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I_ | | | d d h er FDI in Retail: Not quite a magic wand!!

November 25, 2011 As per media channels, Indian Cabinet has cleared a proposal to allow 50% FDI in

Multi Brand Retail (with some riders) and 100% FDI in Single Brand Retail (from
Gautam Duggad 51%). Till now 100% FDI was allowed only in Cash & Carry (wholesale).While it’s a
gautamduggad@plindia.com positive step in the medium to long term perspective as it will help improve the a)

+91-22-66322233 funding of cash-starved retailers with aggressive expansion plans b) underserved

supply chain and back-end infrastructure while reducing margins for middlemen
(direct sourcing from farmers), we don’t expect it to change the fortunes of Indian
Retail sector in short term. At best, we believe this will provide a sentiment boost to
Indian Retail stocks in the near term (PF, SHOP, TRENT). We don’t expect material
PL Retail Index v/s Sensex fund infusion/deals to happen immediately. PF, Trent, Spencer’s will be key
beneficiaries, in our view.
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Government has finally cleared the politically sensitive reform with riders such
1(1)2 ] W as 1) Minimum $100 Mn investment 2) 50% of that investment to be in back-
W. end infrastructure excluding land and rents 3) Minimum 30% sourcing from

B 51% FDI in Multi-Bran Retail, finally: After much flip-flop and endless debate,

zg SME’s (Small and Medium enterprises) 4) Allowed only in 1mn plus population
towns (~42 towns as per 2011 census) 5) Government to have first right of

0 S o = o 9 o : procurgment of_f_arm pro_duce. We expect some toke_n p(_)litical opposition fr_om
z 5 L = s 3 the main opposition parties (BJP and Left); however it will merely be a political
zZ - =2 = =7 o =2 posturing, in our view. As for 100% FDI in Singe Brand, it is expected to result in
Source: Bloomberg entry of new global brands (e.g. GAP, IKEA, Starbucks etc).
B PF will be the key beneficiary: PF will be the single largest beneficiary of this
reform, in our view given its standing as the largest organised retailer of India
(~15mn sqg ft of operational space) and presence in multiple formats
(Hypermarket, Supermarket, Destination malls) and consumption verticals
(Food, Fashion, Home improvement, Electronics, Durables, Sports etc). PF's
stretched balanced sheet (Rs45bn of core retail debt, 120 days of inventory) will
improve if a Foreign retailer ties up with PF and infuses capital (~25% stake sell
at today’s Mcap will fetch ~Rs11bn). We don’t expect SHOP to tie up anytime
D RS soon as its Hyperc.it.y format still Iagks scale and stand-a.lone. SHOP has strong
(%) M oM 12M balance sheet (positive FCF), precluding any need for foreign tie up. Some of the
possibilities a) Trent may extend its relationship with Tesco with a front-end JV
Sensex (8.1) (11.1) (17.9) . . . . .
. b) Bharti Retail may extend its back-end alliance with Walmart to front end.
PL Retail Index (8.3) (8.6) (5.6)
B Not a magic wand; long term positive: FDI in multi-brand retail will not
Jubilant Foodworks (11.2) (1.8) 29.5 immediately solve the current challenges of high leverage, high inventory and
PantaloonRetail 125  (19.3)  (49.9) lack of FCF generation for PF, in our view. Any deal and fund infusion will take
Shopper's Stop 5.8 (1.9) 43 at-least 6-12 months to materialize, in our view. Various possibilities exist for PF
Trent (5.8) 3.7) 3.0 (to sell stake in Value format, electronics format) to raise funds to de-leverage
Titan Ind. (121)  (127) 33 its balance sheet. For the sector, in the medium to long term, we expect

significant benefits of FDI viz. improvement of supply chain/distribution
efficiencies, better capitalized balance sheets for retailers, reduction in margins
to middle-men and hence better prices to farmers, improved value capture in
the retail supply chain. As for stock prices, the announcement will provide a
strong sentimental boost to the sector (PF is already up 30% from the bottom in
one week in anticipation of FDI announcement). Near term challenges of
slowing same store growth will cap any major upside.
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