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Ricoh (7752)
Reiterating Buy: Market still underestimating restructuring scale

Fruits of restructuring already emerging — As we argued in our March 14
upgrade report, Ricoh (7752) - Nonconsensus Buy: Market missing restructuring-
driven rebound, we think the market is still overlooking the intensity of Ricoh’s
radical restructuring. Restructuring, focused on headcount cuts in Japan and
overseas, has been progressing smoothly and the results of these efforts are
materializing, with July—September SG&A down ¥19.1bn YoY. In this report, we
revisit our Buy thesis and reiterate our Buy rating.

Side-effects smaller than envisioned — In FY3/13, the biggest issue is
headcount cuts in the US and the equity market has been worried about side-effects
from this, namely declines in market share. However, in the more than six months
since the number of marketing offices started to fall, market share in color copiers in
the US has picked up, rising to 25% in July—September from the January—March
bottom of 23%. We sense that business continuity while restructuring has been
executed more adroitly than expected (Figure 12). While we cannot be sanguine on
the business environment in copiers because of the faltering global economy, copier
shipments have recently been holding up better than those of LBPs and IJPs, and
consumables remain in positive YoY territory.

No overvaluation — With a lack of encouraging news on the macro environment,
we think visibility on the earnings outlook for Ricoh is relatively good, driven as
earnings are not by top-line growth but by restructuring of fixed cost cuts that Ricoh
is pushing itself. We think it is likely to slightly undershoot its H2 sales target but
think OP will be in line with plan, as we regard restructuring benefits as a buffer and
expect further restructuring steps in Japan and overseas. At the current share price,
the shares are on an FY3/14E PER of c7x, a PBR of 0.5x (RoE of 8%), and a
dividend yield of c5%, which looks appealing versus sector peers.
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7752.T: Fiscal year end 31-Mar

Price: ¥642; TP: ¥1,000; Market Cap: ¥465,493m; Recomm: Buy

Profit & Loss (¥m) 2011 2012 2013E 2014E 2015E Valuation ratios 2011 2012 2013E 2014E 2015E

Sales revenue 1,942,013 1,903,477 1,888,200 1,935000 1,990,600 PE (x) 24.0 -10.6 13.8 6.7 6.1

Cost of sales -1,151,939  -1,150,855 -1,145200 -1,165,000 -1,215,100 PB (x) 05 0.6 0.6 0.5 05

Gross profit 790,074 752,622 743,000 770,000 775,500 EV/EBITDA (x) 0.1 25 14 0.9 0.7
Gross Margin (%) 40.7 39.5 39.3 39.8 39.0 FCF yield (%) 13.7 -12.8 15.5 19.5 20.2

EBITDA (Adj) 127,435 46,916 135,000 193,500 203,000 Dividend yield (%) 5.1 39 45 5.1 5.1
EBITDA Margin (Adj) (%) 6.6 25 71 10.0 10.2 Payout ratio (%) 124 -41 63 35 32

Depreciation 67,239 -64,984 -64,000 -63,500 62,500 ROE (%) 21 5.1 41 8.3 8.6

Amortisation 0 0 0 0 0 Cashflow (¥m) 2011 2012 2013E 2014E 2015E

EBIT (Adj) 60,196 -18,068 71,000 130,000 140,500 EBITDA 127,435 46,916 135,000 193,500 203,000
EBIT Margin (Adj) (%) 31 -0.9 38 6.7 7.1 Working capital -23,420 42,615 20,000 -2,000 -4,000

Net interest 0 0 0 0 0 Other 26,035 6,905 -8,035 -35,860 -39,760

Non-op/Except -14,796 -13,869 -7,500 -6,500 -6,000 Operating cashflow 130,050 11,206 146,965 155,640 159,240

PreTax Profit 45,400 -31,937 63,500 123,500 134,500 Capex -65,589 71,739 -75,000 -65,000 -65,000

Tax -22,621 -8,223 -25,400 -49,400 -53,800 Net acqg/disposals 93,400 91,137 89,000 88,500 87,500

Extraord./Min.Int./Pref.div. -3,129 -4,400 -4,460 -4,960 -4,960 Other -119,819  -131,841 93,325 -88,500 -87,500

Reported net profit 19,650 -44,560 33,640 69,140 75,740 Investing cashflow -92,008  -112,443 -79,325 -65,000 -65,000
Net Margin (%) 1.0 2.3 18 36 3.8 Dividends paid -23,943 -23,942 -15,200 -21,000 -23,900

Core NPAT 19,650 -44,560 33,640 69,140 75,740 Financing cashflow -92,108 87,823 -17,200 -41,000 -73,900

Per share data 2011 2012 2013E 2014E 2015E Net change in cash -62,996 -16,011 50,440 49,640 20,340

Reported EPS (¥) 27 -61 46 95 104 Free cashflow to s/holders 64,461 -60,533 71,965 90,640 94,240

Core EPS (¥) 27 -61 46 95 104

EPS* (¥) 27 -61 46 95 104

DPS (¥) 33 25 29 33 33

CFPS (¥) 177 15 203 215 219

FCFPS (¥) 88 -82 99 125 130

BVPS (¥) 1,281 1,134 1,114 1,176 1,248

Wtd avg ord shares (k) 725,643 725,571 725,500 725,500 725,500

Wtd avg diluted shares (k) 735,490 735,419 725,500 725,500 725,500

Growth rates 2011 2012 2013E 2014E 2015E

Sales revenue (%) 3.7 2.0 0.8 25 29

EBIT (Adj) (%) -8.8 nm nm 83.1 8.1

Core NPAT (%) -29.5 nm nm 105.5 9.5

Core EPS (%) -29.5 nm nm 105.5 95

Balance Sheet (¥m) 2011 2012 2013E 2014E 2015E

Cash & cash equiv. 181,179 158,671 159,164 185,164 185,164

Accounts receivables 657,817 686,930 670,000 673,000 678,000

Inventory 171,033 195,009 190,000 195,000 201,000

Net fixed & other tangibles 264,740 268,527 280,000 282,000 285,000

Goodwill & intangibles 0 0 0 0 0

Financial & other assets 987,627 980,221 975,896 975,896 975,896

Total assets 2,262,396 2,289,358 2,275,060 2,311,060 2,325,060

Accounts payable 250,483 252,209 250,000 256,000 263,000

Short-term debt 151,023 216,432 220,000 210,000 320,000

Long-term debt 479,422 525,435 520,000 510,000 350,000

Provisions & other liab 398,704 416,264 416,000 416,000 416,000

Total liabilities 1,279,632 1,410,340 1,406,000 1,392,000 1,349,000

Shareholders' equity 929,877 822,704 808,260 853,260 905,260

Minority interests 52,887 56,314 60,800 65,800 70,800

Total equity 982,764 879,018 869,060 919,060 976,060

Net debt 449,266 583,196 580,836 534,836 484,836

Net debt to equity (%) 45.7 66.3 66.8 58.2 49.7

Note: Consolidated data. * EPS: NP/Est Shares OS.

For further data queries on Citi's full coverage universe please contact Citi Research Data Services at CitiRsch.DataServices.Global@citi.com ‘

@dataCentral
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Ricoh (7752) Investment Dashboard

Reasons to Buy

Sales breakdown (FY3/12)
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Share price drivers Company description
B Forex: ¥1/$ move shifts OP ¥1.3bn; Summary: Ricoh is one of Japan’s leading makers of office equipment, with this
¥1/€ move ¥1.5bn (weak yen lifts business accounting for the largest share of earnings. Ricoh sat atop the global
profit) copier market in 2011 with an overall share of 21% (25% in color copiers and 19% in

B&W copiers). Its share is low in both |JPs and LBPs.
® Fundamentals: Changes in sentiment

on the office equipment market (easing [Shareholder returns: Since the global financial crisis Ricoh has aimed for a stable
of paperless fears, etc.) ¥33 DPS, but in FY3/12 Ricoh posted its first-ever operating loss, so it cut its DPS to
¥25 (reducing its period-end dividend to ¥8.5 from ¥16.5). However, if visibility on

m Restructuring: Fixed and SG&A cut
estructuring: Fixed and SG&A cu earnings recovery from FY3/13 improves, we could see a return to ¥33 in FY3/14.

benefits. Ricoh has little experience in
restructuring but confirmation of
progress would lift faith in profit

creation

Valuations
Rating Price Mkt FY1E= EPS PER (x) PBR (x)| OPM EV/EBITDA (x) RoE

Code Company Cap FY1E FY2E FY1E| FY2E FY1E| FY1E FY2E| FY1E FY2E| FY1E FY2E
Precision equipment ($ bn)
4901.T Fujiflm 2 JPY 1,277.00 7.7 313 132.9 176.0 9.6 7.3 03 55% 6.5% nm nm  3.6%  4.3%
4902.T Konica Minolta 2 JPY 512.00 34 313 4.7 46.8 12.3 10.9 06 6.1% 6.4% 2.3 20 51% | 56%
6724.T Seiko Epson 2 JPY 434.00 1.0 313 26.5 69.6 16.4 6.2 04 22% 3.6% 25 21 22% 55%
MT Hoya 2 JPY 1,528.00 8.2 313 137.2 142.4 11 10.7 1.6 19.5% 19.3% 47 41 14.8% | 14.2%
7751.T Canon 1 JPY 2,437.00 350 1212 2133 262.1 1.4 9.3 1.3 10.3%  12.0% 26 2.2, 10.0% @ 11.8%
7752.T Ricoh 1 JPY 642.00 5.8 313 46.4 95.3 13.8 6.7 06 3.8% 6.7% 1.4 09 41% 83%
HPQ.N Hew lett-Packard 3 usb 13.14 258/ 10/12 4.1 34 32 3.9 08 92% 8.1% 26 2.7 -10.7% = 14.8%
LXK.N Lexmark Int 3 usb 22.12 1.4 12112 37 37 5.9 6.1 1.1 10.0% | 10.2% 1.4 17 7.0%  14.3%
XRX.N Xerox Corp 2 usb 6.29 8.0 12112 1.0 1.1 6.2 5.8 0.6 9.2% 9.3% 3.2 31 94% 9.0%
BSXN Boston Scient 2 usD 5.12 7.0 1212 0.4 0.4 12.4 12.7 0.6 21.1% 19.9% 5.0 4.8 -34.9% | 4.6%
SYK.N Stryker Corp 2 usD 52.32 199 1212 4.1 4.2 12.9 12.3 2.3 25.5% 25.0% 6.6 6.0 19.3%  18.1%
LCD-related
034220.KS LG Display 1 KRW 34,950.00 1.5 1212 958.0 3,371.0 36.5 10.4 120 1.7% 5.0% 2.7 1.9 3.3%  10.9%
005930.KS  Samsung Elec 1 KRW/|  1,355,000.00 183.7 ~ 12/12 158,667.1| 200,362.2 8.5 6.8 1.7 14.5% @ 16.5% 38 3.0 21.5%  221%
SPE
7731.T Nikon 2 JPY 1,794.00 8.9 3/13 164.7 205.8 10.9 8.7 15 89% | 10.4% 41 35 14.4% | 16.2%
8035.T Tokyo Electron 2 JPY 3,435.00 7.7 313 115.2 215.1 29.8 16.0 1.0 55%  9.9% 55 35 35%  6.3%
AMAT.O Applied Material 2 usD 10.36 128 10112 0.7 0.6 14.4 16.8 1.7 127%  12.4% 6.3 84 77% 83%
ASMLAS  ASML HId 2 EUR 43.74 234/ 1212 2.6 2.8 16.5 15.4 4.3 259% 24.9% 1.5 11.00 28.9% 25.7%
KLAC.O KLA Tencor 1 usD 45.13 75 6/13 3.7 43 12.2 10.4 21 28.6% @ 31.4% 5.9 47 17.6% | 18.7%
LRCX.0 Lam Research 2 usb 35.41 6.1 6/13 2.2 39 16.1 9.1 1.2 10.5% @ 18.3% 7.0 44 53% | 11.9%

Note: Share prices as of the November 14 close.
Source: Citi Research.
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Ricoh restructuring: The debating points

Improved conviction on the progress of structural reforms led Ricoh shares to
bottom at the end of July and gain some 50% through end-October. However, the
shares are adjusting again, following the drying-up of drivers in the wake of July-
September results. Having reconsidered Ricoh's restructuring progress and growing
external environment uncertainty, we believe the shares continue to offer investment
appeal. In this report, we run again through the key points of debate and again
reiterate our Buy rating.

B 1 Restructuring progress — Sustained reduction in fixed costs

B 2 Operations in the US — Earnings trends and structural reform progress

B 3 Copier business — limited market share impact despite structural reforms

W 4 Structural improvements other than headcount reductions — Review of
operating processes

B 5 Earnings estimates — at least ¥45.5bn YoY growth in FY3/14

B 6 Shareholder returns — Roadmap to restoring ¥33/share dividend

Ricoh has disappointed investors on numerous occasions since 2008 H2, when it
acquired Ikon, and this has left many skeptical as to whether there has been any
real change at the company. Indeed, the management team has not changed.
However, as we explain below, we saw changes over and above simple job cuts
when Ricoh began its restructuring drive, and we believe the benefits of reform will
become clearer moving forward. We believe valuations still look very attractive both
in absolute and peer-relative terms. Based on the November 14 closing price and
our FY3/14 forecasts put Ricoh on a PBR of 0.5x, a PER of ¢7x, and a dividend
yield of c5%.

Figure 1. Share price performance of office equipment makers under Figure 2. Share price performance of office equipment makers under

coverage since July 1, 2012 coverage since TOPIX YTD high
120 110
TOPIX TOPIX
1o L 100
—— 7752 90 —— 7752
100
— 7751 80 — 7751
90 -
— 4902 0 — 4902
80 - 60
—— 4901 —— 4901
70 L L L L L L L L L 50 L L L L L L L L L L
07/01 07/15 07/29 08/12 08/26 09/09 09/23 10/07 10/21 11/04 03/27 04/17 05/08 05/29 06/19 07/10 07/31 08/21 09/11 10/02 10/23
Source: Bloomberg, Citi Research. Source: Bloomberg, Citi Research.
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Quantitative and qualitative benefits
emerging in the year and a half since the
restructuring announcement

Quarterly SG&A expenses show clear
improvement

Citi Research

1) Structural reform progress — Sustained reduction in
fixed costs

Ricoh announced in May 2011 a structural reform plan that included its most
extensive-ever headcount reductions. It followed this up by announcing a
voluntary retirement program for domestic employees in June 2011. Just a
year and a half on, we believe both quantitative and qualitative benefits are
starting to emerge. The material decline in SG&A expenses (adjusted for
restructuring and impairment costs) is a good example.

Figure 3. Ricoh: Key financial indicators (¥bn)
Profitability to continue to improve from FY3/13 through FY3/14

09/3 10/3 11/3 12/3 13/3E 14/3E

Sales 2,091.7  2,0163 19420 19035 1,888.2  1,935.0
SGA 779.9 756.3 729.9 770.7 672.0 640.0
Restructuring costs 12.4 0.0 0.0 341 20.0 0
Goodwill impairment 0.0 0.0 0.0 37.0 0 0
SG&A costs excluding one-offs 767.5 756.3 729.9 699.6 652.0 640.0
Operating profit 745 66.0 60.2 -18.1 71.0 130.0
(Operating margin) 3.6% 3.3% 3.1% -0.9% 3.8% 6.7%
OP excluding one-off costs 123.9 103.0 97.2 53.0 91.0 130.0
(Operating margin excl. one-offs) 5.9% 5.1% 5.0% 2.8% 4.8% 6.7%

Source: Company data (SEC filings, Form 20-F, results reference materials), Citi Research.

Restructuring overview

Ricoh uses US GAAP, so it includes restructuring and impairment costs in SG&A
expenses. As such, we believe these one-off factors need to be excluded to
determine if structural reforms are having an impact. Adjusted SG&A expenses fell
¥16.4bn YoY and fell ¥10.3bn QoQ to ¥163.6bn in July-September 2012. We see
this as quantitative evidence of savings from headcount cuts.

Figure 4. Ricoh: Quarterly consolidated SG&A (¥bn)

¥26bn YoY reduction in FY3/13 H1

200.0 “193:196:194.

Figure 5. Ricoh: Consolidated personnel and SG&A expenses (¥bn)
Working toward further cuts in FY3/14

800

190

189 190 186 186

175.0

150.0

125.0

100.0

Note: Consolidated SG&A expenses after the deduction of impairment and

restructuring costs.
Source: Company data, Citi Research

182182 1 184184 o)

756.3 729.9 m Labor costs
174 750 | ] 625 (-26.4) 699.6 01 SGA
7000 s o1 (303) 665.0
0 r ) (-16.4) 6395 (-34.6)
60 | (265)
600 |
550 |
500 1 1 1
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Note: Consolidated personnel expenses are included in CoGS and SG&A expenses
(some figures are our estimates). Consolidated SG&A expenses do not include
impairment and restructuring costs.

Numbers in parenthesis represent YoY change.

Source: Company data, company presentation materials, Citi Research.

Restructuring framework unchanged

Plans call for total headcount to be reduced by 10,000 over the three years ending
FY3/14, and as of FY3/12 Ricoh had reduced headcount by approximately 5,000.
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The numbers in bold for each region in Figure
6 are subsidiary employees not included in the
numbers in the top part of the table. As of end-
September 2007 (before the acquisition), Ikon
employed 25,000 people, and according to lkon
materials this included 9,000 salespeople and

6,000 service engineers

In Japan, 2,340 employees applied for the
voluntary retirement program, but not all had
left as of end-FY3/12. Sales headcount is also
falling outside of the sales and services
subsidiaries Ricoh Japan and Ricoh
Technosystems (i.e., at the head office, in

production, in development, etc.)

The number of overseas employees at end-
FY3/12 was up 1,822 YoY, although we believe
this included around 1,400 (estimated) at the
production facilities of Pentax Ricoh Imaging
(which was consolidated in June 2011) and a
803-person increase at Ricoh Asia Pacific to

open up sales channels in Asia

Voluntary retirement program has
already led to a big improvement in
profitability in Japan, where headcount
cuts were first to come

We expect sustained reduction in costs
in Japan, as the review of business
processes throws up potential for further
savings

Citi Research

This included 2,340 applicants to the domestic voluntary retirement program (which
had originally targeted 1,600 applicants), with the remainder comprising employees
who had reached retirement age or who left of their own accord and were not
replaced. Ricoh plans to cut 4,000 employees in FY3/13, including 3,000 through
rationalizations in the US. At the end of September, we believe the company as part
of its structural reform strategies had already made a 2,500 reduction in headcount
(we estimate that 1,500 of these cuts were overseas and 1,000 in Japan). According
to Ricoh, most of the job cuts in the US business will be back office positions, with
only a limited reduction in the number of salespeople.

Figure 6. Ricoh headcount
1,538 YoY drop in the number of sales office employees in Japan and 991 decline in the US at
end-FY3/12

|| 3oe] 3or| 308 ool 30| 31l 2]
Number of employees (FY-end) | 76,100 _81,800] _83.300] 108,400 108,500 108.900 | 109,241]

Japan 39,900 40,300 40,300 40,800 41,100 40,000 38,519
Overseas 36,200 41500 43,000 67,600 67,400 68900 70,722
Sales and service personnel (20F)

Japan 22500 22,800 22,700 23,100 22,100 21,200 19,800
Overseas 20,700 22,900 23,700 46,500 45900 45,800 44,700
Japan 19,608 19,718 19,724 19,990 19,698 20,007 18,469
Ricoh Japan Corporation 11,054 11,212 11236 11,517 11,728 12407 11,348
Ricoh Technosystems Co., Ltd 8,554 8,506 8,488 8,473 7,970 7,600 7,121
The Americas 11,319 11,832 13195 37,314 34811 33,866 32,875
Ricoh Americas Corporation 5,426 5935 10,527 10,229 10,363 11,428 11,507
Lanier 4,751 4,758

Infoprint Solutions 1,490 2,785 2,713 2,702 1,372
IKON Office Solutions 23,304 20,878 18,927 19,209
Europe 13,439 16,652 15,738 15493 17,194 17,308 17,483
Ricoh Europe 4,481 7382 13993 13,726 15526 15,647 15,847
NRG Group 7,325 7,481

Asia-Pacific and others 4,989 4,916 4,998 5,155 5,660 6,300 7,294
Ricoh HK and others 4,989 4,916 4,998 5,155 5,232

Ricoh Asia Pacific 5,692 6,495

Source: Company data (financial statements, Form 20F, results presentation materials), Citi Research.

Rationalization in Japan

In Japan, the Ricoh group workforce totaled 40,000 at end-FY3/11. This has been
materially reduced through the voluntary retirement program (2,340 applicants)
mentioned above and natural attrition. At the same time, Ricoh has made progress
on business process reengineering, including a review of the role of direct
salespeople (ancillary work not related to sales pitches has been cut). According to
company materials, the SG&A-sales ratio declined to c29% in FY3/12 from c37% in
FY3/11 and the OP margin improved from just under 2% to just over 8%.

We expect a similar improvement in overseas businesses. We understand Ricoh is
continuing to recruit voluntary retirement applicants, although not in great numbers,
in FY3/13. With efficiency improvements coming on the back of business process
overviews, we think the scope for headcount cuts may be greater than reported.

~
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Latest Form 20-F indicates a 2,500
reduction in sales and service personnel
in FY3/12

We think additional restructuring is
perfectly possible, and likely to be
positive rather than negative
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Figure 7. Ricoh domestic sales/service business (office equipment) cost rate and OP margin
—As voluntary retirements took effect, the expense (SG&A-sales) ratio began to drop and the
operating margin began to rise from the January-March quarter
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Source: Company data, Citi Research estimates.

Rationalization overseas

When we published our last report in July, Ricoh’s FY3/12 latest SEC Form 20-F
had not been filed. However, the latest 20-F filing indicates the number of sales and
service employees fell 1,400 in Japan and 1,100 overseas in FY3/12. If we assume
an increase in headcount in Asia to strengthen the marketing system, the
implication is that Ricoh has already reduced the number of front staff in Europe,
the US, and other developed markets by over 1,000. Although Ricoh is not very
proactive about updating investors on headcount reductions, we think progress in
this regard is also steady overseas.

The market appears concerned that restructuring at Ricoh has not ended, and that
there could be more in the future. We agree that such a possibility exists. Based on
discussions with the company, we believe efficiency gains achieved through the
aforementioned business process reviews are likely to be greater than anticipated
when restructuring started in May 2011. We think personnel who become surplus to
requirements as a result of the greater-than-expected efficiency improvements
could be cut, but as part of an independent forward-looking plan as opposed to one
made necessary because of inadequate restructuring previously.
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2. US operations — Earnings and restructuring progress

The acquisition and consolidation of the major US office equipment dealer
lkon in October 2008 increased the number of employees working at major
Ricoh sales and services companies to 37,000 from 13,000 before the
acquisition. Two years later there was still no improvement in the operating
environment and sales had not increased in line with expectations, prompting
Ricoh to stop waiting for sales to recover. Instead Ricoh turned to its own
devices to revive profitability, replacing local senior management, fully
integrating its US subsidiaries and lkon, and consolidating sales/services
offices while quietly reducing the number of employees in the process.

Vice President Zenji Miura became president of Ricoh Americas Holdings on April 1,
2012, and Martin Brodigan was named as chairman and CEO of Ricoh Americas
Corporation (RAC) on May 1. Mr. Brodigan has worked at Ricoh for more than 20
years, most recently as COO of RAC, and has achieved notable results in the
Canadian business. We expect the new management team of Mr. Miura and Mr.
Brodigan to accelerate restructuring in the US. In May 2012, Ricoh unveiled plans to
cut 3,000 employees in the US (about 10% of the total US workforce) in the course
of FY3/13.

The unification of RAC and Ikon operations had only advanced at a superficial level,
but a series of developments took place to suggest integration and rationalization
began to accelerate in spring 2012. For example, on the Ricoh USA home page, the
former RAC head office (New Jersey) and the former Ikon head office
(Pennsylvania) were both listed under “Headquarters” in spring. However, from this
October, only the former Ikon head office address was listed. We regard this as
proof that the company is simultaneously integrating head office functions in the US
and merging sales and servicing sites.

Our own research shows that the consolidation of sales/service bases in the US is
gathering pace. In 2009, immediately after Ricoh made lkon a consolidated
subsidiary, there were around 350 offices in the US. We have argued that many
RAC and lkon sales offices overlapped and that there was little complementarity
between the networks. However, we did not see anything to suggest progress in
integration.

In 2011 H2, almost three years after the lkon acquisition, the number of
sales/service offices started to decline as rationalization measures finally made
headway. The integration of neighboring offices and concentration of back-office
functions is improving efficiency, and we estimate that the total number of
sales/service offices had declined to less than 300 at the end of June. It is difficult to
tell just how far the consolidation can go, but considering the preparations made
between 2008 H2 and 2011 so that personnel cuts would not affect sales activities,
we think the likelihood of a decline in sales/service office numbers leading to a sales
decline is low.
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Market share in the US stable

Clearly benefiting from new models in
Western Europe
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Figure 8. Number of Ricoh sales/service offices in the US (Ricoh direct sales offices and lkon
branches): Dropped below 300 in the past year from 350 after lkon acquisition
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Source: Ricoh USA website, Citi Research.

3) Copier business — Limited market share impact
Market share trends in copiers (office MFPs)

We believe the equity market has been concerned about the negative impact on
Ricoh’s core operations of its restructuring-driven headcount cuts. However, of the
3,000 people being cut in FY3/13, the bulk appear to be in back-office roles rather
than front-line ones such as marketing, and it looks as if Ricoh has kept cuts in
marketing personnel to a minimum.

According to the latest (July—September) IDC data, as shown in Figure 9, even in
the US, the primary target of restructuring, market share has been flat or recovering
since bottoming. Looking at changes in market share since around April-June 2012,
when headcount actually turned lower, there is no evidence that this has caused
additional market share losses.

We understand that in Western Europe, too, Ricoh has been taking a parallel and
sustained look at fixed cost levels. In the primary battleground of 21-30ppm, whose
weighting is high, we understand that the debut of new models is steadily leading to
higher market share.
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Figure 9. Color copier market share by speed in the US and Western Europe (%):
Ricoh grew market share in the 31ppm and faster segments of the market in Europe/US with fully remodelled printers in spring 2012
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Source: IDC, Citi Research.

Expanding in MPS on the Ikon platform

In managed print services (MPS), Ricoh has been steadily and successfully building
and expanding its business platform by deploying companywide the MPS
experience of lkon in North America. At Ricoh, more than 30,000 specialist staff are
employed in the provision of MPS and management resources are being
strategically allocated to the area. Ricoh’s MPS are also winning plaudits second
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setting as sales supremacy doctrine
abandoned
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only to Xerox from third-party survey organizations such as Gartner and IPC. The
borders between the MPS business and established businesses are blurry and so it
is hard to assess profitability. However, we expect customers to continue to seek
integrated document solutions and we think that Ricoh’s accumulation of experience
in the field ahead of many peers is good news for the company.

Figure 10. Global MPS market, 2009-2011 ($bn)
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Source: IDC (September 2012), Citi Research.

4. Restructuring beyond headcount cuts — rethinking the
business processes

If Ricoh’s structural reforms were purely job cuts it would probably be right to
question their sustainability and feasibility. But we do not believe this to be
the case. A detailed analysis of management decisions over the last year
shows that business processes have been reviewed at the same time as
Ricoh has reassessed its evaluation system. For example, there has been a
change in the approach to planning and the way sales people are reviewed,
and expense management has been tightened.

We would first like to remind investors of the big changes to the thought processes
used in setting FY3/13 guidance (announced April 2012). As Figure 11 shows,
Ricoh has set lofty sales targets many times in the past. Targets have been overly
ambitious viewed against actual demand, so achievement has been wanting.
Management has explained that it did so for psychological reasons; namely, that
high targets boosted sales office morale. However, we believe a more rational
approach was taken in formulating the initial FY3/13 plan, with consideration given
to the demand environment and sales pipelines and an objective analysis of
conditions at competitors.
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Growth diverged significantly from plan
in the US in FY3/09, but this was due to
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reflected the effects of floods in Thailand
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sales alone, but on gross profit from
hardware and after-sales support

Stricter control of operating expenses,
and regulated budgeting of regional
sales operations

Reputation for “low-key” marketing is
evidence of Ricoh’s transformation
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Figure 11. Ricoh: YoY growth in imaging & solutions business sales
Through FY3/12, targets were excessive ambitious but are more realistic now

3/13CE | 3/13CRE

Initial
Worldwide 6.1% 6.1% 6.4% 1.8% 7.4% 2.4% 1.7%
Japan 3.2% 2.9% 2.1% 1.4% 4.2% 09% -0.6%
Overseas 8.6% 77%  16.1% 6.7% 9.6% 3.5% 3.3%
The Americas 9.1% 8.6% 29.2% 4.9% 8.7% 2.9% 2.4%
Europe 8.5% 6.1% 8.5% 8.4% 8.0% 2.3% 2.9%
Others (Asia-Pacific, etc.) 6.8% 123%  -8.6% 9.0%  19.4% 9.4% 9.0%
B YoY (FY actual result, %) 3/08 3/09 3/10 311 3/12
Worldwide 5.5% 3.7% 2.8% 1.8% 1.0%
Japan 1%  -71%  -52%  -14% 2.7%
Overseas 91%  11.5% 8.2% 3.9% -0.2%
The Americas 51% 332% 21.0% 1.6% -3.0%
Europe 109% -12% -3.7% 4.5% 1.2%
Others (Asia-Pacific, etc.) 17.1% -3.1% 58%  13.5% 7.5%
Divergence from CE (%) 3/08 3/09 3/10 3/11 3/12
Worldwide 05% -22%  -3.4% 0.0%  -6.0%
Japan 21% -98% 7T1%  -27% -14%
Overseas 0.5% 35% -68% -26% -9.0%
The Americas BI% 22.7% -6.4% -3.1%  -10.8%
Europe 22%  -68% -112% -36% -6.3%

Others (Asia-Pacific, etc.) 9.7% -187% 15.7% 41%  9.9%

Source: Company data, Citi Research.

One important point is that Ricoh’s system for evaluating its sales force has shifted
from an emphasis on equipment sales volume to an emphasis on profits generated
by sales of both equipment and consumables. Specifically, the performance of a
salesperson was previously based mainly on the number of copiers, etc., he or she
sold, but now that salesperson is evaluated on the gross profits generated by the
sale and installation of the copier (or other equipment) itself as well as the gross
profits generated by MIF (“machines in field”, i.e., the installed base). This means
there is incentive for sales teams to reduce cases where resources have been
wasted in order to boost sales of “low-quality MIF” (machines that contribute little to
subsequent sales of consumables) just to boost sales numbers.

From the perspective of management control, we understand Ricoh is tightening its
handing of income and expenditures for each regional sales operation. In the past,
overseas sales companies might request support in the form of marketing expenses
from Ricoh head office in order to meet ambitious sales targets, and we understand
that in some cases the head office complied. The earnings accountability of regional
sales offices was thus diminished, and unregulated growth in expenses resulted.
However, we gather that from FY3/13 Ricoh has cut off additional head office
financial support for marketing, aiming to keep spending within a reasonable budget
established at the beginning of the year.

Looking back over the past three quarters or so, we have started to hear Ricoh’s
marketing activities described by peers as “low-key”. Of course, the lack of visibility
on production resulting from the floods in Thailand made aggressive spending on
marketing very difficult, but we think there are also indications that the introduction
of a more disciplined approach to marketing activities also played an important role.
We understand that Ricoh often accepted orders at prices below going rates.
However, based on the new structure described, even if such orders boosted sales
figures in unit terms, it would not help the evaluation of the salesperson.
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5) Our take on earnings — OP growth of at least ¥45.5bn in

FY3/14
H1 OP of ¥27.4bn fell slightly short of the H1 (April-September) sales came in at ¥917.5bn and OP at ¥27.4bn. The company
company plan of ¥30bn plan was for sales of ¥940bn and OP of ¥30bn, so sales were 2.4% short and OP

¥2.6bn short of plan. The sales miss was mainly due to the slowdown in the copier
business in the latter half of July—September. OP fell short because the sales miss
drove gross profit lower and also, we understand, because about ¥1bn in
restructuring expenses were brought forward versus the company’s internal
expectations (undisclosed).

Forecasting FY3/13 OP of ¥71bn Our FY3/13 OP forecast of ¥71bn is unchanged (forex assumptions of ¥80/$ and
¥100/€), while the company plan is for ¥70bn (forex assumptions of ¥75/$ and
¥100/€). A ¥1 move versus the dollar causes OP to fluctuate ¥1.3bn and versus the
euro ¥1.5bn, so on our assumptions in H2 there could be a profit boost of ¥3bn
while on recent forex rates (¥80/$ and ¥103/€) there could be a boost of around
¥6bn.

Bulk of anticipated OP growth in FY3/13 We forecast FY3/13 OP of ¥71bn, followed by OP of ¥130bn in FY3/14. We expect

reflects profit factors with good visibility YoY growth of about ¥90bn in FY3/13, with factors with good visibility (see Figure
12) contributing ¥96bn. Specifically, we see positive contributions of ¥37bn due to
impairment losses posted in FY3/12 dropping out, ¥36.4bn from expanded fixed-
cost reductions, and ¥14.1bn from lower structural reform expenses (set to drop
from ¥34.1bn in FY3/12 to ¥20bn in FY3/13).

Surge in FY3/14 profits as structural We forecast FY3/14 OP growth of c¥60bn YoY. In our view, ¥45.5bn of this will

reforms ease off come from factors with good visibility (Figure 12), including ¥20bn from structural
reform costs dropping out and ¥25.5bn from greater fixed cost cut benefits. We also
anticipate savings from non-headcount SG&A cutting to continue.

For more on office MFP market trends, see our November 15 memo, Office MFPs
(copiers) - YoY momentum softened for a while but is relatively firm.

Figure 12. Ricoh: Summary of one-off factors (OP basis)
Earnings positives of ¥96bn in FY3/13 and ¥45.5bn in FY3/14 to appear automatically, lifting profit levels

FY3/12 A ¥75.5 bn

A Goodwill impairment -¥37.0bn  Goodwill and long-term asset impairment in the production printing business in October—
December. Fine-tuning in January-March (¥0.1bn)
B Restructuring costs -¥341bn  ¥31bnin FY3/12, ¥29bn planned in FY3/13
C  Fixed cost cuts +¥13.1bn  Impact of ¥11bn in initial year YoY
D Japan earthquake impact -¥12.0bn  Estimated ¥5bn in higher transport costs, material costs
E Thaiflood impact -¥5.5bn  Estimated ¥3bn in higher transport costs, material costs
Additional ¥6.4bn versus previous expectations on lower restructuring charges and greater fixed
FY3/13 +¥96.0bn . o it benefits
A Impairment loss dropout +¥37.0bn Rise in reaction to FY3/12 implementation
A’ Lower amortization costs due to impairment +¥2.5bn  Depreciation of intangible fixed assets falls to ¥2.5bn from ¥5bn on FY3/12 write-downs
Lower restructuring expenses Initially ¥25bn in restructuring expenses budgeted versus ¥34.1bn in FY3/12 (¥29bn as of May
+¥14.1bn  2011) but these were cut as of end-October to ¥20bn (expense budget cut, equates to ¥14.1bn
reduction in restructuring expenses YoY
Fixed cost cuts Cumulative ¥13.1bn in FY3/12, further ¥36.4bn in FY3/13 (¥35bn at period-start) in profit boost
+¥36.4bn  from fixed cost reductions, assumes Ricoh. Two-year cumulative impact of ¥49.1bn, up from
¥48.1bn envisaged previously, with emergence of impact being brought forward
D Dropout of Japan earthquake impact +¥3.0bn (CitiE)  Elimination of SG&A increase, additional materials burden, etc.
E  Dropout of Thai flood impact +¥3.0bn (Citi E)  Elimination of SG&A increase, additional materials burden, etc.
FY3/14 +¥455bn  YoY improvement cut ¥17.1bn versus previous expectations on brought forward benefits
B Decline in structural reform costs +¥20.0bn Yo cut of ¥20bn in costs leads to profit growth
C  Fixed cost cuts +¥25.5bn  Three-year cumulative impact estimate raised to ¥75bn from ¥70bn previously

Note: Items A, B, and C are based on company announced actuals and plans.
Source: Company data, Citi Research (including estimates).
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“stable dividend”

Ricoh announced that FY3/13 period-end
dividend will return to ¥16.5

Regardless of whether it happens, the
management team appears eager to buy
back shares

Getting more proactive on IR activities
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6) Our take on shareholder returns — Roadmap back to
DPS of ¥33

Ricoh has long cited a stable dividend as one of its core policies and stressed until
the middle of FY3/12 that it would maintain its DPS of ¥33. However, at the Q3
results announcement in January 2012, certain that it was going to fall into the red,
it cut the end-FY3/12 dividend to ¥8.5 from ¥16.5 for a full-year dividend of ¥25.

In response to the dividend cut in FY3/12, the initial FY3/13 company dividend
forecast was for ¥25 (¥12.5 in H1). However, as Ricoh made clear at the general
meeting of shareholders (where Deputy President Zenji Miura stated that the
company wanted to deliver an earnings recovery and restore the dividend to where
it was before the cut), at the July—September results announcement at end-October
2012, Ricoh announced that the FY3/13 period-end dividend would be raised to
¥16.5 from ¥12.5, or back to the previous level. We think this makes the route to
restoring a ¥33 dividend in FY3/14 that much clearer.

At the July—September results briefing, Mr. Miura indicated that the company was
eager to buy back stock. It seems that profit generation on progress with
restructuring and higher cash and deposit levels are preconditions but it looks to us
as if the management team will restore a ¥33 annual dividend in FY3/14 and is also
considering share buybacks as a way to bolster shareholder returns.

We feel that Ricoh is more clearly committed to keeping the interests of
shareholders in mind than before, with this change also apparent in IR activities. In
the past, it was exceptionally rare for senior management to participate in IR
interviews but recently we understand that they plan to attend if their schedules
permit. We also understand that in 2012, as in 2011, Ricoh has undertaken
overseas IR activities. With restructuring steadily progressing, we think the
company wants to get the news out about these changes to the investment
community.

Related reports

For more comprehensive overviews of the company, please see the following
reports:

March 14: Ricoh (7752) - Nonconsensus Buy: Market missing restructuring-driven
rebound

July 17: Ricoh (7752) - Buy: Progress in structural and operational reforms
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Earnings forecasts

Figure 13. Ricoh: Earnings model

(¥mn) 3/08 3/09 3110 311 312 3M3CE 3M3E 3M4E 3/15E
Sales 2,219,989 2,091,696 2,016,337 1,942,013  1,903,477| 1,900,000| 1,888,200 1,935,000 1,990,600
Office Solutions 1,909,573 1,833,098 1,790,243 1,713,307 1,670,772 1,651,900 1,639,200 1,691,000 1,741,600
Industrial Products 144,340 115,550 101,692 106,830 96,584 96,500 99,000 92,000 92,000
Other 166,076 143,048 124,402 121,876 136,121 153,200 150,000 152,000 157,000
CoGS 1,292,262 1,237,310 1,193,994 1,151,939  1,150,855| 1,145,000 1,145,200 1,165,000 1,215,100
Gross profit 927,727 854,386 822,343 790,074 752,622 755,000 743,000 770,000 775,500
SG&A (excl. impairment, restructuring
costs) 746,221 779,850 756,346 729,878 770,690 685,000 672,000 640,000 635,000
Operating profit 181,506 74,536 65,997 60,196 -18,068 70,000 71,000 130,000 140,500
Office Solutions 234,633 145,366 140,423 134,411 56,297 NA 129,600 183,500 191,500
Industrial Products 4,175 -4,926 -1,355 1,006 1,742 NA -500 0 0
Other 2,547 358 -3,447 -4,911 6,010 NA 900 1,500 2,000
Eliminations -59,849 -66,262 -69,624 -70,310 66,613 NA -59,000 -55,000 -53,000
Net non-operating income 6,837 -43,597 8,473 -14,796 -13,869 -7,500 -7,500 6,500 6,000
Earnings before tax 174,669 30,939 57,524 45,400 -31,937 62,500 63,500 123,500 134,500
Tax 63,396 22,158 27,678 22,621 8,223 29,500 25,400 49,400 53,800
Net profit 106,463 6,530 27,873 19,650 -44,560 33,000 33,640 69,140 75,740
Capex 85,215 96,958 66,979 66,976 73,100 79,000 75,000 65,000 65,000
Depreciation 72,762 74,886 70,329 67,239 64,984 64,000 64,000 63,500 62,500
R&D 126,033 124,406 109,826 110,822 119,027 117,000 117,000 114,000 113,000
EBITDA 254,268 149,422 136,326 127,435 46,916 134,000 135,000 193,500 203,000

CE: Company estimate, E: Citi Research estimate, NA: Not available.
Source: Company data, Citi Research.

Figure 14. Ricoh: Balance sheet

(¥mn) 3/08 3/09 3110 3 312 3M3E 3M4E 315E
Current assets 1,124,140 1,211,866 1,144,612 1,074,019 1,106,506 1,085,060 1,119,060 1,130,060
Cash and cash equivalents 172,138 260,527 243,888 181,179 158,671 146,164 158,164 143,164
Trade notes & accounts receivable 699,043 680,384 667,614 657,817 686,930 680,000 697,000 717,000
Inventories 192,023 191,570 169,251 171,033 195,009 193,000 198,000 204,000
Others 60,936 79,385 63,859 63,990 65,896 65,896 65,896 65,896
Fixed assets 1,090,228 1,301,629 1,239,331 1,188,377 1,182,852 1,190,000 1,192,000 1,195,000
Tangible fixed assets 254,633 269,336 263,021 264,740 268,527 280,000 282,000 285,000
Investments and others 835,595 1,032,293 976,310 923,637 914,325 910,000 910,000 910,000
Total assets 2,214,368 2,513,495 2,383,943 2,262,396 2,289,358 2,275,060 2,311,060 2,325,060
Current liabilities 713,756 773,491 660,404 614,700 673,024 674,000 670,000 787,000
Trade notes and accounts payable 360,569 285,413 273,397 250,483 252,209 250,000 256,000 263,000
Short-term loans and bonds 158,442 269,792 169,727 151,023 216,432 220,000 210,000 320,000
Others 194,745 218,286 217,280 213,194 204,383 204,000 204,000 204,000
Fixed liabilities 362,133 715,654 699,665 664,932 737,316 732,000 722,000 562,000
Long term loans and bonds 225,930 509,403 514,718 479,422 525,435 520,000 510,000 350,000
Others 136,203 206,251 184,947 185,510 211,881 212,000 212,000 212,000
Minority Interest 58,283 48,977 50,533 52,887 56,314 60,800 65,800 70,800
Shareholders’ equity 1,080,196 975,373 973,341 929,877 822,704 808,260 853,260 905,260
Total liabilities and shareholders’ equity 2,214,368 2,513,495 2,383,943 2,262,396 2,289,358 2,275,060 2,311,060 2,325,060
Interest-bearing liabilities (total) 384,372 779,195 684,445 630,445 741,867 740,000 720,000 670,000
Interest-bearing liabilities (less cash) 212,234 518,668 440,557 449,266 583,196 593,836 561,836 526,836

Source: Company data, Citi Research.
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Figure 15. Ricoh: Cash flow statement

(¥mn) 3/08 3/09 3110 311 312 3M3E 31M4E 3/15E
Cash flow from operating activities 194,363 87,488 190,703 130,050 11,206 133,965 141,640 144,240
Net profit 106,463 6,530 27,873 19,650 -44,560 33,640 69,140 75,740
Depreciation 95,788 101,817 98,941 93,400 91,137 89,000 88,500 87,500
Change in working capital -23,929 -56,623 14,950 -23,420 -42,615 7,000 -16,000 -19,000
Others 16,041 35,764 48,939 40,420 7,244 4,325 0 0
Cash flow from investing activities -198,350 -283,172 -89,570 -92,008 -112,443 79,325 -65,000 -65,000
Capex -84,011 -96,491 -65,388 -65,589 71,739 -75,000 -65,000 -65,000
Others -114,339 -186,681 -24,182 -26,419 -40,704 -4,325 0 0
Cash flow from financing activities 72,185 295,914 -113,378 92,108 87,823 -17,200 -41,000 -73,900
Change in interest-bearing liabilities -55,776 211,968 -167,707 171,172 88,432 -2,000 -20,000 -50,000
Dividends -22,628 -25,320 -22,858 -23,943 -23,942 -15,200 -21,000 -23,900
Others 6,219 109,266 77,187 103,007 23,333 0 0 0
Effect of exchange rate changes on cash -8,958 -12,353 -4,074 -8,930 -2,597 0 0 0
Change in cash -85,130 87,877 -16,319 -62,996 -16,011 37,440 35,640 5,340
Free cash flow -3,987 -195,684 101,133 38,042 -101,237 54,640 76,640 79,240

Source: Company data, Citi Research.

Figure 16. Ricoh: Key consolidated metrics

3/08 3/09 3110 3 312 3M3E 3M4E 315E
Operating margin (%) 8.2% 3.6% 3.3% 3.1% -0.9% 3.8% 6.7% 71%
Pre-tax profit margin (%) 7.9% 1.5% 2.9% 2.3% -1.7% 3.4% 6.4% 6.8%
Net margin (%) 4.8% 0.3% 1.4% 1.0% -2.3% 1.8% 3.6% 3.8%
RoE (%) 9.9% 0.6% 2.9% 2.1% -5.1% 4.1% 8.3% 8.6%
RoA (%) 8.1% 1.5% 2.8% 2.4% -1.1% 3.2% 5.7% 6.1%
RolC (%) 12.9% 2.2% 3.7% 3.2% -2.3% 4.3% 1.7% 8.1%
Asset turnover (x) 1.00 0.83 0.85 0.86 0.83 0.83 0.84 0.86
Shareholders equity ratio (%) 48.6% 40.9% 40.9% 42.1% 38.3% 35.8% 35.9% 37.8%
Interest coverage ratio (x) 38.9 13.6 8.5 74 21 8.7 17.7 20.5
Current ratio (days) 28.3 455 441 34.1 304 28.3 29.8 26.3
Shares outstanding (excl treasury stock, mn) 740,666 745,375 725,643 745,338 725,500 725,500 725,500 725,500
EPS (¥) 147.7 9.0 384 271 -61.4 46.4 95.3 104.4
BPS (¥) 1,498.3 1,344.1 1,341.4 1,281.5 1,134.0 1,114.1 1,176.1 1,247.8
DPS (¥) 33 33 33 33 25 29 33 33

Source: Company data, Citi Research.
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Investment strategy

We rate the shares of Ricoh Buy (1), with a ¥1,000 target price (FY3/13E PBR of
0.9x). Ricoh is a specialist office equipment maker which makes the bulk of its
earnings from the copier business. It is the global number one in copier shipment
volume, with a 21% market share in 2011. Earnings have been weak since it
acquired major US office equipment dealer Ikon in October 2008.

Ricoh fell into the red at the consolidated operating level in FY3/12 for the first time
since listing, due to the eastern Japan earthquake, the Thai floods, and the start of
restructuring. However, we see the stock being favored by investors anticipating the
drop-out of one-time negatives and the emergence of restructuring benefits in
FY3/13 and out. The shares look very undervalued if we look out to the earnings
improvement in FY3/14, on which visibility has been rising.

Valuation

We set our Ricoh target price at ¥1,000 (FY3/14E PBR of 0.9x). The shares have
been assigned a discount of 10%-50% versus the market average since the global
financial crisis, as they have been trading in a PBR range of 0.5x-1.3x. Our target
price assigns a discount of around 15%, close to the level of spring 2010, when
hopes of post-global financial crisis earnings momentum improvement were high.
Our target price equates to an FY3/14E PER of 11x and dividend yield of 3.3%.

Risks

We see potential downside risks as 1) rapid yen strengthening, 2) shrinking
expectations for fixed cost cuts via structural reform (i.e., job cuts), 3) a clear rise in
costs should the company aim for rapid sales expansion in its digital camera
business or other new businesses, and 4) changes in the macroeconomic
environment or customer attitudes, resulting in a larger-than-expected decline for
office equipment. As for upside risks, we would envision 1) yen weakening; 2) proof
of cost cutting benefits, an area where we think the company will fall short of its
plans; 3) changes in the macroeconomic environment or customer attitudes,
resulting in faster-than-expected growth for office equipment; and 4) should Ricoh
earnings look more reassuring relative to peers as concerns about slower demand
mount.

The research analyst(s) primarily responsible for the preparation and content of this research report are named in bold text in the author block at
the front of the product except for those sections where an analyst's name appears in bold alongside content which is attributable to that analyst.
Each of these analyst(s) certify, with respect to the section(s) of the report for which they are responsible, that the views expressed therein
accurately reflect their personal views about each issuer and security referenced and were prepared in an independent manner, including with
respect to Citigroup Global Markets Inc and its affiliates. No part of the research analyst's compensation was, is, or will be, directly or indirectly,
related to the specific recommendation(s) or view(s) expressed by that research analyst in this report.
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Electronics, Hewlett-Packard Co, Xerox Corp.

Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from Samsung
Electronics, LG Display, Nikon, Applied Materials Inc, Boston Scientific Corp, Hewlett-Packard Co, Lexmark International Inc, Stryker Corp, Xerox Corp.
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Electronics, LG Display, Fuijifilm Holdings, Konica Minolta Holdings, Seiko Epson, Nikon, Hoya, Canon, Applied Materials Inc, Boston Scientific Corp,
Hewlett-Packard Co, KLA Tencor Corp, Lam Research Corp, Lexmark International Inc, Stryker Corp, Xerox Corp in the past 12 months.
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Electronics, LG Display, Nikon, Applied Materials Inc, Boston Scientific Corp, Hewlett-Packard Co, Lexmark International Inc, Xerox Corp.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
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Materials Inc, Boston Scientific Corp, Hewlett-Packard Co, KLA Tencor Corp, Lam Research Corp, Lexmark International Inc, Stryker Corp, Xerox Corp.

Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Ricoh, Samsung Electronics, LG Display, Fuiifilm Holdings, Konica Minolta Holdings, Seiko Epson, Nikon, Hoya, Canon,

19 citivelocity.com



Ricoh (7752) .
15 November 2012 Citi Research
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affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking
revenues.
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company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration,
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to
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Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both
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affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or
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through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission.
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego. Dom Maklerski Banku
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa. The Product is made available in the Russian Federation through ZAO Citibank, which is licensed
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets. Neither the Product nor any
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation
or outside the Russian Federation. The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation. 8-10 Gasheka Street, 125047 Moscow. The Product is made available in
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (‘CGMSPL”), a capital markets services license holder, and regulated by Monetary
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A.,
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A.,
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289). This report is distributed in Singapore by Citibank
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of
this report. Please contact your Citigold/Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap.

289). Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its
registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South
Africa, South African Reserve Bank and the Financial Services Board. The investments and services contained herein are not available to private customers
in South Africa. The Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services
Authority. 29 Jose Ortega Y Gasset, 4th Floor, Madrid, 28006, Spain. The Product is made available in the Republic of China through Citigroup Global
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Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan)
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public
information on such security or the financial products or any registered prospectus. The Product is made available in Thailand through Citicorp Securities
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand. 18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak,
Bangkok 10500, Thailand. The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board. Tekfen Tower, Eski
Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey. In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global
Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai
Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on

request. Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties. The
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority. This
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to
where this may be the case are available upon request in respect of this material. Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB. The
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and
Exchange Commission. 388 Greenwich Street, New York, NY 10013. Unless specified to the contrary, within EU Member States, the Product is made
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.

Pursuant to Comissao de Valores Mobiliarios Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a
commercial relationship with the subject company.

Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at
https:/lwww.citivelocity.com/cvr/eppublic/citi_research_disclosures.

Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific
transactions or recommendations.

The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers. The Product is not to
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.

Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject
to change. If in doubt, investors should seek advice from a tax adviser. The Product does not purport to identify the nature of the specific market or other
risks associated with a particular transaction. Advice in the Product is general and should not be construed as personal advice given it has been prepared
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice,
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the
client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product.
With the exception of our product that is made available only to Qualified Institutional Buyers (QIBs) and other product that is made available through other
distribution channels only to certain categories of clients to satisfy legal or regulatory requirements, Citi Research concurrently disseminates its research via
proprietary and non-proprietary electronic distribution platforms. Periodically, individual Citi Research analysts may also opt to circulate research posted on
such platforms to one or more clients by email. Such email distribution is discretionary and is done only after the research has been disseminated via the
aforementioned distribution channels. Citi Research simultaneously distributes product that is limited to QIBs only through email distribution.

The level and types of services provided by Citi Research analysts to clients may vary depending on various factors such as the client’s individual
preferences as to the frequency and manner of receiving communications from analysts, the client’s risk profile and investment focus and perspective (e.g.
market-wide, sector specific, long term, short-term etc.), the size and scope of the overall client relationship with Citi and legal and regulatory constraints.
Citi Research product may source data from dataCentral. dataCentral is a Citi Research proprietary database, which includes Citi estimates, data from
company reports and feeds from Reuters and Datastream.

© 2012 Citigroup Global Markets Inc. Citi Research is a division of Citigroup Global Markets Inc. Citi and Citi with Arc Design are trademarks and service
marks of Citigroup Inc. and its affiliates and are used and registered throughout the world. All rights reserved. Any unauthorized use, duplication,
redistribution or disclosure of this report (the “Product”), including, but not limited to, redistribution of the Product by electronic mail, posting of the Product on
a website or page, and/or providing to a third party a link to the Product, is prohibited by law and will result in prosecution. The information contained in the
Product is intended solely for the recipient and may not be further distributed by the recipient to any third party. Where included in this report, MSCI sourced
information is the exclusive property of Morgan Stanley Capital International Inc. (MSCI). Without prior written permission of MSCI, this information and any
other MSCl intellectual property may not be reproduced, redisseminated or used to create any financial products, including any indices. This information is
provided on an "as is" basis. The user assumes the entire risk of any use made of this information. MSCI, its affiliates and any third party involved in, or
related to, computing or compiling the information hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability or fitness
for a particular purpose with respect to any of this information. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third
party involved in, or related to, computing or compiling the information have any liability for any damages of any kind. MSCI, Morgan Stanley Capital
International and the MSCI indexes are services marks of MSCI and its affiliates. The Firm accepts no liability whatsoever for the actions of third parties. The
Product may provide the addresses of, or contain hyperlinks to, websites. Except to the extent to which the Product refers to website material of the Firm,
the Firm has not reviewed the linked site. Equally, except to the extent to which the Product refers to website material of the Firm, the Firm takes no
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responsibility for, and makes no representations or warranties whatsoever as to, the data and information contained therein. Such address or hyperlink
(including addresses or hyperlinks to website material of the Firm) is provided solely for your convenience and information and the content of the linked site
does not in anyway form part of this document. Accessing such website or following such link through the Product or the website of the Firm shall be at your
own risk and the Firm shall have no liability arising out of, or in connection with, any such referenced website.
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