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The Morning Briefing

o Bharti WalMart looks at South, West to open stores

12 Oct 2009, PTI

A Bharti WalMart Pvt Ltd is exploring the possibility of opening wholesale, B2B and cash and carry retail
stores in southern and western region of the country.

A The joint venture between Bharti Enterprises and Wllart Stores Inc, currently has a store in Amritsar
and another is also expected to come up in Punjab by December.

Complete article :http://economictimes.indiatimes.com/News/NewsBy Industry/Services/Retailing/BhartiWakMart4ooks-

at-South'Westto-open-stores/articleshow/5116578.cms

o Retail giant Carrefour ties up with apple farmers in HP
9 Oct.2009, ET Bureau

A The company will help farmers to improve their farming techniques and then deliver better quality appIIa.
The technical advises will focus mainly on limited chemicals usage, natural fertilizing, harvest handling
and post harvest storage conditions.

A With Carrefour stating that it plans to open its first casind-carry outlet in India in early 2010 the
company has already selected some suppliers and is continuously exploring all sourcing possibilities for
coming opening on a more long term approach in the fresh fruits and vegetables sector.

Complete article:http://economictimes.indiatimes.com/News/NewsByIndustry/Services/Retailing/Retaitgiant-Carrefour

ties-up-with-applefarmers-in-HP/articleshow/5106979.cms

o Gitanjali forays into exclusive retail; plans 60 stores
9 Oct 2009, PTI

A Jewellery and lifestyle brand Gitanjali Lifestyle today said it has ventured into exclusive retail business

and plans to open 60 stores across the country within the next five years.

A The stores will have various formats in size ranging from small stores of 500 sq ft to departmental storgs

of 25,000 sq ft. Besides these there are two malls of about 2 lakh sq ft in the pipeline
Complete article:http://economictimes.indiatimes.com/News/NewsByIndustry/Services/Retailing/Gitanjaliforaysinto-
exclusiveretail-plans-60-stores/articleshow/5105888.cms

o Future Group, Clarks to set up footwear retail JV
5 Oct 2009, ET Bureau
A Kishore Biyanipromoted Future Group and leading UK shoe retailer Clarks have agreed to form a JV t
retail footwear in India. This will help Indigbo
has failed to crack so far.
A Clarks the iconic brand, which started in 1825 in the Somerset village of Street, the UK, sells more thah
40 million pairs of shoes in over 50 countries through its own and franchise stores as well as mitaind
outlets. The retailer offers a range of footwear, boots, casualork wear,sports, slippers, for men,

women and kids.
Completearticle: http://economictimes.indiatimes.com/News/NewsByIndustry/Services/Retailing/FutureGroupClarksto-
set-up-footwearretail-JV/articleshow/5088463.cms

Continued on page 6
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Special FeatureRevenue Sharing at Malls
Guest Column by Mazyar Kotwdl Director, KPMG

During the recent boom, real estate prices and consequentlyretail rentals had sky rocketed. While many retailers
not wishingto miss the bandwagonsigned up for the astronomicalrents, once the slowdownbegun, they found the
goingdifficult. Severalretailers are renegotiatingrentals with mall ownersor evenwalkingout. Therent a real estate
commandsshould have a correlationto the benefits it accruesto the retailer. However,retail sales are speculative
in nature. This is where percentage rent or revenue sharing in common parlance, plays a vital role. A revenue
sharing agreementis beneficial to the mall owner and retailer. Revenuesharing providesan opportunity to the mall
ownerto share the successof the retailer in exchangefor a lower fixed rent. Oncethe fixed rentals are low, the
mall owner is able to attract larger retailers, secure long term leases and even be insulated against inflationary
trends. During good times, the mall owner earns more rent and during tough times, helps the retailer continue
rather than pull out of the mall. Fromther e t a pointof viw, a low fixed rent providescomfort againstwavering
sales. Revenuesharingalso encouragesa team approach betweenthe mall ownerand retailer to maximize profits
from the mall as a whole. Also,once the mall owneris committed to revenue sharing he will take greater pains in
mall management,be it positioningthe mall in the neighborhoodor formulating the right tenant mix for the mall.

Determining the rent: This brings us to the moot question 8 how does one determine the fixed and variable
components Firstly,estimate the total rent. Factorsto be consideredare: rent earned by similar properties, size of
the property, facilities offered by the mall and tenant mix, whether the retailer is going to be the anchor tenant.
Based on these factors, a range of the total rent is determined. The split between fixed and variable is often
determined by the negotiating strength of the mall owner and retailer. A strong retailer will negotiate for a lower
fixed rent and may also fix the break point at which revenue sharing commencesat higher gross sales. From the
mall o w n e pe@ective, he would want to set the fixed and variable rents such that he is reasonably sure of
earning at least the lower end of the total rent determined above at all times and have a fair chancefor the upside.
Anotherwayto look at it is that retailers generallytake a couple of yearsto growand attain desirable sales volumes
In such a scenario,the breakpointor the percentagerent may be steppedin overthe lease tenure on a pre dagreed
basis. The mall owner could protect himself from the r e t a pdorgerférsiance by retaining a clause to ask the
tenant to vacate or pay higher fixed rentals, if the retailer does not achieve the breakpoint sales over a period of
time. Themall owner could also stipulate that the retailer does not open another outlet within a specified radius to
avoid sharingrevenues

Determining revenues In order to arrive at the total revenuesto determine the revenue share, the mall owner
shouldinsist that all sale receipts from within the leased premisesshould be included. Suchreceipts could be:

A Allcounter sales (includinggift vouchers)whether executedin cash, credit or barter, net of returns and bad debts
A Allsales by sub tenants, concessionaires Jicenseesoperating from within the premises

A Allinternet, telephone, catalogue,email-orders, and other forms of sales originatingfrom or filled at the premises
A Paymentsreceivedfrom advertisementsplacedin premisesand promotions carried out in premises

A Relatedservice chargesfor merchandisesold from the premisesand vendingmachine sales

Reportingand auditing: Percentagerents may be payableannually,quarterly, monthly, or upon achievingbreakpoint
sales. An annual reconciliation would be required where there is an adjustment in the payment The mall owner
should include provisions such that the annual gross sales statements are audited by a Chartered Accountant
Further,the mall owner shouldretain the right to have the books of the retailer and all subtenants audited.
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RetailStrat:Trent TATA Group

RetailStrat was a paper writing competition organized by the Retail Club and following is the winning entry by
Mamta Saini

Indian Retail is one of the fastest growing and largest industries of India. Frenzied expansion in this emerging
economyshould give wayto a cautious, rational and profitable growth path for Trent Afew key points for a planned
approachwould be as follows:

Focuson Samestore salesgrowth

Thiswill be a combination of steps taken to improve on the offering and striking a relationship with the consumers

A strong private label, apparel and women focused strategy had resulted in creating loyal followers for Westsideand
higher profit margins initially. But with the end of the 0 e x ¢ i tsehnoepnpteuphgri@ and a cluttered market,
consumersdrifted awayfrom Trentto experimentwith other concepts (ShoppersStop created a whole international
brands SIS area, which continues to be their highest productivity area and Lifestyle and Central expanded
horizontallyto involve all categories)

A lack of strong CRMdid not help in getting these customers back. (ShoppersStop still achieves 73% of its sales
from First Citizen members) With a lot of women being a loyal Westside consumer, it has the right opportunity to
strike a loyal relationship (unlike the male consumers of Shoppers Stop). Stronger focus on incentivizing loyal
customersand tweakingthe offeringsto keep it contemporaryis a must for the like-toike store sales growth.

InorganicExpansion
75% of the stores are currently in mature and transitional markets. Anymore new store openingsin these markets
will not generate desired returns. Thereis a huge potential in the tertiary towns, where real estate costs are low,
opportunity of occupyinga landmark destination space is high, people cost and competition will be less and the first
mover advantageto understand and strike a relationship with the consumerexists. (ReferExhibit2 for the cities that
are being proposed)

Rightpartnerships

Leadingretailers have experimentedwith a lot of concepts (SS_M.AC., Home Stop, Mother Care, Hypercity,Argos,
Arcelia,Crossword Clinique Pantaloon Staples,Etam,and Replay) While Trenthas alreadydone master franchisee
agreementwith Sisley,a successfulventure with Woolworth,the big bet on Inditex and similar concepts should bring
in required knowledgetransfer on back end operations and merchandiseplanning.

Focuson Profitability

Reductionin cash conversioncycleshas to be prioritized Competitionhas achieved negative CCCbhecause 40% of

its inventoryis on consignmentand commissionbasis. This also shields the companyfrom inventory obsolescence

Operatingcosts at ShoppersStop & Pantaloonhave been reduced by 10-18%in last two quarters and the same will

reach 24% by next year end. PantaloonRetail is looking at a positive Cashflow in FY2010 and reduced debt ratios

for nextthree years

Allthese point to a strong focus on:

a. Fullprice sell through &to be linked to IT capabilities in forecasting,supply chain capabilities in availability at the
right time and designcapabilitiesto offer the right mix and high quality product.

b. Productivity (store space and staff) & store productivities in India are in the range of 28-48 Rs per sq ft/ day
while International benchmark is of Rs. 70-100 per sq ft/ day. One of the important parameters is employee
productivity. A strong Recruitment, training and skill up-gradation of sales staff is required to boost the
conversionsand basket size at the store level.
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Continued from page 3

What has been the impact of slowdown on key parameter¢3ource: KPMG Retail Survey March 2009)

Positive Impact: Real Estate Availability, Rentals, Cost competitiveness in sourcing and peopled&a#tpointing to

availability of insulated tertiary towns as well as right sized new stores in mature markets.

Adverse Impact: Footfalls, stock turns, working capital, cost of finance, store expansion, increased promotions and

discountsd all resulting to reduced profitability

As a result of this, organized retail penetrations, predicted to reach 16% by 2012 from the current 5%, is now likely
to achieve only a 10.4%. (Source: Retailer Association of India and Cll study June 2009). While most of the retai

took steps to ensure that operating costs remain in control, factors such as high leverage, fixed finance cost,
committed capital expenditure and reduced inventory turns resulted in a large erosion of bottom line.

This downturn may wel |

turn
such as growing consumer base, a younger work force, urbanization, increase in number of nuclear families and

out to be a temporary

burgeoning female workforce and these have not changed (Refer Exhibit 1).

Future Strategy for growth

External: Consumer Centric

Internal: Improve Profitability

- Aggressiveushto loyalty programme

- Realign Merchandise mix and offering as per
contemporary O 2 y & dzveShxgguixements

- PenetrateTertiarycities& markets

- Associationsas partnerships for new conceptual
formatsor improvedportfolios

- RigorousStorestaff selectionprocedureand training;
Incentivesandassuredgrowth careerpaths

- Implement Purchase clauses and strategies for
improvedinventorylevelsandreducedCCCs

- Y RE& LR 2 :IB¥s@racticesof partners

- Planning and Forecast annual WY SResults and
I O A(RBA&XQ be in syncwith Merchandising&
Marketingandviceversa

- Circulationof top tier performers on retail floor to
new storesin order to establisha competitiveculture

Exhibit 1: Drivers for growth in the Indian Retail Market

Source: Centrum Research
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RetailStrat:Trent TATA Group

Continued from page 4

Exhibit 2:

Indian Tertiary Cities — Retail Activity v Potential
Retail Activity Score
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Retail Potential Score
Source: Jones Lang LaSalle Meghraj Research

The Retail Club would like to congratulate all the winners of RetailStrat:
1stplace: Mamta Saini
2"d place: Sameer Gupta

3rd place: Krishna Kishore Chilukuri
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The Morning Briefing

(Continued from page 1)

o Vishal Retail to commence debt restructuring process soon
4 Oct 2009, PTI
A Hit hard by mounting debts on account of rapid expansion and increasing losses, Vishal Retail has
decided to soon commence the process of corporate debt restructuring (CDR).
A The company has a debt of around Rs 730 crore and had decided in July to shut down around 10 of its
outlets across the country and renegotiate part of its debts with lenders.

Complete article:http://economictimes.indiatimes.com/news/news-by-industry/services/retailing/VishatRetaiHo-
commencedebt-restructuringprocesssooryarticleshow/5086475.cms

o Mijunction forays into retail space
13 Oct 2009, PTI

A After its success from b2b online trading platform for coal and steel, Mjunction services, a 50:50 e
commerce Joint Venture of Tata Steel and SAIL today forayed into retail space with a shopping portal
straightline.

A The company launched shopping portal straightline.In to tap the fast expanding retadioenmerce
market that is currently pegged at Rs 2,200 crore. With expanding internet penetration, the market is
huge and currently consumers from 644 cities covering about 5,000 pin codes can experience online
shopping at straightline.

Complete article:http://www.business-standard.com/india/news/mjunction-foraysinto-retail-space/75861/on
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