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Investment Rationale

Value Retail to drive growth in slowdown: The Indian retail sector is highly
under-tapped when compared with other developing and developed countries.
Considering the consumer bent of mind of demanding more value for less money
during slowdown, value retail holds the key for future in this sector. Pantaloon
Retail India Limited (PRIL) is aggressively tapping this factor to strengthen its
presence as well as its revenues in the Indian retail scenario. Currently, value
retailing contributes nearly 72% of its total revenues. In addition, the company
operates over 12mn sq ft of retail space, with 1000 stores across 71 cities in India.
Due to the company’s wide presence as well as its focus on value retailing, we
expect that the company will be able to ride out the economic downturn much
more competently than its competitors.

Space expansion plans to give push to revenues: The company has been
expanding its retail footprint across India and plans to double its total retail space
from 7.9mn sq.ft in FY2008 to 15.8mn sq.ft in FY2011. We expect this space
expansion to fuel growth which will drive revenues at a CAGR of 30.5% to Rs
11,207.5cr between FY2008-11E.

Valuation: We have used Relative Valuation based on EV/EBIDTA and
Price/Earnings (P/E) multiple methods. For valuing the stock, we have used sum
of the parts (SOTP) valuation of Pantaloon's standalone retail business, the stake
in the subsidiary Future Capital Holdings. As per our methodology, we have
arrived at a target price of Rs 198.5 which represents a potential upside of 23%.
Considering the robust growth potential within the industry and the company’s
strong efforts to expand its market size, we recommend a Buy on the stock

considering a 12 month investment horizon with a Ta rget Price of Rs 198.5 .

Exhibit 1: Financial Summary

Particulars FY2007 FY2008 FY2009E FY2010E FY2011E
Net Sales (Rs cr) 3,236.7 5,048.9 6,493.8 8,673.9 11,207.5
Total Income (Rs cr) 3,328.8 5,052.7 6,498.5 8,681.9 11,2155
PAT (Rs cr) 120.0 126.0 132.8 162.4 230.1
PAT Margin (%) 3.7 2.5 2.0 1.9 2.1
EBIDTA Margin (%) 6.7 9.1 9.4 8.1 8.2
EPS (Rs) 8.7 8.3 7.6 9.3 12.8
P/E (x) 56.9 42.0 21.3 17.4 12.6
P/BV (x) 2.8 1.3 0.5 0.5 0.4
ROE (%) 11.0 6.8 5.5 6.3 7.7
RoCE (%) 11.1 9.3 8.3 9.0 10.8
EV/EBIDTA (x) 36.9 16.0 9.9 8.7 6.6
EV/Sales (x) 2.5 1.5 0.9 0.7 0.5

Source: Company data, Parsoli Research
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PRIL has plans to double the retail
space across formats to 15.8mn sq.ft
by FY2011, by adding nearly 2.5mn
sq.ft each year during FY2009-11

On the back of a steady increase in its
retail footprint, we Dbelieve the
company’s revenues will grow at a
CAGR of 30.5% during FY2008-
FY2011E.

Investment drivers

Growth plans intact despite slowdown

Since the beginning of FY2009, retail companies have been facing margin
pressures, liquidity crunch, falling demand and reduced profits due to the economic
slowdown. The impact of financial turmoil is not likely to phase out and the
conditions are not expected to improve till 2010. Despite the slowdown, PRIL
continues to be on path of expansion, though it has revised its previous space
addition targets from an annual addition of 4mn sq.ft to 2.5mn sq.ft through FY2009-
FY2011.

Exhibit 2: Total Retail Space mn sq.ft
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Source: Company data, Parsoli Research

Over the years, PRIL has been aggressively growing its retail space at a CAGR of
69% between FY2001-2008 and having rationalized its growth plans, is expected to
grow at a CAGR of 25.9% during FY2008-2011E. Further, to fuel this growth, the
company aims to target tier, Ill, IV and V cities making a shift from its strategy of
primarily targeting the Metros and tier I, Il cities. We believe, these tier Ill, IV and V
cities will be the new growth driver in retail as these are witnessing a change in
lifestyle, income, standard of living and have not been so much impacted with the
slowdown.

Exhibit 3: Revenue Growth Rs cr
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Source: Company data, Parsoli Research

The aggressive pace of space addition has paid good returns to the company in the
form of higher sales year after year. In line with the growth in total retail space, the
revenues grew at a CAGR of 60.9% between FY2001-2008. Further, we believe
that the revenue will grow at a CAGR of 30.5% during FY2008-2011E.
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PRIL has been steadily increasing the
contribution of value retail to its

revenues and the company aims to
further increase value retail's share

from 71.7% in FY2008 to 73.3% in
FY2011

In line with the revenue targets, the

company expects to increase the
allocated share of value retail in total

space from 71% in FY2008 to 73.6% in
FY2011E

We believe that PRIL’s focus on value
retailing in expected to bring in higher
revenues during the slowdown

Value Retail - the way forward

PRIL’s value retail formats have grown at an immense pace over the past few years
growing at a CAGR of 75% (FY2005-2008) and expected to grow at a CAGR of
20.5% (FY2008-2011E), contributing 73.3% of total sales by FY2011E. On the other
hand, contribution of lifestyle format in total sales has declined from 38.4% in
FY2005 to 28.3% in FY2008. This is expected to decline further to 26.7% in
FY2011E as the management plans to increase its focus on value retail formats
which have greater demand and prospect of getting sold during the economic
downturn. At the same time, value retail's share in total space has also risen from
58.7% in FY2005 to 71.0% in FY2008 and that of lifestyle retail having declined
from 41.3% in FY2005 to 29.0% in FY2008. By FY2011E, the management expects
value retail to take up 73.6% of allocated space as against a 26.4% share for
lifestyle retail.

Exhibit 4: Contribution to Total Sales %
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Exhibit 5: Share in Total Space %
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The rising trend for value retail in terms of revenue contribution and share in retail
space has been on account of the immense success of PRIL’s value retail formats,
like, Big Bazaar, Food Bazaar, KB’s Fairprice etc. The ability of these formats to
attract customer footfall through higher discounts and product bundling maximizes
customer benefit and drives store sales. We believe, revenues from value retail will
touch Rs 8,215cr and lifestyle retail will touch Rs 2,992cr by FY2011E. Also, since
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Big Bazaar's store level revenues are

expected to rise from Rs 36.35cr in

FY2008 to Rs 37.38cr in FY2011, on
the back of space expansion and its

ability to offer value for money

through sales and discounts

The specialized subsidiaries of PRIL
in finance, media, logistics, e-retailing

etc. will help in supporting the primary

retail  business by creating a
consumption environment and
reducing costs

the Indian economy is experiencing a slack in demand, more people are looking for
value for money products rather than lifestyle products. Thus, PRIL's strategy to
focus on value retail formats is expected to bring in higher revenues during this
slowdown, backed by market scenario and consumer sentiment.

Big Bazaar and Pantaloons to drive store level reve  nues

We believe that going forward Big Bazaar in the value retail segment will be driving
the company’s revenues through store expansion from 90 stores in FY2008 to 195
by FY2011. In addition, the company expects to increase Big Bazaar revenue
contribution from Rs 3,271.9cr in FY2008 to Rs 7,293cr in FY2011.

Exhibit 6: Big Bazaar Expansion Plan

Year No. of Stores Total Retail Space Revenue per store
(mn sq.ft) (Rscr)
FY2008 90 4.9 36.35
FY2009E 125 6.9 37.37
FY2010E 160 8.8 37.40
FY2011E 195 10.7 37.38

Source: Company data, Parsoli Research

Big Bazaar has been the most successful format of the group and the company
expects it to drive group revenues further by increasing the revenue per store from
Rs 36.4cr in FY2008 to Rs 37.4cr in FY2011E. We believe that the space expansion
under this format will become a major contributor towards growth during the
slowdown. Since the format can offer more value for money (due to its sourcing
efficiencies), acts as a one-stop-shop for all the major household requirements and
keeps creating occasions for customers to purchase (like sales and discounts on
Republic Day, Independence Day and all the major festivals); the group can expect
to reap the benefits from this Big Bazaar strategy.

Specialized subsidiary businesses to support retail formats

PRIL has created a consumption ecosystem within the company which would
enable the company to have wider presence and a greater share of customer wallet.
These specialized businesses which include Future Capital Holdings, Future
Logistics, Future Media, Future Brands, futurebazaar.com etc. are aimed at creating
synergies with the retail formats and assist the retail formats in developing an
environment conducive for retail purchases. Subsidiaries such as Future Capital
Holdings are providing services at point-of-sale, offering financing options to retalil
customers. Futurebazaar.com, the e-retailing format of the group is providing
consumers the convenience of availing discounted prices while sitting at home.
Future Logistics, Future Media and Future Brands are not only providing back-end
support to the retail formats, but also developing customer base of their own. We
believe that these backward integration efforts will go a long way in reducing costs
and increasing customer touch points.

Ability to lock in properties at key locations

The ability to lock in properties at key locations at the most reasonable rentals has
been one of the key growth drivers for PRIL. The company has already locked in
properties to support its expansion till FY2011. This capability of locking in
properties in advance has worked in its favor as the company had foreseen in
advance the competition which was emerging in the retail sector. Also, such
advance planning helped PRIL in lowering its rental costs giving it a cost advantage
over its competitors as rentals form an important part of the operating costs.
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PRIL has consistently followed a Exhibit 7: Average Rentals across Formats Rs
strategy of locking in properties at key
locations at the most reasonable Formats Average Rental (per sq.ft)
rentals and has recently revised its Big Bazaar 40
average rentals across formats
Food Bazaar 40
KB’s Fairprice 40
Pantaloons 50
Central 50
Brand Factory 40
Home Town 40
Furniture Bazaar 40
E-zone 40
Collection-I 40
Electronics Bazaar 40
Home Bazaar 40

Source: Company data, Parsoli Research

The average rental for the company across most of its formats has come down from
Rs 45 to Rs 40 per sq.ft. Average rentals for Pantaloons and Central are higher in
comparison to other formats as these stores are located at malls and high-street
locations which charge a premium.

Revenue sharing model to drive Sales

The company has opted for revenue PRIL has done selective revision across all its formats to make them profitable in
sharing model with mall developers to the current scenario. For this, the company has opted for revenue sharing model
bring down rental costs with the mall developers so as to bring down the rental costs, wherever possible.

Most of the Food Bazaar formats have been operating on the revenue-sharing
model. The company is also opting for revenue-sharing in new malls which, till now,
are not fully operational. PRIL has revised its terms of rental by opting to work on
revenue sharing till such time that the mall becomes 60% operational.

Company Overview

PRIL is a leading multi-format retailer Pantaloon Retail (India) Limited, the flagship company of Future Group, was
with 12mn sq ft of retail space having incorporated in 1987 by Founder and CEO Mr. Kishore Biyani. It is one of India’s
presence across 71 cities in India leading multi-format retailers operating in both the value and lifestyle segments

across the consumption space. It operates over 12mn sq ft of retail space, with
1000 stores across 71 cities in India and employs over 30,000 people. The
company was incorporated as Manz Wear Private Limited for exclusive menswear
retail but later on diversified across various verticals and levels of retail. Pantaloon
operates across various lines of business which include food, fashion, home
solutions, telecom & IT, leisure & entertainment, beauty care, books & music and
internet retailing.

PRIL’s business structure comprises of retail formats that include Big Bazaar, KB's
Fairprice, Pantaloons, Central and Food Bazaar, each with specific focus on the
value and lifestyle segment. In the value segment, the company operates Big
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Bazaar which is a hypermarket format of modern retail. In the lifestyle retail, PRIL
operates Pantaloons, a fashion retail chain and Central, a chain of seamless
malls.
In addition, the company also operates a number of specialized businesses in
investment, insurance, media, logistics, Knowledge Process Outsourcing (KPO)
and Business Process Outsourcing (BPO) and e-retailing. These specialized
businesses focus not only on generating fresh business but also assisting the
retail business. PRIL aims to exploit the synergies that exist across its
businesses in developing the necessary consumption environment. The
company also has joint ventures (JV) with a number of corporate houses like The
Generali Group Italy, Axiom Telecom LLC, Staples Inc USA, Blue Foods Private
Limited, Talwalkars Better Value Fitness Private Limited etc. Through these joint
ventures, the company has widened its customer reach, product offerings and
retail presence across all levels.
PRIL’s business comprises of retall Exhibit 8: Business Structure
formats across food and apparel
categories  and specialized Pantaloon Retail (India) Limited
businesses in investment, insurance,
logistics, media, KPO, BPO and e-
retailing I I |
Retail Formats | Major Subsidiaries | Joint Ventures |
I I I
Big Bazaar Home Solutions Retail Ltd. Future Axiom
| T Telecom Ltd.
e Future Capital Holdings Ltd. I _
1 Future Generali J
I, . Future Logistic Solutions Ltd. '
KB'’s Fairprice Staples Future
] : . Office Products
Future Media Ltd. :
Pantaloons
| Pan India Food
J Future Brands Ltd. Solutions
Central : :
Future Knowledge Services Ltd. Talwalkars
r Pantaloon Fitness
Pantaloon Food Product Ltd. Sl (LE
T
I Gupta
Future E-Commerce e T
Infrastru?ture Ltd. Sivaie Ui
|
Future Mobiles and .
. Planet Retall
Accessories Ltd. .
. Holdings
Futurebazaar India Ltd. !
Pan India Food
Solutions
Source: Company data, Parsoli Research
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Big Bazaar and Food Bazaar are the
value retail formats of PRIL with the
total retail space under each format as
59mn sqg.ft and 0.2mn  sq.ft,
respectively

KB’s Fairprice is the value format
primarily targeted for low income
groups and currently has 152 stores
in operation

Pantaloons and Central are lifestyle
retail formats of PRIL targeting upper
and middle class customers with
lifestyle-oriented products

Home Solutions subsidiary of the
group offers consumer durables and
home improvement products and
services

Retail Formats

Big Bazaar is a hypermarket format that offers items ranging from food and
grocery, fashion accessories to general merchandise including home furnishings,
utensils etc. The value for money proposition drives the business strategies and
sales. PRIL currently has over 108 Big Bazaar stores with an average size of
55,000sq.ft. The company plans to increase the total space of Big Bazaar from
5.9mn sq.ft to 6.9mn sq.ft (FY2009), 8.8mn sq.ft (FY2010) and 10.8mn sq.ft
(FY2011). Going forward, the company plans to mainly target in tier Il, 1, IV and V
cities for its store expansion. The revenue per store is expected to be increased to
Rs 37.4cr by FY2011E from Rs 36.4cr in FY2008.

Food Bazaar, which was launched in 2002, is a chain of supermarkets that sells
discounted food and grocery items such as staples, fresh fruits and vegetables,
detergents in a clean and convenient shopping environment. Currently, Food
Bazaar operates through 25 stores and 126 shop-in-shops (across the various
group formats) with an average size of 8,000sq.ft. Further, the company plans to
expand across India the total space from 0.2mn sq.ft to 0.3mn sq.ft (FY2009),
0.4mn sq.ft (FY2010) and 0.5mn sq.ft (FY2011).

KB’s Fairprice stores were launched in FY2008 in order to cater to the
consumption needs of the masses. These stores directly compete with the kirana
shops and stock non perishable essential items ranging from food to apparels.
These are low-frills; small convenience stores located in low-income neighborhoods
and stock a limited number of discounted essential products. The company
operates 152 stores with an average size of 1,250sq.ft.

Pantaloons is a chain of fashion retail that focuses on lifestyle retailing. It targets
the upper and the middle class with products including casual, ethnic, formal and
sportswear for men, women and kids. PRIL currently runs 42 Pantaloon stores with
an average area of 25,000sq.ft. The company aims to move up the current space of
1mn sq.ft to 1.1mn sq.ft (FY2009), 1.2mn sq.ft (FY2010) and 1.4mn sq.ft (FY2011).
This growth will be made in Metros and Tier I, Il & Il cities. The revenue per store is
expected to increase from Rs 16.4cr in FY2008 to Rs 18.7cr in FY2011E.

Central , which was launched in 2004, is the mall division of Pantaloon Retail that
caters to the lifestyle segment. It houses over 300 brands across categories that
include apparel; footwear and accessories for women, men and children; music,
books, coffee shops and food courts; supermarkets like Food Bazaar; fine dining
restaurants etc. The mall also has a separate section for travel, finance, investment,
insurance, concert/cinema ticket booking, bill payments and other miscellaneous
services. There are 8 Central malls across India with an average size of
130,000sq.ft.

Home Solutions Retail (HSRIL) is a group subsidiary that focuses on developing
the under-tapped home improvement and consumer durables segment in India. It
deals in the product categories which include consumer durables & electronics,
furniture, home furnishing & decor, home improvement and home services including
design. The subsidiary operates formats like Home Town, E-zone, Collection I,
Home Bazaar, Furniture Bazaar and Electronics Bazaar. Under various formats, the
subsidiary’s store count and average space allocation are as follows:

26" March, 2009

FOR PRIVATE CIRCULATION
7



Parsoli Corporation Limited

In Touch with Your Investment Needs

BUY

Home Solutions operates through six
separate formats, each with a value or
a lifestyle proposition, with a total
retail space of 1.4mn sq.ft

FCH is the investment advisory
business with focus on private equity
and real estate and also offers
financial services like consumer credit
to retail customers

Future Media and Future Brands are
group subsidiaries with the objective
of creating media properties and
creating powerful brands for
supporting PRIL'’s retalil activities

Exhibit 9: Business Structure

Formats Proposition ~ Number of Stores Average Size (sq.ft)
Furniture Bazaar Value 13 8,000
Electronics Bazaar Value 3 6,500
Home Bazaar Value 4 27,000
Home Town Lifestyle 6 1,10,000
E-zone Lifestyle 33 13,000
Collection | Lifestyle 10 12,000
Total 69

Source: Company data, Parsoli Research

For expanding its presence across the segment, the company plans to increase the
current allocated space of HSRIL from 1.4mn sq.ft to 2.2mn sq.ft (FY2009), 3.0mn
sg.ft (FY2010) and 3.9mn sq.ft (FY2011). This growth will be made across Metros
and Tier I, Il & IlI cities.

Specialized Businesses

Future Capital Holdings Limited (FCH) is the investment advisory business of the
Group with focus on private equity and real estate. FCH advises the investment
manager of Indivision India Partners, a US$ 425mn private equity fund which
focuses on providing growth capital to businesses which benefit from the growth in
consumption and derivatives of consumption. It also advises the investment
managers of three real estate funds. These include a US$ 90mn Kshitij Venture
Capital Fund that invests in developing retail destinations in India; US$ 350mn
Horizon Realty LLC which invests in destinations for shopping, leisure and
entertainment abroad and US$ 200mn Indus Hotel Ventures LLC invests in building
business hotels in India. It will also advise the investment manager of a logistics
fund Indospace Logistics Partners that will invest in developing industrial
warehousing facilities across India.

In addition, FCH offers retail financial services through its brand ‘Future Money’
providing consumer credit through 145 points across 30 cities in India. Future
Money aims to build the infrastructure to create a consumer-centric retailer of
financial products and services by leveraging the distribution reach and customer
base of the Future Group. FCH also offers Wholesale Credit to tap the unaddressed
market of mezzanine, promoter, project and acquisition financing and other special
situations related financing.

Future Generali is the insurance JV between Future Group and Italy-based
Generali Group to offer a range of life and general insurance products. Future
Generali operates Life and Non-Life insurance businesses through Future Generali
India Life Insurance Co. Ltd. and Future Generali India Insurance Co. Ltd. The
insurance format uses the company's retail network to tap customers for life and
non-life insurance.

Future Media India Limited (FMIL) is the Group’s media venture which aims at
creating media properties in the ambience of consumption thus offering active
engagement to brands and consumers. FMIL offers relevant engagement through
its media properties like visual spaces, print, radio, television, theatre and activation.
Visual spaces includes shopping trolleys, carry-bags, elevator doors, counters, in-
store signage, product displays etc. FMIL offers My World, a monthly magazine for
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Future Logistics is the retail logistics
arm that offers warehousing,
transportation and distribution
services to all the retail formats of
PRIL

Futurebazaar is the e-retailing venture
of PRIL which offers retail products to
the customers through online medium
giving a more personalized shopping
experience

the Group customers. FMIL has also launched Future TV, the first retailer-owned
channel in India to provide audio-visual experience within an in-store environment.
Future Theatre has acquired on-screen media rights for all Inox properties.

Future Brands India Limited is a specialized subsidiary of the Group which aims to
create and build powerful brands that address the aspirations of the Indian
consumer. It is an intellectual property rights company incorporated to realize the
full potential of brands as intangible assets. The company has a number of Future
Group brands in its portfolio including John Miller, Lombard, Bare, DJ&C, Buffalo
and RIG in the fashion and apparel space; Dreamline in the home segment; Tasty
Treat, Premium Harvest, Fresh & Pure, Care Mate and Clean Mate in the food and
home care segment and Koryo and Sensei in consumer durables and electronics
segment.

Future Logistics Solutions Limited (FLSL) is the retail logistics company under
the Future Group which focuses on major verticals namely warehousing,
transportation, international logistics, brand distribution and reverse logistics. The
subsidiary offers a focused and consolidated approach to meet the group’s supply
chain requirements as well as those of select supply and business partners. FLSL
manages operations like factory-gate logistics, storage and fulfillment, retail store
replenishments, movement (nationwide and intra-city), home deliveries, cold chain,
freight forwarding, custom clearance, reverse logistics and distribution services for
all the major retail formats.

Future Knowledge Services Limited (FKS) is a business and technology services
provider engaged in business process outsourcing and knowledge process
outsourcing offering its services to all group companies and partners. FKS has built
partnerships with leading firms such as Sun Microsystems, Cisco, Wipro and SAP.

Futurebazaar.com operated by subsidiary company Future Bazaar India Ltd. is the
group’s foray into e-retailing business in India. The company through its online
portal provides customers with a streamlined, efficient and personalized shopping
experience. Futurebazaar.com has been closely aligned with the physical retalil
businesses and offers customers all the benefits and deals that are announced at
the company’s retail networks. This helps the subsidiary in maintaining close liaison
with its customer base offering them equal, if not better, deals through the online
portal.
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Joint Ventures
PRIL has a number of joint ventures PRIL has tied up with a number of international companies and has initiated
across segments like investment, operations in businesses such as investment, office supplies, restaurants and food
office supplies, insurance, courts, distribution of mobile handsets and accessories, fitness equipments and
restaurants, mobiles and accessories, health products etc. These JVs have given the company an opportunity to enter new
health products etc. businesses where PRIL does not hold much expertise but the JV partner specializes

in that particular business. This strategy has enabled the company to enter new
businesses without taking much of risk, at the same time expanding its retail
offerings.

Exhibit 10: Joint Ventures
Particulars Holding (%) Business

The venture with Axiom Telecom
LLC, UAE is into sourcing and
wholesale distribution of mobile
handsets, accessories and in setting
up mobile handset service centers
across India

Future Axiom Telecom Ltd. 50.0

Future Generali India Life o5 5 . .
Insurance Company Ltd. -2 The JV with the Generali Group Italy

transacts in, both, life as well as non-
25.5 life insurance business

Future Generali India
Insurance Company Ltd.

Apollo Design Apparel 39.0 This JV with NTC is for the

Parks Ltd. restructuring and development of
Goldmohur Design & Apollo Mills and Goldmohur Mills in
39.0 Mumbai

Apparel Park Ltd.

The JV with Staples Inc. USA offers
37.5 office supplies, equipments and
products in India

Staples Future Office
Products Private Ltd.

This venture with Blue Foods Private
Ltd. is involved in the business of
Pan India Food Solutions 50.0 restaurants and Food Courts. It runs
Private Ltd. "~ food concepts like Cooper Chimney,
Noodle Bar, Bombay Blue, Spaghetti

Kitchen, and Spoon - the Food court

The JV with Talwalkars Better Value
Talwalkars Pantaloon 50.0 Fitness  Private  Ltd. operates
Fitness Private Ltd. "~ gymnasiums and deals with fithess

equipments and other health products

This venture with Gupta Coal India
Limited and Cineline Entertainment

19.4 India Private Ltd. is a Special Purpose
Vehicle to develop a retail mall at
Raipur, Chattisgarh.

Gupta Infrastructure
(India) Private Ltd.

The venture is involved in retail and
wholesale business of fashion, sports
and lifestyle products and has

49.0 licenses of international brands. It
operates Planet Sports, Guess,
Bodyshop and Marks & Spencer in
India.

Planet Retail Holdings
Private Ltd.

Source: Company data, Parsoli Research
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The Indian retail sector is growing on
the back of rising consumerism,
increased urbanization, under tapped
organized retail market and demand
for value retailing

The Indian retail market size is
expected to touch Rs 18.1tn by 2010
from Rs 13.3tn in 2007 growing at a
CAGR of 10.8% during the period

Industry Overview

Retailing is a set of business activities that add value to the products and services
sold to consumers for their personal or family use. It comprises sale of goods or
services in small and large quantities to the consumers through a fixed location. It
caters to the demands of consumers by making available right quantity and quality
of goods at an accessible location. Retail can be categorized into unorganized and
organized sectors. Unorganized retail consists of local kirana shops, owner-
managed general stores and pavement vendors who offer goods to consumers but
do not have a systematic approach towards selling due to unskilled manpower,
inefficient supply chain, lack of modern technology and inadequate resources. On
the other hand, organized retail refers to chain stores, owned or franchised by a
central entity. It offers a uniform purchase environment to customers across various
verticals like food and grocery, apparel, consumer durables, gems and jewellery
books and entertainment. It makes use of new age technology, efficient supply
chain and competent management to make better utilization of resources and
reduce wastage.

The Indian retail growth story remains intact riding on the back of strong
fundamentals like growing consumerism, increased urbanization, under tapped
organized retail market and demand for value retailing. The spending power of the
consumers is bringing in international players to India and the low penetration levels
coupled with high aspiration and exposure have led to optimistic expectations about
this sector. According to ASSOCHAM, the chambers of commerce in India, the
share of retail trade in the country's GDP was between 8-10% in 2007-08 and is
expected to jump to 22% by 2010. As per International Monetary Fund (IMF)
estimates, India is expected to grow by 6.3% in FY2009. Further, IMF has revised
its estimates for India GDP growth in FY2010 to 5.3%. Still, the growth potential of
the sector is being widely acknowledged both in the domestic as well as the
international market. This is evident from the fact that India has topped for three
consecutive years the list of emerging market destination for retail investments in
the annual Global Retail Development Index (GRDI), a study of retail investment
attractiveness among 30 emerging markets conducted by management consulting
firm A.T. Kearney. In 2008 list, India stood second only to Vietnam in the list of the
emerging market destination for retail investment.

Retail Opportunity in India

Exhibit 11: Indian Retail Market Size R secr
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Source: India Retail Report 2009, Parsoli Research
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The organized retaill segment is
expected to touch Rs 2,300bn by
FY2010, contributing nearly 13% of
the total market

Food and Grocery holds a dominant
share of 60% in the total Indian retalil
market, the share being valued at Rs
7,920bn in 2007

According to India Retail Report 2009, the Indian retail market showed a steady
growth at a CAGR of 12.7% during 2004-07. In 2007, the Indian retail market
touched Rs.13.3tn with the growth at 10.8% yoy. Of this, the share of organized
retail was estimated to be only 5.9%, valued at Rs 783bn. Going forward, the
market is expected to grow at a CAGR of 10.8% during the period of FY2007-
FY2010.

The organized segment, however, showed a higher yoy growth at 42.4% as
compared to the total retail segment. On the back of large number of global players
planning to enter the segment along with big Indian corporate houses announcing
huge investment outlays allocated to the sector, it is expected that the retalil
segment will maintain a faster growth rate over the next three years. Even at the
going rate, organized retail is expected to touch Rs 2,300bn (at constant prices) by
2010, constituting nearly 13% to the total market. Further, by 2010 the retail market
is expected to reach Rs 18.1tn. The surge in retail growth is expected on the back of
favorable demographic and psychographic changes relating to consumer class,
higher disposable income, international exposure, availability of quality retail space,
wider availability of products and brand communication.

Exhibit 12: Indian Retail Market - Break up by Categories, 2007 %

Books, Music &
Entertainment

4.7 Others
Food & Grocery \ 11.1  Clothing &
59.6 Fashion
Accessories
9.9

Jewellery &

; Watches
: g\ 5.5
~| | \ Footwear

1.2

Furniture & Consumer Health & Beauty

Furnishings Durables Care Services
34 4.3 0.3

Source: India Retail Report 2009, Parsoli Research
Others includes Pharmaceuticals, Mobile handsets, Accessories & Services and Out-of-
Home Food (Catering) Services

The total Indian retail market stood at Rs 13.3tn in 2007 and is expected to touch Rs
18.1tn by 2010. In the Industry break-up, Food and Grocery holds a dominant share
of 59.5%, valued at Rs 7,920bn, followed by Clothing and Accessories with a 9.9%
share at Rs 1,313bn. Retail share of Furniture & Furnishings and Consumer
Durables is around 4-5%. The Others category comprising of Pharmaceuticals (4%);
Mobile handsets & Services (2%) and Out-of-Home Food Catering Services (5%)
constitutes 11% of the total market. Jewellery & Watches holds another 5.5% of the
market. Footwear and Health & Beauty Care Services valued at Rs 160bn and Rs
46bn, respectively, contribute a small share of the market.
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Organized retail market, valued at Rs Exhibit 13: Organized Retail Market - Break up by Categories, 2007 %
783bn, has Clothing & Fashion
Accessories as the dominant category Jewellery & Health & Beauty
with 38.1% of the market share Watches Footwear Care Services
0.8 Consumer
Clothing & Durables
Fashion e 9.1
Accessories —
38.0 e — Furniture &
Furnishings
6.4

The organized retail sector has a
number of players including
Shoppers’ Stop, Tata Trent, Reliance
Retail, Provogue, Vishal Retalil,
Spencer’s Retail, with the market
leader in terms of Sales as PRIL

Food & Grocery
11.5

12.7 Books, Music &
Entertainment
5.9

Source: India Retail Report 2009, Parsoli Research
Others includes Pharmaceuticals, Mobile handsets, Accessories & Services and Out-of-
Home Food (Catering) Services

In the organized retail segment, the scenario is quite different. Of the total organized
retail market valued at Rs 783bn, Clothing & Fashion Accessories is the largest
category with 38.1% of the market at Rs 298bn. Food & Grocery, which contributes
nearly 60% of the total retail market, holds a share of only 11.5% in the organized
market. Categories like Footwear (9.9%); Books, Music & Entertainment (5.9%);
Jewellery & Watches (5.7%); Health & Beauty Care Services (0.8%) have a better
foothold in the organized segment. The Indian retail market has been largely
dominated by unorganized sector which has led to a low penetration of organized
retail in this sector. But the situation is changing rapidly with the entry of foreign
players as India’s FDI policy now allows participation to the extent of 51% in single-
brand retail and 100% in cash-n-carry wholesale operations. Also, Indian corporates
are also realizing the true potential of this sector as a revenue generator and are
setting up retail businesses to realize this opportunity.

On the basis of Sales and Profit after tax (PAT), Pantaloon Retail is the market
leader in the Indian organized retail segment. Other domestic players include
Shopper’s Stop (K Raheja Group), Trent (Tata Group), Reliance Retail, Provogue
India Ltd, Vishal Retail and Spencer’s Retail (RPG Group)

Retail Formats

There are various types of retail formats which are in operation in India. Specialty
stores are small stores which specialize in offering a specific range of products.
Department stores are lifestyle proposition formats which offer a wide variety of
products organized into various departments like apparel, accessories, consumer
durables, furniture, beauty care products etc. They generally stock branded
products and act as a single point access to different brands across categories.
Supermarkets are self-service retail outlets offering a wide variety of food and
household merchandise, organized into departments. They are larger in size and
have a wider selection than a traditional grocery store but smaller than
hypermarkets. Hypermarkets are superstores which combine a supermarket and a
departmental store. They offer large range of products across categories including
food and grocery, apparel, FMCG goods, electronics, furniture and other household
items.
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PRIL and Shoppers’ Stop are the only Exhibit 14: Retailer existence across Formats
two organized retailers with presence Pantaloon  Shoppers’ Trent Reliance  Vishal S .
across all formats Retail Stop ren Retail Retail “PENcers
Specialty
Stores / / / / / /

Supermarkets / /
Hypermarkets J /

Department / /

Stores
E-retailing / /

Source: Company, Parsoli Research
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Growth Drivers for Retail Industry

Favorable demographics and rising affluence to push growth
India’s strength in terms of favorable According to Central Intelligence Agency (CIA) World Factbook 2008, India is a
demographics and rising urban young country with more than 63.3% of the population in the age group of 15-64
population makes it an attractive retail years and 31.5% below 14 years of age. The average age comes to about 25 years
destination for India which gives it an edge over other older nations like Brazil with average age

as 28 years, China with 33 years, Russia with 38 years and Japan with 44 years. As
per the Economic Survey 2007-8, the demographic dividend will reap benefits with
the proportion of population in the working age group of 15-64 years increasing
steadily from 62.9% in 2006 to 68.4% in 2026. The trend of an ageing, shrinking
population now visible across other developing and developed world, is coinciding
with India’s experience of a demographic dividend that is expected to last until 2050.

Exhibit 15: Urban Population Mix

Total Urban Population

330 mn
Rich Luxury Consumers: 2mn
- © Very Affluent: 7-8mn
0, .
11% (35mn) Mid Affluent: 12-13mn
Mass Affluent: 13-14mn
Middle Class Upper Middle Class: 50mn
_> .
41% (136mn) Upgraders: 50mn
i Bottom of the Pyramid: 154mn
Bottom of the Pyramid Yy
48% (154mn)

Source: Technopak, Parsoli Research

Of the total population, nearly 30% resides in the urban areas. While the rich form
11% of the urban population, it is the middle class which constitutes towards the
increased retail spending in the country. Increased affordability owing to high levels
of disposable income in the hands of more than 50% of the urban population is
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becoming a key driver of Indian retail growth. Also, there has been a shift in the
perspective of consumers from that of “saving” to “spending” with an increased
concentration on lifestyle products. This can be attributed to the young population
mix enjoyed by India which is high on aspirations and awareness.

Under-penetrated Retail Sector

India’s penetration in organized retail

. Exhibit 16: Organized Retail Penetration across cou  ntries %
sector is only 6%, much lesser when
compared with other developed and 85
developing nations 75
32
22 20
H E

U.S. Brazil South Africa  Vietham China India

Source: A T Kearney, Parsoli Research

The Indian retail market is highly fragmented and the organized retail sector is still
at a nascent stage. When compared with developed and developing nations, India
offers the highest untapped potential with an organized retail penetration of only 6%
ranking next only to Vietham in terms of retail investment attractiveness. The
organized retail sector grew by 42.4% in 2007 and is expected to further grow on
the back of expected entry of foreign players like Carrefour and Tesco. Also, there is
a growing realization of the importance of organized retail not only is the urban
areas but also in the rural markets. Since organized retailers are able to offer more
discounts on goods due to efficient supply chains, this segment is gaining popularity
among the low-income consumers who save more through organized retail
purchases.

To give boost to this industry, the Government has also taken a number of initiatives
which include 100% foreign direct investment (FDI) in cash and carry through the
automatic route and 51% in single brand. Besides, the franchise route is also
available for big operators. To further attract global retailers, the Economic Survey
2007-08 has suggested a share for foreign equity in all retail trade and allowing
100% foreign equity in foreign branded, specialized retail chains like luxury brands,
consumer durables, semi-durables.
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Highly under-tapped segment: Food and Grocery retai I
Though Food and Grocery demands Exhibit 17: Organized Retail Penetration across Seg  ments, 2007 Rs bn
the highest share of 60% in the total
retail spend, its share in the organized Cateqories Total Retall Organized Retail  Organized Retall
sector is only 1.1% 9 Spend Spend Penetration (%)
Clothing, Texiiles & 1,313.0 298.0 22.7
Fashion Accessories
Jewellery 694.0 23.0 3.3
Watches 44.0 21.5 48.9
Footwear 160.0 77.5 48.4
Healf[h & Beauty Care 46.0 6.6 14.3
Services
Pharmaceuticals 488.0 15.4 3.2
Consumer Durables,
Home 575.0 71.0 12.3
Appliances/equipments
Mobile hgndsets. . 272 0 270 99
Accessories & Services
Furnishings, Utensils,
Furniture-Home & 455.0 50.0 11.0
Office
Food & Grocery 7,920.0 90.0 1.1
Out-of-Home Food 713.0 57.0 8.0
(Catering) Services
Books, Music & Gifts 164.0 22.0 13.4

Source: India Retail Report 2009, Parsoli Research

Despite the fact that Food and Grocery retail dominates the total retail spend with
60% share valued at Rs 7,920bn, the share of organized players in this space is the
lowest among all segments. In 2007, the organized sales accounted for only 1.1%
of the total food and grocery spend. Thus, the potential for new entrants in this
segment is enormous, particularly in untapped markets like rural and semi-urban
areas. Going forward, consumer demand for value for money, comfort and a greater
variety to choose from coupled with the high level of under-penetration in the
segment are expected to drive the segment's growth. To give a boost to the
investment in this segment, the Government is also considering a proposal to allow
FDI in food retail though with a caveat that all companies would have to meet
mandated export obligations.

Prospective future growth lies in Value Retalil

Due to the economic slowdown in the Value retailing is a large format store concept which offers better product deals
market, value retailing formats are through product bundling and larger discounts. In the current scenario, as the
seeing greater demand as consumer economy is going through a rough patch with liquidity crisis in the financial markets
sentiments have shifted from luxury and recession in the U.S, value retailing formats are finding more demand and
to value for money consumer preference in the retail sector. Globally, consumer trends have taken a

turn and more shoppers are turning to discount stores. Consequently, the trend is
being followed in India as well where value retailers are expected to benefit as
shoppers prefer discount stores for better deals. The value retailing format is valued
at only Rs 12,000cr but is growing at 20% and is expected to touch Rs 30,000cr by
2012. Due to the inflationary trends, companies have started focusing on setting up
larger format value retailing concept stores in tier-1l and tier-lll cities as they yield
more return on investments (Rol) than small format stores.
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Hypermarkets, the multi-vertical retail
formats, are expected to witness a
surge as the retail story expands from
metros to towns and cities

The Indian rural retail market presents
yet another opportunity for retailers to

expand their presence across India
with the rural retail market expected to
touch Rs 2.4tn by 2015

Lack of capital investment in
Infrastructure  and  supply chain
disorders are a major impediment in
the growth of organized retail

Hypermarket boom

Hypermarkets are multi-vertical retail formats spread over a floor area ranging
between 40,000-2,00,000 sq ft working on low prices and high volumes. India is
expected to withess a hypermarket boom in the coming years. According to a study
by ASSSOCHAM and KPMG, 315 hypermarkets will come up in most of tier | and
tier 1l cities by 2011. Also, big retailers in India like the Future group and Reliance
are now reaching out to customers in tier-Il and Il cities which include non-metros.
This trend can be attributed to a number of reasons like a fast saturating metro
market place, higher property rentals putting a strain on overheads and fresh growth
prospects in these cities. Tier IV and V cities will also be on the radar of retall
majors who will have to factor in varying consumption patterns; annual disposable
incomes and household expenditure levels and percentage spend on food and
grocery products. Hypermarkets are the most feasible formats in these non-metro
cities. Going forward, hypermarkets will gain popularity due to lack of quality retail
space availability in metros compelling companies to opt for hypermarket formats
which house multiple verticals at a single place. Also in case of small towns, it is
more feasible to have a single point of access for customers in the form of
hypermarkets catering to demand across all segments.

Emerging prospect - Rural Retailing

According to a Confederation of Indian Industry (Cll)-Yes Bank report, India's rural
retail market is expected to grow from Rs 1.4tn in 2007 to Rs 1.8tn in 2010 backed
by rising purchasing power and changing consumption. Further, it is expected to go
up to Rs 2.4tn by 2015. The rural per capita income is expected to double to Rs
14,000 by 2012 from Rs 7,000 in 2007, as more families switch to commercial
farming from subsistence farming. As per the report, due to lack of organized
marketing and distribution efforts in nearly 87% of Indian villages (home to 50% of
the rural population), this segment offers tremendous potential for growth. Rural
consumers are now displaying considerable resilience in spends on FMCG despite
the economic slowdown due to rise in rural disposable incomes, following three
consecutive years of good agricultural growth. Creating retail opportunities at the
Bottom of the Pyramid will serve as the key towards unlocking the true potential of
rural India. DCM Shriram's Hariyali Kisaan Bazaar provides one-point access to
farming, consumer products as well as financial services to the rural households.
Future Group’s Aadhar, the agricultural service cum retail initiative, provides
professional guidance to farmers along with other Fast Moving Consumer Goods
(FMCG) and durable products. IOC's Kisan Seva Kendra is a low cost business
model offering fuel and other non-fuel value added services.

Key Challenges

Lack of Infrastructure and underdeveloped Supply Ch ain

Development of nationwide infrastructure and creation of uninterrupted supply
chains are among the most important challenges facing the retail industry in India.
India needs infrastructure investment of nearly US$ 500bn by 2012 in order to
support the growth across all the sectors. The efficiency levels demanded by
modern retail, in terms of reducing the number of intermediaries, time and cost
involved in transportation render the old supply chain processes obsolete. Supply
chain efficiencies result in reduced wastage, lower prices and enable retailers to
offer better quality products. There is an impending need for capital investments by
existing retailers in order to develop a robust supply chain. These are specially
required in fresh food retailing where lack of back-end support results in huge
wastages.
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Scarcity of trained professionals and
skilled manpower availability crunch,
if not addressed, could lead to severe
problems

Non-grant  of  industry  status,
government policies and taxes are
barriers that restrict the availability of
finance for the sector’s growth

On the basis of sales comparison,

PRIL had the largest sales turnover of

Rs 5,048.9cr in FY2008, having grown
at a CAGR of 66.4% during FY2004-
2008

Inadequate availability of skilled manpower

The non-availability of trained manpower is a major problem area for the fast
growing Indian retail industry. Creating a large pool of skilled workers and retaining
the same is a key challenge facing the industry, especially in case of rural retailing.
India has a large working population and hence the issue is not the lack of
manpower availability but the scarcity of trained professionals and absence of
training institutes imparting education on organized retail management. As per a
report by ClIl and ICRA Management Consultancy Services, as of now, about 1.5 —
2.0mn people are employed in the organized retail segment and this number is
estimated to rise to 5.5 - 6.5mn by 2015. To support the growth expected in the
industry, efforts need to be made not only have new institutes in the urban cities but
also in rural areas where retail is picking up. Some efforts have been made in this
regard with institutes like RPG institute of Retail Management, an initiative by RPG
Enterprises to impart professional training in the field.

Government policies and taxation barriers

Despite a number of steps taken by the Government to give the much required
boost to the sector in the form of 51% FDI in single-brand retail and 100% in cash-n-
carry wholesale operations, there still remain a number of problems which are a
major obstacle to future growth. The Government has not granted an industry status
to retail which restricts the availability of finance to the potential players. In addition,
commencing of retail operations requires a number of licenses which cause
considerable delay in the operations. Different tax rates across states, multiple VAT
(Value Added Tax), octroi etc. act as a restriction in the growth of organized retail.

Peer Comparison

The Indian retail sector, though still in its developing stage, is becoming a highly
competitive sector. A number of players have entered this sector seeing the earning
potential of the sector and many international players like Wal-Mart, Tesco and
Carrefour are using the JV route to mark their entry into the sector. All the players in
the industry are facing sales and margin pressures with the economic slowdown
and only those which have a clear vision, a sound strategy to fight the declining
demand and still grow will be able to sustain through the crisis.

Sales
Exhibit 18: Sales Comparison (FY2008) Rs cr
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Source: Company data, Parsoli Research
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PRIL has been making efforts to bring
down its cost heads and the company
enjoys reasonable profit margins
considering its scale of operation
across India

PRIL has a high Debt-Equity ratio on
account of its aggressive expansion
being largely supported by Debt

PRIL is the largest player in the Indian retail sector with the highest Net Sales of
Rs 5,048.9cr having grown at a CAGR of 66.4% between FY2004 and FY2008. This
market leadership is on account of PRIL's aggressive expansion across various
formats.

Cost and Profit Margins

Exhibit 19: Cost and Profit Margin Comparison (FY20  08) %
Pantaloon Shopper's Trent Vishal
Retalil Stop Retalil
Cost of goods sold (% of 69.6 63.3 53.3 55.9
Sales)
Employee Cost (% of Sales) 5.4 7.2 7.1 7.2
Rental Cost (% of Sales) 6.5 9.3 3.2 6.0
Mfg and Other Expenses (% of 15.9 24.1 36.3 19.7
Sales)
Advertisement & Sales 2.3 2.3 8.0 2.8
Promotion (% of Sales)
Interest Cost (% of Sales) 3.7 1.0 0.3 3.8
Depreciation Cost (% of Sales) 1.7 3.6 1.7 2.7
EBIDTA Margin (%) 9.1 5.4 3.2 11.9
EBIT Margin (%) 7.5 2.6 7.8 9.9
PAT Margin (%) 25 0.9 6.6 3.9

Source: Company data, Parsoli Research

When compared with peers, PRIL has the highest Cost of Goods Sold (COGS)
which is nearly 70% of Net Sales. The company is enjoying lowest Employee costs
on account of its conscious efforts to bring down this component.

PRIL's EBIDTA margin of 9.1% is lower when compared with Vishal Retail as the
latter's focus has primarily been non-metros leading to lower operating costs for
Vishal Retail. Also, the reason for low EBIDTA and EBIT margins of PRIL is its high
COGS and Manufacturing expenses. Lower operating margins along with high
interest costs have led to lower PAT margin for PRIL. PAT margin of players like
Trent is high in comparison to PRIL due to less interest cost, rental cost,
depreciation cost which are primarily a work of scale of operations and expansion.

Ratios

Exhibit 20: Ratio Comparison (FY2008)

Pantaloon Shopper's Trent Vishal

Retall Stop Retall

Debt Equity 1.2 0.6 0.1 2.0
ROCE (%) 9.3 6.1 5.9 12.4
ROE (%) 6.8 3.4 5.6 14.4
Fixed Assets Turnover 3.3 4.5 4.1 4.4
Inventory Turnover 3.0 4.9 3.6 1.4
Interest coverage ratio 2.1 2.6 30.6 2.6
Working Capital Turnover 2.5 7.3 6.3 1.7
EPS (TTM) 7.7 0.0 12.0 13.7
P/E 21.0 0.0 25.2 2.3
EV/EBIDTA 10.1 8.9 38.3 4.6
EV/Sales 0.9 0.5 1.2 0.5
Market cap/Sales 0.5 0.3 11 0.1

Source: Company data, Parsoli Research
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PRIL’s Debt-Equity ratio is high when compared to peers due to high amounts of
debts on the company's balance sheet as a result of the huge expansion plans. The
company has lower ROCE (Return on Capital Employed) and ROE (Return on
Equity) due to lower operating margin and asset turnover ratio. PRIL'S aggressive
expansion plans, mainly supported by debt, have led to higher interest payout, thus,
reducing the Interest coverage ratio.

Since the company has followed a strategy of opening large number of stores
across India, thus, increasing its fixed assets at a faster pace, the fixed assets
turnover ratio is also low as compared to peers. High amount of cash locked up in
inventories has led to low inventory and working capital turnover ratios.

Financial Performance

Margins expected to decline due to Discounts

We believe that PRIL will touch a sales We believe, the net sales for PRIL are expected to increase from Rs 5,048.9cr in
turnover of Rs 11,207.5cr by FY2011, FY2008 to Rs11,207.5cr in FY2011E, increasing at a CAGR of 30.4% during the
up from Rs 5,048.9cr in FY2008, period. The profit margins are, however, expected to decline due to higher discounts
enjoying a PAT margin of 2.05% that the company will have to offer in order to attract customers and the interest

burden. Thus, the EBIDTA margins will marginally improve by 30bps in FY2009E
and then decline by 128bps in FY2010E. The net margins are expected to decline
by 44bps in FY2009E. We believe that with increase in revenues and easing of
interest pressures in FY2010, the PAT margins will improve from 1.87% in FY2010E
and 2.05% in FY2011E.

Exhibit 21: Net Sales and Margin Expectations (FY2 006-2011E)
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)
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FY2006 FY2007 FY2008 FY2009E FY2010E FY2011lE
Net Sales ——EBIDTA Margin (%)
——EBIT Margin (%) PAT Margin (%)
Source: Company data, Parsoli Research
26" March, 2009 FOR PRIVATE CIRCULATION

20



Parsoli Corporation Limited

In Touch with Your Investment Needs

BUY
Since the company plans to fund its Exhibit 22: Financial Ratios
current expansion via Debt route, we )
expect further rise in the Debt ratios in Ratios FY2007 FY2008 FY2009E FY2010E FY2011E
FY2009 Debt Equity Ratio 1.19 1.19 137 133 111
Long term Debt Equity 0.87 1.08 1.20 1.25 1.11
Ratio
Fixed Assets Turnover 4.02 3.30 3.36 4.16 4.84
Inventory Turnover 3.65 3.53 3.27 3.75 4.57
Working Capital 2.33 2,54 2.21 2.91 3.50
Turnover
EBIDTA Margin (%) 6.7 9.1 9.4 8.1 8.2
EBIT Margin (%) 8.4 7.5 7.5 6.4 6.3
PAT Margin (%) 3.7 2.5 2.0 1.9 2.1
ROCE (%) 111 9.3 8.3 9.0 10.8
ROE (%) 11.0 6.8 5.5 6.3 7.7

Source: Company data, Parsoli Research

PRIL is expected to be funding its expansion plans via Debt route considering the
current market scenario where fund raising is a challenge. The trend in Debt Equity
and Long term Debt Equity ratios depicts the same that the company is expected to
fund its expansion plans by raising debt which will, in turn, impact its debt ratios.
However, in FY2011 the company expects to reduce its debt burden by opting for
raising equity from the market. Thus, we can expect the debt ratio to improve

thereafter.

The turnover ratios are currently in the declining phase and are expected to revive

in FY2010.
We believe the profit margins are The EBIDTA margins improved by 246bps in FY2008 due to cost savings through
expected to see a decline in FY2010 reduction of employee costs which as percentage of Net Sales declined by 100bps
owing to weak consumer sentiment, from 6.4% in FY2007 to 5.4% in FY2008. In addition, Manufacturing and other
but are expected to marginally recover expenses as percentage of Net Sales declined by 172bps from 17.6% in FY2007 to
in FY2011 15.9% in FY2008. In spite of an improvement in EBIDTA margins, the EBIT and

PAT declined primarily due to higher interest and finance charges which more than
doubled from Rs 89.8cr in FY2007 to Rs 185.3cr in FY2008.

Going forward, the EBIDTA margin is expected to improve marginally by 30bps to
touch 9.4% in FY2009E and thereafter, we believe, the profit margins will be under
pressure in FY2010 due to demand slowdown.

Home retail segment to improve

The housing market may be going through a downturn but the company’s plans and
strategies for the segment still remain in place. In the current financial year, home
retailing segment has suffered heavily due to demand slump with existence of only
replacement demand (people who already own houses going in for home products).
Since not many new homes are being sold, the Home retailing segment has been
negatively impacted. The home products segment which includes general
merchandise, furniture and home improvement, electronics and consumer durables
is handled by Home Solutions Retail India Limited (HSRIL) which has one of the
largest pan India operations under this category. The subsidiary currently has 69
stores in operation under various delivery formats which include Home Town,
Furniture Bazaar, E-zone, Collection I, Electronics Bazaar and Home Bazaar. The
total retail space under HSRIL is 1.4mn sq.ft.
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HSRIL is expected to break-even in
FY2010 when the company aims to
achieve a turnover of Rs 2,000cr and
retail space under operation of 3mn
sq.ft

Slowdown in the overall economic
activity has led to weak consumer
sentiment which has negatively
impacted PRIL’s sales and expansion
plans

High levels of debt on the books
coupled with company’s plans to fund
expansion by raising debt will keep
interest costs high and margins under
pressure

Exhibit 23: Revenue and Retail Space for HSRIL (FY 2008-2011E)

Year Retail Space (mn sq.ft) Revenue (Rs cr)
FY2008 1.4 877
FY2009E 2.2 1,400
FY2010E 3.0 2,000
FY2011E 3.9 2,700

Source: Company data, Parsoli Research

The management expects the home retail segment to become profitable by FY2010
when HSRIL is expected to achieve a turnover of Rs 2,000cr and cover retail space
of 3.0mn sq.ft. The positive outlook for the home retail segment is due to an
expected recovery in the housing market in FY2010. Currently, the market is going
through a slump which will rationalize the property prices. Post this rationalization,
the demand for new homes is expected to pick up along with a recovery in the
economic scenario.

Major Concerns

Slowdown in the economy to impact the company’s gro wth

PRIL had enjoyed a robust growth on the back of soaring consumer demand, high
personal disposable income and a growing economy. But with the economic
slowdown, the company’s growth and revenue targets are being affected negatively.
Since the consumer confidence is low, PRIL will face further margin pressures due
to declining sales growth and greater discounts given to attract buyers.

Slowdown in Same Store Sales Growth

The economic slowdown has given way to negative consumer sentiment which has
led to a slowdown in PRIL's same store growth. The company’s same store sales
growth went negative, first time in 4 years, during December 2008 with value
retailing which includes Big Bazaar and Food Bazaar declining by 3.6%, lifestyle by
14% and home format by 10%. The slowdown in the housing segment and
deferment of big ticket items like electronics, furniture and high value international
brands have hit the sales. Overall, HIFY09 has seen an overall same store growth
of 6.9% with value format same store sales growing at 8.4%, lifestyle at 4.5% and
home retail growing at 2.6%

Delay in expansion plans

PRIL has delayed its space expansion plans by cutting down targets for space
addition from 4mn sq.ft to 2.5mn sq.ft. The store rollout plans have taken a hit due to a
downturn in the real estate sector which will put a pressure on the near term topline growth.
The company has a healthy pipeline for real estate properties but it is experiencing
delays in opening of new properties due to real estate developers who do not have
enough money to invest in properties.

High portion of debt on company’s books

PRIL plans to add nearly 2.5mn sq.ft each year till FY2011 in order to have a total
retail space of 10.3mn sq.ft by FY2009, 13mn sq.ft by FY2010 and 15.8mn sq.ft by
FY2011. To support this space rollout, the company will be opting for debt sources.
In FY2009, we believe, the company will be carrying a total debt to Rs 3,304.9cr, up
from Rs 2,191.8cr in FY2008. This will keep interest costs high, thus, creating
pressure in margins.
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Continued | osses from new businesses

In order to build a consumption ecosystem around its retail business, PRIL entered
into new businesses like logistics, media, brands, e-retailing etc. But due to the
current market conditions, the profitability of these ventures remains a concern.
During FY2009, PRIL will continue to see losses from its major subsidiaries
including Home Retail, Future Media, Future Logistics, Future Brands, Future
Ecommerce etc. Though the management expects Home Retail format to become
profitable by FY2010, the burden of losses from the other ventures is expected to

continue.

Valuation
We have used Relative valuation For valuing the company, we have used Relative Valuation based on EV/EBIDTA
based on EV/EBIDTA and P/E and Price/Earnings (P/E) multiple methodologies considering FY2010 estimates. A
methods comparative valuation using EV/EBIDTA methodology helps us in comparing the

company’s performance with its peers irrespective of their depreciation and finance
charges. The P/E multiple methodology helps in comparing peer group performance
with the company with respect to earnings potential. We have valued Pantaloon
retail operations on a standalone basis. By using the sum of the parts (SOTP)
valuation of Pantaloon's standalone retail business and the stake in FCH, we have
arrived at the stock price. We have considered an investment horizon of 12 months
for this stock.

PRIL (Standalone)

PRIL (Standalone), when valued by The stock currently trades at an EV/EBIDTA of 9.9x for FY2009E and 8.7x for
taking average from EV/EBITDA and FY2010E. When considering peer group, we arrive at an industry average multiple
P/E method gives a target price of Rs of 15.5x. Going forward, we believe, the EBIDTA margin will decline by 98bps by
178.9 FY2010E. Therefore, we are assigning a multiple of 9.3x to value the stock. Using

this target multiple on our FY2010 EBIDTA estimates of Rs 705.8, we arrive at a
target price of Rs 185.3 per share.

When considering the P/E multiple, we see that the stock is currently trading at
17.4x FY10E earnings. The current industry average multiple for peer group is
12.1x. The industry multiple is trading at a discount as Shoppers’ Stop’s current
EPS is zero due to its consecutive losses in the last 3 quarters. Going forward, the
company’s EPS is expected to grow at a CAGR of 15.3% between FY2008-11E.
Therefore, we are assigning a multiple of 18.6x to value the stock. Employing this
target multiple on our FY2010 EPS estimates of Rs 9.3, we arrive at a target price of
Rs 172.5.

By taking an average of the price estimated through EV/EBIDTA and P/E
methodologies, which is Rs 185.3 and Rs 172.5 respectively, we arrive at a price of
Rs 178.9 for PRIL (Standalone).

Future Capital Holdings (FCH)

PRIL’s 55% stake in FCH, when valued We have valued PRIL’'s 55% stake in FCH on the basis of PRIL's current stake

on the basis of its current value of value in the company. Accordingly, we have arrived at a price per share of Rs 19.6

investment, gives a target price of Rs for PRIL’s stake in the company.

190 Exhibit 24: Valuation of PRIL’s stake in FCH
No. of shares (cr) 6.32
Price per share (Rs) 98.5
Market cap (Rs cr) 622.8
PRIL’s stake 55%
PRIL’s equity shares in FCH (cr) 3.48
Value of PRIL’s stake 342.6
Price per share (Rs) 19.6

Source: Company data, Parsoli Research
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On SOTP basis, we arrive at a fair By summing the value of PRIL standalone business and its subsidiary FCH, we
value of Rs 198.5 representing a have arrived at a fair value of Rs 198.5 representing a potential upside of 23%
potential upside of 23% considering an investment horizon of 12 months.
Exhibit 25: SOTP Valuation Rs
Entity Fair Value
PRIL (Standalone) 178.9
FCH 19.6
Total 198.5
Source: Company data, Parsoli Research
Future Outlook and Conclusion
We expect the company to reach a We expect the revenues to increase at a CAGR of 30.5% to reach a turnover of Rs
turnover of Rs 11,207.5cr by FY2011 11,207.5c¢r between FY2008-11E, on the back of company’s plans to double its total
backed by doubling of retail space retail space from 7.9mn sq.ft in FY2008 to 15.8mn sq.ft in FY2011. Further, the
and focus on value retail company plans to increase its focus on value retailing formats like Big Bazaar, Food

Bazaar, KB's Fairprice, Home Bazaar, Furniture Bazaar etc. and in turn increase the
value retail’s contribution to total sales. Going forward, we expect the profit margins
to decline in FY2010 due to higher discounts that the company will have to offer in
order to attract customers and the interest burden.

The stock market correction has made We expect the retail industry to remain under pressure due to weakened economic
the company stock available at an conditions, though the industry is expected to reach a market size of Rs 13.3tn in
attractive market price and the stock 2010. PRIL has a strong retail presence across India through retail space under
is expected to perform well for 12 operation of 12mn sq.ft. The company enjoys a strategic advantage over its
months horizon with a target price competitors in terms of its strategy to focus on value retail, understanding of the
recommendation of Rs 198.5 consumer mindset, sourcing capabilities and presence across all formats. We like

the company because it has performed well in spite of the tough economic
conditions which have severely impacted its peers. PRIL is capable of enjoying
profits even when its competitors are reeling under sales and margin pressure.
Thus, we expect the company to grow even during these severe times. Due to the
correction in the stock markets, PRIL is available at an attractive market price. We
expect the stock to perform well for 12 months horizon backed by its expansion
plans and wide presence across the country. We recommend a BUY on the stock
with a Target Price of Rs 198.5.
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Financial Statements

Exhibit 26: Profit & Loss Statement Rs cr
FY2007 FY2008 FY2009E FY2010E FY2011E

Net Sales 3,236.7 5,048.9 6,493.8 8,673.9 11,207.5
% chg 73.2 56.0 28.6 33.6 29.2
Total Expenditure 3,021.1 4,588.4 5,882.0 7,968.0 10,290.3
% chg 75.4 51.9 28.2 35.5 29.1
EBIDTA 215.6 460.5 611.8 705.9 917.2
Margin (%) 6.7 9.1 9.4 8.1 8.2
Other Income 92.0 3.8 4.7 8.0 8.0
Depreciation & Amortisation 36.9 83.4 130.4 162.0 220.0
Interest 89.8 185.3 279.5 300.0 340.0
PBT 181.0 195.6 206.6 251.9 365.2
Margin (%) 5.6 3.9 3.2 2.9 3.3
Total Tax 61.0 69.7 73.7 89.4 135.1
(% of PBT) 33.7 35.6 35.7 35.5 37.0
PAT 120.0 126.0 132.8 162.4 230.1
% chg 87.0 5.0 5.4 22.3 41.6
Margin (%) 3.7 2.5 2.0 1.9 2.1

Source: Company data, Parsoli Research
Exhibit 27: Balance Sheet Rs cr

FY2007 FY2008 FY2009E FY2010E FY2011E

SOURCES OF FUNDS
Equity Share Capital 29.4 95.1 35.0 35.0 36.0
Reserves & Surplus 1062.8 1751.5 2381.7 2529.9 2938.5
Net Worth 1092.2 1846.6 2416.8 2564.9 2974.5
Total Loans 1299.6 2191.8 3304.9 3407.4 3311.8
Deferred Tax Liability 55.8 67.8 105.0 161.0 232.0
Capital Employed 2447.6 4106.3 5826.7 6133.3 6518.3
APPLICATION OF FUNDS
Gross Block 767.1 1368.8 1984.7 2450.0 2900.0
Less: Acc. Depreciation 92.5 170.6 301.0 463.0 683.0
Net Block 674.6 1198.2 1683.7 1987.0 2217.0
Capital Work-in-Progress 131.1 330.6 250.0 100.0 100.0
Investments 252.0 586.5 950.0 1068.9 1000.0
Current Assets 1749.4 2628.6 3718.0 3932.1 4470.4
Current Liabilities 359.6 637.7 775.0 954.7 1269.1
Net Current Assets 1389.9 1990.9 2943.0 2977.4 3201.2
Miscellaneous Expenditure 0.0 0.0 0.0 0.0 0.0
Capital Deployed 2447.6 4106.3 5826.7 6133.3 6518.3

Source: Company data, Parsoli Research
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Exhibit 28: Key Ratios
Per Share Data (Rs) FY2007 FY2008 FY2009E FY2010E FY2011E
EPS 8.7 8.3 7.6 9.3 12.8
DPS 0.6 0.6 0.6 0.6 0.6
Book Value 2,447.6 4,106.3 5,826.7 6,133.3 6,518.3
Returns (%)
ROE 11.0 6.8 5.5 6.3 7.7
ROCE 11.1 9.3 8.3 9.0 10.8
Dividend Payout 6.4 7.0 7.9 6.5 4.7
Valuation Ratios (x)
P/E 56.9 42.0 21.3 17.4 12.6
P/Cash EPS 43.5 25.3 10.7 8.7 6.5
P/BV 2.8 1.3 0.5 0.5 0.4
EV/EBIDTA (x) 36.9 16.0 9.9 8.7 6.6
EV/Sales (x) 2.5 1.5 0.9 0.7 0.5
Source: Company data, Parsoli Research
Exhibit 29: Cash Flow Statement Rs cr
Particulars FY2007 FY2008 FY2009E FY2010E FY2011E
PBT 181.0 195.6 206.6 251.9 365.2
Depreciation & Amortization 36.9 83.4 130.4 162.0 220.0
Change in Working Capital (649.6) (642.9) (988.2) (29.3) (193.9)
Direct taxes paid (61.0) (69.7) (73.7) (89.4) (135.1)
Cash Flow from Operations (492.8) (433.6) (725.0) 295.2 256.1
(Inc.)/Dec. in Fixed Assets (401.1) (601.7) (615.9) (465.3) (450.0)
(Inc.)/Dec. in Cap WIP (45.1) (199.5) 80.6 150.0 0.0
Free Cash Flow (938.9) (1234.8) (1260.3) (20.1) (193.9)
Inc./(Dec.) in Investments (90.3) (334.5) (363.5) (118.9) 68.9
Inc./(Dec.) in Capital 454.1 690.1 630.2 148.2 408.5
Inc./(Dec.) in Loans 698.2 892.2 11131 102.5 (95.6)
Dividend paid (incl. tax) (7.7) (8.8) (10.5) (10.5) (10.8)
Interest paid (Net) (92.2) (172.8) (279.5) (300.0) (340.0)
Miscellaneous 118.1 126.8 134.3 204.0 192.8
Cash Flow from Financing 1080.2 1192.9 1224.1 25.3 223.8
Inc./(Dec.) in Cash 141.3 (41.9) (36.2) 5.2 29.9
Opening Cash balances 21.8 163.0 121.1 85.0 90.1
Closing Cash balances 163.0 121.1 84.9 90.1 120.0
Source: Company data, Parsoli Research
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Disclaimer

This document is provided for assistance only and is not intended to be and must not alone be
taken as the basis for an investment decision. Nothing in this document should be construed as
investment or financial advice, and nothing in this document should be construed as an advice to
buy or sell or solicitation to buy or sell the securities of companies referred to in this document.
Each recipient of this document should make such investigations as it deems necessary to arrive at
an independent evaluation of an investment in the securities of companies referred to in this
document (including the merits and risks involved), and should consult its own advisors to
determine the merits and risks of such an investment. The investment discussed or views
expressed may not be suitable for all investors.

Parsoli Corporation Limited has not independently verified all the information given in this
document. Accordingly, no representation or warranty, express or implied, is made as to the
accuracy, completeness or fairness of the information and opinions contained in this document. This
information is subject to change without any prior notice. The Company reserves the right to make
modifications and alternations to this statement as may be required from time to time without any
prior approval or notification. Parsoli Corporation Limited, its affiliates, their directors and the
employees may from time to time, effect or have effected an own account transaction in, or deal as
principal or agent in or for the securities mentioned in this document. They may perform or seek to
perform investment banking or other services for, or solicit investment banking or other business
from, any company referred to in this report. Each of these entities functions as separate, distinct
and independent of each other. The recipient should take this into account before interpreting the
document.

This report has been prepared on the basis of information, which is already available in publicly
accessible media or developed through analysis of Parsoli Corporation Limited. The views
expressed are those of the analyst and the Company may or may not subscribe to all the views
expressed therein. This document is being supplied to you solely for your information and may not
be reproduced, redistributed or passed on, directly or indirectly, to any other person or published,
copied, in whole or in part, for any purpose.

Neither the Company, nor its directors, employees, agents nor representatives shall be liable for
any damages whether direct or indirect, incidental, special or consequential including lost revenue
or lost profits that may arise from or in connection with the use of the information.
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