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Y E A R NET SALES PAT EPS EPS P/ E P/ B V ROE ROCE EV/ EV/

END ( R S  M ) ( R S  M ) (RS) YoY (%) ( X ) ( X ) ( %) (%) SALES EBITDA

03/07A 4,894 544 8.6 133.8 31.6 3.6 17.1 15.3 3.8 20.2

03/08E 9,834 1,158 16.4 89.7 16.3 2.7 19.5 14.8 2.9 13.6

03/09E 14,912 1,786 25.8 57.7 10.6 2.2 23.0 15.1 2.2 9.6

QUARTERLY PERFORMANCE -  STANDALONE  ( R S  M I LLION)

F Y 0 7 F Y 0 8 F Y 0 7 F Y 0 8 E

1Q 2 Q 3 Q 4 Q 1Q 2 Q 3QE 4QE

Net Incom e 812 1,033 1,316 1,733 2,013 2,246 2,468 3,107 4,894 9,834
     Change (%) 87.3 142.1 139.6 198.6 147.8 117.5 87.5 79.3 145.9 100.9
Total Expenses 659 833 1,042 1,440 1,617 1,754 1,930 2,398 3,974 7,699
EBITDA 153 200 275 293 396 492 538 709 920 2,135
    Change (%) 134.4 199.5 213.7 153.6 158.1 146.8 96.1 142.3 174.6 132.2
    EBITDA Margin (%) 18.9 19.3 20.9 16.9 19.7 21.9 21.8 22.8 18.8 21.7
Depreciation 13 15 35 42 65 66 70 74 105 274
Interest 20 31 43 36 54 67 75 96 130 291
Other Income 3 13 11 44 40 16 13 11 71 80
Extraordinary inc/ (exp) 0 0 0 0 0 78 0 0 0 78
PBT 123 167 208 258 317 454 407 550 756 1,728
Tax 43 56 71 42 97 147 138 189 212 570
    Tax/PBT (%) 34.9 33.5 33.9 16.4 30.4 32.4 33.9 34.3 28.0 33.0
PAT 80 111 138 216 221 307 269 362 544 1,158
Adjusted PAT 80 111 138 216 221 281 269 362 544 1,132
    Change (%) 69.1 162.6 145.3 498.6 174.6 153.9 95.5 67.8 199.3 108.1
     PAT Margin (%) 9.9 10.7 10.5 12.4 11.0 12.5 10.9 11.6 11.1 11.5
E: MOSt Estimates

? 2Q results better than expected: Bombay Rayon’s 2QFY08 sales are in line at Rs2.25b. However, EBITDA
margin is 260bps higher YoY at 21.9% (expected 19.6%). EBITDA is up 147% YoY at Rs492m (expected Rs433m).
Reported PAT is up 176% YoY at Rs307m. Adjusted PAT is up 154% YoY at Rs281m (expected Rs204m).

? Focus on value addition boosts margins: Bombay Rayon improved its margins despite a stronger rupee. One
reason is that 58% of the revenues is sale of fabric in the domestic market. In garment exports, it is focused on value-
addition: (1) Fast Track garments (i.e. order to delivery in 30 days), and (2) organic cotton garments. These together
account for 14% of total garment sales, which the company plans to increase to 25% by end-FY08.

? Aggressive expansion plans continue: In October 2007, Bombay Rayon acquired the 6,000 trousers per day unit
of RSWM Ltd for Rs255m. This is in addition to the Rs1.55b acquisition of Leela Scottish Lace, with a capacity of
15m garments per annum. By September 2008, the company will have a total annual capacity of 265m meters of
fabric and 93m garments, 3-4x the current capacity of 65m meters of fabric and 30m garments.

? Sharp earnings upgrade, SOTP target price of Rs378, maintain Buy: Based on the higher-than-expected
EBITDA magin, we have upgraded Bombay Rayon’s earnings estimates. The revised EPS for FY08E is Rs16.4,
(26% higher) and for FY09E is Rs25.8 (32% higher). Adjusted for embedded value of Leela Lace and LNJ Apparels,
the stock is trading at an attractive PE of 12.8x FY08E and 8.3x FY09E. Our SOTP target price is Rs378, 38%
upside from current levels. We maintain Buy.
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2Q results better than expected
Bombay Rayon’s 2QFY08 sales are in line at Rs2.25b.
However, EBITDA margin is 260bps higher YoY at 21.9%
(expected 19.6%). As a result, EBITDA is up 147% YoY
at Rs492m (expected Rs433m). Reported PAT is up 176%
YoY at Rs307m. Adjusted for forex gain of Rs78m, PAT is
up 154% YoY at Rs281m (expected Rs204m).

BOMBAY RAYON – 2QFY08 VOLUME ANALYSIS
2QFY07 2QFY08 YOY (%) FY07 YOY (%)

Total Sales (Rs m) 1,043 2,246 115 4,897 145
Garments 521 918 76 1,954 307
Fabric 521 1,328 155 2,942 94
Product mix (%)
Garments 50 42 -8 40 16
Fabric 50 58 8 60 -16
Volumes
Garments (m pcs) 1.9 3.5 82 7.0 293
Fabric (m meters) 5.1 12.3 141 26.5 41
Realization (Rs)
Garments (per piece) 271 262 -3 278 4
Fabric (per meter) 102 108 6 111 38
Export mix (%)
US 50 29 -21 50 0
Europe 50 71 21 50 0

Source: Motilal Oswal Securities

Focus on value addition boosts margins
Bombay Rayon improved its margins even when most textile
exporters are being adversely affected by the  stronger
rupee. There are three major reasons –
1. Domestic sales of fabric
2. Focus on value-added garment exports
3. Shift in export mix from US to Europe

Domestic sale of fabric: During 2QFY08, 58% of the
Bombay Rayon’s revenue continues to be sale of fabric in
the domestic market. The company enjoys strong brand
equity for its fabric, and is thus immune to rupee
strengthening. In fact, it has marginally increased its
realization in the domestic market to Rs108 per meter
compared to Rs102 per meter a year ago.

Focus on value-added garments: In garment exports, it
is focused on value-addition, including (1) Fast Track
garments (i.e. order to delivery in 30 days), and (2) organic
cotton garments (which enjoy 30% price premium). Fast
Track and organic cotton garments together account for
14% of total garment sales, which the company plans to
increase to 25% by end-FY08.

Shift in export mix from US to Europe: Over the last
three quarters, Bombay Rayon has increased its focus on
Europe to lower exposure to the US dollar. In 2QFY08,
exports to Europe was 71% of total, and during the quarter,
the rupee has marginally depreciated against the euro. This
too helped protect margins.

Aggressive expansion plans continue
In October 2007, Bombay Rayon acquired LNJ Apparels,
the 6,000 trousers per day unit of RSWM Ltd for Rs255m.
In FY09, the company expects this unit to generate revenue
of Rs500m and PAT of Rs50m. This LNJ Apparels
acquisition is in addition to the Rs1.55b acquisition of Leela
Scottish Lace, with a capacity of 15m garments per annum.

Further, the company confirmed its Maharashtra expansion
plan – capex of Rs11b for 200m meters of fabric capacity
and 30m garment capacity, to be commissioned by
September 2008. At that time, the company will have a
total annual capacity of 265m meters of fabric and 93m
garments, 3-4x the current capacity of 65m meters of fabric
and 30m garments.

The capex will be funded out of Rs7b debt (concessional
loans under TUFS, Textile Upgradation Fund Scheme), and
the balance through balance QIP proceeds, warrant
conversion by promoters and internal accruals. No equity
dilution is planned.
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Sharp earnings upgrade – 26%  for FY08E and 32%
for FY09
Bombay Rayon’s EBITDA margin for 1HFY08 stands at
20.9% (19.1% for 1HFY07), compared to our estimate of
19.6%. The company is confident of improving margins
further going forward.

Accordingly, we have raised our margin estimates by about
200bps – 21.7% for FY08 (19.5% earlier) and 23.5% for
FY09 (21.2% earlier). This has led to a sharp earnings
upgrade. The revised EPS for FY08E is Rs16.4, (26%
higher) and for FY09E is Rs25.8 (32% higher). FY07-12
EPS CAGR is a strong 55%.

SOTP target price of Rs378; Buy
We have valued Bombay Rayon standalone at 12x FY09E
to arrive at a value of Rs310. We have valued Leela Lace
(under 100% subsidiary Bombay Rayon Apparel) also at
12x FY09E for a value of Rs58 per share. Finally, we have
valued the recently acquired LNJ Apparels on a DCF basis
to arrive at a value of Rs10 per share. Our SOTP target
price for Bombay Rayon is Rs378, which offers a 38%
upside from current levels. We maintain Buy.

BOMBAY RAYON – SOTP VALUATION
BUSINESS BASIS RS
Bombay Rayon 12x FY09E 310
Leela Lace 12x FY09E 58
LNJ Apparels DCF 10
Total SOTP 378
Current price 273
Upside (%) 38

Source: Motilal Oswal Securities
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COMPARATIVE VALUATIONS
BOMBAY RAYON GOKALDAS EXPORT

P/E (x) FY08E 16.3 11.9
FY09E 10.6 9.8

P/BV (x) FY08E 2.7 1.8
FY09E 2.2 1.5

EV/Sales (x) FY08E 2.9 0.7
FY09E 2.2 0.6

EV/EBITDA (x) FY08E 13.6 9.3
FY09E 9.6 7.8

SHAREHOLDING PATTERN (%)
SEP-07 JUN-07 SEP-06

Promoter 43.4 43.4 55.9

Domestic Inst 12.5 8.2 9.0

Foreign 28.1 25.7 13.8

Others 16.0 22.7 21.3

Bombay Rayon: an investment profile

STOCK PERFORMANCE (1 YEAR)

EPS: MOST FORECAST VS CONSENSUS (RS)
MOST CONSENSUS VARIATION

FORECAST FORECAST (%)
FY08 16.4 15.9 2.9

FY09 25.8 27.3 -5.2

TARGET PRICE AND RECOMMENDATION
CURRENT TARGET  UPSIDE RECO.
PRICE (RS) PRICE (RS)  (%)

273 378 38.5 Buy

Company description
Bombay Rayon is a fast-growing exporter of fashion
garments from India. Its clients include leading names such
as Liz Claiborne, DKNY, Next, Guess and Zara. Besides,
Bombay Rayon also sells a wide range of fabric in the
domestic market. It has 40 distributors and its products are
retailed in over 1,900 outlets.

Key investment arguments
? Integrated operations – from buying yarn to selling

garment – leading to significant value-add, faster
delivery to customers and high margins.

? Continuous economies of scale via aggressive expansion,
both organic and inorganic, including acquisition of
Leela Scottish Lace and a mega Rs11b expansion in
Maharashtra.

? EPS CAGR of 55% through FY12 with no equity dilution
planned.

Key investment risks
? Strengthening of rupee, affecting margins.
? Execution risk, specially the mega project planned in

Maharashtra.

Recent developments
? July 2007 – Acquired Leela Scottish Lace, garment

company of the Hotel Leela group for Rs1.55b
? October 2007 – Acquired LNJ Apparels, the trouser

unit of RSWM Ltd.

Valuation and view
? Adjusted for the embedded value of Leela Lace and

LNJ Apparels, the stock is trading at an attractive PE
of 12x FY08E and 8x FY09E.

? We value Bombay Rayon standalone at Rs310 (12x
FY09E), Leela Lace at Rs58 (12x FY09E) and LNJ
Apparel at Rs10 per share (DCF-based). Our SOTP
price target of Rs378 offers 38% upside.

Sector view
? Textiles sector – specially exports – is currently going

through tough times due to the sharp appreciation of
the rupee. In any case, it is dogged by rising competition
from China, Pakistan, Bangladesh, etc.

? We believe Bombay Rayon is a contrarian bet in the
textiles sector.
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INCOM E STATEM ENT ( R S  M I LLION)

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

Net Revenue 1,990 4,894 9,834 14,912 23,698
    Change (%) 91.5 145.9 100.9 51.6 58.9
E B I T D A 335 920 2,135 3,505 5,999
    Change (%) 195.1 174.6 132.2 64.1 71.2
    EBITDA Margin (%) 16.8 18.8 21.7 23.5 25.3
Depreciation 30 105 274 479 1,163
EBIT 305 815 1,861 3,026 4,835
Interest 65 130 291 451 759
Other income 14 71 80 90 100
P B T  255 756 1,728 2,665 4,176
Tax 73 212 570 880 1,378
    Tax/PBT (%) 28.6 28.0 33.0 33.0 33.0
P A T 182 544 1,158 1,786 2,798
    Change (%) 150.4 199.3 112.8 54.2 56.7

PAT margin (%) 9.1 11.1 11.8 12.0 11.8

BALANCE SHEET ( R S  M I LLION)

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

Equity Share Capital 490 630 691 691 691
Reserves 1,044 4,200 6,350 7,812 10,109
Net Worth 1,534 4,830 7,041 8,503 10,800
Loans 950 3,335 9,915 14,524 16,045
Net Deferred Tax 15 134 134 134 134
Capital Employed 2,498 8,299 17,090 23,162 26,979
Gross Fixed Assets 784 3,256 4,637 15,137 15,887
Less: Depreciation 97 197 301 576 1,054
Net Fixed Assets 687 3,060 4,336 14,561 14,833
Capital WIP 515 481 6,300 100 100
Investments 100 1,358 1,309 1,289 1,294
Net current  assets 1,196 3,401 5,145 7,212 10,752
Tota l  Asse ts 2,498 8,299 17,090 23,162 26,979
E: M OSt Estimates

RATIOS

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

Basic Rat ios (Rs)

EPS 3.7 8.6 16.4 25.8 40.5
Growth (%) 64.2 133.8 89.7 57.7 56.7
Cash EPS 4.3 10.3 20.7 32.8 57.3
Book Value 31.3 76.7 101.9 123.1 156.3
Dividend per share 1.0 1.3 2.6 4.0 6.2
Payout (incl. Div. Tax.) (%) 27.0 14.5 15.5 15.5 15.3

Valuation (x)

P/E 31.6 16.3 10.6 6.7
Cash P/E 26.5 13.2 8.3 4.8
Price/Book Value 3.6 2.7 2.2 1.7
EV/Sales 3.8 2.9 2.2 1.5
EV/EBITDA 20.2 13.6 9.6 5.8
Dividend Yield (%) 0.5 1.0 1.5 2.3

P rofitabil i ty Ratios (%)

RoE 18.2 17.1 19.5 23.0 29.0
RoCE 19.0 15.3 14.8 15.1 19.4

Turnover Ratios

Debtors (days of sales) 63 76 75 75 75
Asset Turnover (x) 0.8 0.6 0.6 0.6 0.9

Leverage Ratio

Debt/Equity (x) 0.6 0.7 1.4 1.7 1.5

CASH FLOW STATEMENT ( R S  M I LLION)

Y / E  M A R C H 2 0 0 6 2 0 0 7 2 0 0 8 E 2 0 0 9 E 2 0 10 E

P B T  before EO items 255 756 1,650 2,665 4,176
Add : Depreciation 30 105 274 479 1,163
          Interest 65 130 291 451 759
Less : Direct Taxes 73 212 570 880 1,378
(Inc)/Dec in WC -652 -1,549 -2,317 -2,017 -3,490
CF from Operat ions -376 -771 -672 699 1,230
Extraordinary Items 0 0 78 0 0
CF from Oper.  incl.  EO items-376 -771 -593 699 1,230

(Inc)/Dec in Fixed Assets -937 -2,442 -7,370 -4,504 -1,435
(Pur)/Sale of Investments -99 -1,258 48 21 -5
CF from Investments -1,036 -3,700 -7,321 -4,483 -1,440

Inc/(Dec) in Net Worth 946 2,831 1,263 0 0
Inc/(Dec) in Debt 677 2,385 6,581 4,609 1,520
Inc/(Dec) in Deferred Tax 12 119 0 0 0
Less : Interest Paid 65 130 291 451 759
           Dividend Paid 49 79 210 323 501
CF from Fin.  Act ivi ty 1,521 5,126 7,342 3,835 260

Inc/(Dec) in Cash 109 656 -573 50 50
Add: Opening Balance 9 117 773 200 250
Closing Balance 117 773 200 250 300
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This report is for the personal information of the authorized recipient and does not construe to be any investment, legal or taxation advice to you. Motilal Oswal
Securities Limited (hereinafter referred as MOSt) is not soliciting any action based upon it. This report is not for public distribution and has been furnished to you solely
for your information and should not be reproduced or redistributed to any other person in any form.

The report is based upon information that we consider reliable, but we do not represent that it is accurate or complete, and it should not be relied upon such. MOSt or
any of its affiliates or employees shall not be in any way responsible for any loss or damage that may arise to any person from any inadvertent error in the
information contained in this report. MOSt or any of its affiliates or employees do not provide, at any time, any express or implied warranty of any kind, regarding
any matter pertaining to this report, including without limitation the implied warranties of merchantability, fitness for a particular purpose, and non-infringement. The
recipients of this report should rely on their own investigations.

MOSt and/or its affiliates and/or employees may have interests/ positions, financial or otherwise in the securities mentioned in this report. To enhance transparency,
MOSt has incorporated a Disclosure of Interest Statement in this document. This should, however, not be treated as endorsement of the views expressed in the report.

Disclosure of Interest Statement Bombay Rayon
1. Analyst ownership of the stock No
2. Group/Directors ownership of the stock No
3. Broking relationship with company covered No
4. Investment Banking relationship with company covered No

This information is subject to change without any prior notice. MOSt reserves the right to make modifications and alternations to this statement as may be required
from time to time. Nevertheless, MOSt is committed to providing independent and transparent recommendations to its clients, and would be happy to provide
information in response to specific client queries.

For more copies or other information, contact
Institutional:  Navin Agarwal.   Retail:  Manish Shah

Phone: (91-22) 39825500 Fax: (91-22) 22885038. E-mail: inquire@motilaloswal.com

Motilal Oswal Securities Ltd,  3rd Floor,  Hoechst House,  Nariman Point,  Mumbai 400 021


