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Raymond’s supply chain presentation to investors by the Raymonds 
Strategy Office Vice President Mr. B Madhukumar highlighted the 
importance of the supply chain in the apparel business and the tangible 
benefits that it will likely derive from its initiatives on this front. Key 
takeaways from this investor interaction: 

Foresee incremental margin benefit of ~3% in apparel business on 
the back its supply chain initiative 
Raymond supply chain initiative with Accenture is focussed on optimising 
inventory with minimal impact of its market share or brand perception. 
The company expects an incremental margin of ~3% in its apparel 
business, the full benefit of which will likely be visible in FY14. This will, 
on our forecasts, translate to an annual savings of ~INR290mn (applying 
the incremental margin to FY14F sales estimate) and a payback period 
of less than 12 months. Important to note that part of the payment to 
Accenture is performance linked 

Apparel business supply chain – a critical but a very complex 
component of the business  
The apparel business supply chain is fairly complex and a critical 
component of the business. Generally it takes 220-275 days between 
ideation and first delivery which will be potentially reduced by ~ 40 days 
for Raymond post exercise with Accenture. For example, the idea 
generation to predict fashion and design for next year autumn will start 
now. Once design & type of fabric is frozen, other decisions pertaining to 
source of fabric, trims (including threads & buttons), vendors to 
manufacture, warehousing, packaging and logistics need to taken. The 
presentation highlighted the unique challenges that exist with respect to 
identifying a reliable vendor.  

Segmentation of product portfolio  
Apparel products can be segmented into three categories: 

 Seasonal products: Apparel which are targeted towards a particular 
season (either Feb-June or Aug-Dec) in a particular year. Life of these 
products is very short (5 months) as it goes out of fashion after a 
season. These are products in which a lot of effort time goes in the 
ideation phase and are critical from a brand recall perspective 

 Never-out-of-stock (NOS) product: Apparels that are purchased by 
consumers across seasons, like white shirts. These products are 
never out of stock as consumer demands it continuously and company 
needs to be very efficient (low cost of production & close to source).    

 Flash Products: Apparel products which are used to cater to an 
immediate or opportunistic demand seen in the market. Flash products 
can also be used by apparel players for risk mitigation say in case if 
their exiting designs in market are not selling, then they can tweak that 
range to launch a different category in the same season. This category 
is normally not more than 10-15% of product portfolio for an apparel 
manufacturer 
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Composition of product across these three categories is an important 
determinant of margin profile for an apparel player. Seasonal products 
have higher margin but given that this involves introducing a new product 
range in the market, it also can result in higher inventory write downs – 
something that the industry witnessed in CY12. 

On the other hand, NOS products have a more predictable demand but a 
relatively low margin. Company plans to increase share of NOS in 
product portfolio over next 3-4 years, which will reduce volatility in 
earnings as the prospects of inventory write-downs go down. 

Raymond and Accenture have rationalized the supply chain with 
scientific forecasting technique, making supply chain more flexible and 
responsive based on market signals (lead metrics like advance booking 
and sales velocity, lag metrics like fulfilment rate in warehouse and 
customer demand fulfilment). It has also done more formal product 
segmentation even as vendor base rationalization to increase 
predictability of suppliers is currently in progress.  

Q2FY13 – mixed quarter even though Onam festival season was 
good, optimistic around rebound in H2 on account of strong 
festival & marriage season and weak base effect  
Festival season has started positively for Raymond. As per company, 
sales during Onam were good in Q2 although general consumer 
sentiment (as was guided previously in Q1) continues to be weak and 
the company is still in the process of clearing up the old inventory.  

They remain very optimistic and expect strong demand in Q3 backed by 
festival season (Diwali & Dasara) and strong marriage season. Since 
these festival dates are late in Q3FY13 vs Q3FY12 as shown below, we 
expect strong growth in H2 which will also benefit from a low base effect.  
 

Fig. 1:  Festivals Date – Dasara and Diwali late in Q3FY13 vs Q3FY12 
 

 

Source: Nomura research 

It is important to note that H2FY12 was also market by poor consumer 
sentiment which is expected to rebound H2FY13. We are currently 
building in a margin rebound along with strong growth in 2H FY13.  

Raymond continue to remains a solid proxy for the Indian 
consumption story 
Raymond remains a solid proxy for the Indian consumption story where 
we expect consumers will upgrade to branded and higher-value products 
driven by rising income and increased discretionary spending. This trend 
should improve the current relatively low per capita apparel consumption 
and low penetration of retail in India. Raymond, with its range of brands, 
high brand recall and a solid distribution network, should be very well 
positioned to benefit from rising demand, especially in tier 3/4/5 cities 
and towns. 

We maintain our Buy rating on the stock and target price of INR525. We 
continue to value the core business at 6x EV/EBITDA multiple and land 
parcel at INR100/share. Stock is currently trading at P/E multiple of 8.8x 
FY14 EPS and EV/EBITDA multiple of 5.3x FY14 EBITDA. Adjusted for 
land value of INR 100, stock currently trades at P/E multiple of 6.5x 
FY14 EPS and EV/EBITDA multiple of 4.6x FY14 EBITDA.  

 

Festival FY12 FY13
Dasara 6-Oct-11 24-Oct-12
Diwali 27-Oct-12 14-Nov-12



 

 

Nomura  |      Raymond September 18, 2012

3 

Nomura  |      Raymond September 18, 2012

 

3 

Appendix A-1 

Analyst Certification 

I, Ankur Agarwal, hereby certify (1) that the views expressed in this Research report accurately reflect my personal views about 
any or all of the subject securities or issuers referred to in this Research report, (2) no part of my compensation was, is or will be 
directly or indirectly related to the specific recommendations or views expressed in this Research report and (3) no part of my 
compensation is tied to any specific investment banking transactions performed by Nomura Securities International, Inc., 
Nomura International plc or any other Nomura Group company. 

 

Issuer Specific Regulatory Disclosures 
 
The term "Nomura Group Company" used herein refers to Nomura Holdings, Inc. or any affiliate or subsidiary of Nomura Holdings, Inc. Nomura 
Group Companies involved in the production of Research are detailed in the disclaimer below. 

  
Issuer name Ticker Price Price date Stock rating Sector rating Disclosures 
Raymond  RW IN  INR 370  17-Sep-2012 Buy  Not rated    
 

Previous Rating 
  
Issuer name Previous Rating Date of change 
Raymond  Not Rated  08-Feb-2011  
 

 

Raymond (RW IN) INR 370 (17-Sep-2012)  
Rating and target price chart (three year history) 
 

Buy (Sector rating: Not rated) 

Date  Rating  Target price  Closing price  
30-Jan-12 525.00 333.25 
08-Feb-11 Buy 264.85 
08-Feb-11 470.00 264.85 

 

For explanation of ratings refer to the stock rating keys located after chart(s) 
 

Valuation Methodology We value the core business at 13x one-year forward P/E, based on a target EV/EBITDA of 6x, a ~45% 
discount to its average EV/EBITDA of the past five years to derive our core business value of INR425 per share. Reflecting our 
conservative approach, we assign this discount given the company’s recent loss-making years. Since the company was loss 
making at the net level for the past two years, comparisons with historical P/E are not possible. We have valued the real estate 
business conservatively at INR100 per share (INR6.2bn). This is based on almost a 55% discount to the current post tax 
realisable value (INR14bn) of this land parcel. 
Risks that may impede the achievement of the target price • Romania denim plant: The denim manufacturing plant in 
Romania is loss-making as demand in Europe is still weak. If economic conditions in Europe remain subdued for a long time, 
management may have to make a decision on the future of this plant, or simply tough out continued losses there. • Unexpected 
economic downturn: As Raymond is a play on discretionary consumer consumption, any economic downturn would likely lead 
consumers to reduce or postpone discretionary spending. Also, a drop in demand in smaller cities and towns may not justify 
further company expansion. In that case, we expect the company would halt its expansion plans. Any such decline in consumer 
spending poses a risk to our estimates.• Rapid increase in raw material price: Raw material costs equate to around 25% of 
sales. Any unexpected increase in the price of raw materials like cotton, wool and polyester could impact margins. Although the 
company has thus far been able to pass on increases in raw material prices with a 3- to 6-month time lag, such increases do 
impact margins in the short term. Also, in the shirt business, it is difficult to pass on an increase in raw material prices, since as 
per management, customers are not willing to pay beyond a certain price point for shirts. • Delay in real estate development: A 
delay in the company’s plan to divest its real estate property poses a risk to our target price. 
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Important Disclosures 
Online availability of research and conflict-of-interest disclosures 
Nomura research is available on www.nomuranow.com/research, Bloomberg, Capital IQ, Factset, MarkitHub, Reuters and ThomsonOne. 
Important disclosures may be read at http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx or requested 
from Nomura Securities International, Inc., on 1-877-865-5752. If you have any difficulties with the website, please email grpsupport-
eu@nomura.com for help. 
  
The analysts responsible for preparing this report have received compensation based upon various factors including the firm's total revenues, a 
portion of which is generated by Investment Banking activities. Unless otherwise noted, the non-US analysts listed at the front of this report are 
not registered/qualified as research analysts under FINRA/NYSE rules, may not be associated persons of NSI, and may not be subject to 
FINRA Rule 2711 and NYSE Rule 472 restrictions on communications with covered companies, public appearances, and trading securities held 
by a research analyst account. 
  
Any authors named in this report are research analysts unless otherwise indicated. Industry Specialists identified in some Nomura International 
plc research reports are employees within the Firm who are responsible for the sales and trading effort in the sector for which they have 
coverage. Industry Specialists do not contribute in any manner to the content of research reports in which their names appear. Marketing 
Analysts identified in some Nomura research reports are research analysts employed by Nomura International plc who are primarily responsible 
for marketing Nomura’s Equity Research product in the sector for which they have coverage. Marketing Analysts may also contribute to 
research reports in which their names appear and publish research on their sector. 
  
Distribution of ratings (US) 
The distribution of all ratings published by Nomura US Equity Research is as follows: 
43% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 21% of companies with this 
rating are investment banking clients of the Nomura Group*. 
51% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified as a Hold rating; 9% of companies with this 
rating are investment banking clients of the Nomura Group*.  
6% have been assigned a Reduce rating which, for purposes of mandatory disclosures, are classified as a Sell rating; 0% of companies with this 
rating are investment banking clients of the Nomura Group*. 
As at 30 June 2012. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Distribution of ratings (Global) 
The distribution of all ratings published by Nomura Global Equity Research is as follows: 
46% have been assigned a Buy rating which, for purposes of mandatory disclosures, are classified as a Buy rating; 40% of companies with this 
rating are investment banking clients of the Nomura Group*. 
43% have been assigned a Neutral rating which, for purposes of mandatory disclosures, is classified as a Hold rating; 46% of companies with 
this rating are investment banking clients of the Nomura Group*.  
11% have been assigned a Reduce rating which, for purposes of mandatory disclosures, are classified as a Sell rating; 21% of companies with 
this rating are investment banking clients of the Nomura Group*. 
As at 30 June 2012. *The Nomura Group as defined in the Disclaimer section at the end of this report. 
  
Explanation of Nomura's equity research rating system in Europe, Middle East and Africa, US and Latin America 
The rating system is a relative system indicating expected performance against a specific benchmark identified for each individual stock. 
Analysts may also indicate absolute upside to target price defined as (fair value - current price)/current price, subject to limited management 
discretion. In most cases, the fair value will equal the analyst's assessment of the current intrinsic fair value of the stock using an appropriate 
valuation methodology such as discounted cash flow or multiple analysis, etc. 
 
STOCKS 
A rating of 'Buy', indicates that the analyst expects the stock to outperform the Benchmark over the next 12 months. A rating of 'Neutral', 
indicates that the analyst expects the stock to perform in line with the Benchmark over the next 12 months. A rating of 'Reduce', indicates that 
the analyst expects the stock to underperform the Benchmark over the next 12 months. A rating of 'Suspended', indicates that the rating, target 
price and estimates have been suspended temporarily to comply with applicable regulations and/or firm policies in certain circumstances 
including, but not limited to, when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the company. 
Benchmarks are as follows: United States/Europe: please see valuation methodologies for explanations of relevant benchmarks for stocks, 
which can be accessed at: http://go.nomuranow.com/research/globalresearchportal/pages/disclosures/disclosures.aspx; Global Emerging 
Markets (ex-Asia): MSCI Emerging Markets ex-Asia, unless otherwise stated in the valuation methodology. 
 
SECTORS 
A 'Bullish' stance, indicates that the analyst expects the sector to outperform the Benchmark during the next 12 months. A 'Neutral' stance, 
indicates that the analyst expects the sector to perform in line with the Benchmark during the next 12 months. A 'Bearish' stance, indicates that 
the analyst expects the sector to underperform the Benchmark during the next 12 months. 
Benchmarks are as follows: United States: S&P 500; Europe: Dow Jones STOXX 600; Global Emerging Markets (ex-Asia): MSCI Emerging 
Markets ex-Asia. 
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Explanation of Nomura's equity research rating system in Japan and Asia ex-Japan 
STOCKS 
Stock recommendations are based on absolute valuation upside (downside), which is defined as (Target Price - Current Price) / Current Price, 
subject to limited management discretion. In most cases, the Target Price will equal the analyst's 12-month intrinsic valuation of the stock, 
based on an appropriate valuation methodology such as discounted cash flow, multiple analysis, etc. 
A 'Buy' recommendation indicates that potential upside is 15% or more. A 'Neutral' recommendation indicates that potential upside is less than 
15% or downside is less than 5%. A 'Reduce' recommendation indicates that potential downside is 5% or more. A rating of 'Suspended' 
indicates that the rating and target price have been suspended temporarily to comply with applicable regulations and/or firm policies in certain 
circumstances including when Nomura is acting in an advisory capacity in a merger or strategic transaction involving the subject company. 
Securities and/or companies that are labelled as 'Not rated' or shown as 'No rating' are not in regular research coverage of the Nomura entity 
identified in the top banner. Investors should not expect continuing or additional information from Nomura relating to such securities and/or 
companies. 
 
SECTORS 
A 'Bullish' rating means most stocks in the sector have (or the weighted average recommendation of the stocks under coverage is) a positive 
absolute recommendation. A 'Neutral' rating means most stocks in the sector have (or the weighted average recommendation of the stocks 
under coverage is) a neutral absolute recommendation. A 'Bearish' rating means most stocks in the sector have (or the weighted average 
recommendation of the stocks under coverage is) a negative absolute recommendation. 
  
Target Price 
A Target Price, if discussed, reflect in part the analyst's estimates for the company's earnings. The achievement of any target price may be 
impeded by general market and macroeconomic trends, and by other risks related to the company or the market, and may not occur if the 
company's earnings differ from estimates.  
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