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Revenue traction lower than peers

Bata’s Q4FY18 results came broadly in line with our estimates. We
anticipated lower revenue growth for Bata compared to Relaxo (+18%)and
Khadim (+31%) based on our recent channel checks. In addition, margin
improvement benefiting from implementation of GST, was in line with our
anticipation. Going ahead, we believe that Bata sales growth would remain
lower vs peers, mainly due to increased competition, better and economic
offerings by peers. Nevertheless, its new offerings in select segments would
gain traction. Further, premiumization, implementation and cost saving
would continue which would accelerate profitability ahead of the sales. We
have revised FY19E and FY20E estimates to I 20.5 and X 24.2. Valuing
Bata at 35x FY20E EPS to arrive at a TP of ¥ 824. Maintain Accumulate.

Operational performance was in line

Revenues increased 6.9% YoY to ¥ 6.3bn in Q4FY18 - came in line with our
estimates. This was mainly attributed to increased focus on fashion & casual
collections. Gross margin expanded by 180bps to at 55.9%. Further, a
70bps increase in employee expense was completely offset by
170bps/60bps decline in rent/other expense. Consequently, EBITDA margin
expanded by 340bps to 13% - came in line with our estimate. EBITDA stood
at ¥ 823mn, up 45.1% YoY. The company is gaining the most from change
in duty to GST. RPAT jumped 23.8% YoY to I 485mn.After adjusting OCI,
APAT increased by 44.9% to ¥ 521mn - came in line with our estimate.

Results broadly in line with our channel check

Our channel checks beheld key brands like “Hush puppies” are losing
market share due to unavailability of sizes. However, demand for the brand
has not declined over the period. We also observed that as the store level
inventory management of Bata is facing challenges, Khadim would benefit
in the ensuing quarters. We believe that our observation at the ground level
was accurate. Although neither the channel trader nor the company
confirmed about the shift in market from unorganised to organized, we
believe the organised market is growing faster compared to unorganised.
We believe that until Bata resolves its store level product management
strategy, Khadim and Relaxo would outpace the company in terms of sales.
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Valuation (x)

FY18 FY19E FY20E
P/E 43.3 36.7 31.1
EV/EBITDA 25.7 20.8 17.2
ROE 15.9 16.8 17.5
ROCE 22.9 24.1 25.4
Estimates (Xmn)

FY18 FY19E FY20E
Net Sales 26,293 28,987 32,801
EBITDA 3,638 4,219 4,971
PAT 2,236 2,636 3,112
EPS %) 17.4 205  24.2
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Exhibit 1. Revenue Trend Exhibit 2: EBITDA Trend
8,000 1 L 1,200 - 1,115 r 20.0
16.0 955
6.000 1,000 1 go1
’ 110 goo 4 L 150
573 569 567
4,000 A 5 - o s L 6.0 600 A
5000 : s/ B B 400 - - 10.0
' . F 10 500 -
0 (4.0) 0- © ©~ ©~ N~ ©~ © © o o - 50
© N~ N~ N~ N~ [ee] o] [ee] o]
— — — — - — — — — — — — — - — — — —
5% GG GE g
o o6 & & o3 o & & > & o & & o o & &
s Revenue (X mn) - LHS Revenue Growth (%) - RHS mmm EBITDA (X mn) - LHS ——EBITDA Margin (%) - RHS
Source: DART, Company Source: DART, Company
Exhibit 3: Gross Margin Trend (%) Exhibit 4. Net Profit Trend
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Exhibit 5: Change in estimates
T Mn FY19E FY20E
New Previous Change (%) New Previous Change (%)
Revenue 28,987 29,797 (2.7) 32,801 34,271 (4.3)
EBITDA 4,219 4,373 (3.5) 4,971 5,406 (8.0)
EBITDA Margin (%) 14.6 14.7 (10) 15.2 15.8 (60)
PAT 2,636 2,742 (3.9) 3,112 3,397 (8.4)
EPS 20.5 21.3 (3.9) 24.2 26.4 (8.4)

Source: Company, DART
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Income Statement & mn)

Particulars Marl7 Marl8 Marl9E Mar20E
Net Sales 24,672 26,293 28,987 32,801
Other income 466 508 508 508
Total Income 25,138 26,801 29,496 33,310
Total Expenditure 21,895 22,755 24,768 27,830
RM Consumed 11,529 11,959 13,097 14,755
Employee Exp 2,727 2,954 3,256 3,685
Manufacturing Exp 705 830 944 1,036
Selling & Admin Exp 6,312 6,548 6,958 7,775
Misc Exp 623 464 512 579
EBIDTA (Excl. Ol) 2,776 3,538 4,219 4,971
EBIDTA (Incl. OI) 3,243 4,046 4,728 5,480
Interest 40 42 42 42
EBDT 3,202 4,004 4,686 5,438
Depreciation 650 604 678 705
PBT & EO ltems 2,552 3,400 4,008 4,733
Extra Ordinary Exps/(Inc.) 217 0 0 0
PBT 2,336 3,400 4,008 4,733
Tax 748 1,164 1,373 1,621
Net Profit 1,587 2,236 2,636 3,112
Net Profit (Adj.) 1,804 2,236 2,636 3,112
Balance Sheet @ mn)

Particulars Marl7 Marl8 Marl9E Mar20E
Sources of Funds

Equity Capital 643 643 643 643
Share Premium 501 501 501 501
Reserves 12,109 13,643 15,534 17,766
Net Worth 13,253 14,787 16,678 18,910
Other Long Term

Liabilitios 9 1,040 1,040 1,040 1,040
Total Capital Employed 14,292 15,827 17,717 19,950
Applications of Funds

Gross Block 4,040 4,930 5,130 5,330
Less: Acc Depreciation 1,380 1,985 2,662 3,367
Net Block 2,660 2,945 2,468 1,963
CWIP 242 121 121 121
Investments 50 50 50 50
Current Assets, Loans & Advances

Inventories 7,054 7,621 8,090 9,154
Sundry Debtors 672 886 859 972
Cash and Bank Balance 5,209 5,884 9,076 11,367
Loans and Advances 561 1,031 877 993
Other Current Assets 1,775 1,836 1,836 1,836
sub total 15,271 17,258 20,738 24,321

Less: Current Liabilities & Provisions

Current Liabilities 705 526 784 887
Sundry Creditors 4,072 4,792 5,646 6,389
Provisions 157 282 282 282
sub total 4,933 5,600 6,712 7,558
Net Curr Assets 10,337 11,658 14,026 16,763
Net Deferred Tax 1,004 1,053 1,053 1,053
Total Assets 14,292 15,827 17,717 19,950

E — Estimates

Cash Flow @ mn)

Particulars Marl7 Marl8 Marl9E Mar20E
Profit before tax 2,336 3,400 4,008 4,733
Depreciation & w.o. 650 604 678 705
Net Interest Exp (40) 42 42 42
Direct taxes paid (652) (1,164) (1,373) (1,621)
Change in Working Capital 542 (710) 824 (447)
Extra Ordinary (267) (54) 0 0
(A) CF from Opt. Activities 2569 2,118 4,179 3,412
Capex 477) (769) (200) (200)
Free Cash Flow 2,092 1,349 3,979 3,212
(B) CF from Invt. Activities 477) (769) (200) (200)
Interest exp net 252 (42) (42) (42)
Dividend Paid (Incl. Tax) (449) (632) (745) (880)
(C) CF from Financing (288) (674) (787) (922)
Net Change in Cash 1,804 675 3,192 2,290
Opening Cash balances 3,405 5,209 5,884 9,076
Closing Cash balances 5,209 5884 9,076 11,367
Important Ratios

Particulars Marl7 Marl8 Marl9E Mar20E
(A) Measures of Performance (%)

EBIDTA Mgn (excl. O.1.) 11.3 13.5 14.6 15.2
EBIDTA Mgn (incl. O.1.) 13.1 15.4 16.3 16.7
Interest / Sales 0.2 0.2 0.1 0.1
EBDT Margin 13.0 15.2 16.2 16.6
Tax/PBT 32.0 34.2 34.2 34.2
Net Profit Margin 6.4 8.5 9.1 9.5
(B) As Percentage of Net Sales

Raw Material 46.7 45.5 45.2 45.0
Employee Expenses 111 11.2 11.2 11.2
Manufacturing Exp 2.9 3.2 3.3 3.2
Selling & Admin Exp 25.6 24.9 24.0 23.7
Provisions & Write Offs 2.5 1.8 1.8 1.8
(C) Measures of Financial Status

Debtors Period (days) 9.9 12.3 10.8 10.8
Closing stock (days) 104.4  105.8 101.9 1019
Inventory Turn. Ratio (x) 3.5 3.4 3.6 3.6
Fixed Assets Turnover (x) 6.1 5.3 5.7 6.2
WC Turnover (x) 2.4 2.3 2.1 2.0
Non-Cash WC  Mn) 5,128 5774 4,950 5,397
(D) Measures of Investment

EPS R.) 12.4 17.4 20.5 24.2
CEPS R 19.1 22.1 25.8 29.7
DPS R.) 35 4.0 4.4 4.8
Dividend Payout (%) 28.3 23.0 215 20.0
Book Value X.) 103.1 1151 129.8 147.1
ROANW (%) 14.2 15.9 16.8 17.5
ROACE (%) 18.8 22.9 24.1 25.4
ROAIC (%) 27.4 36.2 43.6 55.4
(E) Valuation Ratios

CMP R.) 753 753 753 753
P/E (x) 61.0 43.3 36.7 31.1
Market Cap. . Mn.) 96,776 96,776 96,776 96,776
MCap/ Sales (x) 3.9 3.7 3.3 3.0
EV . Mn.) 91,517 90,842 87,650 85,360
EV/Sales (x) 3.7 35 3.0 2.6
EV/EBDITA (x) 33.0 25.7 20.8 17.2
P/BV (X) 7.3 6.5 5.8 5.1
Dividend Yield (%) 0.5 0.5 0.6 0.6

E — Estimates
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expressed in this research report accurately reflect his or her or their personal views about all of the issuers and their securities; and No part
of his or her or their compensation was, is, or will be directly or indirectly related to the specific recommendations or views expressed in this
research report.

|. Analyst(s) and Associate (S) holding in the Stock(s): (Nil)

1. Disclaimer:

This research report has been prepared by Dolat Capital Market Private Limited. to provide information about the company(ies) and sector(s),
if any, covered in the report and may be distributed by it and/or its affiliated company(ies) solely for the purpose of information of the select
recipient of this report. This report and/or any part thereof, may not be duplicated in any form and/or reproduced or redistributed without the
prior written consent of Dolat Capital Market Private Limited. This report has been prepared independent of the companies covered herein.
Dolat Capital Market Private Limited. and its affiliated companies are part of a multi-service, integrated investment banking, brokerage and
financing group. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have provided or may provide services in respect
of managing offerings of securities, corporate finance, investment banking, mergers & acquisitions, financing or any other advisory services
to the company(ies) covered herein. Dolat Capital Market Private Limited. and/or its affiliated company(ies) might have received or may
receive compensation from the company(ies) mentioned in this report for rendering any of the above services. Research analysts and sales
persons of Dolat Capital Market Private Limited. may provide important inputs to its affiliated company(ies) associated with it. While reasonable
care has been taken in the preparation of this report, it does not purport to be a complete description of the securities, markets or developments
referred to herein, and Dolat Capital Market Private Limited. does not warrant its accuracy or completeness. Dolat Capital Market Private
Limited. may not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the information
contained in this report. This report is provided for information only and is not an investment advice and must not alone be taken as the basis
for an investment decision. The investment discussed or views expressed herein may not be suitable for all investors. The user assumes the
entire risk of any use made of this information. The information contained herein may be changed without notice and Dolat Capital Market
Private Limited. reserves the right to make modifications and alterations to this statement as they may deem fit from time to time. Dolat Capital
Market Private Limited. 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. This report is neither an offer nor solicitation of an offer to buy and/or sell any
securities mentioned herein and/or not an official confirmation of any transaction. 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 Dolat Capital Market Private Limited. and/or its
affiliated company(ies) 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 a certain category of investors. Persons in whose possession this report may come, are required to
inform themselves of and to observe such restrictions.

For U.S. Entity/ persons only: This research report is a product of Dolat Capital Market Private Limited., which is the employer of the
research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident outside the
United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to
supervision by a U.S. broker-dealer, and is/are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise
comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading
securities held by a research analyst account.

This report is intended for distribution by Dolat Capital Market Private Limited. only to "Major Institutional Investors" as defined by Rule 15a-
6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S. Securities and Exchange
Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then
it should not act upon this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted
onward to any U.S. person or entity.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to
conduct certain business with Major Institutional Investors, Dolat Capital Market Private Limited. has entered into an agreement with a U.S.
registered broker-dealer Ltd Marco Polo Securities Inc. ("Marco Polo"). Transactions in securities discussed in this research report should be
effected through Marco Polo or another U.S. registered broker dealer/Entity as informed by Dolat Capital Market Private Limited. from time to
time.
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