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Key Statistics as of 10/21/2015 Thesis Points:

Market Price: $8.27 e Positive Macroeconomic Outlook: The end of the

Industry: Textiles “Baby Recession”

Market Cap: $84.60M

52-Weck Range: $7.07-$8.97 e Industry Leader in a Stable Retail Niche

Beta: 0.49 ¢ Income Opportunity in Dividend Yields

Company Description:

Crown Crafts, Inc. founded in 1957, is a retail company that designs, markets and provides home textile furnishings and
accessories. The operate through their wholly owned subsidiaries, Crown Crafts Infant Products, Inc. and Hamco, Inc.
Products of the subsidiaries include infant bedding, blankets, bibs, bath items and other nursery items.
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Thesis

Crown Crafts, Inc. (CRWS), will become a beneficiary of
a change in macroeconomic factors, specifically of
sociocultural factors due to the positive growth in the
economy of the United States. They are the industry
leader in their niche retail industry due to their breadth
of product lines, licensing agreements, product
differentiation, relationships with buyers, and their
financial position. Due to their lack of debt and a
moderate cash balance they are in a financially flexible
position which allows them to fund future growth
projects and acquisition opportunities. In addition,
Crown Crafts has a dividend yield of 3.9%, which
resulted in a payment of $0.32 per share in 2014, making
this investment an income stock with significant growth
potential.

Macroeconomic Industry Overview

In 2007, the United States went into an economic
recession stunting the economy as a whole causing
negative growth in GDP in 2008 and 2009. Since the
recession, the economy has recovered and consistently

grown at a rate around 2% a year.

M United States

(GDP Growth % From 2006-2014)

Real GDP growth estimates for the next fiscal year are
projected to be over 2%, with estimates hovering
between 2.4 and 2.7 percent. All indications point
towards healthy economic growth as a whole which
improves consumer confidence within the United States.
Another key market that has recovered since the
recession is the housing market. The Leading Index of
Healthy Housing Markets (LIHHM) claims the market
to be the healthiest it has been since 2001. In addition
the LIHHM indicates stability within the market claiming
that none of the 40 largest metropolitan statistical areas,
or MSAs, are vulnerable to a housing downturn and just
two MSAs are ranked negatively.
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Furthermore, the LIHHM forecasts a slight increase in
the markets’ score, creating greater consumer confidence
in a crucial family oriented market. The next
macroeconomic factor is the unemployment rate within
the United States. In 2009, the tail end of the recession,
unemployment more than doubled from where it was in
2007 (4.6% to 9.3%). Since 2009, the rate has gradually
decreased, reaching the current September rate of 5.1%.
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The increase in employment directly related to GDP
growth and the healthiness of many key markets. The
increase is another factor that gives the macroeconomic
outlook a more positive look, especially for consumers
planning on starting a family. Along with employment
rates, the national average salary has increased by 3.43%
from 2013 to 2014. The stable growth of GDP, the
healthiness of the housing market, the decrease in
unemployment and the increases in average salaries make
an ideal economic setting to start or extend a family.
Growth in birth rates climbed to a high before the
recession due to consumer confidence in the housing
market and increases in disposable incomes.

Annual U.S. Births (in millions)

4.50
a

ey

A
B b

P oo op P
(% Y
4, b= BT Ay

3.50

ST S S LSS SO

When the recession struck, the socioeconomic outlook

on having children turned negative, as people felt they
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could not afford to have children duting the time
creating the “Baby Recession”. The new macro outlook
on the economy has changed that view, as birthrates
experienced their first year of growth, between 2013 and
2014, since 2007 and rates ate expected to continually
increase. The increase in births will ultimately increase
the demand for baby products, Crown Crafts’ specialty.

Crown Crafts’ Operations

Crown Crafts has two wholly owned subsidiaries, Crown
Crafts Infant Products, Inc. and Hamco, Inc.
Net Sales by Operating Subsidiary

Crown
Crafts
Infant
Products
74%

Hamco
26%

Crown Crafts Infant Products, Inc. is based in Compton,
California and mainly manufactures infant bedding,
blankets and accessories to mass and specialty markets.
Hamco, Inc. is the market leader of infant and toddler
bibs and disposable products. Between the two
subsidiaries, a wide variety of products are produced all
targeted at infants and toddlers. One unique factor that
separates their operations is the amount of quality
production licenses they hold, licenses include huge
brands like Disney.
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These key licenses give them branding icons that are

superior to that of their peers and create a competitive
advantage for Crown Crafts. In addition, they have
strong relationships with major retailers such as
Walmart, giving them large arenas to generate sales
revenue. All major customers of Crown Crafts” products
are listed in the graph below.
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The strength of their relationships with retailers extends
to having private label programs with Walmart (“Parent’s
Choice”), Target (“Circo”) and Babies ‘R’ Us (“Koala
Baby”).

Benefits of Operating in this Niche
Markets

Manufacturing infant and toddler based products
creates a smaller, more selective, demographic. The
main demographic is parents with children under or
around the age of 5. With birth rates currently sitting
around 4 million per year and increased projections in
those rates demonstrates that it is relatively smaller
than other markets but not so small where upside
company growth is truncated. However due to its
limited size the threat of new entrants is low because
the industry is overlooked. The products being
produced within this niche industry do not suffer
from the threat of substitution. The products are
essential to the wellbeing of an infant and once a child
is born their parents must supply them with these
products. Companies are also not affected by the
bargaining power of suppliers. Most of the products
being manufactured use basic raw materials that are
not scarce and can made in numerous factories
overseas. Threats of competition within the industry
are somewhat high as companies fight for the limited
market share. However, companies are able to gain a
formidable advantage through product differentiation,
an example would be product licensing. The main
concern within this industry is the bargaining power
of buyers. If large retail corporations decide to drop a
product from their shelves or inventory, it could result
in significant drops in sales revenues. Overall this
niche industry is one that has limited risk to begin
with and numerous opportunities to lower that risk.

Leader in Niche Industry
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Main competitors of Crown Crafts, Inc. are typically,
private, Nano-cap companies that manufacture one of
the particular products that Crown Crafts makes.

Competitors  Infant  Toddler Bibs lank A i Disposabl Main
+ Bedding Bedding (16% (15% of {10% of (7% of Product
(27% of (25% of of Sales) Sales) Sales) Focus

Sales) Sales)  Sales)

DEX v v Infant
Products Safety
Items
Garanimals v v Young
Children
Clothing
Graco Baby v v Strollers,
highchairs
and car
seats
Pampers v Diapers
Skip Hop v Vv Baby Item
accessories
Burt’s Bees v v v v v Baby
Baby clothes
(Ayablu) and
apparel
Just one v v v Baby
you Apparel
(Carter’s)

(Products sold by competitors that Crown Crafts current sells.)
An example of the fragmented market competition is
DEX Products, they make infant products such as,
baby sleep aids, baby bottle warmers, and safety items
but they also make bibs. Technically they ate
competition but their smaller scale operation and lack
of brand licensing creates a negligible effect on the
overall sales revenue of Crown Crafts. These
fragmented competitors lack the influential power of a
larger consolidated firm. In addition, they have
managed to differentiate their products, that have the
same functionality of competitor’s, by acquiring major
licensing deals with heavily branded companies and by
creating private brand labels with major retailers.
These competitive advantages are the reason why they
are more profitable than companies that compete
more directly with Crown Crafts, companies like
Burt’s Bees Baby. The reviews of their manufactured
goods on online sites are positive as they average
between four and five stars.
Sadie & Scout Anchor Crib Sheet - Navy

by Crown Crafts

$22.99 wRrrdrsk - 16
Only 1 leftin stock - order soon. FREE Shipping

More Buying Choices Home & Kitchen: See all 222 item:

$17.99 new (10 offers:

The company’s private brands also thrive, without the
licensing icons, due to the quality of their products.
Having many of their retail items reviewed as neatly 5-
star products and best sellers after numerous reviews.
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The company has managed to create these
competitive advantages while eliminating all the debt
from their balance sheet. Crown Crafts has visible
indications of growth, the main one is in the growth
of EBITDA, which is up from $10.4M in 2014 to
$12.5M in 2015. EBITDA margins, earnings per
share, and revenues are also increasing. They also have
reported $8.2M in cash over the last twelve months
positioning them to make a possible acquisition or to
take on a project. Currently the company’s focus is on
organic growth, trying to grow the brands they already
have by increasing the product variety. However,
management made it clear to investors that they are
willing to grow through acquisition but a point has
been made that they will holdout on making a deal
until they are sure it is profitable. In addition, they
know this is an avenue to expand but they are not
fixated on inorganic growth because they know there

is stability in their current operations.

Income from Dividends

» Adjusted Diluted Earnings per Share
m Dividends Paid per Share
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CRWS is a dividend paying stock opportunity that has
significant growth potential. The company paid out
$0.32 per share in dividends last year. The dividend
yield on this stock is approximately 3.9%. If the stock
continues their trend of steady, sustainable growth,
which all indications are that it will, dividend payouts
will continue at this rate, if not grow, resulting in a
significant income for investors. In addition, the
company currently holds $8.2M in cash for possible
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acquisitions. If the desired investment for
management does not present itself, there is a
possibility of cash being disbursed as a dividend. This
is a dividend paying stock that has growth potential,
making it ideal for investors that are looking for
income on top of capital gains.

Conclusion

I am recommending a buy on Crown Crafts, Inc. There
is an ideal macroeconomic outlook for their industry,
one in which they will thrive. Due to their product
differentiation and relationships with retailers, current
threats within the industry are not strong enough to
derail Crown Crafts. The financials of the company are
rock solid due to their increasing EBITDA, lack of debt,
and capacity to expand through acquisitions due to cash
reserves. Enticing dividend payments of 3.9% plus the
expected growth in stock price makes this stock a strong

buy.
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