RBL – Trading update.
A crossroads
Reece F.

Chapter 1 – Breaking down the letter to shareholders.

Here Michael is outlining what he desires RBL to become – a hub for everything unique and customised
(instead of commoditised branding in shopping).
Whether one is bullish, or bearish on RBL in general there are a few arguments made (& I have hypothesized
below)

Typical Bull thesis – shopping experiences and consumer trends are changing. Customisation and shopping
online is becoming a lot more preferable to that of the past. Yes, understandably COVID has changed the
consumer landscape, but the trend is here to stay. Now that people have had a taste of what its like to shop
online, they prefer to do that moving forward.

Typical bear thesis,– “Ah yes mask sales can’t be sustained and the growth that RBL experienced over the past
12 months was because everyone was stuck at home isn’t going to last. Everyone that shopped online over
the past 12 months will go back to doing so in person”.
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There are some truths in both, but below are a bunch of facts that contradict both arguments in some sense.
•
•
•
•

The majority of RBL sales come from America, whereby lockdowns have been inconsistent over the
last 12 months.
Lockdowns in many US states were inconsistent, some shops remained open.
Masks as a % of sales has come down from a high of ~13%.
COVID & lockdowns in general are “phasing out” due to the vaccine rollout (particularly in the US &
UK markets).

Michael Ilcyznski (CEO) is obviously of the belief that the consumer changes that were forced by the covid
lockdowns will somewhat be affected in the long run. Otherwise what successful business person/investor
would step into the role of RBL CEO, take a $2m stake in the company and then plan to double revenue over
the next 3 years.

How does he plan to do this;
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To translate the above in my honest opinion;
Michael understands that RBL is at a crossroads when it comes to capturing the massively increased total
addressable market (TAM). To become a global leader in this space, RBL (& their shareholders) must be
willing to sacrifice some short term profits/free cash flows by investing heavily in marketing & customer
acquisition.
I believe in the coming 6-12 months, Michael will be taking a hammer to the Profit & loss statement.
“Disciplined investment” = spending a shit load of money so that the customer base is much much wider in
2024.

By 2024, the disciplined investment into the companies marketing and revenue growth capabilities will begin
to shine through. The RBL will hopefully be the leader in the global ecommerce space and thus the operating
leverage Michael hoped for will be delivered to shareholders.
I think what this effectively means for shareholders is that the next 18-24 months will see a lot of relatively
flat, or downward pressure on profits/cashflows and thusly returns. The reward that one will experience from
an investment today will NOT be in a linear fashion, more like below.
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What I like a lot about all of this – Michael is able to quantify some objectives for RBL by FY2024.

10-15% EBITDA margin is a wide margin. 10% would make the investment a sell, where 15% would make RBL a
screaming buy. My quantified analysis is as follows;

Chapter 2 – Outcomes from the aspirations set by the CEO.

#outcome 1 – Low conviction and bottom of the range aspirations
(Here I taken the above aspirations at the bottom of the range.)

The P&L statement would look roughly like below
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Then comes – “What will the market value this at in 2024, keeping in mind that it has *barely* hit
the targets set in FY21”
Below is a range of outcomes, based on a share price of approximately $4.20 and no new share
issues.;

(I.e if we believe the business will be valued at a EV/EBITDA of 10 times, it will price a
compounded annualised investment return in FY24 of 0%, and give the business a P/E of 16 x).

So in short, given that outcome #1 occurs, the business would have to command a 17x EV/EBITDA
to make the investment attractive at the current price.
I would never investment in RBL, needing a stretched valuation of 17x to give me a decent return of
20% CAIR.
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#outcome 2 – Medium conviction
(Here I have taken a midpoint of the aspirations set by the CEO)

The P&L would look roughly as follows;

If they can achieve the midpoint of the results, the outcomes are a lot more positive.
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I would only need a EV/EBITDA multiple of 14x to make an affective 25% CAIR. I think 14x is a
reasonable multiple to pay for a business that is rather capital light and FCF generating.

#outcome 3 – High conviction

The P&L would roughly look as follows;
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And the results are a lot more attractive when it comes to valuation.

So if; I believe the company can achieve an EBITDA margin of 15% on 1.25bn, I would buy today
regardless of what the market valuation in 2024 would be (see all green outcomes). My CAIR would
be atleast 20%.
If the company were able to achieve the targets in outcome 3, the market multiple applied in 2024,
is likely to be 14 x EV/EBITDA +, making the return per annum 35% +.

For the sake of simplicity, I have highlighted in RED where I believe the investment outcomes
represents a sell and green where I believe it represents a BUY. (or uncoloured where I think it’s a
hold).
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Chapter 3 – Taking a probability weighted average for IV

Just to clarify, I have used the above formula in calculating an IV. Steps are listed below;
Step 1 – Come up with valuations under different outcomes (bullish, bearish & medium case)
Step 2 – Apply different probability weightings to each outcome
Step 3 – Multiply the output * the probability applied and sum them all.

Below are the weightings I have applied to each outcome.

Outcome #1 – Low conviction

i.e – the stock if performing poorly will likely demand a lower a multiple. A higher probability has hence been
applied to a 12x EV/EBITDA multiple.

Outcome #2 – Medium conviction
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Outcome #3 – High conviction

(i.e if the stock pulls through at a 15% EBITDA margin, the market will more likely value it on a
multiple of 14x +)

Outcomes #4&5 – Severe out/under performance

Output - IV
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Chapter 4 – What happens in the short to medium term?

In short, I wouldn’t be surprised to see the stock under pressure. To quantify this to those who base everything
off numbers (usually myself) a 30% decline from the time of writing price, $4.20, leaves the stock around $3.
Unless the sales numbers are impressive for the JH (weaker half), I wouldn’t expect to see too much genuine
upside*.
(*When I say genuine upside I mean value creation because who knows in todays market)

One may reasonably ask – “If you think the stock will go down in the short term, then why would you want to
buy or hold in the mean time?”
For me I think its depends on a few of the following factors in which I have made elaborating points;
•

•
•

Investment style/philosophy
o Those that have a “bottom drawer” approach to stocks in which they hold may just to happy
to pay now and see the gains in the future
A lack of other attractive opportunities
o I mean you don’t want to just hold cash, right?
Not trying to time ‘the bottom’
o If the stock falls and the valuation & thesis remain attractive, then it just makes sense to buy
more stock. Trying to guess when this is on a timeline is a fools game.

Conclusion
Its going to take a lot of execution and operational expertise from the management team to steer RBL towards
its 2024 objectives.
In saying that, the CEO knows the company better than myself or any other shareholder for that matter. It
wouldn’t be wise to bet against what he knows versus what you think you know.
Although Michael has only been at the helm for 5 months, he has a vested interest in the company and a great
resume to boot.

Perhaps a classic tale of under-promise and over deliver? Only time will tell.
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