
 
 

 
  

    

 
 
 
 
 
 
We interacted with the senior management of Bata India (Bata). The company is the largest footwear retailer in India 
with 1340 stores across the country. From being a predominantly lower-end/ men’s footwear retailer, Bata has 
transformed itself to cater to a wider consumer set in terms of gender (increasing revenue share of women and 
children’s footwear) and income group (expanding the premium range). This shift in strategy has led to accelerated 
growth and sharp improvement in profitability (margins doubled in the past four years). Bata’s increasing scale, focus 
on enhancing the premium portfolio and aggressive store expansion as also refurbishment plans point to a promising 
growth outlook. Over 60% of the Rs200bn Indian footwear market is unorganized, with rural India accounting for 75% of 
the consumption. This implies huge potential in terms of conversion from unorganized to organized segment and 
premiumisation. With its unmatched scale and reach, Bata is likely to be the biggest beneficiary of this opportunity 
provided it remains relevant to an increasingly younger consumer profile. The stock trades at 23x CY11 earnings. 

Key takeaways from the meeting 

A large market… and an even larger opportunity 

The Indian footwear industry has a market size of Rs200bn, with the unorganized segment constituting over 60%. 
Moreover, about 75% of the total consumer base lies in rural India. An urban customer spends an average Rs240 pa for 
footwear as against Rs100 pa in rural India, which implies a huge scope for premiumisation across rural and urban 
markets. Though men’s footwear accounts for 50% of the market, its share has been gradually decreasing as women 
and children’s segments are now growing at faster. With an unmatched reach (1340 stores, the largest footwear 
retailer), strong brand equity and a wide product portfolio across segments, Bata stands to be a big beneficiary. 

Adapting to changing consumer needs bearing fruit 

Bata has, in the past few years, strived to become more relevant to the increasingly demanding modern consumer. The 
company now changes 70% of its merchandise every 7-8 months to keep in step with the latest trends. It has renewed 
its product lines, introduced new brands, refurbished or shut down old stores while expanding its portfolio across the 
consumer chain (men, women and kids). As a result, only 50-55% of the company’s sales now come from men’s 
footwear, as against ~75% three years back. The ladies segment now contributes 20-22% and children’s 8-10%. Focus 
on improving the mix has significantly boosted margins, albeit at the cost of volume growth. These factors have driven 
ahead-of-industry growth levels and doubled EBITDA margins from 7.5% in CY07 to 15% in CY11.  

Demand momentum to continue; volume growth back on track 

Focus on improving the product mix resulted in muted volume growth in CY11. However, volumes have improved in 
CY12, with a 14% volume growth in Q1 as compared to low single-digit volumes in the corresponding quarter. Though 
the management expects the momentum to continue, we believe a large part of incremental volumes will come from 
new stores (75 in Q1). The company is not seeing any signs of a slowdown and believes the demand momentum seen 
in Q1 (31% revenue growth) should translate into a healthy 20%+ revenue expansion this year.  
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Aggressive expansion plans; focus on larger format stores 

Bata operates 1340 stores, of which 250 are owned by dealers. The company opened 100 stores this year and shut 20. 
The strategy is to remodel the old stores (~500; area, 500-600 sqft) into larger format stores (2500-3000 sqft) and shut 
down redundant ones. The company plans to open 150 stores this year and is investing Rs750m as retail capex. The 
expansion target is in line with what the company achieved in CY11 (opened 146 stores and remodeled 30 unviable 
stores to large format). The large format stores showcase the complete range of products besides offering far higher 
margins than the smaller stores. The company expects all new stores to break even in the first year. 

Margins to be stable despite front-ended costs for new stores 

Adding premium products and large format stores have been providing higher margins and improving profitability. 
Accordingly, the company expects to sustain ~15% EBITDA margins despite incurring higher costs for new stores 
(rentals, staff costs, etc) helped by improved volume growth and continued premiumisation.  

New product lines and formats to support growth 

Bata is planning to open exclusive outlets for its premium range of footwear, Hush Puppies. The company is exploring a 
new format called FOOTIN to sell affordable but stylish footwear to youth in tier 2 and tier 3 cities. It has launched 
“BATA HOME Delivery” service and is also exploring the online retail channel to spur growth. 
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Key financials 

As on 31 March CY07 CY08 CY09 CY10 CY11 
Net sales (Rs m) 8,675 9,869 10,917 12,582 15,421 
Adj. net profit (Rs m) 474 607 672 954 2,258 
Shares in issue (m)  64.3   64.3   64.3   64.3   64.3  
Adj. EPS (Rs) 7.4  9.5  10.5  14.8  35.1  
        % change - 28.0  10.7  41.8  136.8  
PE (x) 108.8  85.0  76.8  54.1  22.9  
Price/ Book (x) 20.5  17.7  15.4  13.0  9.0  
EV/ EBITDA (x) 75.4  53.4  39.2  29.8  21.2  
RoE (%) 20.5  22.4  21.5  26.0  46.4  
RoCE (%) 17.6  18.6  18.5  23.8  44.8 
Source: Bloomberg 
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Disclaimer 

This document has been prepared by IDFC Securities Ltd (IDFC SEC). IDFC SEC and its subsidiaries and associated companies are a full-service, integrated investment banking, investment 
management and brokerage group. Our research analysts and sales persons provide important input into our investment banking activities. 

This document does not constitute an offer or solicitation for the purchase or sale of any financial instrument or as an official confirmation of any transaction. 

The information contained herein is from publicly available data or other sources believed to be reliable. While we would endeavor to update the information herein on reasonable basis, the 
opinions and information in this report are subject to change without notice and IDFC SEC, its subsidiaries and associated companies, their directors and employees (“IDFC SEC and affiliates”) are 
under no obligation to update or keep the information current. Also, there may be regulatory, compliance, or other reasons that may prevent IDFC SEC and affiliates from doing so.  Thus, the 
opinions expressed herein should be considered those of IDFC SEC as of the date on this document only. We do not make any representation either express or implied that information contained 
herein is accurate or complete and it should not be relied upon as such.  

The information contained in this document has no regard to the specific investment objectives, financial situation or particular needs of any specific recipient. This document is prepared for 
assistance only and is not intended to be and must not alone be taken as the basis for an investment decision.  The investment discussed or views expressed in the document may not be suitable 
for all investors.  Investors should make their own investigations as they deem necessary to arrive at an independent evaluation of an investment in the securities of companies referred to in this 
document (including the merits and risks involved) and investment decisions based upon their own financial objectives and financial resources.  Investors assume the entire risk of any use made of 
the information contained in the document.  Investments in general involve some degree of risk, including the risk of capital loss.   Past performance is not necessarily a guide to future performance 
and an investor may not get back the amount originally invested. 

Foreign currency-denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or the price of, or income derived from, the investment. In 
addition, investors in securities, the values of which are influenced by foreign currencies, effectively assume currency risk.  

Affiliates of IDFC SEC may have issued other reports that are inconsistent with and reach different conclusions from, the information presented in this report. 

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 or use would be contrary to law, regulation or which would subject IDFC SEC and affiliates to any registration or licensing requirement within such jurisdiction. 
The securities described herein may or may not be eligible for sale in all jurisdictions or to a certain category of investors. Persons in whose possession this document may come are required to 
inform themselves of, and to observe, such applicable restrictions. 

Reports based on technical analysis centers on studying charts of a stock's price movement and trading volume, as opposed to focusing on a company's fundamentals and, as such, may not 
match with a report on a company's fundamentals. 

IDFC SEC and affiliates, their directors, officers, and employees may from time to time have positions in, purchase or sell, or be materially interested in any of the securities mentioned or related 
securities. IDFC SEC and affiliates may from time to time solicit from, or perform investment banking, or other services for, any company mentioned herein. Without limiting any of the foregoing, in 
no event shall IDFC SEC, any of its affiliates or any third party involved in, or related to, computing or compiling the information have any liability for any damages of any kind including but not 
limited to any direct or consequential loss or damage, however arising, from the use of this document.  Any comments or statements made herein are those of the analyst and do not necessarily 
reflect those of IDFC SEC and affiliates. 

This document is subject to changes without prior notice and is intended only for the person or entity to which it is addressed and may contain confidential and/or privileged material and is not for 
any type of circulation. Any review, retransmission, or any other use is prohibited. 

Though disseminated to all the customers simultaneously, not all customers may receive this report at the same time. IDFC SEC will not treat recipients as customers by virtue of their receiving this report. 

IDFC Capital (USA) Inc. has reviewed the report and, to the extent that it includes present or past information, it is believed to be reliable, although its correctness cannot be assured. 

The analyst certifies that all of the views expressed in this research report accurately reflect his/her personal views about any and all of the subject issuer(s) or securities. The analyst certifies that no 
part of her compensation was, is, or will be directly or indirectly related to the specific recommendation(s) and/or views expressed in this report. 

Additional Disclosures of interest: 
1. IDFC SEC and its affiliates (i) may have received compensation from the company covered herein in the past twelve months for investment banking services; or (ii) may expect to receive or 

intends to seek compensation for investment-banking services from the subject company in the next three months from publication of the research report. 
2. Affiliates of IDFC SEC may have managed or co-managed in the previous twelve months a private or public offering of securities for the subject company. 
3. IDFC SEC and affiliates collectively do not hold more than 1% of the equity of the company that is the subject of the report as of the end of the month preceding the distribution of the research 

report. 
4. IDFC SEC and affiliates are not acting as a market maker in the securities of the subject company. 
 
Explanation of Ratings: 
1.  Outperformer :    More than 5% to Index  
2.  Neutral  :    Within 0-5% (upside or downside) to Index 
3. Underperformer :    Less than 5% to Index 
 
Copyright in this document vests exclusively with IDFC Securities Ltd. 
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