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Relaxo is a leading player in the ‘value’ segment enjoying a strong brand
equity and robust product portfolio. Despite stiff competition, nationwide
lockdown and resultant economic challenges, Relaxo registered 5%/29%
growth in topline/net profit respectively in FY20. We believe that with robust
distribution network, strong in-house manufacturing capabilities,
innovation, rising aspirational levels within target segment, Relaxo is well
placed to navigate through the current challenging business conditions.

Focus on strengthening distribution

Relaxo continued to strengthen its distribution network particularly in
underpenetrated markets by improving supply chain. The company has
presence in ~50K MBO'’s serviced through 700 distributors. As per the
management, domestic market has potential of 85K outlets, providing
Relaxo room for further growth. Relaxo already has strong presence in the
North. Through strategic initiatives, distributors directly service over 85%
of the large districts in India, leading to significant market share gains in
priority markets in West and East India. Sales in rural and smaller towns is
picking up faster than urban with enhanced demand for open footwear.

Cost saving initiatives and stable RM costs to support margins

During FY20, gross margins improved 370bps to 56.9% due to benign raw
material prices and better product mix. Further, operational efficiencies
and streamlining product offerings aided EBITDA margin expansion. During
lockdown, higher demand of low ticket sized products like open footwear
(~70% of revenue) is likely to impact margins in the short term. However,
stable RM costs, lesser dependency on retail model and cost optimization
initiatives are expected to partially arrest margin erosion.

Focus on Retail business

Relaxo’s focus to gradually ramp up its retail presence remains intact. The
company expanded its retail outlets (EBO’s) to 390 stores in FY20, from 343
in FY19. EBO’s currently contribute ~8% to company’s top-line and is
expected to gain momentum gradually. Cost rationalization measures like
closing non profitable stores, staff rightsizing, rent negotiations, inventory
management and a more efficient reordering mechanism were initiated
during the year. With rising trend for online shopping amidst lockdown, E-
com business gained traction in FY20 constituting ~9-10% sales.

Strong Balance sheet

Over the years, Relaxo has maintained healthy operating cash flows to
contain its capex plans. It has controlled working capital cycle (~60 days),
healthy asset turns (~2.2x) generating ROE/RoCE of ~19-20%. The company
has an asset-light model and rental costs are much lower compared to
peers because of its distribution-led format. It has no long term debt and
D/E ratio has improved substantially from 0.4x in FY16 to 0.02x in FY20.
While Covid-19 pandemic is likely to lead to down-trading and impact
earnings in short term, we remain positive on Relaxo due to its robust
balance sheet and structural drivers in place.

Plan to set up new manufacturing plant at Bhiwadi

To cater to the growing demand, the company has commenced
commercial production at its new plant at Bhiwadi (Rajasthan) for
manufacturing flip flops (Hawaii range). It has proposed to add capacity of
100K pairs/day in Bhiwadi plant with total investment of Rs 900mn which
will be funded through internal accruals. The capacity will be added within
three years and is likely to take Relaxo’s total capacity to 800K pairs/day
from ~700K pairs/day currently.

CMP Rs 638
Target / Upside Rs 651 /2%
BSE Sensex 38,813
NSE Nifty 11,372

Scrip Details

Equity / FV Rs 248mn /Rs 1
Market Cap Rs 158bn

USS 2bn
52-week High/Low Rs 830/Rs 416
Avg. Volume (no) 352,166
NSE Symbol RELAXO
Bloomberg Code RLXF IN

Shareholding Pattern Jun'20(%)
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Annual Report Macro View

Key Management

i) Mr. Nikhil Dua was re-appointed as Whole Time Director of the company for a
period of three years with effect from October 1, 2020.

ii) Mr. Deval Ganguly, Whole Time Director will retire by rotation at the ensuing
AGM and being eligible, offered himself for re-appointment.

Board of Directors

i) Ms. Deepa Verma was re-appointed as a Non-Executive and Independent
Director of the Company for the second term w.e.f. September 2019 for a period
of five consecutive years.

ii) Mr. Rajeev Rupendra Bhadauria (DIN-00376562) was appointed as a Non-
Executive and Independent Director of the company for a first term w.e.f. August
2019 for a period of five consecutive years.

Auditors

M/s B R Maheswari & Co. LLP continue to be the auditors of the company.

Credit Ratings

FY2020 FY2019
Long term Rating No change ICRA AA (stable outlook)
Short Term Rating No change ICRA Al+
Commercial Paper No change ICRA A1+

Pledged Shares

No pledged shares were held during the year.

Remuneration

There was increase of 0.4% in median remuneration of all employees in FY20. The
aggregate remuneration of employees excluding KMPs grew by 8.6% YoY. The
aggregate increase in salary for Whole Time Directors and other KMP’s rose 8.4%
YoY in FY20.

Number of permanent employees on the roll of the company was 7,852 as on
March 31, 2020 compared to 6,254 as on March 31, 2019.

Key Holders

Shareholding Pattern FY2020 FY2019
A. Promoters 70.98 71.02
B. Public Shareholding

1. Institutions:

a. Mutual Funds 6.40 6.14
b. Banks/FI 0.02 0.01
c. FPI 2.95 2.74
2. Non-Institutions:

a. Bodies corporate 11.44 13.61
b. Individuals 6.18 4.95
c. Others 2.03 1.53
C. Shares Held By Custodians For ADRs 0 0
Total 100 100

Source: Company, DART
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Footwear Industry Structure and Developments

India is the second largest footwear producer after China, with annual
footwear production accounting for ~ 9% of the global production of 22bn
pairs pa. India produces ~2.2 bn pairs annually of which, 90% are consumed
domestically and 10% are exported primarily to European nations and the
USA.

The average per capita footwear consumption in India appears to be low at
1.7 pairs vs the global average of 3 pairs of developing economies, and 6
pairs of developed ones.

Branded footwear currently accounts for around 45% and unbranded
dominates with 55% market share respectively.

With rapid urbanization, higher disposable income and growing fitness and
fashion consciousness, domestic demand for footwear was witnessing an
upsurge since past many years.

Indian footwear market is skewed towards men with the segment
commanding ~60% share compared to global average of 40%. With better
education and employment opportunities, women’s segment is likely to
grow faster than men’s segment, going ahead.

Post Covid, though there is a shift of focus to E-commerce, it currently
accounts for < 10% of the total footwear sales in the country.

Due to fear and social distancing norms, consumer sentiment would take
some time to revive, even as lockdown restrictions ease.

In Budget 2020, government hiked import duty on footwear from 25% to
35% and on footwear components from 15% to 20%. This, in addition to
government initiatives on promoting ‘Made-in-India’ footwear, is expected
to provide a boost to domestic manufacturers.

With companies adopting ‘work from home’ policies and socializing
becoming less frequent, casual and comfortable open footwear are likely to
gain momentum. Increasing awareness about health, is likely to drive
demand for sports footwear. Pent up demand and upcoming festive season
is expected to provide some relief to the footwear industry.
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Financial Analysis

Profit and Loss Statement Analysis

Despite uncertain market scenario, increasing competition and Covid-19 outbreak in
March’20, Relaxo exhibited reasonable financial performance in FY20.

=  Revenue increased 5.2% YoY to Rs Rs 24.1bn in FY20. This is attributed to
volume de-growth of 2.6% YoY to 179.2mn pairs due to Covid led disruption;
and 8% YoY increase in average selling price to Rs 135. Key drivers for
Relaxo’s performance are-

» Aggressive penetration in new and underpenetrated geographies,
» Focus on consumer needs and quality

» enhanced presence in new/emerging channels like modern trade and e-
com,

» capable channel partners and sales force

= Gross margin improved 370bps YoY to 56.9% due to benign raw material
prices during the year as well as change in product mix.

= EBITDA: Lower RM costs was partially offset by 90bps increase in employee
expenses (12.2% of sales). Other expenses remained flat at 27.7%.
Consequently, reported EBITDA margin expanded by 280bps to 17.0%.
EBITDA margins adjusted to IND AS 116, stand at 15.1%. EBITDA increased
by 26.1% YoY to Rs 4,090mn. This can be attributed to robust cost control
measures, better product mix, premiumization and regular disposal of aged
inventory.

= Net Profit increased 29.0% YoY to Rs 2,263mn in FY20. This was supported
by low tax rates on account of Ind AS 116 implementation. Net profit margin
increased from 7.6% in FY19 to 9.4% in FY20.

DART View: We believe that with decline in household income levels, consumers
are likely to shift towards the branded affordable products. Relaxo has attractive
product offerings and has the ability to premiumize portfolio at the lower end of the
pyramid. Given that 80% business is through distribution channel and only 8% is
through retail outlets, we believe Relaxo would outpace Bata in terms of revenue
growth. We expect Relaxo’s volume growth to pick up in H2FY21E, with easing of
lockdown restriction and revival in consumer sentiment.

Balance Sheet and Cash Flow Analysis

= During the year, the BOD issued and allotted 144,690 equity shares of Re 1/-
each fully paid up on exercise of stock options by the eligible employees
under the Employee Stock Option Plan, 2014.

= Share capital- During the year, the company issued bonus shares in the ratio
of 1:1. On March 31, 2020, the issued, subscribed and paid-up share capital
of the company was Rs 248,246,436/- divided into 248,246,436 equity
shares of Re 1/- each.

= Dividend- Relaxo has been consistent in dividend payouts over the years. In
FY20, the company declared an interim dividend of Rs 1.25 (125% of Face
Value of Re 1 each). Due to uncertainties caused by the pandemic, the
company has not recommended any final dividend for FY20. Dividend paid
(incl dividend distribution tax) amounted to Rs 643mn in FY20 translating to
dividend payout of 28.4%.

August 25, 2020
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Net block increased 16.0% YoY to Rs 9.8bn in FY20. The company incurred
capital expenditure of Rs 1,159mn in FY20, an increase of 26.8% YoY. The
capital expenditure was in line with the growth strategy of the company and
was funded through internal accruals. Company expects to incur capex of Rs
1bn in FY21E. Of this, 50% would be allocated for construction of new plant
and remaining would be maintenance capex.

Borrowing- The company has repaid long term loans to the tune of Rs
236.5mn during the year and no term loan is outstanding as of March, 2020.
Total borrowing reduced by 78% YoY to Rs 191mn at the end of FY20. The
debt equity ratio has improved substantially from 0.1x in FY19 to 0.02x in
FY20 as company has reduced its outstanding loans and working capital
utilization during the year.

Interest coverage reduced to 17.8x in FY20 from 38.0x in FY19 due to
increase in interest component by Rs 126.2mn as per Ind AS 116.

Cash flow from operations increased significantly to Rs 3,190mn in FY20
from Rs 1,235mn in FY19. Capex increased 26.8% YoY to Rs 1,159mn.
Consequently, FCF increased to Rs 2,032mn from Rs 321mn in FY19.

Inventories grew 17.1% YoY to Rs 4,477mn. Inventory turnover declined
from 6.0x in FY19 to 5.4x in FY20. Increase in inventory days from 61 to 68
days in FY20 can be attributed to supply chain disruption on account of
Covid.

Receivables declined 22.7% YoY to Rs 1,721mn in FY20. Receivable days
reduced to 26 days from 35 days with debtor turnover at 14x in FY20 from
10x in FY19.

Payables decreased 3.8% YoY to Rs 1,837mn in FY20 with decline in payable
days from 30 to 28 during the year.

Return Ratios- In FY20, ROE and ROCE improved 20bps and 230bps YoY to
19.0% and 19.1% respectively. This can be attributed to improvement in
profitability.

Other Highlights

During the year, the BOD approved the capacity addition by setting up- New
State of Art Plant at Bhiwadi (Rajasthan) which will take 3 years to be
completely operational.

During the year, Relaxo consolidated growth in existing priority export
markets while continuing to expand its global footprint. The company has
been recognized as one of the top non-leather exporters from India. Exports
accounted for 4% of revenue in FY20.

Relaxo launched focused promotional campaigns through the year with
Bollywood actors like Salman Khan, Akshay Kumar and Ranveer Singh which
helped to maintain leadership position for its brands Bahamas, Sparx and
Flite. During FY20, advertisement expenses grew 18.3% YoY to Rs 908mn
(3.8% of sales).

E-commerce (9-10% of revenue) is the fastest growing channel for the
company. The company has tied up with leading E-commerce portals and
more than 70% of portfolio is listed online for customers.

Relaxo regularly refreshed its product portfolio and launched more than 200
new products in FY20 as each brand was supported by a separate team
ensuring focused product design and development.
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=  With aview to strengthen its trade connect, Relaxo conducted multiple retail
meets countrywide and also launched a Key Outlet Program with aggressive
branding to drive visibility in the markets.

= Credit Rating - During FY20, ICRA has reaffirmed Long term rating of Relaxo
of ICRA AA (stable outlook). ICRA has reaffirmed short term rating of the
company as ICRA A1+ which is the highest rating for the category. It has also
reaffirmed ICRA Al+ top notch rating to the company for Commercial Paper
of Rs 500mn.
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Exhibit 3: EBITDA trend (Rs mn)
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Exhibit 7: Pairs sold (mn) Exhibit 8: Realization (Rs)
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Profit and Loss Account

(Rs Mn) FY19A FY20A FY21E FY22E
Revenue 22,921 24,105 22,681 28,257
Total Expense 19,678 20,015 18,784 23,165
COGS 10,723 10,393 9,746 12,070
Employees Cost 2,587 2,940 2,802 3,323
Other expenses 6,368 6,682 6,236 7,772
EBIDTA 3,243 4,090 3,897 5,092
Depreciation 624 1,094 1,149 1,200
EBIT 2,619 2,995 2,748 3,892
Interest 69 169 170 210
Other Income 130 91 210 230
Exc. / E.O. items 0 0 0 0
EBT 2,680 2,917 2,788 3,912
Tax 925 655 697 978
RPAT 1,755 2,263 2,091 2,934
Minority Interest 0 0 0 0
Profit/Loss share of associates 0 0 0 0
APAT 1,755 2,263 2,091 2,934
Balance Sheet

(Rs Mn) FY19A FY20A FY21E FY22E
Sources of Funds

Equity Capital 124 248 248 248
Minority Interest 0 0 0 0
Reserves & Surplus 10,927 12,475 14,157 16,681
Net Worth 11,051 12,723 14,405 16,929
Total Debt 869 191 191 191
Net Deferred Tax Liability 344 248 421 421
Total Capital Employed 12,264 13,162 15,017 17,541
Applications of Funds

Net Block 8,493 9,830 9,781 10,081
CWIP 114 438 482 530
Investments 2 2 7 7
Current Assets, Loans & Advances 6,823 8,161 8,857 11,872
Inventories 3,824 4,477 3,900 4,860
Receivables 2,226 1,721 2,166 2,700
Cash and Bank Balances 22 40 988 2,065
Loans and Advances 174 1,643 1,540 1,920
Other Current Assets 577 280 262 327
Less: Current Liabilities & Provisions 3,169 5,270 4,110 4,949
Payables 1,909 1,837 2,043 2,546
Other Current Liabilities 1,260 3,433 2,067 2,403
Net Current Assets 3,655 2,892 4,747 6,923
Total Assets 12,264 13,162 15,017 17,541

E — Estimates (Note: Relaxo issued bonus shares in the ratio 1:1 in June’19)
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Important Ratios

Particulars FY19A FY20A FY21E FY22E
(A) Margins (%)

Gross Profit Margin 53.2 56.9 57.0 57.3
EBIDTA Margin 14.1 17.0 17.2 18.0
EBIT Margin 114 124 121 13.8
Tax rate 345 22.4 25.0 25.0
Net Profit Margin 7.7 9.4 9.2 10.4
(B) As Percentage of Net Sales (%)

COGS 46.8 43.1 43.0 42.7
Employee 11.3 12.2 12.4 11.8
Other 27.8 27.7 27.5 27.5
(C) Measure of Financial Status

Gross Debt / Equity 0.1 0.0 0.0 0.0
Interest Coverage 38.0 17.8 16.2 18.5
Inventory days 61 68 63 63
Debtors days 35 26 35 35
Average Cost of Debt 5.7 31.8 89.0 109.9
Payable days 30 28 33 33
Working Capital days 58 a4 76 89
FAT/O 2.7 2.5 2.3 2.8
(D) Measures of Investment

AEPS (Rs) 7.1 9.1 8.4 11.8
CEPS (Rs) 9.6 135 131 16.7
DPS (Rs) 0.9 2.6 1.7 1.7
Dividend Payout (%) 12.4 28.4 19.6 14.0
BVPS (Rs) 44.6 51.3 58.1 68.3
RoOANW (%) 18.8 19.0 15.4 18.7
ROACE (%) 16.8 19.1 16.0 19.3
ROAIC (%) 24.2 23.6 20.2 26.4
(E) Valuation Ratios

CMP (Rs) 638 638 638 638
P/E 90.2 69.9 75.7 53.9
Mcap (Rs Mn) 158,224 158,224 158,224 158,224
MCap/ Sales 6.9 6.6 7.0 5.6
EV 159,071 158,375 157,427 156,350
EV/Sales 6.9 6.6 6.9 5.5
EV/EBITDA 49.0 38.7 40.4 30.7
P/BV 14.3 12.4 11.0 9.3
Dividend Yield (%) 0.1 0.4 0.3 0.3
(F) Growth Rate (%)

Revenue 18.1 5.2 (5.9) 24.6
EBITDA 7.4 26.1 (4.7) 30.7
EBIT 5.7 14.4 (8.2) 41.6
PBT 10.0 8.9 (4.4) 40.3
APAT 8.9 29.0 (7.6) 40.3
EPS 8.9 29.0 (7.6) 40.3
Cash Flow

(Rs Mn) FY19A FY20A FY21E FY22E
CFO 1,235 3,190 2,506 3,035
CFI (589) (1,159) (1,149) (1,548)
CFF (664) (2,014) (410) (410)
FCFF 321 2,032 1,362 1,487
Opening Cash 40 22 40 988
Closing Cash 22 40 988 2,065

E — Estimates (Note: Relaxo issued bonus shares in the ratio 1:1 in June’19)
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