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July 29, 2022

Volumes yet to stabilise post steep price hikes
A
About the stock: Relaxo is India’s leading footwear manufacturing company, ‘REL’ ‘Xo

boasting of largest capacity of 10.0 lakh pairs per day. Relaxo is a dominant player in

the open footwear space (~80% of sales), with its strong portfolio of brands (‘Flite’, m
‘Bahamas’, ‘Sparx’, ‘Relaxo)

. . . . Particulars Amount

e Market leader in value priced segment selling ~19 crore pairs annually Market Capitalisation % crore) 245619

e Relaxo over the years has maintained balance sheet prudence with Total Debt (FY22) [ crore) 20.0
controlled working capital cycle, healthy asset turns of 2.5x and generating Cash & invetment (FY22) [% crore) 206.8

RoCE of 20%+. EV % crore) 24,375.2

52 Week H/L 1447 /925

Q1FY23: Miss on our/consensus estimates due to lower volumes and higher opex Equity Capital  crore) 2.9
Face Value (%) 1.0

e Onafavourable base, revenue grew by 34% YoY to T 667.2 crore (down 4%
QoQ). Growth mainly driven by realisation (~41% YoY) due to favourable

product mix and price hike (~25%). Volumes de-grew 5% QoQ to 4.0 crore Shareholding pattern

pairs Jun21 Sep21 Dec21 Mar-22 Jun-22

e Gross margins remained flattish on YoY and sequential basis, however Pomoter 709 709 708 708 708

owing to negative operating leverage, EBITDA margins stood at multi-year il 35 36 38 32 32
lows at 12.9% (down 40 bps YoY, 300 bps QoQ). Dl 13 12 11 69 711
e PAT for the quarter declined by 38% YoY (down 10% QoQ) to % 62.92 crore Others 183 184 13 181180

What should investors do? Relaxo has been an exceptional performer with stock
price appreciating at ~ 35% CAGR in last five years 1600

30000
. L . . . 500 25000

e Relaxo has witnessed ~25% decline in share price on a YTD basis owing to 1200 20000

. - - . 1000
unprecedented inflation scenario (356% of its RM are based on crude 800 15000
derivatives) and uncertainties on the demand outlook. We remain 238 10000
structurally positive on the business model given its strong brand salience 200 5000
0 +—— ———————+ 0

in tier Il/lll towns and healthy balance sheet to weather the crisis. However,
premium valuations and near term headwinds may cap upsides. Hence, we 3555385538553
reiterate HOLD rating on the stock with a revised target price.

Relaxo Footwear BSE 500

Target Price and Valuation: We value Relaxo at % 1060 i.e. 65x FY24E EPS

Key triggers for future price performance:

Key Risk: (i) Faster than expected

e Despite selling ~18 crore pairs, Relaxo’s current market share is <10%. . .
recovery in volumes can aid revenue

Given its robust balance sheet and strong brand patronage, we believe there

. . rowth (ii) Higher RM cost could
is enough headroom for long-term growth & market share gains. 2 (i) Hig

subdue margins

e  While the north region remains the main fortress for the company (50% +
. . Research Analyst
revenues), west and south remain relatively underpenetrated markets.
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Relaxo has geo-tagged ~100000 outlets (currently present in ~60000 Bharat Chhoda o N
outlets) which signifies immense opportunity to penetrate in new territories bharat.chhoda@icicisecurities.com
e We model in revenue CAGR of 16% in FY22-24E Cheragh Sidhwa

cheragh.sidhwa@icicisecurities.com

Alternate Stock Idea: Apart from Relaxo, in our retail coverage we also like Bata

e Bata India has a strong b/s, diversified branded product portfolio and pan
India network, which w
e  BUY with target price of ¥ 2170

Key Financial Summary

Financials FY20 FY21 FY22 5 year CAGR FY23E FY24E 2 year CAGR

(FY17-22) (FY22-24E)

Net Sales 2,4105 2,350.2 2,653.3 10.0% 2,977.0 3,567.6 16.0%

EBITDA 409.0 4955 4158 12.0% 464.4 660.0 26.0%

Adjusted PAT 226.3 291.6 2327 14.0% 263.9 406.0 32.1%
P/E (x) 108.6 84.3 105.9 93.4 60.7
EV/Sales (x) 102 103 92 8.1 6.7
EV/EBITDA (x) 60.1 48.9 58.9 52.1 3.5
RoCE (%) 239 26.0 18.3 19.2 25.6
ROE (%) 17.8 185 13.2 137 18.5

Source: Company, ICICI Direct Research
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Key takeaways of Q1FY23 results

e Relaxo reported weak revenue growth, as steep price hikes continued to
weigh on the demand for open footwear. The normalisation of consumer
footfalls and opening up of schools, colleges and offices has led to
increased demand for closed footwear while the demand for open footwear
has been lower than it was in the pandemic period. Average realisations per
pair increased 41% YoY to ~¥ 167/pair, driven by change in product mix
and price hikes (~25%).

. In the previous four quarters, average quarterly volumes have declined to
<4.5 crore pairs after hitting an all-time quarterly high of 5.7 crore pairs in
Q4FY21. Relaxo in FY21 had recorded its highest sales volume (19.1 crore
pairs) as the pandemic led restrictions had given a fillip to demand for open
footwear (slippers & sandals). However, as restrictions eased from Q2FY22
onwards, demand for open footwear (~80% of sales) started to moderate.
Also, as more than 35% of the RM are crude based derivatives, sharp
inflation has impacted volumes especially for Hawaii categories.

e On the positive side, brand Sparx is performing well as demand for sports
and athleisure category continues to be profound. The brand contributes
~38% to revenues with closed shoes contributing ~60%. The management
indicated that presently capacity of sports shoes/sandals is almost fully
utilised (capacity: 50000 pairs per day). Hence, it has proposed to add
another 50000 sports shoes capacity per day to cater to the strong demand.
We expect overall revenues to grow at CAGR of 16% in FY22-24, which
would be driven by enhanced product mix (realisation CAGR 9%). Volumes
to grow at a moderate pace of 7% during the same period.

e Company has taken four price hikes in FY22 amounting to ~ 25% increase
YoY which is the highest in its history in a single year. While the current
price hike should be adequate to maintain current level of gross margins
(53-55%), company continues to monitor the dynamic situation and will take
appropriate action keeping in mind the competitive pricing strategy. For the
quarter company maintained its gross margin levels, however owing to
negative operating leverage (other expenses as % to sales increased 267
bps QoQ), EBITDA margins contracted 301 bps QoQ to 12.9%. Absolute
EBITDA declined 23% QoQ to % 86.1 crore. With raw material prices
stabilising and as customers get accustomed to new price levels, we expect
EBITDA margins to improve in the ensuing quarters and exit FY23 with
flattish YoY margins (15.6%). We expect trajectory to improve by 290 bps
in FY24 to 18.5%, translating into EBITDA CAGR of 26% in FY22-24E.

ICICI Securities | Retail Research 2
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Exhibit 1: Variance Analysis

Q1FY23 Q1FY22 YoY (%) Q4FY22 QoQ (%) Comments
YoY growth mainly realisation driven. Volumes

Revenue 667.2 497.1 34.2 698.2 -4.4 expected to have declined

Raw Material Expens 306.3 226.2 35.4 319.5 -4.1

Gross Profit 360.9 270.9 33.2 378.7 -4.7
Gross margins stable as company had built in

Gross Profit Margin 54.1 54.5 -40 bps 54.2 -15 bps low cost inventory and also undertaken price
hikes

Employee exp 87.2 73.7 18.3 89.9 -3.0

Other Exp 187.6 131.1 43.1 177.7 5.6

EBITDA 86.1 66.2 30.1 111.1 -22.5

EBITDA Margin (%) 12.9 133 -40bps 159  -301bps :’;’:;ﬁ]:’ d’;‘i‘i’iiz;ebzp;;gtr‘i';‘gﬂge' EBITDA

Depreciation 29.8 27.5 8.7 28.7 4.0

Other Income 4.2 5.3 -20.9 5.9 -29.4

Interest 6.9 3.7 84.2 3.9 76.2

Exceptional Income - - -

PBT 53.6 40.3 33.1 84.4 -36.5

Tax Outgo 14.9 9.3 60.5 21.5 -30.7

PAT 38.7 31.0 24.9 62.9 -38.6

Source: Company, ICICI Direct Research

ICICI Securities | Retail Research 3
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Financial story in charts
Exhibit 2: Revenue growth trend
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Source: Company, ICICI Direct Research

Exhibit 3: EBITDA and EBITDA margin Trend
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Source: Company, ICICI Direct Research

Exhibit 4: Net profit trend
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Exhibit 5: Quarterly volume trend (crore pairs) Exhibit 6: Realisation trend (3I/pair)
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Exhibit 7: Annual volume trend (crore pairs) Exhibit 8: Realisation trend (I/pair)
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Exhibit 9: Net working capital cycle
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Financial Summary

(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Net Sales 2,359.2 2,653.3 2,977.0 3,567.6 Profit/(Loss) after taxation 291.6 232.7 263.9 406.0
Growth (%) (2.1) 12.5 12.2 19.8 Add: Depreciation 110.0 113.5 123.9 132.2
Total Raw Material Cost 1,003.3 1,216.7 1,369.4 1,5817.6 Net Increase in Current Assets 56.0 -271.6 54.9 -184.5
Gross Margins (%) 51.5 54.1 54.0 55.5 Net Increase in Current Liabilities 62.0 -12.2 64.7 57.6
Employee Expenses 301.4 334.7 351.3 406.7 CF from operating activities 519.6 62.5 507.4 411.3
Other Expenses 559.0 686.1 791.9 913.3 (Inc)/dec in Investments -338.0 143.9 -107.2 45.0
Total Operating Expenditure 1,863.7 2,231.5 2,512.6 2,907.6 (Inc)/dec in Fixed Assets -123.3 -150.5 -109.8 -107.0
EBITDA 495.5 415.8 464.4 660.0 Others -13.4 1.7 9.1 0.0
EBITDA Margin 21.0 15.7 15.6 18.5 CF from investing activities -474.7 -48 -208.0 -62.0
Interest 17.1 15.3 17.9 20.2 Inc / (Dec) in Equity Capital 0.0 0.1 0.0 0.0
Depreciation 110.0 113.5 123.9 132.2 Inc / (Dec) in Loan -19.2 20.0 -20.0 0.0
Other Income 22.8 23.7 30.0 35.0 Others -22.2 -12.8 -130.9 -182.5
Exceptional Expense - - - - CF from financing activities -41.3 -52.8 -150.9 -182.5
PBT 391.2 310.6 352.6 542.6 Net Cash flow 3.6 4.9 148.5 166.8
Total Tax 99.6 71.9 88.8 136.6 Opening Cash 4.1 1.7 12.6 161.0
Profit After Tax 291.6 232.7 263.9 406.0 Closing Cash 1.7 12.6 161.0 327.8
Source: Company, ICICI Direct Research Source: Company, ICICI Direct Research
Exhibit 12: Balance Sheet X crore
(Year-end March) FY21 FY22 FY23E FY24E (Year-end March) FY21 FY22 FY23E FY24E
Equity Capital 24.8 24.9 24.9 24.9 Per share data (%)
Reserve and Surplus 1,547.6 1,735.0 1,906.5 2,170.5 EPS 1.7 9.3 10.6 16.3
Total Shareholders funds 1,572.4 1,759.9 1,931.4 2,195.4 Cash EPS 16.2 13.9 15.6 21.6
Total Debt - 20.0 - - BV 63.3 70.7 77.6 88.2
Non Current Liabilities 164.0 173.9 173.9 173.9 DPS 0.0 2.5 3.1 5.7
Source of Funds 1,736.4 1,953.8 2,105.3 2,369.2 Cash Per Share 0.3 0.5 6.5 13.2
Operating Ratios (%)
Gross block 975.3 1,099.6 1,219.6 1,349.6 EBITDA margins 21.0 15.7 15.6 18.5
Less: Accum depreciation 254.2 330.2 415.6 507.4 PBT margins 16.6 1.7 11.8 15.2
Net Fixed Assets 7211 769.4 804.0 842.2 Net Profit margins 12.4 8.8 8.9 11.4
Capital WIP 112.2 145.2 135.0 112.0 Inventory days 65.3 92.6 75.0 75.0
Intangible assets 39.1 32.4 324 32.4 Debtor days 28.1 34.5 30.0 30.0
Investments 338.2 194.3 301.5 256.5 Creditor days 34.5 30.5 35.0 35.0
Inventory 422.1 673.3 611.7 733.1 Return Ratios (%)
Cash 1.7 12.5 161.0 327.8 RoE 18.5 13.2 13.7 18.5
Debtors 181.5 250.8 2447 293.2 RoCE 26.0 18.3 19.2 25.6
Loans & Advances & Other CA 146.1 97.2 110.0 124.6 RolC 34.6 20.8 25.5 35.2
Total Current Assets 757.3 1,033.7 1,121.3 1,478.6 Valuation Ratios (x)
Creditors 222.8 221.7 285.5 3421 P/E 84.3 105.9 93.4 60.7
Provisions & Other CL 216.6 205.5 206.4 207.4 EV / EBITDA 48.9 58.9 52.1 36.5
Total Current Liabilities 439.4 421.2 491.9 549.5 EV / Sales 10.3 9.2 8.1 6.7
Net Current Assets 318.0 606.5 635.4 929.1 Market Cap / Revenues 10.4 9.3 8.3 6.9
LT L& A, Other Assets 207.9 206.1 197.1 197.1 Price to Book Value 15.6 14.0 12.8 1.2
Other Assets 0.0 0.0 0.0 0.0 Solvency Ratios
Application of Funds 1,736.4 1,953.8 2,105.3 2,369.2 Debt / Equity 0.0 0.0 0.0 0.0
Source: Company, ICICI Direct Research Debt/EB ITDA 0.0 0.0 0.0 0.0
Current Ratio 1.7 2.4 2.0 2.1
Quick Ratio 0.7 0.8 0.7 0.8

Source: Company, ICICI Direct Research
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RATING RATIONALE

ICICI Direct endeavors to provide objective opinions and recommendations. ICICI Direct assigns ratings to its
stocks according -to their notional target price vs. current market price and then categorizes them as Buy, Hold,
Reduce and Sell. The performance horizon is two years unless specified and the notional target price is defined
as the analysts' valuation for a stock

Buy: >15%
Hold: -5% to 15%;
Reduce: -15% to -5%;

Sell: <-15%
ICICI direct u,\x::} INO 1 ‘
In.cu«vvrvu'o‘::rul Fingertips | BHQE{ER \ ;
ICICI Securities Ltd. FISTARMINE ¥ 1
‘ @l‘;‘awst»\-.wa'd 2012 A/
Pankaj Pandey Head — Research pankaj.pandey@icicisecurities.com

ICICI Direct Research Desk,
ICICI Securities Limited,

1st Floor, Akruti Trade Centre,
Road No 7, MIDC,

Andheri (East)

Mumbai - 400 093
research@icicidirect.com
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ANALYST CERTIFICATION

|/We, Bharat Chhoda, MBA, Cheragh Sidhwa, MBA, Research Analysts, 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 th
subject issuer(s) or securities. 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. It is also confirmed that above mentione

Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding twelve months and do not serve as an officer, director or employee of the companies mentioned in the report

Terms & conditions and other disclosures:

ICICI Securities Limited (ICICI Securities) is a full-service, integrated investment banking and is, inter alia, engaged in the business of stock brokering and distribution of financial products.

ICICI Securities is Sebi registered stock broker, merchant banker, investment adviser, portfolio manager and Research Analyst. ICICI Securities is registered with Insurance Regulatory Development Authority of India Limited (IRDAI
as a composite corporate agent and with PFRDA as a Point of Presence. ICICI Securities Limited Research Analyst SEBI Registration Number — INH000000990. ICICI Securities Limited SEBI Registration is INZ000183631 for stoc
broker. ICICI Securities is a subsidiary of ICICI Bank which is India’s largest private sector bank and has its various subsidiaries engaged in businesses of housing finance, asset management, life insurance, general insurance, ventur

capital fund management, etc. (“associates”), the details in respect of which are available on www.icicibank.com.

ICICI Securities is one of the leading merchant bankers/ underwriters of securities and participate in virtually all securities trading markets in India. We and our associates might have investment banking and other business relationshi|
with a significant percentage of companies covered by our Investment Research Department. ICICI Securities and its analysts, persons reporting to analysts and their relatives are generally prohibited from maintaining a financie

interest in the securities or derivatives of any companies that the analysts cover.

Recommendation in reports based on technical and derivative analysis centre on studying charts of a stock's price movement, outstanding positions, trading volume etc as opposed to focusing on a company's fundamentals and, a

Our proprietary trading and investment busil may make i decisions that are inconsistent with the recommendations expressed herein.

ICICI Securities Limited has two independent equity research groups: Institutional Research and Retail Research. This report has been prepared by the Retail Research. The views and opinions expressed in this document may ¢

may not match or may be contrary with the views, estimates, rating, and target price of the Institutional Research.

The information and opinions in this report have been prepared by ICICI Securities and are subject to change without any notice. The report and information contained herein is strictly confidential and meant solely for the selecte
recipient and may not be altered in any way, transmitted to, copied or distributed, in part or in whole, to any other person or to the media or reproduced in any form, without prior written consent of ICICI Securities. While we woul
endeavour to update the information herein on a reasonable basis, ICICI Securities is under no obligation to update or keep the information current. Also, there may be regulatory, compliance or other reasons that may prevent ICIC
Securities from doing so. Non-rated securities indicate that rating on a particular security has been suspended temporarily and such suspension is in compliance with applicable regulations and/or ICICI Securities policies, i

circumstances where ICICI Securities might be acting in an advisory capacity to this company, or in certain other circumstances.

This report is based on information obtained from public sources and sources believed to be reliable, but no independent verification has been made nor is its accuracy or completeness guaranteed. This report and information herei
is solely for informational purpose and shall not be used or considered as an offer document or solicitation of offer to buy or sell or subscribe for securities or other financial instruments. Though disseminated to all the customer
simultaneously, not all customers may receive this report at the same time. ICICI Securities will not treat recipients as customers by virtue of their receiving this report. Nothing in this report constitutes investment, legal, accountin
and tax advice or a representation that any investment or strategy is suitable or appropriate to your specific circumstances. The securities discussed and opinions expressed in this report may not be suitable for all investors, whi
must make their own investment decisions, based on their own investment objectives, financial positions and needs of specific recipient. This may not be taken in substitution for the exercise of independent judgment by an’
recipient. The recipient should independently evaluate the investment risks. The value and return on investment may vary because of changes in interest rates, foreign exchange rates or any other reason. ICICI Securities accepts n
liabilities whatsoever for any loss or damage of any kind arising out of the use of this report. Past performance is not necessarily a guide to future performance. Investors are advised to see Risk Disclosure Document to understan

the risks associated before investing in the securities markets. Actual results may differ materially from those set forth in projections. Forward-looking statements are not predictions and may be subject to change without notice.

ICICI Securities 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

ICICI Securities or its associates might have received any compensation from the companies mentioned in the report during the period preceding twelve months from the 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.

ICICI Securities or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the companies mentioned in the report in the pas

twelve months.

ICICI Securities encourages independence in research report preparation and strives to minimize conflict in preparation of research report. ICICI Securities or its associates or its analysts did not receive any compensation or othe
benefits from the companies mentioned in the report or third party in connection with preparation of the research report. Accordingly, neither ICICI Securities nor Research Analysts and their relatives have any material conflict ¢

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.

heidi m h Anal

ICICI Securities or its ies ¢ ly or R ysts or their relatives do not own 1% or more of the equity securities of the Company mentioned in the report as of the last day of the month preceding the publicatiol

of the research report.

Since associates of ICICI Securities and ICICI Securities as a entity are engaged in various financial service businesses, they might have financial interests or actual/ beneficial ownership of one percent or more or other materic

conflict of interest various companies including the subject company/companies mentioned in this report.

ICICI Securities may have issued other reports that are inconsistent with and reach different conclusion from the information presented in this report.
Neither the Research Analysts nor ICICI Securities have been engaged in market making activity for the companies mentioned in the report.

We submit that no material disciplinary action has been taken on ICICI Securities by any Regulatory Authority impacting Equity Research Analysis activities.

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 o
use would be contrary to law, regulation or which would subject ICICI Securities and affiliates to any registration or licensing requirement within such jurisdiction. The securities described herein may or may not be eligible for sal

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.
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