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We maintain our Neutral on Neiman Marcus after the company 
posted in-line results and announced negotiations to replace its 
existing asset-based revolver.  We believe that Neiman can weather a 
protracted downturn in the luxury market, but expect results to remain 
weak near term.  Within the context of our Neutral recommendation, we 
would recommend only hedged trades in the name.  Last week we 
recommended a basis trade – buy senior notes and buy CDS for an 
estimated pick up of 215bps (bonds @63, CDS at 22 up front). Today may 
be a better day to put that trade on, given market weakness on no news. 

• The company continues to face consumer headwinds from a shift in the 
psychology of the shopper. The Neiman Marcus shopper does not really 
“need” anything so while her PA is down, she is holding off from 
making frequent large ticket purchases.  We believe the luxury shopper 
will come back fast once confidence returns, but the aspirational 
customer may not come back for some time (we estimate that sales to 
this customer may take 2-3 years to come back). 

• NMG reported third quarter EBITDA of $114 million; near our base case 
estimate of $120 million (worst case was $90 million).  Gross margin 
declined 357 bps to 36.5% from the year ago period. Revenues declined 
23.7% year-over-year.  We calculate rent-adjusted leverage through the 
senior notes of 6.4x and 7.5x through the total debt.  Leverage should 
peak in 3Q 2010 (April qtr) at 7.1x through the seniors and 8.4x through 
the subs, before rebounding off the trough EBITDA levels ($325 million 
trough estimate in our base case).  

• Liquidity remains strong with nothing drawn on the $600 million 
revolver (only $30 million of LCs used) and $230 million of cash on 
hand.  Management does not anticipate using the revolver for the rest of 
the year.  The company is in talks to renegotiate its revolving credit 
facility, which we expect gets downsized given that it is not expected to 
be utilized.  Despite ample liquidity, we expect NMG to PIK its senior 
notes as long as it can (until October 2010). 

• We forecast that the company would generate $361 million of EBITDA 
in FY09 (ends July), and $327 million next year.  Our worst case 
estimates peg 2009 at $324 million and 2010 at $204 million, which we 
believe is somewhat unlikely. In our base case, NMB would generate 
$68 million of free cash flow in 2009 $62 million in 2010, but would 
burn cash in our worst case in the $50-70 million range.    
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Liquidity is adequate – expect a new bank deal 
We expect NMG to renegotiate its revolver, downsize it, and increase the rate.  The 
current $600 million facility has no covenants unless there is less than $60 million of 
availability.  The current rate is L+200, but the facility has not been used since 
October 2005 (when it was used for the LBO funding).  We would expect a new 
facility will have a similar covenant (triggered if availability falls below a threshold), 
and would expect the rate to increase considerably (a moot point for modeling 
purposes since it is undrawn).  

Neiman has no other considerable maturities until the term loan comes due in 2013. 

Table 1: NMG capitalization and liquidity 
$ in Millions  02-May-09 
Revolver ($600 mn facility, borrowing base) 0.0 
Senior Secured Term Loan ‘13  1,625.0 
7.125% Sr Sec Notes due 1 Jun ‘28   121.2 
9.000% Sr Notes due 15 Oct ‘15 (PIK option through October 2010)  717.1 
10.375% Sr Sub Notes due 15 Oct ‘15  500.0 
    Total Debt  2,963.3 
Liquidity   
Cash   229.4 
Revolver Availability   510.0 
 Total liquidity  739.4 
Debt Payments Remaining in 2009  0.0 
  Net liquidity  739.4 
Source: Company reports and J.P. Morgan estimates. 

How bad could it get??? 
Neiman continues to face consumer headwinds from a shift in the psychology of its 
customer. The Neiman Marcus shopper does not really “need” anything so while her 
family’s PA is down, she is holding off from making frequent large ticket purchases.  
We believe the luxury shopper will come back fast once confidence returns, but will 
remain more aware of the quality/value relationship than in the past. 

The aspirational customer is the real question.  We define the aspirational customer 
as the 25-40 year old consumer that does not shop at Neiman Marcus regularly for all 
of her needs, but goes there for key items.  Over the past 4-5 years, we believe this 
base has grown from maybe 5-10% of Neiman’s business to potentially 30%; largely 
focused on hand bags, shoes, and other "statement" items.  The aspirational customer 
may not have the wealth of Neiman’s core customer, so will be more reluctant to 
return to come back and purchase those “want” items, particularly in an era when 
“conspicuous consumption” is on the “out” list.   

In our base-case model, we assume that 2010 revenue goes back to 2005 levels.  This 
would imply that Neiman’s aspirational customer may return to a 10% of total sales 
level.  In our worst-case model, we assume sales go back to the 2004 level, which we 
believe is a good barometer of the period before the boom of the aspirational 
customer.  In neither case do we have EBITDA margins returning to 2004/2005 
levels because we expect price points (and gross margins) to remain challenged.  
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Table 2: NMG forecast model - BASE CASE 
 01-Nov-08 31-Jan-09 02-May-09 01-Aug-09 01-Aug-09 31-Oct-09 30-Jan-10 01-May-10 31-Jul-10 31-Jul-10 

 1Q09 2Q09 3Q09 4Q09E 2009E 1Q10E 2Q10E 3Q10E 4Q10E 2010E 
Income statement data:           
Revenues 985.8  1,079.4 810.1 970.2 3,845.4 942.7 1,061.8  796.2 969.9 3,770.7 
  YOY Growth -12.9% -21.4% -23.7% -6.0% -16.4% -4.4% -1.6% -1.7% 0.0% -1.9% 
COGS 617.7  821.4 514.8 698.5 2,652.4 590.1 807.0  509.6 698.4 2,605.0 
Gross profit 368.0  258.0 295.3 271.6 1,193.0 352.6 254.8  286.6 271.6 1,165.6 
   Margin 37.3% 23.9% 36.5% 28.0% 31.0% 37.4% 24.0% 36.0% 28.0% 30.9% 
SG&A 242.8  243.6 200.5 208.6 895.5 235.7 244.2  199.0 206.6 885.5 
Inc/Gain on Credit Card Sale (13.0) (10.2) (10.5) (13.5) (47.1) (13.0) (10.2) (10.5) (13.5) (47.1) 
EBIT 81.6  (592.7) 50.3 20.7 (440.1) 74.0 (34.7) 41.9 21.6 102.8 
Nonrecurring items 18.0  586.0 27.2 18.3 649.6 18.3 18.3  18.3 18.3 73.3 
EBITDA 138.2  32.4 114.2 76.5 361.3 129.9 20.8  98.1 78.4 327.2 
  YOY Growth -34.3% -82.7% -43.5% -11.1% -47.3% -6.0% -35.8% -14.1% 2.5% -9.4% 
  EBITDA/Sales 14.0% 3.0% 14.1% 7.9% 9.4% 13.8% 2.0% 12.3% 8.1% 8.7% 
Rent Pmts (Qtly estimates) 24.7  22.0 20.0 19.9 86.6 19.5 21.2  16.2 19.7 76.6 
EBITDAR 162.9  54.4 134.2 96.4 447.9 149.4 42.0  114.3 98.2 403.8 
Net Interest 57.8  58.6 58.3 59.0 233.7 57.3 56.0  56.0 56.8 226.3 
Pre-Tax Income 23.7  (651.3) (7.9) (38.3) (673.8) 16.7 (90.8) (14.1) (35.2) (123.4) 
Net Income 12.9  (509.3) (3.1) (21.1) (520.6) 14.2 (77.2) (12.0) (30.0) (104.9) 
Cash 115.4  223.2 229.4 306.0 306.0 276.8 344.4  286.9 368.2 368.2 
Secured debt 1,746.2  1,746.2 1,746.2 1,746.2 1,746.2 1,746.2 1,746.2  1,746.2 1,746.2 1,746.2 
Senior debt 2,446.2  2,446.2 2,463.3 2,480.8 2,480.8 2,498.3 2,515.8  2,533.3 2,550.8 2,550.8 
Total debt 2,946.2  2,946.2 2,963.3 2,980.8 2,980.8 2,998.3 3,015.8  3,033.3 3,050.8 3,050.8 
EBITDA/Int 2.4x 0.6x 2.0x 1.3x 1.5x 2.3x 0.4x 1.7x 1.4x 1.4x 
EBITDAR/Net int. + 1/3 rent 2.5x 0.8x 2.1x 1.5x 1.7x 2.3x 0.7x 1.9x 1.5x 1.6x 
Secured debt/EBITDA 2.8x 3.8x 4.7x 4.8x 4.8x 4.9x 5.1x 5.4x 5.3x 5.3x 
Debt/EBITDA 4.8x 6.4x 8.0x 8.2x 8.2x 8.5x 8.8x 9.3x 9.3x 9.3x 
Net rent adj sr debt/EBITDAR 4.4x 5.4x 6.4x 6.4x 6.4x 6.6x 6.7x 7.1x 6.9x 6.9x 
Net rent adj debt/EBITDAR 5.1x 6.3x 7.5x 7.5x 7.5x 7.8x 7.9x 8.4x 8.2x 8.2x 
Total Stores 42 42 42 42 42 43 43 43 43 43 
Same store sales -14.5% -22.8% -25.1% -10.0% -20.0% -8.0% -5.0% -5.0% -3.0% -5.3% 
Cash Flow Statement           
Net Income 12.9  (509.3) (3.1) (21.1) (520.6) 14.2 (77.2) (12.0) (30.0) (104.9) 
Depreciation & Amort  56.6  64.3 47.9 55.8 224.5 55.6 62.4  49.0 56.8 223.8 
Deferred taxes (8.7) (113.4) 23.8 (17.5) (115.9) (4.8) (15.3) (7.8) (9.8) (37.7) 
Loss (Gain) on asset sales/disc ops 0.0  0.0 0.0 0.0 0.0 0.0 0.0  0.0 0.0 0.0 
Impairments/Amort of debt issue  3.6  556.6 10.7 3.6 574.5 3.6 3.6  3.6 3.6 14.4 
PIK interest   20.5 17.5 38.0 17.9 18.3  18.8 19.2 74.2 
Other (inc. non-cash interest) 4.1  4.3 (0.4) 0.0 8.0 0.0 0.0  0.0 0.0 0.0 
Inc/(Dec) in Work. Cap (158.4) 137.2 (76.2) 70.3 (27.1) (72.1) 102.3  (85.2) 70.6 15.5 
Discontinued ops 0.0  0.0 0.0 0.0 0.0 0.0 0.0  0.0 0.0 0.0 
Operating Cash Flow (OCF) (89.9) 139.7 23.1 108.6 181.5 14.3 94.1  (33.6) 110.4 185.3 
Capex (33.5) (31.1) (16.7) (32.0) (113.3) (43.6) (26.5) (23.9) (29.1) (123.1) 
Investing cash flow (33.5) (31.1) (16.7) (32.0) (113.3) (43.6) (26.5) (23.9) (29.1) (123.1) 
Free Cash Flow ex Acquisitions (123.3) 108.6 6.4 76.6 68.2 (29.2) 67.6  (57.5) 81.3 62.2 
Change in Debt (0.5) (0.7) (0.2) 0.0 (1.4) 0.0 0.0  0.0 0.0 0.0 
Financing cash flow (0.5) (0.7) (0.2) 0.0 (1.4) 0.0 0.0  0.0 0.0 0.0 
Change in Cash (123.8) 107.8 6.2 76.6 66.8 (29.2) 67.6  (57.5) 81.3 62.2 
Beginning cash 239.2  115.4 223.2 229.4 239.2 306.0 276.8  344.4 286.9 306.0 
Ending cash 115.4  223.2 229.4 306.0 306.0 276.8 344.4  286.9 368.2 368.2 
Source: Company reports and J.P. Morgan estimates. 
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Table 3: NMG forecast model - WORST CASE 
 01-Nov-08 31-Jan-09 02-May-09 01-Aug-09 01-Aug-09 31-Oct-09 30-Jan-10 01-May-10 31-Jul-10 31-Jul-10 

 1Q09 2Q09 3Q09 4Q09E 2009E 1Q10E 2Q10E 3Q10E 4Q10E 2010E 
Income statement data:           
Revenues 985.8  1,079.4 810.1 881.9 3,757.1 883.4 1,017.2  762.1 867.8 3,530.6 
  YOY Growth -12.9% -21.4% -23.7% -14.6% -18.3% -10.4% -5.8% -5.9% -1.6% -6.0% 
COGS 617.7  821.4 514.8 648.2 2,602.1 565.4 783.3  503.0 637.9 2,489.5 
Gross profit 368.0  258.0 295.3 233.7 1,155.0 318.0 234.0  259.1 230.0 1,041.1 
   Margin 37.3% 23.9% 36.5% 26.5% 30.7% 36.0% 23.0% 34.0% 26.5% 29.5% 
SG&A 242.8  243.6 200.5 208.1 895.1 238.5 240.1  200.4 204.8 883.8 
Inc/Gain on Credit Card Sale (13.0) (10.2) (10.5) (13.5) (47.1) (13.0) (10.2) (10.5) (13.5) (47.1) 
EBIT 81.6  (592.7) 50.3 (16.7) (477.5) 36.7 (51.3) 13.2 (18.0) (19.3) 
Nonrecurring items 18.0  586.0 27.2 18.3 649.6 18.3 18.3  18.3 18.3 73.3 
EBITDA 138.2  32.4 114.2 39.0 323.8 92.5 4.1  69.2 38.6 204.4 
  YOY Growth -34.3% -82.7% -43.5% -54.7% -52.8% -33.1% -87.4% -39.4% -1.0% -36.9% 
  EBITDA/Sales 14.0% 3.0% 14.1% 4.4% 8.6% 10.5% 0.4% 9.1% 4.5% 5.8% 
Rent Pmts (Qtly estimates) 24.7  22.0 20.0 17.7 84.4 18.0 20.1  15.3 17.2 70.6 
EBITDAR 162.9  54.4 134.2 56.7 408.2 110.5 24.1  84.5 55.8 275.0 
Net Interest 57.8  58.6 58.3 59.0 233.7 57.3 56.6  56.8 57.4 228.1 
Pre-Tax Income 23.7  (651.3) (7.9) (75.7) (711.2) (20.6) (107.9) (43.5) (75.4) (247.4) 
Net Income 12.9  (509.3) (3.1) (41.6) (541.2) (17.5) (91.7) (37.0) (64.1) (210.3) 
Cash 115.4  223.2 229.4 180.5 180.5 190.6 231.8  194.9 172.6 172.6 
Secured debt 1,746.2  1,746.2 1,746.2 1,746.2 1,746.2 1,746.2 1,746.2  1,746.2 1,746.2 1,746.2 
Senior debt 2,446.2  2,446.2 2,463.3 2,480.8 2,480.8 2,498.3 2,515.8  2,533.3 2,550.8 2,550.8 
Total debt 2,946.2  2,946.2 2,963.3 2,980.8 2,980.8 2,998.3 3,015.8  3,033.3 3,050.8 3,050.8 
EBITDA/Int 2.4x 0.6x 2.0x 0.7x 1.4x 1.6x 0.1x 1.2x 0.7x 0.9x 
EBITDAR/Net int. + 1/3 rent 2.5x 0.8x 2.1x 0.9x 1.6x 1.7x 0.4x 1.4x 0.9x 1.1x 
Secured debt/EBITDA 2.8x 3.8x 4.7x 5.4x 5.4x 6.3x 7.0x 8.5x 8.5x 8.5x 
Debt/EBITDA 4.8x 6.4x 8.0x 9.2x 9.2x 10.8x 12.1x 14.8x 14.9x 14.9x 
Net rent adj sr debt/EBITDAR 4.4x 5.4x 6.4x 7.3x 7.3x 8.2x 8.9x 10.5x 10.7x 10.7x 
Net rent adj debt/EBITDAR 5.1x 6.3x 7.5x 8.5x 8.5x 9.6x 10.4x 12.4x 12.5x 12.5x 
Total Stores 42 42 42 42 42 43 43 43 43 43 
Same store sales -14.5% -22.8% -25.1% -20.0% -22.3% -15.0% -10.0% -10.0% -5.0% -10.2% 
Cash Flow Statement           
Net Income 12.9  (509.3) (3.1) (41.6) (541.2) (17.5) (91.7) (37.0) (64.1) (210.3) 
Depreciation & Amort  56.6  64.3 47.9 55.7 224.5 55.5 62.2  48.9 56.6 223.2 
Deferred taxes (8.7) (113.4) 23.8 (28.4) (126.8) (8.4) (16.9) (10.7) (13.8) (49.8) 
Loss (Gain) on asset sales/disc ops 0.0  0.0 0.0 0.0 0.0 0.0 0.0  0.0 0.0 0.0 
Impairments /Amort of debt issue  3.6  556.6 10.7 3.6 574.5 3.6 3.6  3.6 3.6 14.4 
PIK interest   20.5 17.5 38.0 17.9 18.3  18.8 19.2 74.2 
Other (inc. non-cash interest) 4.1  4.3 (0.4) 0.0 8.0 0.0 0.0  0.0 0.0 0.0 
Inc/(Dec) in Work. Cap (158.4) 137.2 (76.2) (26.6) (123.9) 1.1 91.2  (37.6) 2.3 56.9 
Discontinued ops 0.0  0.0 0.0 0.0 0.0 0.0 0.0  0.0 0.0 0.0 
Operating Cash Flow (OCF) (89.9) 139.7 23.1 (19.9) 53.0 52.2 66.7  (14.1) 3.8 108.6 
Capex (33.5) (31.1) (16.7) (29.1) (110.4) (42.1) (25.4) (22.9) (26.0) (116.4) 
Investing cash flow (33.5) (31.1) (16.7) (29.1) (110.4) (42.1) (25.4) (22.9) (26.0) (116.4) 
Free Cash Flow ex Acquisitions (123.3) 108.6 6.4 (49.0) (57.3) 10.1 41.3  (37.0) (22.2) (7.8) 
Change in Debt (0.5) (0.7) (0.2) 0.0 (1.4) 0.0 0.0  0.0 0.0 0.0 
Financing cash flow (0.5) (0.7) (0.2) 0.0 (1.4) 0.0 0.0  0.0 0.0 0.0 
Change in Cash (123.8) 107.8 6.2 (49.0) (58.7) 10.1 41.3  (37.0) (22.2) (7.8) 
Beginning cash 239.2  115.4 223.2 229.4 239.2 180.5 190.6  231.8 194.9 180.5 
Ending cash 115.4  223.2 229.4 180.5 180.5 190.6 231.8  194.9 172.6 172.6 
Source: Company reports and J.P. Morgan estimates. 
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Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the 
MAS. Malaysia: This material is issued and distributed in Malaysia by JPMorgan Securities (Malaysia) Sdn Bhd (18146-X) which is a 
Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets Services License issued by the Securities Commission in 
Malaysia. Pakistan: J. P. Morgan Pakistan Broking (Pvt.) Ltd is a member of the Karachi Stock Exchange and regulated by the Securities and 
Exchange Commission of Pakistan. Saudi Arabia: J.P. Morgan Saudi Arabia Ltd. is authorised by the Capital Market Authority of the Kingdom 
of Saudi Arabia (CMA) to carry out dealing as an agent, arranging, advising and custody, with respect to securities business under licence number 
35-07079 and its registered address is at 8th Floor, Al-Faisaliyah Tower, King Fahad Road, P.O. Box 51907, Riyadh 11553, Kingdom of Saudi 
Arabia.  
  

Country and Region Specific Disclosures   
U.K. and European Economic Area (EEA):  Unless specified to the contrary, issued and approved for distribution in the U.K. and the EEA by 
JPMSL. Investment research issued by JPMSL has been prepared in accordance with JPMSL's policies for managing conflicts of interest arising 
as a result of publication and distribution of investment research. Many European regulators require that a firm to establish, implement and 
maintain such a policy. This report has been issued in the U.K. only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial 
Services and Markets Act 2000 (Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons"). This document must 
not be acted on or relied on by persons who are not relevant persons. Any investment or investment activity to which this document relates is only 
available to relevant persons and will be engaged in only with relevant persons. In other EEA countries, the report has been issued to persons 
regarded as professional investors (or equivalent) in their home jurisdiction. Australia:  This material is issued and distributed by JPMSAL in 
Australia to “wholesale clients” only.  JPMSAL does not issue or distribute this material to “retail clients.”  The recipient of this material must not 
distribute it to any third party or outside Australia without the prior written consent of JPMSAL.  For the purposes of this paragraph the terms 
“wholesale client” and “retail client” have the meanings given to them in section 761G of the Corporations Act 2001.  Germany:  This material is 
distributed in Germany by J.P. Morgan Securities Ltd., Frankfurt Branch and J.P.Morgan Chase Bank, N.A., Frankfurt Branch which are 
regulated by the Bundesanstalt für Finanzdienstleistungsaufsicht. Hong Kong:  The 1% ownership disclosure as of the previous month end 
satisfies the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for persons licensed by or registered with the Securities 
and Futures Commission. (For research published within the first ten days of the month, the disclosure may be based on the month end data from 
two months’ prior.) J.P. Morgan Broking (Hong Kong) Limited is the liquidity provider for derivative warrants issued by J.P. Morgan 
International Derivatives Ltd and listed on The Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx website: 
http://www.hkex.com.hk/prod/dw/Lp.htm.  Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of 
share trading, and that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan 
Securities Japan Co., Ltd., will be receiving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the 
commission rate which was individually agreed between JPMorgan Securities Japan Co., Ltd., and the customer in advance. Financial Instruments 
Firms: JPMorgan Securities Japan Co., Ltd., Kanto Local Finance Bureau (kinsho) No. 82 Participating Association / Japan Securities Dealers 
Association, The Financial Futures Association of Japan. Korea:  This report may have been edited or contributed to from time to time by 
affiliates of J.P. Morgan Securities (Far East) Ltd, Seoul branch.  Singapore:  JPMSS and/or its affiliates may have a holding in any of the 
securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures 
section above.  India:  For private circulation only, not for sale. Pakistan:  For private circulation only, not for sale. New Zealand:   This 
material is issued and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the 
course of and for the purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the 
public" as determined in accordance with section 3 of the Securities Act 1978. The recipient of this material must not distribute it to any third 
party or outside New Zealand without the prior written consent of JPMSAL. 
  

General:  Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan 
Chase & Co. or its affiliates and/or subsidiaries (collectively J.P. Morgan) do not warrant its completeness or accuracy except with respect to any 
disclosures relative to JPMSI and/or its affiliates and the analyst’s involvement with the issuer that is the subject of the research. All pricing is as 
of the close of market for the securities discussed, unless otherwise stated. Opinions and estimates constitute our judgment as of the date of this 
material and are subject to change without notice. Past performance is not indicative of future results. This material is not intended as an offer or 
solicitation for the purchase or sale of any financial instrument. The opinions and recommendations herein do not take into account individual 
client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to 
particular clients. The recipient of this report must make its own independent decisions regarding any securities or financial instruments 
mentioned herein. JPMSI distributes in the U.S. research published by non-U.S. affiliates and accepts responsibility for its contents. Periodic 
updates may be provided on companies/industries based on company specific developments or announcements, market conditions or any other 
publicly available information. Clients should contact analysts and execute transactions through a J.P. Morgan subsidiary or affiliate in their home 
jurisdiction unless governing law permits otherwise.  
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