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RIL's entry will alter the retail landscape 
We calculate RIL's planned Rs250bn investments would need to generate 
revenues of US$18-22bn and profits of US$680mn to justify an ROI of 20-25%. 
Also, players like Bharti, Aditya Birla etc. are looking to enter the retail segment. 
With 130-180mn sq.ft. of new mall space, the entry barriers will lower and the 
battle for walletshare will increase sharply. Against this backdrop, we recommend 
a Sell on Pantaloon, Shoppers Stop and Trent, while a Buy on Titan Industries.  
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All prices are those current at the end of the previous trading session unless otherwise indicated. Prices are sourced from 
local exchanges via Reuters, Bloomberg and other vendors. Data is sourced from Deutsche Bank and subject companies. 
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Top picks 
Pantaloon (PART.BO),INR1,221.30 Sell
Shoppers Stop (SHOP.BO),INR491.30 Sell
Trent Ltd (TREN.BO),INR675.05 Sell
Titan (TITN.BO),INR580.70 Buy

 
Companies featured 

Pantaloon (PART.BO),INR1,221.30 Sell
2005A 2006E 2007E

P/E (x) 31.7 46.4 36.0
EV/EBITDA (x) 16.5 21.4 14.9
Price/book (x) 12.0 6.6 5.6
Shoppers Stop (SHOP.BO),INR491.30 Sell

2006A 2007E 2008E
P/E (x) 56.2 43.7 30.7
EV/EBITDA (x) 27.0 21.3 15.1
Price/book (x) 6.7 5.2 4.5
Trent Ltd (TREN.BO),INR675.05 Sell

2006A 2007E 2008E
P/E (x) 36.6 29.2 24.0
EV/EBITDA (x) 30.6 18.1 13.3
Price/book (x) 4.4 3.0 2.8
Titan (TITN.BO),INR580.70 Buy

2005A 2006E 2007E
P/E (x) 31.7 31.9 21.3
EV/EBITDA (x) 7.1 16.8
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RIL’s Rs250bn bet on Indian retail set to alter the competitive landscape.  
Reliance Retail Ltd (RRL), promoted by India’s #1 private sector company Reliance 
Industries Ltd, plans to invest Rs250bn (Rs100bn in equity form). At an ROI of 
20%-25%, RRL would need to deliver revenues of US$18-$22bn and profits of 
US$630-$800mn. At these levels, the headcount would cross 460,000. Also, RRL 
is planning huge investments into backend like agri businesses and supply chain. 
We see all pointers towards intense competition emerging in Indian retail. 

Aggression backed by strong execution means bad news for competition 
RIL in the Petrochemicals and Telecom segments has demonstrated a willingness 
to invest big, and very strong execution prowess. It was amongst the last to enter 
Telecom and, today, through its strong execution is among the top two players in 
the segment. We expect similar developments in retail. In a span of 3-4 months, it 
has hired some 8-10 top talents across the country for its retailing venture.  

Host of entrants waiting in the wings 
Players like the Bharti Group (India’s top cellular services provider), the Aditya Birla 
Group (again one of India’s top conglomerates) etc. are all planning to enter Retail. 
This is in addition to the already interested foreign majors like Wal-Mart who have 
been lobbying for a relaxation in FDI norms.  

Mall boom is set to reduce catchment areas 
According to industry estimates, nearly 130-180mn sq.ft of new mall space is 
expected to come up in the next three years. Also ~70% of the total new mall 
space in FY07 and FY08 is expected to come up in major cities reducing 
catchment areas for existing retailers. Overall, we see full scale promotion and 
price war in Indian retailing given that mall rollouts are gathering momentum. 

Sell Pantaloon, Trent, Shoppers; Safe haven Titan Industries – Buy  
Our DCF calculations (WACC of 13%-14% with a terminal growth rate of 6%) 
show that each of these companies is trading at a significant premium to intrinsic. 
Given our already bullish assumptions of EPS CAGR till FY08, we see earnings 
upside as an unlikely possibility. We recommend Sell on Pantaloon Retail (10% 
downside), Trent (TP of Rs.575 – 16% downside) and Shoppers Stop (TP of 
Rs.424 – 15% downside). However, we recommend a Buy on Titan Industries 
with a TP of Rs.796 (37% upside). Key risk to our Sell call on the three stocks is 
earnings surprises.  
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Investment thesis 
Outlook 

Competitive pressure in Indian retailing is rising significantly on the back of the entry of new 
majors and the mall construction boom. Reliance Retail Ltd (RRL), promoted by India’s #1 
private sector company Reliance Industries Ltd, plans to invest Rs250bn (Rs100bn in equity 
form). � 

 At an ROI of 20-25%, RRL could potentially deliver revenues of US$18-$22bn with 
profits of US$630-$800mn.  

 Further assuming revenue per sqft of nearly Rs12000, the size in terms of floor space 
occupied would be nearly 70-85mn sq.ft. At these levels, the headcount would be 
staggering at 460,000+ to 568,000+. This compares with RIL’s own head count today at 
~14,000 employees. This would make it India’s largest employer in the private sector by 
a huge margin. 

 Importantly, Mr. Mukesh Ambani at the AGM spoke about the company’s plans to 
provide training, education and also e-learning to its employees, going forward. Thus, 
management seems to have already initiated steps to ramp-up its HR initiatives for 
Retail. 

Also waiting in the wings reportedly are players like the Bharti Group (India’s top cellular 
services provider and one of the most respected business groups) and the Aditya Birla Group 
(again one of India’s top conglomerates).  

The mall boom is also altering the competitive dynamics. Over 130 to 180 mn sq.ft of new 
mall space is estimated to come up in the country in the next 3-5 years. Nearly 70% of the 
total new mall space coming up in FY07 and FY08 is in the major cities reducing catchment 
areas for existing retailers. Key areas like Mumbai (up 203% to 15mn), Delhi (up 527% to 
23.2mn), Bangalore (up 128% to 4.1mn), Hyderabad (up 163% to 5.3mn), and Pune (up 
188% to 23.2mn) are all seeing a mall construction boom and this space availability shall 
lower the barriers to entry. Finally, talent is in short supply and employee churn has been high 
for all players. 

Valuation 

We believe that the new entrants would prefer “build” over “buy” strategy. Valuations of the 
existing retailing stocks still imply a payback period of 9-12 years. While earnings momentum 
will remain strong for Pantaloon Retail, Trent Ltd. and Shoppers Stop, we think it’s all 
reflected in the stock prices and there is no room for error in execution. Ggiven our already 
bullish assumptions of EPS CAGR till FY08, we believe that they may have difficulty in beating 
expectations. 

Our DCF calculations (WACC of 13%-14% with a terminal growth rate of 6%) show that each 
of these companies is trading at a significant premium to intrinsic. We recommend a Sell on 
Pantaloon Retail (TP of Rs.1131 – 19% downside), Trent (TP of Rs.575 – 16% downside) and 
Shoppers Stop (TP of Rs.424 – 15% downside). However, we recommend a Buy on Titan 
Industries with a TP of Rs.796 (37% upside) which given its niche position and strong growth 
momentum should be a logical beneficiary. Also, it trades at ~30% discount to intrinsic and 
~45% discount  

Risks 

The risk to our Sell call on the three stocks is earnings surprises. The other factor is M&A 
activity in the industry at these valuations. In case of Titan, the failure to execute its growth 
plans and slackened gold demand are the key risks. 
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RIL’s retail entry 
Recent AGM highlights 

Mr. Mukesh Ambani, CEO of Reliance Industries, recently announced that Reliance Industries 
Ltd. would venture into retailing. While this move was known much earlier in the 
marketplace, the AGM seemed to delve at length on its retailing venture 

 Importantly the AGM speech was titled “Embarking on a Retail Revolution”. 

 The retailing venture has been named “Reliance Retail Ltd” and would be a 100% 
subsidiary of RIL Ltd and the company proposes to invest Rs250bn (Rs100bn in equity 
form). 

 The Chairman stated that “This new business initiative of Reliance signifies a defining 
point in its history”. 

 The retailing venture would have the following elements: 

 Partnership with farmers, logistics operators, traders small shop keepers 

 Verticals would include apparels, FMCG products, food and grocery, consumer 
durables, home essentials, entertainment and leisure and various others 

 A pan-India footprint in 1,500 cities could have nearly 500,000 employees when 
rolled out fully 

Rapid rollout seems near  

It’s very likely that Reliance Retail is all set to begin its rollouts in 2006 with an increase in 
momentum in 2007. Our discussions with competitors indicate that a lot is brewing up in 
RIL’s retail foray, but there is some confusion on the timing and also regarding how large it 
shall be in calendar 2006. But, all seem to agree that it’s very unlike Reliance to plan 
something on a small scale.  

Its telecom foray offers a good example on how it proceeds once it decides to do something. 
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Retailing – Lessons from RIL’s 
telecom foray  
RIL is today India’s largest private sector enterprise and amongst the global majors in the 
Petrochemicals business. It has reached this position through a clear philosophy of chasing 
growth and matching that with some great execution capabilities, even across new 
businesses.  

“Growth is Life” doesn’t allow small thinking 

Reliance’s philosophy thrives on growth, even as its annual reports states bluntly “Growth is 
Life”. Given this psyche, thinking and doing big comes very naturally to it. It is this thought 
process matched by some unparalleled execution skills that have made Reliance Industries 
Ltd. India’s largest private sector enterprise. With annual revenues of US$19.9bn, net profits 
of US$2bn and cashflows from operations (before investing) touching US$2.4bn, it is by far 
the largest private petrochemicals company in India.  

 Its growth has been astounding – in the last ten years revenues have risen from Rs64bn 
to Rs890bn – 34% CAGR. Net profit during the same period is up from Rs13bn to Rs. 
90bn – 24% CAGR. In a span of five years, net profits have grown at a 28% CAGR. 

 Reliance’s revenues account for nearly 3% of India’s GDP while it accounts for ~8.2% of 
the country’s exports. 

As mentioned earlier, it has emerged by far the most dominant player in Petrochemicals in 
India by literally pulverizing competition. Given its size constraints and more importantly a 
management philosophy of thinking “big”, we can not fault it for thinking small. 

Key highlights of RIL’s telecom foray 

RIL in 2000 ventured into the telecom business in India and we believe its telecom foray 
helps showcase a few things on how the RIL management thinks and acts: 

Willingness to take the untrodden path 
While rest of India was moving into GSM, Reliance, the last entrant amongst the telecom 
majors, came in with the CDMA technology. This bet on a relatively new technology indicates 
how willing the management is to take risks. 

Willingness to invest ahead of time 
Reliance Infocomm began laying its 60,000 route kilometres of pan-India fibre optic backbone 
in 1999 and today boasts of a high-capacity, integrated (wireless and wireline), and 
convergent (voice, data and video) digital network. This willingness to invest significant 
amounts ahead of time is another indicator of management’s execution capabilities. 

Think big, act big and no half measures in execution 
The first round in telecom saw Reliance’s capital commitment to the tune of US$10bn. The 
scale was far in excess of its nearest competitors. And again this is another example of how 
RIL always aims for a dominant position and is willing to back it up with large doses of 
capital. 
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Rs.250bn in retail – what does 
it mean? 
Mr. Mukesh Ambani mentioned that the company intends to invest Rs.250bn (US$5.6bn) in 
the coming years into its retailing venture. Further, it was announced that roughly Rs.100bn 
would be injected into this venture in the form of equity investments. To get an idea of what 
these investments can generate, we worked around a couple of methods to crystal gaze 
what the numbers could look like. 

Method #1 – ROI expectation on Rs.250bn  

While RIL chases size, it is also heavily bottomline-focused. We have built a couple of 
scenarios on what this Rs.250bn signifies in terms of revenue and bottomline expectations.  

Figure 1: Method #1 – ROI expectation basis 
 Case I Case II Case III Case IV

ROI 15% 20% 25% 30%

  

Revenues (Rs bn)             639             832             1,024              1,216 

Revenues (US$bn) 13.90 18.08 22.26 26.44

EBITDA 42 54 67 79

EBITDA margin 6.50% 6.50% 6.50% 6.50%

Depreciation 4.1 4.1 4.1 4.1

EBIT 37.5 50.0 62.5 75.0

Interest 5.3 5.3 5.3 5.3

EBT 32.3 44.8 57.3 69.8

Tax (@35%) 11.3 15.7 20.0 24.4

PAT 21.0 29.1 37.2 45.3

PAT (US$mn) 455.7 632.3 809.0 985.6

PAT margin 3.3% 3.5% 3.6% 3.7%
Source: Deutsche Bank 

 At an ROI of 20-25%, it seems Reliance Retail could pull in revenues of US$18-$22bn 
with profits of nearly US$630-$800mn per annum. 

 At 20-25% ROI level and assuming revenue per sqft of nearly Rs.12000, the size in terms 
of floor space occupied would be nearly 70-85mn sq.ft. 

 The headcount at these levels could be staggering at 460,000+ to 568,000+. This 
compares with RIL’s own head count today at ~14,000 employees. This more or less 
matches with what the management indicated would be its likely headcount in some 
years’ time. 
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Figure 2: Retail area on ROI expectation method basis 
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Method #2 – Capex per sq.ft  

RIL has mentioned that it would invest Rs.250bn into retailing. Assuming 80% of this is in the 
form of capex (balance 20% into supply chain, logistics etc), would mean that at a capex per 
sq.ft of Rs900-1200 its size of operations measured in terms of square footage would be 
166mn-220mn.  

Figure 3: Area and # of employees at varying capex per sq.ft. 
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Importantly, based on this method it seems that even with conservative sales per sqft 
assumptions of Rs.10,000 per annum at 181mn sq.ft, Reliance Retail could generate 
revenues of nearly US$40bn and profits of US$1.5bn. 
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Figure 4: Capex per sq.ft method – forecasts at 181mn sq.ft  
 Case I Case II Case III Case IV

Sales per sq.ft (Rs /sq.ft) 10000 11000 12000 13000

  

Revenues (Rs bn 1818 2000 2182 2364

Revenues (US$bn) 39.5 43.5 47.4 51.4

EBITDA (Rs bn) 118.2 130.0 141.8 153.6

EBITDA margin 6.50% 6.50% 6.50% 6.50%

  

Depreciation (Rs bn) 4.1 4.1 4.1 4.1

EBIT (Rs bn) 114.1 125.9 137.8 149.6

Interest (Rs bn) 10.5 10.5 10.5 10.5

EBT (Rs bn) 103.6 115.4 127.3 139.1

Tax (@35%) (Rs bn) 36.3 40.4 44.5 48.7

PAT (Rs bn) 67.4 75.0 82.7 90.4

PAT ($bn) 1.46 1.63 1.80 1.97
Source: Deutsche Bank 

Method #3 – On number-of-employees basis 

RIL has indicated that it could finally employ finally around 500,000 in its retailing business.  

Figure 5: Employee spread across retail 
 % deployed in Number of employees

Back end 10% 50000

Front end 87% 435000

Management 3% 15000

Total 500000
Source: Deutsche Bank 

Working backwards from that, we estimate that @175 sq.ft per employee the total retailing 
area could touch as much as 76mn sq.ft. Revenue and profit potentials at this scale are 
estimated at US$16-21bn and US$567-$777mn, respectively.  

Figure 6: Profitability estimates 
(Rs bn) Case I Case II Case III Case IV

Revenue per sqft 10000 11000 12000 13000

Revenues 761 837 914 990

Revenues (US$bn) 16.55 18.20 19.86 21.51

EBITDA 49.5 54.4 59.4 64.3

EBITDA margin 6.50% 6.50% 6.50% 6.50%

Depreciation 4.06 4.06 4.06 4.06

Interest 5.25 5.25 5.25 5.25

EBT 40.17 45.12 50.07 55.01

Tax 14.06 15.79 17.52 19.25

PAT 26.11 29.33 32.54 35.76

PAT (US$mn) 567.60 637.52 707.44 777.36
Source: Deutsche Bank 
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Other potential models for Reliance Retail 

While the sheer size of the retail opportunity at US$470bn+ of consumption should be 
enticing for Reliance Retail, one wonders what methods it could adopt to improve the profit 
margins.  

Figure 7: What could Reliance be aiming at?  
 Today 2011

Current GDP (US$bn) 785 1101

Consumption as % GDP 60% 1

  

Consumption (US$bn) 471 661

Organized retail share 3% 9%

  

Market potential (US$bn) 14.13 59.45

  

Reliance Retail potential (US$bn)  

 - If it achieves 35% of its planned scale by 2011  16.60

 - Market share  27.9%

 - PAT (US$mn)  415
Source: Deutsche Bank 

Part “ownership of real estate” model? 
Also, there is a strong possibility that Reliance might start owning some of its underlying real 
estate. Initial indications are that some of the properties it has looked at for its retailing model 
have been on an own-basis rather than lease-basis. If this is the case, then there is a potential 
upside from real estate appreciation. 

Heavy disintermediation model? 
The “seepage” and losses in the Indian distribution channel are huge. For example, a 
coconut which retails in Mumbai at Rs.12 per unit has a 500% markup. For some of the other 
agri-products too the mark-ups are huge. In such an environment, a player willing to source 
directly from the farm-gate will be a huge beneficiary and will have a huge value capture 
model.  

Reliance, going by the Chairman’s statement at the AGM, seems to be working on a very 
strong sourcing model. In that case, the other components in the value chain in terms of 
logistics, cold storage chains et al have to fall in place and that could mean significant high 
investments into the backend. 
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Manpower challenges for RIL 
How significant are the 500,000 employees? 

We estimate RIL would need ~500,000 employees at its planned level of operations and 
investments of Rs.250bn. That would make it India’s largest employer in the private sector by 
a significant margin. Wal-Mart, the world’s #1 retailing company, has 1.3m employees 
globally (associates as it calls them).  

Figure 8: Headcount in key retailing companies 
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Source: Deutsche Bank 

AGM speech indicates HR initiatives have been kicked off 

We believe the scale and scope of managing 500,000 people (directly or indirectly) will pose 
numerous challenges on the human resources front for RIL. However, importantly, Mr. 
Mukesh Ambani at the AGM spoke about the company’s plans to provide training, education 
and also e-learning to its employees, going forward. Thus, management seems to have 
already initiated steps to ramp-up its HR initiatives for retail.  
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Emerging landscape 
Prediction#1 – A great time for the consumer in India 

We start with the obvious. We see a great time for the consumer in India. Prices, 
promotions, choices should all improve and companies  vie with each other for the footfalls. 
In this winner-takes-it-all business, the consumer should clearly be in a far better off position 
than now. 

Prediction #2 – A great time to be employed in retailing in India 

This too is obvious. With each major set to employ at least a couple of 100,000 employees, 
talent is in short supply. Bargaining power, hence, should rest with experienced personnel 
and we see a great time for those who will be professionally associated with this industry. In 
the last couple of months, RIL has supposedly hired top talent like Mr Raghu Pillai (ex – 
Pantaloon Retail), Sriram Srinivasan (ex-Indus League), Biujou Kurien (ex-Titan Industries), 
Rajeev Karwal (ex-Electrolux), Sanjeev Asthana (ex – Cargill) and others at record salary levels.  

Prediction #3 – Mall boom will not allow “measured” growth 

We believe 2007 shall witness full-scale promotion and price warfare in Indian retailing, given 
that mall rollouts are gathering momentum. For example, the surburbs of Mumbai (see Figure 
9) are seeing strong mall space build-outs and this will drive competitive pressures more than 
anything else. Same is the case in various parts of Delhi (see Figure 10) and across India too 
(Figure 11).  

Figure 9: Mumbai mall buildup outlook 
 Current area Addition FY2007 area 

 Mn sq.ft % total Cumulative Mn sq.ft % total Mn sq.ft % total Cumulative

Western surburbs 2.2 45% 45% 3.3 33% 5.6 37% 37%

Central surburbs 1.2 25% 70% 3.0 29% 4.2 28% 65%

Island City 0.7 15% 85% 0.9 9% 1.7 11% 76%

Thane 0.6 12% 97% 1.2 12% 1.8 12% 88%

Navi Mumbai 0.1 3% 100% 1.7 16% 1.8 12% 100%

Total 4.95  10.06 15.01 
Source: Knight Frank India Retail Review, Deutsche Bank 

Figure 10: Mall space build-out in parts of Delhi 
 Current area Addition FY2007 area 

 Mn sq.ft % total Cumulative Mn sq.ft % total Mn sq.ft % total Cumulative

Gurgaon 2.1 43% 43% 3.4 34% 5.6 24% 24%

Greater Noida 0.1 2% 45% 3.8 38% 3.9 17% 41%

Noida 0.6 13% 58% 1.9 19% 2.6 11% 52%

Ghaziabad 1.0 21% 79% 2.7 27% 3.7 16% 68%

Faridabad 0.5 11% 90% 1.1 11% 1.6 7% 75%

Delhi 0.5 10% 100% 5.3 53% 5.8 25% 100%

Total 3.70 18.25 23.20 
Source: Deutsche Bank 
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Figure 11: Mall space build-out across key cities in India 
 Current FY07 % chg

Mumbai 5.0 15.0 203%

Delhi 3.7 23.2 527%

Bangalore 1.8 4.1 128%

Pune 1.3 3.8 188%

Hyderabad 2 5.3 163%

Total - large cities 13.8 51.3 273%

Others 6.6 23.7 259%
Source: Deutsche Bank 

In times like this, we believe individual companies will not be at a luxury to dictate the pace of 
growth since the pressure to lock-in key locations will supersede. Thus, 2007 onwards we 
see everyone rushing to sign floor space and that should kick-start the competitive pressures. 

Prediction #4 – “Good” set to increase investments needs  

Benjamin Graham once said that most often an industry is done in by the good investment 
rather than bad. That is, if one company pulls off a better way of doing something by 
investing in something, then every other company has to implement the same. If in the end 
the industry fails to corner a share of this improved cashflow, it has only incurred capex for 
nothing.  

Till now most companies have invested majorly into the front end but relatively little on the 
back end and supply chain. It’s very likely that players like Reliance and Bharti are 
implementing very strong supply chains and are likely to pass on those benefits to 
consumers to attract footfalls. Thus, either players like Pantaloon, Shoppers Stop and Trent 
match up or face prospects of dwindling footfalls. Net result shareholders should be 
confident of is prospects of lower cashflows (though rising square feet would hide this 
problem for some time).  

Prediction #5 – FDI relaxation could come in a little too late 

Government has been dithering on allowing FDI into retail. Industry consolidation would have 
been assisted greatly if M&A were allowed and valuation multiples would have held up on 
that count. However, with increasing opposition from Left Parties we see FDI relaxation 
taking time and that could mean bad news for smaller players. For majors however, that’s a 
positive.  
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Figure 12: Porter Framework Analysis for Indian Retail 
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Investment strategy 
There are enough players in the listed and unlisted space today vying for a pie of the Indian 
retail. Hence, competitive intensity is set to pick up with increasing capital commitment from 
large players.  

 RIL and Pantaloon have announced their plans albeit in varying details. Based on 
available data, it’s clear that both the companies are aiming for top slots currently. 

 The player who would be interesting to watch is Trent. Being part of the Tata Group, 
resources aren’t a problem but how and when it shall scale up will be interesting to 
watch. In the short run, we see the risks for the company getting marginalized.  

 Another player who has the potential, but has been the quietest of the lot, is the Bharti 
Group. Given the group’s financial clout and execution capabilities, it will be interesting 
how it rolls out its retailing plans. 

Figure 13: Relative strength mapping 
 

 Mgmt & 
ability to 

handle size 

Financial 
strength 

Scale  Partners / 
willingness 
to partner?

Comments 

Reliance   

     Very little is known about what it plans to do except that it 
shall be big 

 Has demonstrated in various streams its ability to handle 
scale 

 Management style has been “do it alone” for quite a few of 
its projects but this might see a different strategy 

Pantaloon 

 
 

    Undoubtedly has first mover advantage with tremendous 
insights on Indian consumerism 

 Worry is – is it spreading itself too thing? 
 Also ability to fund aggressive growth when compared to 

RIL is lower 

Trent 

     Very tight knit operations but big worry is scale – will it be 
too late before management steps up growth? 

 Company, being part of Tata Group, will have no shortage 
of resources, be it finance or management bandwidth  

Shoppers Stop 

 
 

    Niche player doing a great job, issue is will it be a sellout 
candidate? 

 Scalability of departmental model remains big question and 
if Pantaloon’s Central truly takes off, then its core could be 
under pressure in a few cities 

 

Source: Deutsche Bank 

We believe even excluding potential foreign entrants, the field already has enough players 
with a strong capital commitment. In the next 12-18 months, we see pressure on same store 
sales growth for existing players, while for some expansion pressures shall mean a potential 
for equity dilutions. The final bane for investors today is that none of the stocks are truly 
cheap. Thus, we recommend exiting direct retailing plays in India and focusing on niche 
opportunities.  
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Recommendations 

Pantaloon Retail (India) Ltd. – Sell with a TP of Rs.1131 - 10% downside potential 
While Pantaloon impresses with its aggressive executiuon and consumer insights, we fear it 
is stretching itself too thin. PRIL’s 15x rise in headcount shall pose major challenges – 
retaining and incentivising top management, communicating strongly with all employees to 
move in unison and finally establishing clear individual business line P&L for accountability 
and rapid course correction, if needed. Also, investment in backend systems to check 
pilferage etc will be paramount. We believe PRIL lags a lot on quite a few of these counts 
and chasing growth has increased risks significantly. 

Mounting competitive pressures, valuations at 36x FY07E and 25x FY08E and potential write-
off on inventories, all imply that the stock isn’t cheap. Our weighted target price on DCF of 
three possible scenarios yields a target of Rs.1133, or a 10% downside. Key upside risk is 
better-than-expected execution from PRIL. 

Trent Ltd – Sell with a TP of Rs.575; 16% downside potential 
Trent is estimated to grow from 0.6mn sq.ft currently to 1.1mn sq.ft by FY08. In comparison, 
competitors Pantaloon and Shoppers would touch 9mn and 2.4mn sq.ft, respectively. This 
increasing scale differential raises risks of Trent getting marginalized in a business wherein 
location and size are paramount. 

PE of 30x FY07 (38x on post tax operating EPS) and 24x FY08 basis (26x on post tax 
operating EPS) and on EV/EBITDA of 26x(FY07) and 18x(FY08 basis), all imply that the stock 
isn’t cheap. DCF yields target price of Rs575. Sell with a TP of Rs.576. Risk to 
recommendation is a sudden surge in operational ramp-up. 

Shoppers Stop Ltd. – Sell with a TP of Rs.424; 15% downside potential 
Our analysis showsSSL’s high-end focused departmental stores will be unviable in tier II and 
tier III cities where “value” and “price” hold the key. Even its recently launched hypermarket 
format Hypercity is premium targeted. The ongoing mall boom in tier I cities means that its 
departmental stores too will come under strong competitive pressures. 

DCF yields a target price of Rs424 (long-term rate of 8.2%, risk premium of 4.2%, terminal 
growth rate of 6%, WACC of 14%). It trades at a 20% premium to the sector average PE of 
27x (FY08 basis). Key risk is SSL exceeding our estimates, but we believe our estimates are 
fairly aggressive. 

Titan Industries Ltd. – Buy with a TP of Rs.796; 37% upside potential 
TIL is the dominant leader in watches (30% market share) and branded jewelry (40% market 
share). Excellent branding building capabilities, a pan-India distribution network, presence 
across value and premium segments, dominant market position etc. are some its competitive 
advantages. 

We forecast revenue, EBITDA and PAT CAGR of 25%, 32% and 38%, respectively, for the 
years till FY09. Overall, ROE and ROA are impressive at 35% and 15%, respectively. At 20x 
FY07 and 15x FY08, TIL trades at ~50% discount to other retailing comparables. Our TP is 
based on DCF (WACC of 13.3%, terminal growth 6%). Given a strong earnings momentum, 
discount to intrinsic and comparables make it an attractive buy. Risks remain faltering on 
execution, a sudden fall in jewelry demand and differences between promoter groups 



20 July 2006 Retail/Wholesale Trade Indian Retail Sector  

Deutsche Bank AG/Hong Kong Page 15 

Appendix 1 
Important Disclosures 

Additional information available upon request 

Disclosure checklist 
Company Ticker Recent price Disclosure 
Pantaloon PART.BO 1246.05 (INR) 18 Jul 06 6 
Shoppers Stop SHOP.BO 499.90 (INR) 18 Jul 06 6 
Trent Ltd TREN.BO 679.85 (INR) 18 Jul 06 8 
Titan TITN.BO 559.65 (INR) 18 Jul 06 6,8 

 
6. Deutsche Bank and/or its affiliate(s) owns one percent or more of any class of common equity securities of this company 

calculated under computational methods required by US law. 

8. Deutsche Bank and/or its affiliate(s) expects to receive, or intends to seek, compensation for investment banking services 
from this company in the next three months. 

 
For disclosures pertaining to recommendations or estimates made on securities other than the primary subject of this 
research, please see the most recently published company report or visit our global disclosure look-up page on our 
website at http://gm.db.com. 

 
Analyst Certification 

The views expressed in this report accurately reflect the personal views of the undersigned lead analyst(s) about the subject 
issuer and the securities of the issuer.  In addition, the undersigned lead analyst(s) has not and will not receive any 
compensation for providing a specific recommendation or view in this report. Ramchandra Hegde 
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Historical recommendations and target price: Pantaloon (PART.BO) 

 (as of 7/18/2006) 
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Historical recommendations and target price: Shoppers Stop (SHOP.BO) 
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Historical recommendations and target price: Trent Ltd (TREN.BO) 

 (as of 7/18/2006) 
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Equity rating key  Equity rating dispersion and banking relationships 

Buy: Expected  total return (including dividends) of 10% or 
more over a 12-month period. 

Hold: Expected  total return (including dividends) between -
10% and 10% over a 12-month period. 

Sell: Expected  total return (including dividends) of -10% or 
worse over a 12-month period. 

Notes: 
1.    Published research ratings may occasionally fall outside 
these definitions, in which case additional disclosure will be 
included in published research and on our disclosure 
website (http://gm.db.com); 

2.    Newly issued research recommendations and target 
prices always supersede previously published research. 
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Regulatory Disclosures 

Disclosures required by United States laws and regulations 

See company-specific disclosures above for any of the following disclosures required for covered companies referred to in 
this report: acting as a financial advisor, manager or co-manager in a pending transaction; 1% or other ownership; 
compensation for certain services; types of client relationships; managed/comanaged public offerings in prior periods; 
directorships; market making and/or specialist role. 
 
The following are additional required disclosures: 

Ownership and Material Conflicts of Interest: DBSI prohibits its analysts, persons reporting to analysts and members of their 
households from owning securities of any company in the analyst's area of coverage. 
Analyst compensation: Analysts are paid in part based on the profitability of DBSI, which includes investment banking 
revenues. 
Analyst as Officer or Director: DBSI policy prohibits its analysts, persons reporting to analysts or members of their households 
from serving as an officer, director, advisory board member or employee of any company in the analyst's area of coverage. 
Distribution of ratings: See the distribution of ratings disclosure above. 
Price Chart: See the price chart, with changes of ratings and price targets in prior periods, above, or, if electronic format or if 
with respect to multiple companies which are the subject of this report, on the DBSI website at  
http://gm.db.com. 
 
Additional disclosures required under the laws and regulations of jurisdictions other 
than the United States 

The following disclosures are those required by the jurisdiction indicated, in addition to those already made pursuant to United 
States laws and regulations. 
 
Analyst compensation: Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which 
includes investment banking revenues 
 
Australia: This research, and any access to it, is intended only for "wholesale clients" within the meaning of the Australian 
Corporations Act. 
EU: A general description of how Deutsche Bank AG identifies and manages conflicts of interest in Europe is contained in our 
public facing policy for managing conflicts of interest in connection with investment research. 
Germany: See company-specific disclosures above for (i) any net short position, (ii) any trading positions (iii) holdings of five 
percent or more of the share capital. In order to prevent or deal with conflicts of interests Deutsche Bank AG has 
implemented the necessary organisational procedures to comply with legal requirements and regulatory decrees. Adherence 
to these procedures is monitored by the Compliance-Department. 
Hong Kong: See http://gm.db.com for company-specific disclosures required under Hong Kong regulations in connection with 
this research report.  Disclosure #5 includes an associate of the research analyst.  Disclosure #6, satisfies the disclosure of 
financial interests for the purposes of paragraph 16.5(a) of the SFC's Code of Conduct (the "Code").  The 1% or more interests 
is calculated as of the previous month end.  Disclosures #7 and #8 combined satisfy the SFC requirement under paragraph 
16.5(d) of the Code to disclose an investment banking relationship. 
Japan: See company-specific disclosures as to any applicable disclosures required by Japanese stock exchanges, the 
Japanese Securities Dealers Association or the Japanese Securities Finance Company. 
Russia: The information, interpretation and opinions submitted herein are not in the context of, and do not constitute, any 
appraisal or evaluation activity requiring a licence in the Russian Federation. 
South Africa: Publisher: Deutsche Securities (Pty) Ltd, 3 Exchange Square, 87 Maude Street, Sandton, 2196, South Africa. 
Author: As referred to on the front cover. All rights reserved. When quoting, please cite Deutsche Securities Research as the 
source. 
Turkey: The information, interpretation and advice submitted herein are not in the context of an investment consultancy 
service. Investment consultancy services are provided by brokerage firms, portfolio management companies and banks that 
are not authorized to accept deposits through an investment consultancy agreement to be entered into such corporations and 
their clients. The interpretation and advices herein are submitted on the basis of personal opinion of the relevant interpreters 
and consultants. Such opinion may not fit your financial situation and your profit/risk preferences. Accordingly, investment 
decisions solely based on the information herein may not result in expected outcomes. 
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United Kingdom: Persons who would be categorized as private customers in the United Kingdom, as such term is defined in 
the rules of the Financial Services Authority, should read this research in conjunction with prior Deutsche Bank AG research on 
the companies which are the subject of this research. 
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