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Relaxo Footwears Ltd.

Company Information

BSE Code 530517

NSE Code RELAXO

Bloomberg Code RLXF IN

ISIN INE131B01039

Market Cap (Rs. Cr) 5550.2

Outstanding shares(Cr) 12.0

52-wk Hi/Lo (Rs.) 526.5/373.0

Avg. daily volume (1yr. on NSE) 19,390

Face Value(Rs.) 1.0

Book Value 50.3

Company Profile

Relaxo Footwear ltd. (RFL) is engaged in the manufacturing and

trading of footwear and related products. Company manufactures

footwear primarily made of vulcanized or molded rubber and

plastic. RFL with manufacturing capacity of 0.65 million pairs/day

has three flagship brands, Hawaii, Flite and Sparx. In order to

increase its market share, company has been consistently

launching new products under these brands. Recently, RFL has

launched Bahamas, which has gained good acceptance.

Company's manufacturing facilities are located at Bahadurgarh

(Haryana), Bhiwadi (Rajasthan) and Haridwar (Uttarakhand).

Investment Rationale

Strong brand to drive the growth

Over the years, RFL has established a strong brand through its

relentless efforts to understand the consumers and manufactures

the products according to their tastes and preferences.

Structured market research approach along with regular market

sensing exercise has kept the company abreast with consumer

needs across different regional, economic and demographic

strata. Company's brands namely Sparx and Flite has been able to

drive growth through product innovation and geographical

expansion. Among the products, Sparx remains the fastest

growing brand and has gained good acceptance in the south

market, from where company derives 15% of its revenues. The

success of Sparx has thrown opportunities for company's other

brands like Flite and newly launched Bahamas in the

markets, where it has relatively less presence. RFL has a strong

in-house design capability, whose aim is to constantly innovate

techniques to provide cutting edge products at reduced costs.

Apart from that, company has also launched an innovation portal

for employees to crowd source the new product design ideas and

are also working towards establishing a dedicated R&D function
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Recommendation Buy

Closing price Rs. 458

Target price Rs. 571

Potential upside 25%

Relative performance chart (one year)

Particulars (in Rs Cr) FY16 FY17E FY18E FY19E

Net Sales 1,704.2 1,739.8 2,090.4 2,336.3 

Growth (%) 15.7% 2.1% 20.1% 11.8%

EBITDA 241.5 244.3 302.9 360.5 

EBITDA Margin (%) 14.2% 14.0% 14.5% 15.4%

Net profit 120.3 123.0 150.5 195.7 

Net Profit Margin (%) 7.1% 7.1% 7.2% 8.4%

EPS (Rs) 10.0 10.2 11.4 16.3 

Source: Bloomberg
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Investment Rationale Cont…

within the organization. Management has shown confidence on the growth potential

from organized retail and e-commerce platforms and has developed a dedicated

portfolio to ensure healthy growth from these channels, with minimal impact to

conventional trade channels. To achieve brand loyalty, it is imperative to invest

heavily on brand in order to ensure sustained brand performance. RFL has made film

actor Salman Khan as brand ambassador for Bahamas and Akshay Kumar with Sonakshi

Sinha for SPARX and FLITE. As more than 50% of footwear market is

unorganized, there is huge opportunity for RFL to increase its market share given its

strong brand identity.

Wide spread distribution network

RFL has successfully implemented end to end distributor and retailer programs to

improve engagement levels and connect with channel partners. Further, company has

recently made some changes in the distribution, whereby its sales staff will build a

direct connect with the retailers. Such initiative from company end will result in

proper placement of SKUs and ensure that scheme benefits are passed from

distributors to retailers. Presently, RFL has 750+ dealers, 50,000 retailers and 270

company owned and company operated stores. Geographically, its distribution

network is strong in Northern India which contributes 60% to revenue. Company's

initiative to conduct distributor engagement program has delivered incremental and

sustainable benefits to RFL while ensuring healthy relationship with channel partners.

The retailer based loyalty program has helped the company in establishing direct

connect with retailers and in rewarding their efforts in promoting the Relaxo brands.

RFL is also enhancing their distribution coverage both by strengthening the presence

in current regions and expanding across new regions. In a bid to expand its

geographical reach, RFL has been expanding distribution network by more than 10%

annually and intend to increase its penetration on Southern & Western India where

Relaxo's presence is lesser. With the changing buying pattern of the customers, RFL is

now focusing on online and modern retail in order to drive sales. Currently, online

contributes 10% of its revenue which management intends to increase it further.

GST game changer for footwear market

The much awaited indirect tax reform GST is set to kick in from 1st July, which could

be a game changer for Indian footwear market as the 60% of the footwear market is

unorganized. Footwear industry has different excise duties based on retail price. Such

as footwear with retail price up to Rs 500 has zero excise, between Rs500-1000

attracts 6% excise, while above Rs 1000 has 12% excise duty. Value Added Tax (VAT)

also differs across the states, with some states having nil VAT. Thus, the rollout of GST

will bring tax uniformity across the states and simultaneously would narrow down the

pricing difference between branded and non-branded players in the near future.

Relaxo being a reputed footwear player in organized market would be benefited from

the rollout of GST. RFL has superior portfolio of footwear brands and its relentless

focus on driving sales through the expansion of distribution and improving the brand

presence bode well for the company to achieve good growth.
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Investment Rationale Cont…

Reported better Q4FY17 result despite of headwinds

RFL had posted decent Q4FY17 numbers despite of demonetization impact. During

the quarter revenue grew by 2.8% yoy at Rs 498 crore as the sales volume growth

remained flat due to lag effect of demonetization. The lower single digit revenue

growth was driven by a better product mix. As the impact of demonetization is settling

down, company's business is getting back to normal levels and has seen a pick-up in

demand. Relaxo's premium brand like Sparx has seen a good traction and has become

one of the key brands for the company, which is the result of the management's

sustained efforts to premiumise its product offerings. EBITDA growth remained muted

during the quarter with 0.4% growth on yoy basis. EBITDA margin during the quarter

declined by 32 bps yoy at 13.3%. Net profitability during the quarter increased by

meager 4.5% yoy at Rs 34.3 crore. RFL has maintained its thrust on adding new

products in its portfolio, expand the distribution reach and develop new channels of

distribution, thus better quarterly performance is expected in coming future.

Key Risks

 Volatility in raw material prices could have adverse impact on the operating

margins of the company, as footwear industry is raw material intensive

industry.

 Increased competition in organized footwear market could hurt company's

long term revenue growth.

Valuation

Over the years, RFL has established a strong brand and presence in domestic footwear

market. Continuous focus on expanding its distribution network, incentivizing the

retailers and penetration into newer geographies are helping RFL to increase its

market share in organized footwear market. Further, to achieve more brand

loyalty, company is investing heavily on branding thus made film actors Salman

Khan, Akshay Kumar and Sonakshi Sinha as brand ambassador for its Bahamas, SPARX

and FLITE. GST would be a game changer for the organized footwear market as 60% of

domest ic footwear market is unorganized. The rollout of GST would bring down the

price difference between the organized and unorganized players, thus lead customers

to move to organized players. Further, company has maintained healthy balance sheet

with steady operating cash flows. Steady growth in net profitability has resulted in

strong and sustainable RoE, which made the company more attractive from

investment perspective. Thus, we recommend our investors to BUY the scrip with

target of Rs 571 from 12-18 months investment horizon. Currently, the scrip is valued

at P/E multiple of 29x on FY19E Bloomberg consensus EPS of Rs 16.3.
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Ashika Stock Broking Limited (“ASBL”) or Research Entity has started its journey in the year 1994 and is engaged in the business of broking

services, depository services, distributor of financial products (Mutual fund, IPO & Bonds). This research report has been prepared and distributed by

ASBL in the sole capacity of a Research Analyst (Reg No. INH000000206) of SEBI (Research Analyst) Regulations 2014. ASBL is a wholly owned

subsidiary of Ashika Global Securities (P) Ltd., a RBI registered non-deposit taking NBFC Company. Ashika group (details is enumerated on our website

www.ashikagroup.com) is an integrated financial service provider inter alia engaged in the business of Investment Banking, Corporate

Lending, Commodity Broking, Debt Syndication & Other Advisory Services.

There were no significant and material disciplinary actions against ASBL taken by any regulatory authority during last three years.

Disclosure

ASBL or its associates, its Research Analysts (including their relatives) may have financial interest in the subject company(ies). However, the said

financial interest is not limited to having an open stock market position in /acting as advisor to /having a loan transaction with the subject company(ies)

apart from registration as clients.

1) ASBL or its Research Analysts (including their relatives) do not have any actual / beneficial ownership of 1% or more of securities of the subject

company(ies) at the end of the month immediately preceding the date of publication of this report or date of the public appearance. However

ASBL's associates may have actual / beneficial ownership of 1% or more of securities of the subject company(ies).

2) ASBL or their Research Analysts (including their relatives) do not have any other material conflict of interest at the time of publication of this

research report or date of the public appearance. However ASBL's associates might have an actual / potential conflict of interest (other than

ownership).

3) ASBL or its associates may have received compensation for investment banking, merchant banking, and brokerage services and for other products

and services from the subject companies during the preceding 12 months. However, ASBL or its associates or its Research analysts (forming part

of Research Desk) have not received any compensation or other benefits from the subject companies or third parties in connection with the

research report. Moreover, Research Analysts have not received any compensation from the companies mentioned herein in the past twelve

months.

4) ASBL or their Research Analysts have not managed or co–managed public offering of securities for the subject company(ies) in the past twelve

months. However ASBL's associates may have managed or co–managed public offering of securities for the subject company(ies) in the past

twelve months.

5) Research Analysts have not served as an officer, director or employee of the companies mentioned in the report.

6) Neither ASBL nor its Research Analysts have been engaged in market making activity for the companies mentioned in the report.

Disclaimer

The research recommendation and information herein are solely for the personal information of the authorized recipient and does not construe to be

an offer documents or any investment, legal or taxation advice or solicitation of any action based upon it. This report is not for public distribution or use

by any person or entity, where such distribution, publication, availability or use would be contrary to law, regulation or subject to any registration or

licensing requirement. We will not treat recipients as customer by virtue of their receiving this report. The report is based upon the information

obtained from public sources that we consider reliable, but we do not guarantee its accuracy or completeness. ASBL shall not be in anyways responsible

for any loss or damage that may arise to any such person from any inadvertent error in the information contained in this report. The recipients of this

report should rely on their own investigations.
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