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Key points

» Re-alignment of Dbusiness to
separate retail business and allow
investments in subsidiaries.

» Successful QIP of Rs5bn

CMP Rs335
Reuters code PART.BO
Bloomberg code PF IB
Shares o/s (mn) 159
Mkt Cap Rs53bn/US$1.1bn
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Shifting Gear — Re-alignment and QIP

Pantaloon has received board approval to restructure the company into three
verticals - Retail, Support (non-Retail) and Financial services & insurance with
direct participation in financial services for investors. (See Exhibit 1)

Further, as per news channels Pantaloon has successfully raised Rs5bn at a
price of Rs316/share through a QIP.

Three key points on the restructuring -
1) Sale of Non-Retail businesses

Pantaloon sold its stake in its IT back-end, brands and learning & development
subsidiaries (Future Knowledge, Future Brands, Future Learning & development) for
Rs1.9bn to a promoter group company. They had invested ~0.9bn, this implies a
return of 110% on their investment.

Our view: Although a valuation of Rs1.9bn (valued by two Independent firms) looks to
be on the lower side (as Pantaloon would now pay a royalty of ~3% to Future Brands),
going forward no additional investments will be needed to be made by PRIL in the
future. Also cash inflow of Rs1.9bn is a positive given that we estimate Pantaloon
requires ~Rs8bn for WC & expansion in FY10 out of which only Rs4.6bn would be
generated from operations.

2) Financial services to be separated from PRIL

Pantaloon’s stake in Future Capital (55%) and their Insurance business (49.7%)
would be de-merged from the company into a separate holding company where
Pantaloon would hold a controlling stake (~26%). The rest would be distributed to
shareholders of Pantaloon. The 26% stake of PRIL could eventually be monetized. The
expected valuation of their insurance business is 0.7bn to 1bn USD. Pantaloon
expects to complete the process in 6 to 8 months but listing of the holding
co/Insurance venture could take 2 years. They may have to make nominal
investments for the next 6 to 8 months but after the process is complete the holding
company will have an NBFC status so it can raise money on its own.

Our View: We view the separation of the financial services from the retail business as
a positive. Shareholders of PRIL may receive shares of FCH or even the holding
company if they eventually list it. The move would eventually obviate any need for PRIL
to invest in the cash guzzling Insurance venture (they invested close to Rs1bn in FY09).

3) Value retail to be separated

Big bazaar and Food bazaar will be now made into a 100% subsidiary. They expect to
complete the regulatory requirements for this by January after which a listing/IPO
may take place. They are also looking to partner with an international food company
to open a new format which will retail ~60% of food related products (Big Bazaar food
mix is ~30%).

Our View: Separation of the retail venture from the support services and further
separation of Value Retail and Lifestyle retail would help in separation of businesses to
enable capital raising. An IPO of Value Retail (Big Bazaar and Food Bazaar) could fund
the aggressive expansion plans of this business.

QIP to provide the ammo for expansion growth

As per news channels, Pantaloon has successfully raised RsSbn through a QIP.
Investors were mainly domestic Insurance and Mutual funds (FII investments have
already reached the cap of 24%). At current market cap this would imply a dilution of
7.8%. We estimate that the funds raised would be used to fund WC and expansion
needs and also reduce high cost debt.

View

We view the overall plan of restructuring as a positive for Pantaloon. The plan
to provide direct access to Pantaloon shareholders in their financial businesses
would give them the option to divest their stake and have a pure retail holding.
Further, this would obviate the need of any further investments from PRIL into
these subsidiaries and also eliminate losses on consolidation. The inflow of
Rs1.9bn will help partially fund their working capital and expansion needs for
the year.
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Exhibit 1 - Expected Structure after re-alignment
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The ratings are based on the absolute upside of our target price from the current price.

Upside more than 25% Strong Buy
Upside between 15-25% Buy

Upside of up to 15% Accumulate
Downside of up to 15% Reduce
Downside of more than 15% Sell

Sector Relative call:
Outperform >5% upside to sector benchmark
Marketperform  +5% to -5% of sector benchmark
Underperform >5% downside to sector benchmark

Sector Weightage

Overweight

Equal weight

Underweight

Sales
91-22-6639 9125 91-22-6639 9126 91-22-6639 9178
Trade Execution
91-22-6639 9121 91-22-6639 9134 91-22-6639 9167
Disclaimer

This report is not a solicitation or offer to buy or sell any securities or related financial products. The information and
commentaries are also not meant to be endorsements or offerings of any securities, options, stocks or other investment vehicles.
The report is intended for general circulation and does not take into account the specific investment objectives, financial situation
or particular needs of any particular person. The securities discussed in this report may not be suitable for all investors. The
appropriateness of any particular investment or strategy whether opined on or referred to in this report or otherwise will depend
on an investor’s circumstances and objectives and should be independently evaluated and confirmed by such investor, and advice
should be sought from a financial adviser concerning the suitability of the investment or strategy, taking into account the specific
investment objectives, financial situation or particular needs of the investor, before the investor makes a commitment to deal in an
investment or implement a strategy.

Investment ideas and/or corporations discussed in this report may have a high level of volatility. High volatility investments may
experience sudden and large falls in their value causing losses when the investment is realised. Those losses may equal the
original investment. Some investments may not be readily realisable and it may be difficult to sell or realise those investments.
Similarly, it may prove difficult to obtain reliable information about the value and risks to which such an investment is exposed.
Neither us nor any of our affiliates shall assume any legal liability or responsibility for any incorrect, misleading or altered
information contained in this report.

Past performance is not necessarily indicative of future results and there can be no assurance that any investment will achieve
comparable results or its investment objectives. Investors may not get back the full amount invested and the net asset value of the
investment will fluctuate. Exchange rate fluctuations may affect the return to investors.

Alchemy Share and Stock Broker Pvt. Ltd., their respective affiliate companies, associates, directors and/or employees may have
investments in securities or derivatives of securities of companies mentioned in this report, and may make investment decisions
that are inconsistent with the views expressed in this report.
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