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NO FIRST-HALF TEARS AT

TWENTYFOUR | SEVEN | FASHION

A BOOHOO BRIEFING

For those unfamiliar with the retailer,
Boohoo.com is a low-price, fast-fashion
retailer targeting young shoppers. Its products
are 100% private label and sold at prices
pitched somewhere between Primark’s and
H&M’s. We think Boohoo.com benefits a little
from Primark’s refusal to sell online, given the
slight overlap in positioning. We do not see
Primark moving into e-commerce in the
medium term, so it is not a threat on the
horizon.

Ranges are constantly refreshed at
Boohoo.com, with up to 100 new styles added
to the site each day. The site offers around
15,000 lines in total. Such a model brings the
added risk of holding excess inventory, as
styles fall out of fashion rapidly. But
Boohoo.com says that by operating a “test-
and-repeat” model, it reduces its stock-
holding risk.

ASOS is Boohoo.com’s better-known UK pure-
play rival—but it is much bigger, with sales of

£975.5 million (USS$1,496.9 million) in 2014,
seven times greater than Boohoo.com’s. There
are other differences, too:

Boohoo.com’s private-label offering sets it
apart from ASOS, which is a home to a large
number of brands.

Boohoo.com sells through 13 country-specific
sites, as well as through a transactional
website for the EU in general. Meanwhile,
ASOS sells through just eight national
websites.

Low price points mean that Boohoo.com
charges for delivery, while ASOS offers free
delivery on orders over £20 (€29.99, US$40).

At the same time, we think viewing these pure
plays as a story of Boohoo.com versus ASOS
overlooks their competition with brick-and-
mortar chains. We expect both retailers to
chip away at the likes of Topshop/Topman,
Miss Selfridge and Burton in the UK. And,
although H&M continues to grow robustly in
the UK, we suspect these pure plays are
having a softening effect on its growth rates.
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FIRST-HALF 2016 HEADLINES:
GROWTH STRENGTHENS

¢ In the six months ending August 31, Boohoo.com
grew revenue by 35% in British pound terms
(39% at constant exchange rates), to £90.8
million (US$139.3 million).

* UK sales were up 30%, sales in the rest of Europe
were up 19% (34% at constant exchange rates)
and sales in the rest of the world were up 65%
(75% at constant exchange rates).

* Gross profit rose by 30%, while gross margin fell
back slightly, to 60.1%, from 62.3% in the first
half of FY 2015.

* Qperating profit climbed 38%, yielding a first-half
margin of 6.6%, up from 6.4% in the first half of
FY 2015. The EBITDA margin was 8.4%.

* EPSjumped 55%, to 0.45p.

* Boohoo.com increased its number of active
customers by 32%, to 3.5 million. The stronger
sales growth reported by the company suggests
it is encouraging its existing shoppers to spend
more.

Boohoo.com reported some investments in its first-
half results that will help support further growth.
These included completion of a warehouse extension
that increased space by 33% and the launch of both a
new transactional app for the UK and mobile-
responsive sites for Europe.

The 35% jump in revenue was an improvement over
fiscal year 2015, when revenue grew by “just” 27%,
or 31% at constant exchange rates.

Boohoo.com is growing fast, but this is partially
because it is still at an early stage of growth. In fiscal
year 2015, the company had just a 0.2% share of UK
clothing, footwear and accessories spend, we
calculate.
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Figure 1. Boohoo.com Revenue (Left Axis) and YoY Revenue Growth (Right Axis)
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OPENING UP THE WHOLESALE CHANNEL

To reach more shoppers, Boohoo.com has begun a trial of selling its apparel through third-party
e-commerce players in the UK and abroad. The company said it plans to grow the number of
retailers it sells through and that it sees wholesaling as “an effective strategy to build [its] brand
internationally and broaden [its] customer reach.”

We think other big-name, mono-brand retailers should consider selling through third-party
retailers to bring their product to a broader audience. This model would suit those names trying
to capture shoppers who do not currently visit their site or walk through their doors, such as
younger consumers.

OUTLOOK
* Boohoo.com expects full-year revenue growth to be between 30% and 35%, and it looks to
have strong medium-term growth prospects.

* The company says it is trading in line with market expectations for EBITDA. According to
S&P Capital 1Q, consensus estimates are for EBITDA of £18.3 million for fiscal year 2016,
suggesting a full-year EBITDA margin of 10.2%.

* In the second half, the company will “look at opportunities to invest in building customer
lifetime value and market reach,” and it warned that this may impact margins in the near
term.

* With just 35% of Boohoo.com’s sales coming from outside the UK, there is considerable
scope for the company to grow international revenue. And with its tiny UK market share of
0.2% in fiscal year 2015, there is likely to be strong domestic growth ahead. That means
competition will intensify for brick-and-mortar fashion retailers in the UK and overseas.

* With a P/E ratio of 46.67 as of September 29, Boohoo.com has already seen the market
factor in its opportunities to expand. That ratio is still lower than ASOS’s, though, which has
a P/E of 59.38.

For more on this sector, keep an eye out for our forthcoming report entitled Online Fashion
Retailing.
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