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Differentiated business Model

We interacted with Reena Joseph, Head Corporate Finance, M&A Rating
& investor relations of PDS Ltd, to get a detailed overview of NOT RATED
PDS’s differentiated business model, highlighting its scaleable Market data

opportunity. PDS business model stands out due to its Current price Rs 424
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I. Business Model & Growth Strategy:
=  Core Business: PDS operates with an asset-light model, focusing source: Bloomberg
on design, sourcing, and supply chain management for retailers
and brands. The business aims for pre-sold merchandise, often
on an FOB (Free on Board) basis.

= Entrepreneur-led Structure: PDS works with various

entrepreneurs who bring in their expertise and customer Key Risks:
relationships. These entrepreneurs operate with significant >  Geographical concentration
autonomy, focusing on customer relations, order delivery, and »  Retailer Financial Distress

factory selection. PDS provides financial backing and a

. > Dependence on Key
streamlined corporate structure.

Personnel/Entrepreneurs

= Hands-on Approach: PDS emphasizes the importance of a
"ground hand to hand" approach, where personal relationships
and understanding customer needs are essential for success.

A\

Tax and Regulatory Changes

= Emphasis on De-centralization: Unlike traditional corporate

structures, PDS actively avoids replacing entrepreneurial teams

with corporate teams because that can damage crucial
relz?tlonsmps: ?DS focusejs on empowermg individual leaders Bhavya Gandhi
while maintaining centralized support functions. +91 22 6714 1438
bhavya.gandhi@dalal-broacha.com
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Guidance/Growth Plan: PDS is aiming for a "333 Plan," which
means reaching close to $3 bn GMV, with around $2.1 bn
recognized in their books with a 3% PAT margin within 3 years.

Partnership Structure: PDS typically holds a majority stake
(ideally 75%) in these ventures, with the entrepreneur holding
the remaining equity (25%). PDS ensures it holds at least 51% to
maintain financial control.

Geographic Focus: While having a global presence, a significant
portion of revenue comes from the UK and Europe.

Scaling Strategy: The ability to add entrepreneurs allows for
easy scaling, especially in the textile business where industry
growth is limited.

Exit Strategy: PDS has levers in place for underperforming or
stagnant businesses, including merging, buying out at a nominal
value, or offering a fairer value based on net asset value.

Il. Key Business Segments:

Four Revenue Categories: PDS generates revenue through
design-led sourcing, sourcing as a service, brand management
and manufacturing. The core activity remains the same, but the
packaging is different for different customers.

Design-Led Sourcing - Involves designing and manufacturing
private labels for retailers. This segment focuses on the private
labels of retailers, such as those found in department stores.
Gross Margins for design-led sourcing are around 15-16%.

Sourcing as a Service - PDS manages the sourcing operations for
retailers, often taking over existing teams and offices. In this
model, a dedicated team works exclusively for a client,
managing factories and ensuring compliance. This operates on
a cost-plus model.

Brand Management - This segment focuses on licensing third-
party brands and selling merchandise to retailers. PDS presents
curated collections to retailers, who then place orders. An
example is Ted Baker, where PDS handles the wholesale
business. Gross Margins can be higher, such as 35%+ for Ted
Baker.

Manufacturing - Only a small percentage of the top line comes
from owned manufacturing. PDS is generally not focused on
expanding into manufacturing.

Commission Agency Model: Very small part of the business
where PDS earns 1-2% for finding factories.

lll. Operational Aspects:

Costing Tool: A costing tool has been implemented within SAP
to ensure better cost control and data-driven decision-making.

Factory Onboarding: While entrepreneurs identify factories,
PDS handles the onboarding process to ensure compliance and
alignment with customer standards.
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Limited Manufacturing: Only a small percentage of the top line
comes from owned manufacturing. PDS is generally not focused
on expanding into manufacturing.

Fast Fashion: PDS is working with a fast-fashion company,
adapting its model to suit the need for faster turnaround times.

Central Procurement: PDS is trying to establish a central
procurement team to negotiate better pricing on fabrics, yarns,
and trims. They are working with BCG to optimize costs across
three verticals.

IV. Organizational Structure & Decision Making:

Decentralized Operations: Entrepreneurs have significant
autonomy in running their businesses, focusing on customer
relationships and operational efficiency.

Centralized Support: Key functions like finance, HR, and IT are
centralized to provide support and ensure compliance.

Reporting Structure: CFOs in each entity report to the group-
level CFO.

Business Enabling Team (BET): A central team that focuses on
enabling the businesses, including risk management and
treasury functions.

ESOPs: ESOPs are provided to both corporate and business-level
employees.

V. Financial Structure:

Complex Structure: PDS uses a complex structure with entities
in Mauritius, Hong Kong, the UK, and other locations.

Hong Kong Entity: The Hong Kong entity is used for financing
and invoicing. It allows for tax-free income if the team is based
there.

Profit Sharing: Profit sharing occurs at the entity level, with
entrepreneurs receiving their share after certain retentions for
taxation and contingencies.

Taxation: The average tax rate at the company level is around
10-12%.
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333 Goal

Working towards an Intermediate Goal: 333

Enroute to 555

WHAT WE NEED TO ACHIEVE:

1. Achieve a GMV growth rate of 18% CAGR to reach $3 billion

2. Translate this into a projected topline of approximately $2.1 billion

3. Achieved though a combination of organic & careful choice of inorganic
opportunities

4. Attain a PAT margin of 3%

KEY STEPS FROM TODAY TO 333:

1. Strengthen Partnerships: Deepen relationships with existing customers and
build new ones across geographies to capitalize on growth opportunities

2. Expand Offerings: Diversify into high-value categories and enhance service
offerings to meet evolving customer needs

3. Drive Operating Leverage: Optimize operational efficiency to improve
profitability as the business scales

4. Transform Costs: Implement strategic cost initiatives to drive margin
improvements and support long-term sustainability

Source: Company, Dalal & Broacha Research
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Disclaimer

Dalal & Broacha Stock Broking Pvt Ltd, hereinafter referred to as D&B (CINU67120MH1997PTC111186) was established
in 1997 and is an integrated financial services player offering an extensive range of financial solutions and services to a
wide spectrum of customers with varied needs ranging from equities to mutual funds to depository services.

D&B is a corporate trading member of Bombay Stock Exchange Limited (BSE), National Stock Exchange of India Limited
(NSE). D&B along with its affiliates offers the most comprehensive avenues for investments and is engaged in the
securities businesses including stock broking (Institutional and retail), depository participant, portfolio management and
services rendered in connection with distribution of primary market issues and financial products like mutual funds, fixed
deposits. Details of associates are available on our website i.e. www.dalal-broacha.com

D&B is registered as Research Analyst with SEBI bearing registration Number INHO00001246 as per SEBI (Research
Analysts) Regulations, 2014.

D&B hereby declares that it has not defaulted with any stock exchange nor its activities were suspended by any stock
exchange with whom it is registered in any time in the past. It has not been debarred from doing business by any Stock
Exchange / SEBI or any other authorities; nor has its certificate of registration been cancelled by SEBI at any point of time.
SEBI and Stock Exchanges have conducted the routine inspection and based on their observations have issued advice
letters or levied minor penalty on D&B for certain operational deviations in routine course of business.

D&B offers research services to clients as well as prospects. The analyst for this report certifies that all of the views
expressed in this report accurately reflect his or her personal views about the subject company or companies and its or
their securities, and no part of his or her compensation was, is or will be, directly or indirectly related to specific
recommendations or views expressed in this report.

Other disclosures by D&B (Research Entity) and its Research Analyst under SEBI (Research Analyst) Regulations, 2014
with reference to the subject company(s) covered in this report-:

D&B or its associates may have financial interest in the subject company.
D&B or its associates do not have any material conflict of interest in the subject company.
The Research Analyst or Research Entity (D&B) has not been engaged in market making activity for the subject company.

D&B or its associates may have actual/beneficial ownership of 1% or more securities of the subject company at the end
of the month immediately preceding the date of publication of Research Report.

Disclosures in respect of Research Analyst:

Whether Research Analyst or his/her relatives have actual/beneficial ownership of 1% or more | No
securities of the subject company at the end of the month immediately preceding the date of
publication of Research Report:

Whether the Research Analyst or his/her relative’s financial interest in the subject company. No
Whether the research Analyst has served as officer, director or employee of the subject | No
company

Whether the Research Analyst has received any compensation from the subject company in | No
the past twelve months
Whether the Research Analyst has managed or co-managed public offering of securities for the | No
subject company in the past twelve months
Whether the Research Analyst has received any compensation for investment banking or | No
merchant banking or brokerage services from the subject company in the past twelve months
Whether the Research Analyst has received any compensation for products or services other | No
than investment banking or merchant banking or brokerage services from the subject company
in the past twelve months

Whether the Research Analyst has received any compensation or other benefits from the | No
subject company or third party in connection with the research report

D&B and/or its affiliates may seek investment banking or other business from the company or companies that are the
subject of this material. Our salespeople, traders, and other professionals may provide oral or written market
commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed herein,
and our proprietary trading and investing businesses may make investment decisions that may be inconsistent with the
recommendations expressed herein.

In reviewing these materials, you should be aware that any or all of the foregoing, among other things, may give rise to
real or potential conflicts of interest including but not limited to those stated herein. Additionally, other important
information regarding our relationships with the company or companies that are the subject of this material is provided
herein. This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or
resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability
or use would be contrary to law or regulation or which would subject D&B or its group companies to any registration or
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licensing requirement within such jurisdiction. Specifically, this document does not constitute an offer to or solicitation
to any U.S. person for the purchase or sale of any financial instrument or as an official confirmation of any transaction to
any U.S. person. Unless otherwise stated, this message should not be construed as official confirmation of any
transaction. No part of this document may be distributed in Canada or used by private customers in United Kingdom. All
material presented in this report, unless specifically indicated otherwise, is under copyright to D&B. None of the material,
nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other party,
without the prior express written permission of D&B . All trademarks, service marks and logos used in this report are
trademarks or registered trademarks of D&B or its Group Companies. The information contained herein is not intended
for publication or distribution or circulation in any manner whatsoever and any unauthorized reading, dissemination,
distribution or copying of this communication is prohibited unless otherwise expressly authorized. Please ensure that you
have read “Risk Disclosure Document for Capital Market and Derivatives Segments” as prescribed by Securities and
Exchange Board of India before investing in Indian Securities Market. In so far as this report includes current or historic
information, it is believed to be reliable, although its accuracy and completeness cannot be guaranteed.

Address: - 508, Maker Chambers V, 221 Nariman Point, Mumbai 400 021.
Tel: 91-22- 2282 2992, 2287 6173 | E-mail: equity.research@dalal-broacha.com
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