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Relaxo Footwear Ltd. — BUY

Investment Thesis

Relaxo Footwears Limited (Relaxo) is managed and headed by team of
experienced industry veterans. The management has a proven frack record of
meeting fargets and executing growth plans. The focus of management has
been lean manufacturing, yield improvement and cost optimization. This
approach has led Relaxo to be a cost leader in the footwear segment.

Over the years, Relaxo has become a household name with strong brand
recall. The product is endorsed by superstar celebrities viz., Salman Khan and
Akshay Kumar, which provides it massive visibility. Further, the company has
built a wide distribution network of over 65,000 retailers/ Mulfi-Brand Outlets,
~650 distributors, and 387 EBOs.

Manufacturing excellence is the biggest moat Relaxo possess. By the end of
FY23, Relaxo has a manufacturing capacity of ~10 lakh pairs/ day and is
operating at ~50% utilization overall (capacity utilization of closed footwear
was 60%). Additionally, management incurred CapEx of Rs. 174 crs in FY23.
Currently, capacity is enough fo accommodate the demand for the next 2
years.

Relaxo became debt free in FY23.

Operating margin was under pressure during FY23 due to the inflation in the
raw material. Further, Relaxo lost market share to the unbranded players since
its prices were not competitive in the value category. Relaxo significantly
reduced prices, which allowed it to regain market share lost in the previous
two quarters. According to the management guidance, raw material prices
are expected to moderate, which will help improve margins and regain all lost
market share by H1FY24.

Management Guidance

o Currently, Sparx is a Rs. 400 crs brand and management aims to reach Rs.
1,000 crs.

Target double-digit volume growth in FY24, with a minimum of 15%.

EBITDA Margin to be stable around 15 - 16%

Target realization per pair to be ~Rs. 160 — 165 for FY24.

Management is looking to improve share from online channels and is
exploring partnerships with AJIO and Tata CLIQ.
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Financials

In Q1FY24, Relaxo’s revenue grew by 11% Y-o-Y to Rs. 739 crs from Rs. 667 crsin
QITFY23. During FY23, revenue increased by 4.67%. The topline has expaned at
a modest CAGR of 7.47% during FY19-23, with Sparx being a strong driver for
growth.

Particulars FY20  FY21 | FY22  FY23  FY24E |
Revenue (Rs in Crs) 2,419 2,381 2,676 2,801 3.116
EBITDA (Rs in Crs) 418 518 439 354 467
Adj. PAT (Rs in Crs) 226 291 232 154 247
Adi. EPS (Rs.) 902 | 11.74| 935| 621 9.95
PE Multiple (x) 6551 | 7447 | 11395| 13678 | 115.00
ROE (%) 1916 | 2061 | 1400 | 1321| 11.76
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Market Cap (Rs. Crs) 23,604
Market Cap ($ Mn) 2,883
Shares O/S (in Mn) 249
Avg. Volume (3 month) 10,930
52-Week Range (Rs.) 1,107 / 748

Shareholding Pattern
Promoters 71.27
FlIIs 2.87
Institutions 7.96
Others (incl. body corporate) 17.98
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Div Yield (%) 0.27
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TTM EPS (Rs.) 6.21
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e EBITDA Margin has increased 14.6% in Q1FY24 marking a jump of 170 bps Y-o-Y.
The EBITDA saw a growth of 25% Y-oY to reach Rs. 108 crs. EBITDA Margin has
depressed to 12.64% in FY23 from 16.41% in FY22, primarilly on account of raw
material cost inflation. Further, to regain market share, Relaxo undertook price
cuts. Raw material prices corrected during H2FY23 which helped improve
operating performance.

o Consequently, PAT declined to Rs. 154 crsin FY23 from Rs. 232 crsin FY22.

Key Business Highlights

e Relaxo the largest footwear manufacturing company in India, which deals in
non-leather products i.e. rubber/EVA slippers, canvas shoes, sport shoes,
sandals, school shoes and other types of footwear. It is also the leader in 'value'
segment footwear.

e It has a portfolio of 9 brands namely Relaxo, Flite, Sparx, Boston, MaryJane,
Casualz, KidsFun and Bahamas.

« Average realization per pair remained steady Rs. 145

e During FY23, to cater the demand for the Sparx Sportwear segment, capacity
expansion was undertaken. Sparx account for 40% of portfolio and withessed
13% Y-o-Y growth.

Valuation

The recent price correction is helping Relaxo improve performance and is likely to
pick up from FY24 led by improvement in volumes and margin pressures will ease
as management expects input prices to soften, elevating the profitability. After
the Q1FY24 results, Relaxo is available at PE / EBITDA Multiple of 137.3x / 62.3x
against Industry PE / EBITDA Multiple of 100.8x / 44.5x which is a at ~40% premium.
However, since Relaxo is leader in the space, has great growth prospects,
equiped with an experienced and agile management.

Therefore, in light of above, we ascribe a BUY rating for Relaxo with a target price
of Rs. 1,144.00, translating to an upside of ~20%.

Risk & Concern

» Slowdown in discretionary demand would affect revenue growth.

e Increased competition from unbranded players in highly penetrated
categories could threaten revenue growth.

* Any significant increase in rubber prices or that of crude oil derivatives would
adversely impact profitability.
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Figure 2: EBITDA & EBITDA Margins Trend
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Figure 3: Brand-wise Breakup (FY23)
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Disclosure: M/s. Bonanza Portfolio Ltd here by declares that views expressed in this report accurately reflect view point with subject to
companies/securities. M/s. Bonanza Porffolio Ltd has taken reasonable care to achieve and maintain independence and objectivity
in making any recommendations. The Analysts engaged in preparation of this Report or his/her relative: - (a) do not have any financial
interests in the subject company mentioned in this Report; (b) do not own 1% or more of the equity securities of the subject company
menfioned in the report as of the last day of the month preceding the publication of the research report; (c) do not have any material
conflict of interest at the fime of publication of the Report. The Analysts engaged in preparation of this Report:- (a) have not received
any compensation from the subject company in the past twelve months; (b) have not managed or co-managed public offering of
securities for the subject company in the past twelve months; (c)have not received any compensation for investment banking or
merchant banking or brokerage services from the subject company in the past twelve months; (d) have not received any
compensation for products or services other than investment banking or merchant banking or brokerage services from the subject
company in the past twelve months; (e) has not received any compensation or other benefits from the subject company or third party
in connection with the Report; (f) has not served as an officer, director or employee of the subject company; (g) is not engaged in
market making activity for the subject company.

M/s. Bonanza Portfolio Ltd is a registered Research Analyst under the regulation of SEBI, the year 2014. The Regn No. INH100001666 and
research analyst engaged in preparing reports is qualified as per the regulation's provision.

Disclaimer: This research report has been published by M/s. Bonanza portfolio Ltd and is meant solely for use by the recipient and is not
for circulation. This document is for information purposes only and information / opinions / views are not meant to serve as a
professional investment guide for the readers. Reasonable care has been taken to ensure that information given at the time believed
to be fair and correct and opinions based thereupon are reasonable, due to the nature of research it cannot be warranted or
represented that it is accurate or complete and it should not be relied upon as such. If this report is inadvertently send or has reached
to any individual, same may be ignored and brought to the attention of the sender. Preparation of this research report does not
constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Past performance is not a guide for future performance. This Report has been prepared on the basis of publicly
available information, internally developed data and other sources believed by Bonanza portfolio Ltd to be reliable. This report should
not be taken as the only base for any market transaction; however this data is representation of one of the support document among
other market risk criterion. The market participant can have an idea of risk involved to use this information as the only source for any
market related activity. The distribution of this report in definite jurisdictions may be restricted by law, and persons in whose custody this
report comes, should observe, any such restrictions. The revelation of interest statements integrated in this analysis are provided
exclusively to improve & enhance the transparency and should not be freated as endorsement of the views expressed in the analysis.
The price and value of the investments referred to in this report and the income from them may go down as well as up. Bonanza
portfolio Ltd or its directors, employees, affiliates or representatives do not assume any responsibility for, or warrant the accuracy,
completeness, adequacy and reliability of such information / opinions / views. While due care has been taken to ensure that the
disclosures and opinions given are fair and reasonable, none of the directors, employees, affiliates or representatives of M/s. Bonanza
portfolio Ltd shall be liable. Research report may differ between M/s. Bonanza portfolio Ltd RAs and other companies on account of
differences in, personal judgment and difference in time horizons for which recommendations are made. Research entity has not
been engaged in market making activity for the subject company. Research analyst has not served as an officer, director or
employee of the subject company. Research analyst have not received any compensation/benefits from the Subject Company or
third party in connection with the research report.
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