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SOTP-based TP of Rs1,875, upside does not compensate for impact-cost
We value Pantaloons (PRIL) at Rs1,875 per share, based on a sum-of-the-parts value for
existing as well as nascent businesses. We value the standalone business of PRIL at Rs1,640
per share based on a 1-year forward DCF-to-firm and assign EV/ Sales multiple for nascent
businesses. The stock trades at 14% below our SOTP-based target price, but, in our opinion,
the upside does not fully compensate investors for impact-cost owing to thinly traded
volumes.

Sustained growth ahead – we raise estimates
We raise our assumptions on floor space addition, revenues and net earnings for FY2007-09E
following the analyst presentation in June 2006. We expect retail revenues to increase at 54%
CAGR over FY2006-09E driven by newer delivery formats in existing businesses and new
category offerings, especially in furniture, electronics and entertainment as well as new
businesses (financial services, logistics and mall media among others).

Higher same-store growth presents upside risk
We have assumed declining same-store growth over the next three years, citing increasing
competition and ageing of existing stores. In addition, higher-than-expected margins would
present upside risk against our assumption of stable margins (a result of intensifying
competition pushing up operating expenses like salaries, occupation and marketing costs).

We would turn buyers at a lower price
We are convinced about the structural long-term growth of organized retail in India and
believe that PRIL, with its multi-format business model and aggressive plans, is the best-
listed company to play the sector. We would turn buyers at a lower price.
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Company data Stock data High Low Price performance 1M 3M 12M
Rating In-Line 52-week range (Rs) 2,060 1,080 Absolute (%) 31.6 0.8 21.0

Yield (%) 0.18       Rel. to BSE-30 (%) 22.5 (12.7) (31.0)
Current price (Rs) Priced at close of:
1,650 Capitalization Forecasts/valuation 2006 2007E 2008E

Market cap (Rs bn) 44.2 Diluted EPS (Rs) 26.8 44.3 67.6
Net debt/(cash) (Rs mn) 2,613     P/E (X) 61.6 37.2 24.4
Free float (%) 55.8       ROE (%) 12.9 11.2 14.3
Shares outstanding (mn) 26.8 EV/EBITDA (X) 32.2 21.2 14.3

Source: Company data, Kotak Institutional Equities estimates.
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Overview: Strong growth—but valuations offer no elbow room

Exhibit 1: Forecasts and valuation

Revenues EBITDA Net income EPS EPS growth ROCE P/E EV/EBITDA
June y/e (Rs mn) (Rs mn) (Rs mn) (Rs) (%) (%) (X) (X)
2005 10,841       866        386            17.6 69.3 8.5 93.9 32.2

2006 19,901       1,455     718            26.8 52.6 8.9 61.6 21.2

2007E 33,834       2,344     1,305         44.3 65.4 8.8 37.2 14.3

2008E 52,104       3,599     1,992         67.6 52.6 9.8 24.4 11.3

2009E 72,197       4,693     2,452         83.2 23.1 9.6 19.8 9.2

Source: Company data, Kotak Institutional Equities estimates.

Our view: Strong growth, but valuations offer no elbow room
We reinitiate coverage on Pantaloon with an In-Line rating, citing unattractive valuations.
We have raised our assumptions on floor space addition, revenues and net earnings for
FY2007-09E following the analyst presentation in June 2006. We expect retail revenues
to increase at 54% CAGR over FY2006-09E, driven by newer delivery formats in
existing businesses, new category offerings especially in furniture, electronics and
entertainment as well as new businesses (financial services, logistics and mall media
among others).

We expect the nascent businesses to likely drive the next leg of growth in revenues and
earnings. We expect PRIL to derive strong revenues as it establishes its foothold in the
multi-billion dollar consumer durables and furnishing segment. We value ‘home’ at 0.7X
FY2008 EV/Sales and await the FY2006 annual report to receive more details on the
‘home-solutions’ business.

Inventory valuation: probable risk of write-offs
We believe that the aggressive inventory valuation policy followed by PRIL might
warrant a write-off in near future. Although cash neutral, the charge can possibly be of a
reasonable size on the company’s income statement since inventory comprises 40-45% of
the total balance sheet size (singe-largest component in balance sheet).

Risks: Upside risk from higher same-store sales growth
We have assumed declining same-store growth over the next three years, citing
increasing competition and ageing of existing stores. In addition, higher-than-expected
margins would present upside risk as we expect no material improvement in gross
margins as intensifying competition escalates operating expenses like salaries, occupation
and marketing costs.
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Valuation: Offers no elbow room
We value PRIL at Rs1,875 per share, based on a sum-of-the-parts for existing as well as
nascent businesses. We value the standalone business of PRIL at Rs1,640 per share based
on 1-year forward DCF-to-firm calculation and assign an EV/Sales multiple for nascent
businesses. On an absolute basis, the stock trades 14% lower compared to our SOTP-
based target price, but this upside does not compensate for impact-cost owing to thinly
traded volumes.

Financials: We raise earnings estimates for FY2007-09E
We raise earnings estimates by 5%, 24% and 18% for FY2007E, FY2008E and
FY2009E, respectively, owing to higher floor space additions than estimated earlier and
lower interest costs following the proposed raising of equity.

We would turn buyers at a lower price
We are convinced about the structural long-term growth of organized retail in India and
believe that PRIL, with its multi-format business model and aggressive plans, is the best-
listed company to play the sector. We would turn buyers at a lower price.
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Valuation: High growth, but valuation offers no elbow room

We value PRIL at Rs1,875 per share, based on a sum-of-the-parts valuation for
existing as well as nascent businesses. We value the standalone business of PRIL
at Rs1,640 per share based on a 1-year forward DCF-to-firm calculation and assign
an EV/Sales multiple for nascent businesses. On an absolute basis, the stock
trades 14% lower than our SOTP-based target price, but upside does not
compensate for impact-cost owing to thinly traded volumes on stock exchanges.

We value the standalone business at Rs1,640 per share
We have valued the standalone business of PRIL at Rs1,640 per share, based on one-year
forward DCF-to-firm. DCF captures the long-term secular growth in the business, which
is the key positive in the sector. The current hyper-growth environment does pose a
challenge in forecasting working capital investments. Our key DCF assumptions and
DCF-valuation table are listed in Exhibits 2 and 4, respectively.

Exhibit 2: We assume 5% terminal growth rate for DCF valuation
Key assumptions for DCF valuation (%)

Pantaloon
Risk-free rate 7.5              

Cost of equity 14.7            

WACC 12.4            

Terminal growth rate 5.0              

Source: Kotak Institutional Equities estimates.

We value the ‘home-solutions’ business at Rs200 per share
We have valued PRIL’s entry into home furnishing and electronics business through a
subsidiary at Rs200 per share. FY2006 marks PRIL’s first year in the furniture,
entertainment and electronics businesses. We acknowledge that these are established
categories, but expect the FY2006 annual report to throw more light on the economics of
this business. Till such time, we value the business on FY2008 EV/Sales of 0.7X.

We arrive at the total SOTP-based target price of Rs1,875 per share (see Exhibit 3),
which leaves some upside from current levels. However, we believe that the upside does
not fully compensate for the impact-cost following thinly traded volumes on exchanges.
The SOTP value implies an earnings multiple of 27.7X FY2008E and EV/EBITDA of
16.2X. We continue to believe that the sector and the company’s leadership position will
create value over the longer term.
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Exhibit 3: Target price leaves 13% room for upside, not enough to compensate for impact cost, in our opinion
SOTP based target price for PRIL

Equity value Per share value

(Rs mn) Rs Basis
Standalone Retail business of PRIL 48,214 1,637 One year forward DCF-to-firm

Home-solutions Business 5,866 199 0.7 FY2008 EV/Sales discounted at 20%

Funds 1,147 39 10% of AUM (PRIL's share of 74%)

Total valuation using SOTP 1,875

Source: Kotak Institutional Equities estimates.

Exhibit 4: DCF valuation of PRIL, June fiscal year-end (Rs mn)

2006E 2007E 2008E 2009E 2010E 2011E 2012E 2013E 2014E 2015E
EBITDA 1,455 2,344 3,599 4,693 5,826 6,991 7,690 8,459 9,305 9,770
Tax (139)      (247)      (433)      (610)      (757)      (909)      (1,000)   (1,099)   (1,209)   (1,270)   
Change in working capital (1,511)   (2,124)   (2,128)   (2,081)   (2,739)   (1,456)   (874)      (961)      (1,057)   (582)      
Post-tax operating cash flow (195)      (27)        1,038     2,002    2,330    4,626    5,816    6,398    7,038    7,918    
Capex (1,206)   (2,724)   (2,566)   (2,845)   (2,519)   (1,000)   (1,000)   (1,000)   (1,000)   (700)      
Free cash flow (1,401)   (2,751)   (1,528)   (843)      (189)      3,626    4,816    5,398    6,038    7,218    
Discounted cash flow-now (1,416)   (2,474)   (1,223)   (600)      (120)      2,045    2,418    2,412    2,401    2,555    
Discounted cash flow: 1-yr forward (2,779)   (1,374)   (674)      (135)      2,298    2,717    2,710    2,698    2,870    
Discounted cash flow: 2-yr forward (1,544)   (758)      (151)      2,582    3,053    3,045    3,031    3,225    

-        -        -        
Now + 1-year + 2-years

PV of cash flows 5,998     14% 11,013   22% 18,314   31% 11.4 11.9 12.4 12.9
PV of terminal value 36,490   86% 38,314   78% 40,230   69% 4.0 1,749 1,594 1,458 1,339
EV 42,488   100% 49,327   100% 58,543   100% 4.5 1,864 1,692 1,542 1,411
Less: Net debt 2,613     1,114     3,019     5.0 1,998 1,804 1,637 1,492
Add: Investment in associates (1X BV) 5.5 2,155 1,933 1,745 1,584
Equity value (Rs mn) 39,875   48,214   55,525   
Number of shares (mn) 29.5 29.5 29.5 11.4 11.9 12.4 12.9
Equity value (Rs/share) 1,354 1,637 1,885 4.0 10.0 9.4 8.8 8.3
Equity value (US mn) 911 1,102 1,269 4.5 10.8 10.0 9.4 8.8
Exit FCF multiple (X) 14.3       14.3       14.3       5.0 11.6 10.8 10.0 9.4
Exit EBITDA multiple (X) 10.0       10.0       10.0       5.0 11.6 10.8 10.0 9.4
Exit Sales multiple (X) 0.8         0.8        0.8        5.5 12.6 11.6 10.8 10.0

Calculation of weighted average cost of capital-WACC
Terminal growth - g (%) 5.0         
Risk free rate-Rf (10-year government bond) (%) 7.5         
Market risk premium—(Rm-Rf) (%) 6.0         
Beta (x) 1.2         
Cost of equity-Ke (%) 14.7       
Cost of debt-Kd (%) 8.0         
Tax rate (%) 33.7       
Debt/Capital (%) 25.0       
Equity/Capital (%) 75.0       
WACC (%) 12.4       
FG Inventory Days 60.0       

Source: Kotak Institutional Equities estimates.
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Sustained growth ahead—we raise estimates

We have raised our assumptions on floor space addition, revenues and net
earnings for FY2007-09 following the company’s analyst presentation in June 2006.
We expect the 54% CAGR FY2006-09E in retail revenues to be driven by newer
delivery formats in existing businesses and new category offerings especially in
furniture and entertainment as well as new businesses.

We expect 54% compounded annual growth in retail revenues over FY2006-09E,
following the aggressive strategy of the company to rapidly add floor space in existing
business, launch new category offering in furniture, entertainment and electronics space
through its subsidiary ‘home-solutions’ and build new retail-associated businesses in
financial services, logistics, mall media and others (see Exhibit 5).

Exhibit 5: Pantaloon Retail plans big, March fiscal year-ends
The grand vision laid out in analyst meet in June '06 (Details from analyst presentation)

Existing FY2010
Retail floor space (mn sq ft) 3 30

Retail revenue (Rs bn) 20 300

New concepts New businesses

Existing business Financial services
Newer delivery format Insurance, Retail of financial products, 

Consumer credit

New categories Logistics
Furniture, Entertainment, 
electronics Supply chain solutions, Warehousing, 

CFS, Internation F&F

Mall media
Retail visibility solutions, Content 
integration

Source: Company analyst presentation, Kotak Institutional Equities.

We have raised our assumptions on floor space addition, revenue and net earnings
forecasts for FY2007-09 following detailed plans presented in the company’s meeting
with analysts in June 2006. Exhibit 6 discusses the changes in our assumptions. Net
earnings stand revised by 5% for FY2007E, 24% for FY2008 and 18% for FY2009E.
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Exhibit 6: We revise earnings estimates by 24 & 18% for FY2008E and FY2009E
Gist of old versus new assumptions

Old New Old New Old New
Number of stores (#) 167 177 217 253 260 336

New stores opened (#) 51 72 50 76 43 83

Total retail space ('000 sq. ft.) 5,391 5,543 7,925 8,191 10,002 11,141

Incr. in total retail space ('000 sq.ft.) 2,184 2,772 2,534 2,648 2,077 2,950

Weighted avg. sales per sq. ft. (Rs) 7,430 8,139 6,932 7,588 6,569 7,469

Total revenues (Rs mn) 32,545 33,834 47,004 52,104 59,975 72,197

Total revenues (US mn) 740 752 1,068 1,158 1,363 1,604

Share of revs from value retailing (%) 67 71 66 73 65 75

Avg. 'same store' sales growth (%) 27.5 20.4 24.5 16.8 15.4 13.4

Gross margin-GM (%) 30.8 30.7 30.2 30.2 30.1 29.8

EBITDA margin (%) 7.6 6.9 7.8 6.9 7.9 6.5

EBIT margin (%) 6.6 6.1 6.8 6.0 7.0 5.6

Net profit margin (%) 3.6 3.9 3.7 3.8 3.9 3.4

Net profits (Rs mn) 1,247 1,305 1,601 1,992 2,082 2,452

FY2007E FY2008E FY2009E

Source: Kotak Institutional Equities.
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Nascent business: ‘Home’, ‘Converge-m’ to drive growth

We expect that the current nascent businesses would likely drive the next leg of
growth in revenues and earnings for PRIL. We expect strong revenues from these
businesses as PRIL establishes its foothold in the multi-billion dollar consumer
durables and furnishing segment. We value ‘home’ at 0.7X FY2008 EV/Sales and
await the company’s FY2006 annual report to receive more details on the ‘home’
business.

We expect that the entry of PRIL into unorganized, but established categories of
consumer durables, furniture & furnishing and mobile retailing would drive the next leg
of growth for the company. The total segment size is estimated to be more than US$20
bn, with organized retail forming just 7% of total markets (see Exhibit 7).

Exhibit 7: Organized retail forms only 7% of this US$20 bn market
Estimated segment size of consumer durables, furniture & furnishing and mobile retailing (Rs
bn)

Segment size Value % of segment
Consumer durables 320 25 7.8                     
Furniture & Furnishing 330 8 2.5                     
Mobile retailing 130 22 16.9                   
Total segment 780 55 7.1                     

Organised retailing

Source: India retail report-2005, KSA Technopak study

PRIL expects to address both value and lifestyle proposition under various formats
through its subsidiaries viz. Home solutions and Converge M (see Exhibit 8).

Exhibit 8: Tapping into the multi-billion dollar 'home' market
Approach to value and lifestyle consumers

Consumer durables (CD) Mobile retailing

Furniture and furnishing (F&F)

Medium Subsidiary - Home solutions Subsidiary - Converge M

Home town- CD, F&F, home improvement

Electronics bazaar- CD

Furniture bazaar- F&F

E-zone- CD

Collection I- F&D

  M bazaar

Segment

Lifestyle proposition

Value proposition

Source: Company, Kotak Institutional Equities.

Besides the two large segment offerings, PRIL’s presence in health & beauty, leisure &
entertainment and Internet retailing could possibly drive the growth going forward.

FY2006 has marked the first year of operations for both the subsidiaries. We would await
the annual report to deliver more details on both subsidiaries. Till such time, we value
‘home solutions’ at 0.7X FY2008E EV/ Sales.
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Inventory valuation: Risk of write-offs?
We believe the aggressive inventory valuation policy followed by PRIL might
warrant a write-off in the near future. Although cash neutral, the charge might be of
a reasonable size on the company’s income statement since inventory comprises
40-45% of the total balance sheet size (singe-largest component in balance sheet).

PRIL values ‘finished goods lying at the store’ at ‘retail prices less mark up’. Our
analysis (see Exhibit 9 &10) shows that this leads to inventory getting overvalued by 6-
8% and carries a positive impact of 280 bps on reported margins. We believe that the
policy would get aligned with accounting standard AS-2, necessitating a write-off in the
near future.

Exhibit 9: Illustration of retail method of inventory valuation using conservative
approach (Rs)

Opening stock (units) 1
Opening stock value (Rs/unit) 100
Opening stock total value [a] 100

Units purchased during the year (units) 5
Cost per unit purchased 100
Total purchase cost [b] 500

Retail or list price (Rs/unit) [c] 150
Implied mark-up 50
Implied 'intake' margin (%) 33.3
Average selling price (assuming 5% markdown) 142
Units sold 4
Total sales [d] 568
Realised mark-up [e] 42
Realised gross margin [f] 168
Realised gross margin (%) 29.6

Closing stock (units) 2
Value of closing stock (Rs/unit) [c]-[e] 108
Total value of closing stock [g] 216

Reported COGS [a]+[b]-[g] 384
Reported gross margin (Rs) [h] 184
Reported gross margin (%) [h]/[d] 32.4
Positive impact on reported margin [h]-[f] 16.0
Positive impact on reported margin (bps) 282

Source: Kotak Institutional Equities estimates.

Although cash neutral, the charge might be of a reasonable size on income statement
since inventory comprises 40-45% of the total balance sheet size (singe-largest
component in balance sheet). Finished goods comprise approximately 50% of the total
inventory.

Exhibit 10:  Although cash neutral, one-time write-off on inventory can be a decent sum
Write-off amount under different scenarios, June-fiscal year ends, 2002-06E (Rs mn)

FY2002 FY2003 FY2004 FY2005 FY2006E
Finished goods inventory at year end 700 935 1,216 2,470 3,874
Write-off if inventory written off by

6% 232
8% 310

10% 387

Source: Annual reports, Kotak Institutional Equities.
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Risks: Upside risk from higher same-store sales growth

We have assumed declining same-store growth over next three years, citing
increasing competition and ageing of existing stores. In addition, higher-than-
expected margins would present upside risk as we expect no material improvement
in gross margins as intensifying competition escalates operating expenses like
salaries, occupation and marketing costs.

Continued strength in same-store growth presents upside risk
We have assumed that the current 15-30% same-store growth would taper down to
10-20% over the next three years, following increasing shopping alternatives in big cities
and ageing of existing stores. The argument is in line with what we have witnessed in
‘Pantaloon’ stores.

The assumption can be at risk, meaning that the same-store growth could continue to
remain strong following:

1. Upgrade of existing consumers to higher category as their incomes increase,

2. Higher consumer confidence and brand loyalty, and

3. Higher-than-expected increase in footfalls/ conversion following deeper penetration
into markets (more likely in case of Hypermarkets).

Cost pressures and execution challenges are downside risks
Increased competition can escalate costs further than we anticipate. Occupation expenses
(8-10% of revenue) and employee costs (8-10% of revenue) are the two most significant
components of operating expenses that comprise 20-25% of revenue.

• Higher investment in real estate that is anticipated over the next few years could
increase real estate price and rentals going forward. Pantaloon has signed-up 24 mn
sq ft of retail space at an average lease charge of US$1 per sq ft per month, but news
on incremental signings at higher rate could dampen sentiments going forward.

• Aggressive expansion by incumbents and entry of new players has already created a
scarcity of experience professionals, which could drive employee costs higher-than-
expected. The pressure could restrict margins going forward. We have assumed
employee costs increasing in future.

In addition, execution and management abilities of Pantaloons would be tested, given the
explosive growth it targets over the next few years.
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Financials: We raise earnings estimates

We raise earnings estimates by 5, 24 and 18% for FY2007E-09E, respectively, owing
to higher floor space additions than estimated earlier and lower interest costs
following the proposed raising of equity.

We have raised our earnings estimates by 5% for FY2007E, 24% for FY2008E and 18%
for FY2009E following higher floor space additions than we had estimated earlier (see
Exhibit 6). In addition, following the recent announcement by the company to raise
equity (see Exhibit 11), we lower our debt estimates and therefore interest costs.

Exhibit 11:  PRIL plans to raise Rs9.6 bn through follow-on offerings, stake sale
Details of fund-offerings (Rs mn)

 Shares (#)  Offer price (Rs)  Value Remarks
Total funds planned to be raised 9,582
Follow-on offering NA 2,600 Offer price not known yet
Promoter warrants 1,212,480 1,635 1,982 Option to convert in equal number of shares in 18-months
Susidiary stake sale 5,000 Details not available yet

Source: Company announcement, Kotak Institutional Equities.

Dilution in equity would depend on the price of follow-on offering. We assume a dilution
of 10% for our estimates and list possible scenarios in Exhibit 12.

Exhibit 12:  Dilution of equity depends on price of follow-on offering
Dilution of equity under different follow-on pricing scenarios (Rs mn)

 Follow-on 
pricing (Rs) 

 Shares issued 
to follow-on 
investor (#) 

 Warrants 
issued to 

promoters (#) 
 Total shares 

issued (#) 

 Dilution 
in equity 

(%) 

Scenario # 1 1,650 1,575,758 1,212,480 2,788,238 10.4      

Scenario # 2 1,700 1,529,412 1,212,480 2,741,892 10.2      

Scenario # 3 1,750 1,485,714 1,212,480 2,698,194 10.1      

Scenario # 4 1,800 1,444,444 1,212,480 2,656,924 9.9        

Scenario # 5 1,850 1,405,405 1,212,480 2,617,885 9.8        

Scenario # 6 1,900 1,368,421 1,212,480 2,580,901 9.6        

Source: Company announcement, Kotak Institutional Equities estimates.

Exhibits 13, 14 & 15 contain historical and our estimates of the company’s income
statement, balance sheet and cash flow statement.
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Exhibit 13:  Pantaloon Retail—profit model, June fiscal-year ends, 2003-2009E (Rs mn)

2003 2004 2005 2006E 2007E 2008E 2009E
Net Revenues 4,374            6,473            10,495          19,556          33,247          51,421          71,398          
Other operating income 75                 110               345               345               587               683               800               
Gross operating revenues 4,448            6,583            10,841          19,901          33,834          52,104          72,197          
Operating expenses
Cost of goods sold (3,146)           (4,563)           (7,330)           (13,608)         (23,452)         (36,357)         (50,658)         
Staff costs (168)              (275)              (507)              (951)              (1,859)           (2,985)           (3,973)           
SG&A expenses (760)              (1,187)           (2,138)           (3,887)           (6,179)           (9,164)           (12,872)         
Total expenditure (4,074)           (6,025)           (9,974)           (18,446)         (31,490)         (48,506)         (67,504)         
(% of revenues) 91.6             91.5             92.0             92.7             93.1             93.1             93.5             
EBITDA 374               558               866               1,455            2,344            3,599            4,693            
EBITDA Margin (%) 8.4               8.5               8.0               7.3               6.9               6.9               6.5               

Net finance cost (177)              (239)              (244)              (308)              (268)              (299)              (409)              
Other income 8                   13                 43                 40                 40                 40                 40                 
PBDT 205               332               665               1,187            2,115            3,340            4,324            
Depreciation and amortisation (64)                (88)                (133)              (196)              (320)              (487)              (657)              
Pretax profits before extra-ordinaries 142               244               532               991               1,795            2,853            3,667            
Exceptional items (5)                  — — — — — — 
Prior period items (2)                  (1)                  (0)                  — — — — 
Profit before tax 149               245               532               991               1,795            2,853            3,667            
Current tax (9)                  (15)                (75)                (139)              (247)              (433)              (610)              
Deferred tax (11)                (31)                (70)                (134)              (242)              (428)              (605)              
Minority / Associate earnings — — — — — — — 
Reported PAT 130               199               387               718               1,305            1,992            2,452            
Adjusted net profit 122               199               386               718               1,305            1,992            2,452            

Primary EPS (using wtd avg shares) 6.9                10.6              18.8              29.4              46.4              67.6              83.2              
Diluted EPS 6.7                10.4              17.6              26.8              44.3              67.6              83.2              
Year end no of shares (mn) 18.2              19.1              22.0              26.8              29.5              29.5              29.5              
Weighted average no of shares (mn) 17.8              18.7              20.6              24.4              28.1              29.5              29.5              
Fully diluted no of shares (mn) 18.2              19.1              22.0              26.8              29.5              29.5              29.5              

Margins (%)
Gross margin 29.3              30.7              32.4              31.6              30.7              30.2              29.8              
EBITDA margin 8.4                8.5                8.0                7.3                6.9                6.9                6.5                
PBT margin 3.4                3.7                4.9                5.0                5.3                5.5                5.1                
Net profit margin (w/o extraordinaries) 2.7                3.0                3.6                3.6                3.9                3.8                3.4                
Effective tax rate (%) 13.2              18.6              27.3              27.0              27.0              30.0              33.0              

Growth (% p.a)
Revenues 55.9              48.0              62.1              86.3              70.0              54.7              38.8              
EBITDA 67.8              49.3              55.2              67.9              61.1              53.6              30.4              
PBT 99.0              64.0              117.2            86.2              81.2              58.9              28.5              
Net profit (w/o extraordinaries) 73.9              63.0              94.6              85.9              81.8              52.6              23.1              
Diluted EPS 73.9              54.9              69.3              52.6              65.4              52.6              23.1              

Source: Company data, Kotak Institutional Equities estimates.
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Exhibit 14:  Pantaloon Retail—balance sheet, June fiscal-year ends, 2003-2009E (Rs mn)

2003 2004 2005 2006E 2007E 2008E 2009E
Equity
Share capital 182               191               220               268               295               295               295               
General reserves and surplus 1,672            758               1,995            5,055            10,813          12,687          15,007          
Net worth 1,854            949               2,215            5,323            11,108          12,982          15,301          
Deferred tax liability 29                 60                 130               264               507               934               1,540            
Debt
Secured 1,413            2,153            2,562            2,769            1,969            3,469            4,469            
Unsecured 42                 214               300               — — — — 
Total Debt 1,455            2,366            2,862            2,769            1,969            3,469            4,469            
Current liability and provisions 665               729               1,449            2,281            3,546            5,141            6,951            
Total capital 4,003            4,105            6,656            10,637          17,129          22,527          28,261          

Assets
Cash and cash equivalents 81                 138               215               156               855               450               106               
Inventory 1,144            1,576            2,759            4,736            7,044            9,679            12,308          
Sundry Debtors 223               176               123               110               110               110               110               
Loans and Advances 214               410               941               1,321            2,402            3,491            4,753            
Gross block 1,230            1,847            2,511            3,717            6,441            9,007            11,852          
Less: Accumulated depreciation 157               243               374               570               890               1,376            2,033            
Net fixed assets 1,073            1,604            2,137            3,147            5,551            7,631            9,819            
Capital -WIP 33                 144               158               158               158               158               158               
Net fixed assets (incl. C-WIP) 1,106            1,748            2,295            3,305            5,709            7,789            9,977            
Investments 53                 53                 319               1,005            1,005            1,005            1,005            
Miscallenous expenditure 5                   4                   3                   3                   3                   3                   3                   
Intangibles 1,177            — — — — — — 
Total Assets 4,003            4,105            6,656            10,637          17,129          22,527          28,261          

Leverage and return raitos (%)
Debt/Equity 77.5              235.4            122.2            49.6              17.0              24.9              26.5              
Debt/Capitalisation 43.7              70.2              55.0              33.1              14.5              20.0              21.0              
Net Debt/Equity 76.3              255.9            124.2            48.1              10.4              22.4              26.1              
Net Debt/Capitalisation 43.3              71.9              55.4              32.5              9.4                18.3              20.7              
Net Debt/EBITDA 3.7                4.0                3.1                1.8                0.5                0.8                0.9                
ROE (%) 6.5                19.8              16.5              12.9              11.2              14.3              14.6              
ROE (excl cash & interest income) (%) 7.3                24.6              19.3              13.9              12.7              15.9              16.1              
ROCE (%) 6.9                9.6                8.5                8.9                8.8                9.8                9.6                
ROCE (excl cash & interest income) (%) 7.2                9.9                8.8                9.0                9.2                10.0              9.7                

Source: Company data, Kotak Institutional Equities estimates.
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Exhibit 15:  Pantaloon Retail—cash flow, June fiscal-year ends, 2003-2009E (Rs mn)

2003 2004 2005 2006E 2007E 2008E 2009E
Operating cash flows
Pre-tax profits and extraordinary items 142        244            531            991            1,795         2,853         3,667         
Depreciation & amortization 64         88              133            196            320            487            657            
Taxes paid (3)          (27)            (41)            (139)           (247)           (433)           (610)           
Dividend and other income 2           (0)              (11)            — — — — 
Interest expense 177        231            275            308            268            299            409            
Interest paid (177)      (231)           (275)           (308)           (268)           (299)           (409)           
Foreign exchange loss/(gain) 5           8                (31)            — — — — 
Extraordinaries (incl. prior period items) (8)          (1)              (0)              — — — — 
Other non-cash items 1           1                1                — — — — 
Working capital changes (129)      (515)           (1,009)        (1,511)        (2,124)        (2,128)        (2,081)        
Cash flow from operations 73         (202)           (427)           (463)           (256)           779            1,633         
Operating, excl. working capital 203        313            582            1,048         1,868         2,907         3,714         

Investing
Capex incl. capital issue expenses (428)      (730)           (682)           (1,206)        (2,724)        (2,566)        (2,845)        
(Purchase)/sale of assets/businesses 1           — 1                — — — — 
(Purchase)/sale of investments (incl. inv. in subsidiaries) (2)          — (255)           (686)           — — — 
Advances to subsidiary — — (4)              — — — — 
Interest/dividend received ` — (0)              — — — — 
Cash flow from investing (429)      (730)           (939)           (1,893)        (2,724)        (2,566)        (2,845)        

Financing
Proceeds from issue of share capital 43         107            914            2,470         4,582         — — 
Net proceeds from  borrowings 357        911            531            (93)            (800)           1,500         1,000         
Effect of FX changes (5)          (8)              31              — — — — 
Dividends paid (incl. tax) — (21)            (32)            (80)            (103)           (118)           (133)           
Cash flow from financing 396        989            1,443         2,296         3,679         1,382         867            

Net change in cash/cash equivalents 40         58              76              (59)            700            (405)           (344)           
Beginning cash 40         81              138            215            156            855            450            
Ending cash 81         138            215            156            855            450            106            
Discretionary cash flow 40         37              44              (140)           597            (523)           (477)           

Source: Company data, Kotak Institutional Equities estimates.
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