business process is managed through SAP & SAP HANA. As on 31st March, 2019, company has
6,254 employees.
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Income Statement Balance Sheet
(Rs Cr) | FY18 FY19 FY20 FY21E | FY22e [l As at March FY18 FY19 FY20 FY21E | FY22E |
Net Revenues 1941.1 2292.1 2410.5 2446.6 2909.1 SOURCE OF FUNDS
Growth (%) 19.0 18.1 5.2 1.5 18.9 Share Capital 12.0 124 24.8 24.8 24.8
Operating Expenses 1639.0 1967.8 2001.5 2011.1 2388.3 Reserves 749.2 1092.7 1247.6 1456.4 1718.5
EBITDA 302.1 324.3 409.0 435.5 520.7 Shareholders' Funds 761.2 1105.1 1272.4 1481.2 1743.3
Growth (%) 30.8 7.4 26.1 6.5 19.6 Long Term Debt 39.3 0.0 119.8 94.8 34.8
EBITDA Margin (%) 15.6 14.1 17.0 17.8 17.9 Net Deferred Taxes 26.3 34.4 24.8 26.0 22.1
Depreciation 54.3 62.4 109.4 112.9 114.3 Long Term Provisions & Others 8.2 9.0 10.9 11.4 12.0
EBIT 247.8 261.9 299.5 322.6 406.5 Minority Interest 0.0 0.0 0.0 0.0 0.0
Other Income 4.5 13.0 9.1 8.6 10.2 Total Source of Funds 835.0 1148.5 1427.8 1613.4 1812.1
Interest expenses 8.6 6.9 16.9 13.7 7.7 APPLICATION OF FUNDS
PBT 243.6 268.0 291.7 317.5 409.0 Net Block(incld CWIP) 662.4 859.5 1026.6 1038.7 1074.4
Tax 82.6 92.5 65.5 71.4 102.2 Other Non-Current Assets 25.7 24.9 233 32.8 46.9
RPAT 161.1 175.4 226.3 246.0 306.7 Total Non Current Assets 688.1 884.5 1049.9 1071.5 1121.4
Growth (%) 34.3 8.9 29.0 8.8 24.7 Inventories 313.9 401.5 447.7 435.7 518.1
EPS 6.5 7.1 9.1 9.9 12.4 Trade Receivables 173.5 196.6 172.1 201.1 239.1
Cash & Equivalents 4.5 2.2 4.1 5.0 6.1
Other Current Assets 69.9 119.8 167.3 243.9 273.6
Total Current Assets 561.7 720.1 791.2 885.6 1036.8
Short-Term Borrowings 86.1 86.9 46.8 41.8 41.8
Trade Payables 174.9 190.9 183.8 187.7 223.2
Other Current Liab & Provisions 153.9 178.2 182.7 114.3 81.1
Total Current Liabilities 414.9 456.0 413.3 343.7 346.0
Net Current Assets 146.9 264.1 377.9 541.9 690.8
Total Application of Funds 835.0 1148.5 1427.8 1613.4 1812.1

(Source: Company, HDFC sec)
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Cash Flow Statement Key Ratios
(Rs Cr) FY18 FY19 FY20 FY21E FY22E (Rs Cr) FY18 FY19 FY20 FY21E FY22E
Reported PBT 243.6 268.0 291.7 3175 409.0 EBITDA Margin 15.6 14.1 17.0 17.8 17.9
Non-operating & EO items 1.0 4.3 3.9 -8.6 -17.9 EBIT Margin 12.8 114 124 13.2 14.0
Interest Expenses 8.6 6.9 16.9 13.7 7.7 APAT Margin 8.3 7.7 9.4 10.1 10.5
Depreciation 54.3 62.4 109.4 112.9 114.3 RoE 21.2 15.9 17.8 16.6 17.6
Working Capital Change -73.2 -131.9 -19.8 -163.5 -167.5 RoCE 33.1 24.9 24.3 22.4 23.9
Tax Paid -80.1 -86.3 -83.1 -71.4 -102.2 Solvency Ratio
OPERATING CASH FLOW (a) 154.3 123.5 318.9 200.6 243.4 Debt/EBITDA (x) 0.4 0.3 0.4 0.3 0.1
Capex -108.7 -91.4 -115.9 -124.7 -147.5 D/E 0.2 0.1 0.1 0.1 0.0
Free Cash Flow 45.6 32.1 203.0 75.8 95.9 PER SHARE DATA
Investments -0.2 32.7 -0.2 0.0 0.0 EPS 6.5 7.1 9.1 9.9 12.4
Non-operating income 0.5 1.8 0.4 8.6 17.9 CEPS 8.7 9.6 13.5 14.5 17.0
INVESTING CASH FLOW (b)) -108.4 -56.9 -115.7 -116.2 -129.7 BV 30.7 44.5 51.3 59.7 70.2
Debt Issuance / (Repaid) -21.7 -41.6 -124.0 -30.0 -60.0 Dividend 1.5 0.9 1.3 1.3 1.5
Interest Expenses -14.6 -8.1 -17.4 -13.7 -7.7 Turnover Ratios (days)
FCFE 9.2 -17.6 61.7 32.2 28.2 Debtor days 33 31 26 30 30
Share Capital Issuance 4.6 3.2 3.2 0.0 0.0 Inventory days 59 64 68 65 65
Dividend -14.5 -21.8 -64.3 -37.2 -44.7 Creditors days 33 30 28 28 28
FINANCING CASH FLOW ( c) -46.3 -68.2 -202.6 -80.9 -112.3 VALUATION
NET CASH FLOW (a+b+c) -0.4 -1.7 0.7 3.5 1.3 P/E 104.0 95.4 74.0 68.0 54.6
P/BV 22.0 15.2 13.2 11.3 9.6
EV/EBITDA 55.8 51.9 41.3 38.7 32.3
EV / Revenues 8.7 7.3 7.0 6.9 5.8
Dividend Yield (%) 0.2 0.1 0.2 0.2 0.2
Dividend Payout 13.4 7.4 16.5 15.1 14.6

(Source: Company, HDFC sec)
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HDFC securities Limited, | Think Techno Campus, Building - B, "Alpha", Office Floor 8, Near Kanjurmarg Station, Opp. Crompton Greaves, Kanjurmarg (East), Mumbai 400 042 Phone: (022) 3075 3400 Fax: (022) 3075 3450
Compliance Officer: Binkle R. Oza Email: complianceofficer@hdfcsec.com Phone: (022) 3045 3600

SEBI Registration No.: INZ000186937 (NSE, BSE, MSEI, MCX) |NSE Trading Member Code: 11094 | BSE Clearing Number: 393 | MSEI Trading Member Code: 30000 | MCX Member Code: 56015 | AMFI Reg No. ARN -13549, PFRDA
Reg. No - POP 04102015, IRDA Corporate Agent Licence No.-HDF2806925/HDF C000222657 , Research Analyst Reg. No. INH000002475, CIN-U67120MH2000PLC152193.

Disclosure:

I, Abdul Karim (MBA), authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately reflect our views about the subject issuer(s) or securities. HSL has no material
adverse disciplinary history as on the date of publication of this report. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.
Research Analyst or his/her relative or HDFC Securities Ltd. does not have any financial interest in the subject company. Also Research Analyst or his relative or HDFC Securities Ltd. or its Associate does not have beneficial
ownership of 1% or more in the subject company at the end of the month immediately preceding the date of publication of the Research Report. Further Research Analyst or his relative or HDFC Securities Ltd. or its associate does
not have any material conflict of interest.

Any holding in stock — No

HDFC Securities Limited (HSL) is a SEBI Registered Research Analyst having registration no. INH000002475.

Disclaimer:

This report has been prepared by HDFC Securities Ltd and is meant for sole use by the recipient and not for circulation.The information and opinions contained herein have been compiled or arrived at, based upon information
obtained in good faith from sources believed to be reliable. Such information has not been independently verified and no guaranty, representation of warranty, express or implied, is made as to its accuracy, completeness or
correctness. All such information and opinions are subject to change without notice. This document is for information purposes only. Descriptions of any company or companies or their securities mentioned herein are not intended
to be complete and this document is not, and should not be construed as an offer or solicitation of an offer, to buy or sell any securities or other financial instruments.

This report is not directed to, or intended for display, downloading, printing, reproducing or for distribution to or use by, any person or entity who is a citizen or resident or located in any locality, state, country or other jurisdiction
where such distribution, publication, reproduction, availability or use would be contrary to law or regulation or what would subject HSL or its affiliates to any registration or licensing requirement within such jurisdiction.

If this report is inadvertently send or has reached any individual in such country, especially, USA, the same may be ignored and brought to the attention of the sender. This document may not be reproduced, distributed or published
for any purposes without prior written approval of HSL.

Foreign currencies denominated securities, wherever mentioned, are subject to exchange rate fluctuations, which could have an adverse effect on their value or price, or the income derived from them. In addition, investors in
securities such as ADRs, the values of which are influenced by foreign currencies effectively assume currency risk.

It should not be considered to be taken as an offer to sell or a solicitation to buy any security. HSL may from time to time solicit from, or perform broking, or other services for, any company mentioned in this mail and/or its
attachments.

HSL and its affiliated company(ies), their directors and employees may; (a) from time to time, have a long or short position in, and buy or sell the securities of the company(ies) mentioned herein or (b) be engaged in any other
transaction involving such securities and earn brokerage or other compensation or act as a market maker in the financial instruments of the company(ies) discussed herein or act as an advisor or lender/borrower to such
company(ies) or may have any other potential conflict of interests with respect to any recommendation and other related information and opinions.

HSL, its directors, analysts or employees do not take any responsibility, financial or otherwise, of the losses or the damages sustained due to the investments made or any action taken on basis of this report, including but not
restricted to, fluctuation in the prices of shares and bonds, changes in the currency rates, diminution in the NAVs, reduction in the dividend or income, etc.

HSL and other group companies, its directors, associates, employees may have various positions in any of the stocks, securities and financial instruments dealt in the report, or may make sell or purchase or other deals in these
securities from time to time or may deal in other securities of the companies / organizations described in this report.

HSL or its associates might have managed or co-managed public offering of securities for the subject company or might have been mandated by the subject company for any other assignment in the past twelve months.

HSL or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from t date of this report for services in respect of managing or co-managing
public offerings, corporate finance, investment banking or merchant banking, brokerage services or other advisory service in a merger or specific transaction in the normal course of business.

HSL or its analysts did not receive any compensation or other benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither HSL nor Research
Analysts have any material conflict of interest at the time of publication of this report. Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.
HSL may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.

Research entity has not been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or employee of the subject company. We have not received any
compensation/benefits from the subject company or third party in connection with the Research Report.

This report is intended for non-Institutional Clients only. The views and opinions expressed in this report may at times be contrary to or not in consonance with those of Institutional Research or PCG Research teams of HDFC
Securities Ltd. and/or may have different time horizons.

Disclaimer : HDFC securities Ltd is a financial services intermediary and is engaged as a distributor of financial products & services like Corporate FDs & Bonds, Insurance, MF, NPS, Real Estate services, Loans, NCDs & IPOs in strategic
distribution partnerships. Investment in securities market are subject to market risks, read all the related documents carefully before investing. Customers need to check products &features before investing since the contours of
the product rates may change from time to time. HDFC securities Ltd is not liable for any loss or damage of any kind arising out of investments in these products. Investments in Equity, Currency, Futures & Options are subject to
market risk. Clients should read the Risk Disclosure Document issued by SEBI & relevant exchanges & the T&C on www.hdfcsec.com before investing. Equity SIP is not an approved product of Exchange and any dispute related to this
will not be dealt at Exchange platform.

RETAIL RESEARCH Page |7


mailto:complianceofficer@hdfcsec.com

