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Reuters: BATA.BO; Bloomberg: BATA IN
Weak 4QFY19: Impact Of Consumption Slowdown And One-offs

We recently met the management of Bata India (BIL) to comprehend the lower expected
financial performance in 4QFY19 and its future outlook. As can be seen in Exhibit 3,4QFY19
was below our estimates both on revenue and EBITDA margin. The deviation from our
revenue estimate has been explained by: (1) Decelerating retail sales growth from 18% YoY
in 3QFY19 to 11% YoY in 4QFY19. We believe this is likely driven by the general
consumption slowdown observed across companies rather than anything company or
industry-specific (2) Non recurrence of an institutional order of Rs210mn from a state
government which was part of the 4QFY18 revenues (3) Loss of revenue in March on the e-
commerce side with the change in e-commerce rules - likely a cap on sourcing from a
particular supplier (around Rs120mn). On the margin front, we were expecting a gross
margin expansion which was larger than the actual. We expected the sourcing benefits in
3QFY19 would continue in 4QFY19 and 1QFY20 (see our notes Margin Surprises, PE
Expansion Likely and _lInitiatives To Drive Robust Revenue Growth And Margin Expansion).
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However, only a part of that was seen. Considering the shift in revenue mix towards retail
during the quarter, the gross margin gain ought to have been better We understand that the
gross margin in the institutional business is in the low teens while in the retail side it is
~55%-60%. EBITDA level margin also got impacted as fixed costs were spread over a lower
than expected revenue base. Without stating any explicit guidance, Bata management
indicated resilient demand and growth in the ensuing quarters. It also indicates margin
expansion without indicating the extent. We understand that e-commerce issues are
resolved. On the institutional side, Bata is confident on getting a couple of state government
orders in FY20, albeit uncertain about the timelines. On the wholesale front (sales through
multi-brand outlets - MBOs) we understand there is an uptick of growth to low teen level
after a period of subdued to negative growth. We have toned down our estimates a tad (see
Exhibit 2) and lower our target price on BIL to Rs1,410 based on 42x March 2021E EPS and
retain our Accumulate rating. The 42x represents +0.5SD higher than its five-year 12-month
forward mean P/E multiple. We expect BIL to clock revenue/EBITDA/PAT CAGR of around
15%119%I15%, respectively, over FY19-FY21E with pre-tax RolC expanding from ~ 63% to ~
69% during the period. The PAT CAGR looks lower as FY19 PAT is inclusive of tax refunds
and interest income on that. We believe the Indian consumer story with the kind of financial
profile depicts above deserves to trade at a premium to its five-year historical average.

More details on 4QFY19: Retail sales (largely from company-owned company-operated stores —
COCO stores — formed about 88% of revenue) grew by 11% YoY. Same-store sales growth (SSG)
stands at 7.5%, while the SSG for FY19 was 8.8%. Apart from the institutional order which did not
persist, volume growth was indicated to be at 3% both in 4Q and FY19.

Higher other income was driven by one-off: While the EBITDA for the quarter was below our
estimates by around 18%, PAT beat our estimates by 22% owing to the higher than expected other
income and lower tax rate. The 16% tax rate versus expectation of 35% was due to the tax refunds.
The interest on these refunds helped inflate the other income number.

Margin improvement to continue: While there was no specific guidance on margin improvement,
BIL indicated that premiumisation, better sourcing of raw material and finished products, better
throughput from its upgraded manufacturing facility, and keeping a tight lid on other operating costs
will be led to further margin expansion. This is despite likely higher spending on advertising by about
40-50% in FY20.

Store expansion continues, Franchisee expansion expected to gather steam in FY20: On a
gross basis, 103 stores were opened in FY19, while on a net basis the expansion was only for 53
stores. It was indicated that on a net basis the store addition would likely to be to the tune of 70 in
FY20. On top of the COCO store addition, franchising sees an uptick in FY20 with a net addition of
60 stores to the existing number of 140. Franchising apparently contributed to 2.5% of revenue in
FY19. Franchising is being attempted in tier-2 and tier-3 cities where the franchisee buys inventory
on cash and carry basis from BIL.

Steady working capital: While there was a drop in debtors’ days there was a small rise in inventory
days. BIL indicated that there is unlikely to be a material improvement in the inventory days until the IT
project on customer conversion/inventory management goes live across the company.
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Please refer to the disclaimer towards the end of the document.
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Exhibit 1: Key financials

Y/E March (Rsmn) FY16 FY17 FY18 FY19 FY20E FY21E
Revenue (Rsmn) 24,227 24,743 26,293 29,284 33,438 38,454
YoY Growth % (10.1) 2.1 6.3 114 14.2 15.0
EBITDA (Rsmn) 2,758 2,786 3,538 4,761 5,659 6,791
% of sales 114 11.3 13.5 16.3 16.9 17.7
Adj PAT (Rsmn) 1,534 1,774 2,236 3,284 3,603 4,305
YoY Growth % (24.9) 15.6 26.1 46.9 9.7 19.5
FDEPS (Rs) 11.9 13.8 174 25.6 28.0 33.5
ROE (%) 13.9 14.1 16.0 20.4 19.3 20.2
ROCE (%) 17.9 17.0 20.9 25.6 26.7 28.2
Pre Tax ROIC (%) 29.3 36.7 51.5 63.4 64.6 69.1
PIE (x) 111.0 96.0 76.2 51.9 47.3 39.6
P/BV (x) 14.4 12.9 11.5 9.8 8.6 7.5

Source: Company, Nirmal Bang Institutional Equities Research

Exhibit 2: Change in our estimates

New oid Change (%)
FY19A  FY20E FY21E | FY19E FY20E FY21E | FY19E  FY20E  FY21E
Revenue (Rsmn) 29,284 33438 38454 | 29,825 34747 39,959 (1.8) (3.8) (3.8
EBITDA (Rsmn) 4,761 5,659 6,791 4,973 6,035 7,114 (4.3) (6.2) (4.5)
EBITDA Margin (%) 16.3 16.9 17.7 16.7 17.4 178 - - -
PAT (Rsmn) 3,284 3,603 4,305 3,133 3,848 4,517 4.8 (6.4) (4.7)
FDEPS (Rs) 256 28.0 335 244 29.9 35.1 4.8 (6.4) (4.7)

Source: Nirmal Bang Institutional Equities Research

Why we like Bata India: We believe the Indian footwear opportunity is a large one (we expect it to be
Rs0.6trn-Rs0.7trn as of FY19E). We consider it to grow in mid-teens in the foreseeable future. Per capita
consumption currently stands at 1.7 pairs annually. Chinese and Indonesian consumers average three pairs.
We believe that the ASP of the entire market is Rs300 per pair. We expect both volume and ASP expansion
(the latter more so) as fashion consciousness rises. We also believe the organised part of this industry is
around 30%. Of this organised part, we believe BIL - the largest player — commands only around 15% share.
The market is extremely fragmented with the presence of both domestic and foreign players (the latter more
in the premium end). Bulk of the market (80%) is in the value segment (less than Rs1,000 per pair price
point). We see scope to grow at both ends of the spectrum (value and premium). BIL has the largest range of
footwear in the Indian market (straddling various price points, types of consumers and brands). Bata as a
brand has been very well known to the Indian consumer because of its long association with the country -
around 90 years. BIL is trying to reposition its brand to appeal to the young generation. Despite being an
Indian household name in footwear, the brand always had a problem of being considered as staid, local and
meant for the old generation. The focus of BIL is to appeal to the new generation (moving it to ‘cooler’ and
closer to ‘international’ positioning) and make it more willing to pay a premium for BIL products. This has
been happening through various means including: (1) Stepped-up spending on advertisements with celebrity
endorsers. BIL is embarking on celebrity endorsements after many years. (2) Launch of internationally
designed Red Label collection of shoes in India. Bringing in new designs to the market is part of the attempt
to cater to young consumers. (3) Improving customer experience by bringing to India ‘Red-concept’ stores
and better visual merchandising. The change in management at the global level — with CEO Mr. Alexis
Nasard (ex-Heineken and ex-P&G) from 2016 and in India where a new CEO Mr. Sandeep Kataria (ex-
Vodafone, Yum Brands, and Hindustan Unilever) joined from August 2017, seems to have resulted in greater
aggression and a shift in strategy. The prolonged underinvestment in branding is being corrected and this
number is pushed to 2.5% of sales in FY19. This is funded through better gross margin and also through a
tighter control on non-direct costs like rent. This could potentially create a virtuous cycle wherein greater
advertisement spending could push up footfalls and premiumisation and thus drive revenue growth at a mid-
teen rate. BIL also decided to focus on franchising after a 20-year gap. This two-year old initiative has added
140 plus stores by FY19 end.
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Exhibit 3: 4QFY19 performance

Institutional Equities

Y/E Mar (Rsmn) 4QFY18 3QFY19 4QFY19 YoY(%) QoQ (%) 4QFY19E  Deviation (%)
Net Sales 6,323 7,787 6,794 7.4 (12.8) 7,335 (7.4)
Net RM & Purchase of finished goods 2,789 3,226 2,915 45 (9.6) 3,089 (5.6)
% of Sales 44.1 41.4 42.9 - - 42.1 -
Gross Margin (%) 55.9 58.6 57.1 - - 57.9 -
Rental Expenses 896 970 969 8.1 (0.1) 1,004 (3.5
% of Sales 14.2 12.5 14.3 - - 13.7 -
Other expenses 1,006 1,124 1,117 11.0 (0.6) 1,167 (4.3)
% of Sales 15.9 144 16.4 - - 15.9 -
Employee Cost 809 831 849 4.9 22 930 (8.7)
% of Sales 12.8 10.7 12.5 - - 12.7 -
EBITDA 823 1,636 945 14.8 (42.3) 1,145 (17.5)
EBITDA Margin (%) 13.0 21.0 13.9 - - 15.6 -
Other Income 137 137 279 103.9 103.3 147 90.4
Depreciation 169 170 166 - - 176 (5.5)
Interest 5 9 6 - - 11 (46.5)
PBT 771 1,594 1,052 36.4 (34.0) 1,105 (4.8)
Provision for Tax 250 562 169 (32.2) (69.9) 386 (56.1)
Effective Tax Rate 32 35 16 - - 35 -
Minority share in Profit / Loss 0 0 0 - - 0 -
PAT (Reported) 521 1,032 882 69.4 (14.5) 719 22.8
NPM (%) 10.1 8.3 13.3 - - 9.3 -
Source: Company, Nirmal Bang Institutional Equities Research
Exhibit 4: P/E multiple chart
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Financials

Exhibit 5: Income statement Exhibit 6: Cash flow

(Y/E March) FY17  FY18  FY19 FY20E  FY21E  Y/E March (Rsmn) FY17  FY18  FY19 FY20E FY21E
Net Sales 24743 26293 29284 33438 38454 EBIT 2135 2934 4120 4990 6,021
-Growth (%) 2.1 6.3 11.4 14.2 15.0  (Inc.)/dec. in working capital 620 (519) (759) (846) (645)
CR-}(a)\(’)Vdr:?)frrcl:?llaasgd Finished 11,529 11,959 12,843 14,424 16,492 Cash flow from operations 2,755 2,415 3,361 4,144 5,377
Gross Margin 13214 14334 16441 19014 2162  Onerincome 460 508 68 60z 654
% of sales 534 545 56.1 56.9 571 Depreciation & amortisation 650 604 640 669 769
Employee Expenses 2732 2954 3311 3708 4453 | nancialexpenses @ 4 G5 M) @
% of sales o 112 113 111 g Taxpaid (782) (1,164) (1486) (1.947) (2,327)
Rent Expense 3564 362 3793 4249 4758 Dvidendspaid (62)  (621)  (803)  (9%64)  (1,157)
% of sales 144 138 130 127 124 DXwacrdnaryitem 250 ; ’ ;

Other Expenses 4132 4220 4576 5308 6,260 Net cash from operations 2,711 1,701 2,362 2,461 3,273
% of sales 167 16.0 156 161 163 Capital expenditure (396) (692) (893)  (1,256)  (1,256)
EBITDA 2786 3538 4761 5659 6791 Net cash after capex 2,315 1,009 1,469 1,205 2,017
EBITDA Margin (% of sales) 13 135 163 169 77 |nc/ldec)indebt ; ; ; ;

Other income (net) 460 508 685 602 gs4  (InC/decininvestments 2 @) 08 ;

PBT 2555 3400 4770 5550  gesp  Codyissue/(Share Buyback)

-PBT margin (% of sales) 103 129 163 166 172 Coshfromfinancial activities 2 (2 (149 ;

Provision for tax 782 1164 1486 1047 237 Oners ’ ; ) ;

Effective tax rate (%) 06 342 312 351 a5q openngeash 3425 5220 5885 830 8371
Net profit 74 226 3284 g0 ages Cosmocash 5220 5885 8390 8371 10,735
Grouth (%) 56 961 460 o7 1o Changeincash 179 665 2505  (19) 2,364
-Net profit margin (%) 7.2 8.5 11.2 10.8 11.2  Source: Company, Nirmal Bang Institutional Equities Research
Shares outstanding- Basic 129 129 129 129 129

Exhibit 8: Key ratios

Source: Company, Nirmal Bang Institutional Equities Research

Y/E March FY177  FY18  FY19 FY20E FY21E

Exhibit 7: Balance sheet Per Share (Rs)

Y/E March (Rsmn) FY17  FY18  FY19 FY20E FY21E EPS 138 174 256 28.0 335

Equity capital 643 643 643 643 643 FDEPS 138 174 266 280 335

Reserves & surplus 12601 14145 16823 19262 22474 DvidendPerShare 45 48 63 75 %0
Book Value 103 115 136 155 177

Net worth 13243 14787 17465 19904 22813 Lo ted %)

Other liabilities (1,004)  (1,054) (73)  (1,09)  (1.09) Dividend Yield 03 04 05 06 07

Total liabilities 12,240 13,733 17,393 18807 21,716  Djvidend Payout Ratio (incl DT) 384 325 295 323 324

Net block (incl. CWIP) 2735 2945 3146 3905 3,805 Growth (%)

Investments 1630 1853 1,996 1996 1996 Revenue 2.1 6.3 114 14.2 15.0

Deferred tax asset - net 890 1,054 1098 1008 1,008 EBITDA 1.0 270 34.5 18.9 200

ﬁtvheer:tg;’ig;m assets (Mainly 7410 8335 8853 10096 11516 ;ﬁ:gins % 196 es 9T 18s

Debtors 694 886 653 929 1,068  Gross Margin 534 545 56.1 56.9 57.1

Cash & bank balance 5220 5885 8300 8371 10,735 EBITDA Margin 113 135 16.3 16.9 17.7

Loans and Advances 294 370 479 468 538  PAT Margin 72 8.5 1.2 10.8 1.2

Total current assets 13619 15476 18375 19,863 23857 Retumnratios (%)

Total current liabilities 5988 6662 6296 6958 7942 OF 141 16.0 204 19.3 202
RoCE 170 209 256 26.7 28.2

Net current assets 7,631 8,814 12,079 12,906 15,915 Pre Tax ROIC 36.7 515 634 646 69.1

Total assets 12,239 13,733 17,393 18,807 21,716 Tunover Ratios

Source: Company, Nirmal Bang Institutional Equities Research Asset Turnover Ratio 2.0 1.9 1.7 1.8 18
Debtor Days 10 1 10 9 9
Inventory Days 117 121 123 120 120
Valuation ratios (x)
PER 96.0 76.2 519 473 39.6
P/BV 13 12 10 9 7
EV/EBTDA 58.7 459 336 28.3 232
EV/Sales 6.6 6.2 55 48 41

Source: Company, Nirmal Bang Institutional Equities Research
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Rating track

Date Rating Market price (Rs) Target price (Rs)
12April 2016 Buy 415 547
16May 2016 Buy 468 589
1 August 2016 Accumulate 548 589
3 November 2016 Accumulate 604 655
7 February 2017 Accumulate 759 720
16 May 2017 Accumulate 576 600
3 August 2017 Accumulate 584 610
8 September 2017 Accumulate 692 696
15 November 2017 Accumulate 783 755
2 January 2018* Accumulate 757 755
14 February 2018 Buy 713 821
25 June 2018 Buy 830 952
23 July 2018 Buy 842 970
9 November 2018 Accumulate 1,012 1,055
14 February 2019 Buy 1,272 1,479
7 March 2019 Accumulate 1,344 1,479
3 June 2019 Accumulate 1,325 1,410

*Coverage shifted to Girish Pai with effect from 2January 2018
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DISCLOSURES

This Report is published by Nirmal Bang Equities Private Limited (hereinafter referred to as “NBEPL”) for private circulation. NBEPL is a
registered Research Analyst under SEBI (Research Analyst) Regulations, 2014 having Registration no. INH000001436. NBEPL is also
a registered Stock Broker with National Stock Exchange of India Limited and BSE Limited in cash and derivatives segments.

NBEPL has other business divisions with independent research teams separated by Chinese walls, and therefore may, at times, have
different or contrary views on stocks and markets.

NBEPL or its associates have not been debarred / suspended by SEBI or any other regulatory authority for accessing / dealing in
securities Market. NBEPL, its associates or analyst or his relatives do not hold any financial interest in the subject company. NBEPL or
its associates or Analyst do not have any conflict or material conflict of interest at the time of publication of the research report with the
subject company. NBEPL or its associates or Analyst or his relatives do not hold beneficial ownership of 1% or more in the subject
company at the end of the month immediately preceding the date of publication of this research report.

NBEPL or its associates / analyst has not received any compensation / managed or co-managed public offering of securities of the
company covered by Analyst during the past twelve months. NBEPL or its associates have not received any compensation or other
benefits from the company covered by Analyst or third party in connection with the research report. Analyst has not served as an
officer, director or employee of Subject Company and NBEPL / analyst has not been engaged in market making activity of the subject
company.

Analyst Certification: |, Girish Pai, research analyst and the author of this report, hereby certifies that the views expressed in this
research report accurately reflects my personal views about the subject securities, issuers, products, sectors or industries. It is also
certified that no part of the compensation of the analyst was, is, or will be directly or indirectly related to the inclusion of specific
recommendations or views in this research. The analyst is principally responsible for the preparation of this research report and has
taken reasonable care to achieve and maintain independence and objectivity in making any recommendations.
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Disclaimer
Stock Ratings Absolute Returns

BUY >15%
ACCUMULATE -5% t015%
SELL <-5%

This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. NBEPL
is not soliciting any action based upon it. Nothing in this research shall be construed as a solicitation to buy or sell any security or product, or to
engage in or refrain from engaging in any such transaction. In preparing this research, we did not take into account the investment objectives,
financial situation and particular needs of the reader.

This research has been prepared for the general use of the clients of NBEPL and must not be copied, either in whole or in part, or distributed or
redistributed to any other person in any form. If you are not the intended recipient you must not use or disclose the information in this research in any
way. Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. NBEPL will not treat recipients
as customers by virtue of their receiving this report. This report is not directed or intended for distribution to or use by any person or entity resident in
a state, country or any jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation or which would
subject NBEPL & its group companies to registration or licensing requirements within such jurisdictions.

The report is based on the information obtained from sources believed to be reliable, but we do not make any representation or warranty that it is
accurate, complete or up-to-date and it should not be relied upon as such. We accept no obligation to correct or update the information or opinions in it.
NBEPL or any of its affiliates or employees shall 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. NBEPL or any of its affiliates or employees do not provide, at any time, any express or implied warranty of
any kind, regarding any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular
purpose, and non-infringement. The recipients of this report should rely on their own investigations.

This information is subject to change without any prior notice. NBEPL reserves its absolute discretion and right to make or refrain from making
modifications and alterations to this statement from time to time. Nevertheless, NBEPL is committed to providing independent and transparent
recommendations to its clients, and would be happy to provide information in response to specific client queries.

Before making an investment decision on the basis of this research, the reader needs to consider, with or without the assistance of an adviser, whether
the advice is appropriate in light of their particular investment needs, objectives and financial circumstances. There are risks involved in securities
trading. The price of securities can and does fluctuate, and an individual security may even become valueless. International investors are reminded of the
additional risks inherent in international investments, such as currency fluctuations and international stock market or economic conditions, which may
adversely affect the value of the investment. Opinions expressed are subject to change without any notice. Neither the company nor the director or the
employees of NBEPL accept any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or
further communication in relation to this research. Here it may be noted that neither NBEPL, nor its directors, employees, agents or representatives shall be
liable for any damages whether direct or indirect, incidental, special or consequential including lost revenue or lost profit that may arise from or in
connection with the use of the information contained in this report.

Copyright of this document vests exclusively with NBEPL.

Our reports are also available on our website www.nirmalbang.com

Access all our reports on Bloomberg, Thomson Reuters and Factset.
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