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ABSTRACT

The decision to acquire a real estate asset foragamy the business operations is critical which dan done either
through leasing or owning the property. This woblihg us two different perspectives on the operatiand financial
expenses of the business, both being vital forsinkbas model. The retail store chain ‘Shoppers’Ssdpoking to expand
its business for which it needs space of 2500Gtsqt Urban Square, one of the largest malls irjaRthan (Economic
Times, 2019). The primary focus of the study metect the alternative that will provide the reaqadrspace at the least net
cost and determine whether Shoppers Stop shoultinaenor delay its plan of business expansion bisigevenue
forecast in current situation. Primary and secornyglaurvey of the subject property, interviews witbklers and property
agents were conducted to derive the necessary miatds. It was found out that leasing the propewiyuld be the best
alternative irrespective of the pre-COVID or po&©VID period. But, due to the COVID -19 pandentie, tetail sector
has been hit hard and there has been a sharp dedfithe revenues. Hence, Shoppers Stop shoulg dslplan of

expanding the operations.
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INTRODUCTION
Indian Retail Industry

The Indian retail sector has emerged as one ot competitive and fast-paced industries owinth&entry of many
new players. It accounts for more than 10 percétite@Gross Domestic Product (GDP) of India anduatopercent of the
employment (Gupta S., 2018). India is the fifthgksst global retail destination in the world. Theligm retail market is
expected to grow significantly driven by attitudirshifts, urbanization and income growth. Largeglomerates such as
the Piramal’s, the TATA's, the RPG group, ITC ahé Raheja’s have invested heavily into the largdescetail stores
(Gupta S., 2018).

RESEARCH METHODOLOGY

The discounted cash flow (DCF) method in incometaépation approach has been used for determittiegeasing and
buying cost of retail store and projections fotefih years have been forecasted considering ttegyrof Shoppers Stop
(FINANCIAL EXPRESS, 2020).
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10 Yash Raheja & Priti Pandey

Why Discounted Cash Flow Method?

The explicit discounted cash flow (DCF) valuatioethod is of the greatest application in the evadmabf investment

value to assist in buying/selling decisions or ciid® between alternative investments. Howevecait also be used to
estimate the fair market value of the property thgorporating a set of tenable assumptions thatansistent with the

observed market prices, and then applying thosengstions with the relevant adjustments, to the atidun of subject

property (RICS, 2011).

INVESTMENT TRENDS IN THE INDIAN RETAIL SECTOR

The COVID-19 pandemic has resulted in a temporhtggdown of malls across the country and has pléredenants and
developers in a precarious situation, but the lmmng: growth story for malls is still not over (KhigFrank, 2020). Once
the cure or vaccine for the pandemic is found, mealenues have significant potential to rise dughéodearth in supply of
good quality successful malls, increasing levelslisposable income, rising consumer demand, Indjedsvth potential
and demographics, in spite of the structural chang&ing place in some malls to accommodate nevihascand
entertainment options so as to remain relevanhénface of online retail competition. The investimienthe retail assets
was over USD 2.5 billion in the previous decadeigkihFrank, 2020).

PE investments in retail in India
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Figure 1: PE Investments in Retail Sector in IndigKnight Frank, 2020).
Note: YTD 2020 Represents Investments Till 31st Ma2020

Table 1: Retail Sector Assets Transactions in Indiéknight Frank, 2020)

Year Total Area of the Assets Transacted (sq. ft.)

2011 -

2012 924,000

2013 -

2014 -

2015 1,200,000

2016 4,720,000

2017 6,040,000

2018 4,925,000

2019 8,850,000
Grand Total 26,659,000

Impact Factor (JCC): 6.9543 NAAS Rating 3.51
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COMMERCIAL LEASE STRUCTURES

The standard commercial leases follow a structfi® ar 15 years, with fixed escalation of 15% p®stears. In most of
the cases, the lock-in period ranges from 3-5 y&idre commercial property leases are generally $eHss and, also have
an option to renew for an additional term of fiveays (Knight Frank, 2015).

RENTS

The commercial property rents are generally quateldNR/sq. ft./ month and are payable in advancergwmonth. The
rents are paid for the warm shell and fit outs smedy (only if the owner of the property arrangks fit outs) (Knight
Frank, 2015).

URBAN SQUARE, UDAIPUR

Urban Square is being developed as the most icamiclargest malls in Rajasthan which compriseslanbad mix of

commercial suites, office spaces, high street singpfood and entertainment zone, organized matpath, 5-star hotel
and a 6-screen multiplex(Bhumika Enterprises, 2028 mixed-use project is of 1.8 million sq. fadaboasts exquisite
facilities and amenities. The mixed-use projectl@sn conceived as a catalyst to raise the stamdéttie historic city of

Udaipur in trade, infrastructure and hospitalitybbih Square is Rajasthan’s first European styleghing cum tourist
hub. The project is under construction and is etqubto be completed by March 2021(Bhumika Entegsti2020).

™ = 1 e, R L sl

To Koit

Abu Rosd g . = m
i e LT f’ e i
At '+ kTS|
—_—
] ¥
]
.
%
( ¢ ahanbia

s @‘.

- [ WEEES

. _—

a4 T Ahmedabad, Mumbs Te Bstlam B

Dedicated Freight Comdor -
Figure 2: Map of Udaipur, Rajasthan (Google Maps, @20).

Connectivity

Urban Square is strategically located at RIICO #idal area in Sukher road to capture the tourétit from cities like
Udaipur, Chittorgarh, Nathdwara, Kumbalgarh, Ramnakand Mt. Abu (Bhumika Enterprises, 2020). The edbuse
project is 10 kilometres from Udaipur railway statiand 26 kilometres from Maharana Pratap Airpotvdaipur. It is
approximately 2-3 kilometres from the intersectodriNational Highway 8, the main Delhi-Mumbai Highyvand National
Highway 76 — the East-West corridor which conné&atsvahati, Assam to the port city of Porbandar ija@at. The tenth
node of the Delhi - Mumbai Industrial Corridor (D@0 at Bhilwara - Rajsamand Industrial Area hasrithience zone

over Udaipur, given its proximity (Bhumika Enteges, 2020).
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12 Yash Raheja & Priti Pandey

SHOPPERS STOP

Shoppers Stop is one of the largest retail chditarge-scale departmental stores in India estaddisn 1991 by K Raheja
Corp. It includes multiple categories like appai@tcessories, home furnishings and decoratiors tine of the rare
companies that is run by professional managersewhibst of the retail companies are run by entrepnen It has 90
stores and retail floor space of approximatelyriion sq. ft. across 42 cities in India (Shopp8&tsp, 2020) (Financial
Express, 2020) (Knight Frank, 2017). It is the olmigian member of the International Department &dsroup (IGDS),
along with 29 other established retailers from atbthe world (Knight Frank, 2017).

Shoppers Stop growth in India

100
20

G
: - I I I
0

2000 201 2012 2013 2014 2015 2016 2017 2018 2018 2020

[ R e I |

mMNo. of stores  m Mo, of cities

Figure 3: Growth of Shoppers Stop Stores in India%hoppers Stop, 2020).

' Shopper's Stop Storesin india

Figure 4: Shoppers Stop Retail Stores Spread Acros$sdia (Shoppers Stop, 2020).

The figure shows spread of Shoppers Stop across amdl it is seen that the distribution of departakstores is
guite dense in few locations while it is minimalsome locations. 43% of the departmental storeoasted across three
states covering five cities. The company has be#img off its loss-making businesses and shuttingin the loss-making
stores to reduce the losses and clear out its @lbtcompany is also re-structuring and re-siziagsiores to improve its

performance (Financial Express, 2020).

Impact Factor (JCC): 6.9543 NAAS Rating 3.51
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BUSINESS MODEL OF SHOPPERS STOP

Over the period of time, the business model of $hop Stop has evolved, back in 1991 when the staselaunched, it
was a single brand men’s wear store and as timeegdasy, it has diversified into women’s wear, ctdld wear and non-
apparel businesses. The company targeted the magsdly but in 2008, the company repositioneddarinvented as a
‘bridge to luxury brand’ (Agarwal, 2020). At preseBhoppers Stop houses different internationatdsaand is known as
a multi-brand store for apparels and non-apparetiyets (Shoppers Stop, 2020).The company targetsgyadults and
high mid-income families via social media for shigpin-store and targets millennial customers &y ttiuly believe

them to be the influencers of family shopping. Twmpany spends approximately 15-20 crores for @ddhe stores

launched to enhance the customer experience anddprthe shoppers an experience of shopping anhtmnational

destination. (Shoppers Stop, 2020). Shoppers stop houses more than 30 thousand pieces of vapimgicts on an
average and each store carries a stock of minimBirda§s, therefore the store size must not be ks 15000 sq. ft.
(Agarwal, 2020).

BUSINESS STRATEGIES ADOPTED BY SHOPPERS STOP

Table 2: Product Positioning of Shoppers Stop Stose(Agarwal, 2020)

Ground Floor Personal Care, Accessories, Kid'siSect
First Floor Women's apparels
Second Floor Men'’s apparels

The purpose of such layout is to attract the custsnthrough beauty products, personal care prodauds
accessories which lead them into the store. Memuswally accompanied by women and hence, womentfosehas been
placed before men as to attract them and, aldwegsare the impulse buyers (Agarwal, 2020).

Personal Shoppers Program

The Personal Shoppers Program is provided by Shegjtep to the customers to raise the conversitn od footfalls
into sales. The company has experienced over Igpegrowth in footfalls every year but the coni@rgatio of footfalls
into sales has remained stagnant in the past femsyand hence, this program has been introducedr{€ial Chronicle,
2020). In the Personal Shoppers Program, a persbiogiper is assigned to every customer on priokihgowvho enters
the stores. The personal shopper assists the ceistonith the latest trends and best apparel thatsr®istomer’s needs.
The customer also gets an exclusive lounge, tdaims and an exclusively designated billing couiBoppers Stop,
2020). The program has been incorporated in sontikeo$tores and the ticket sizes have increaseéltby3 times when
the personal shoppers were engaged (Financial @epA020). This increases the requirement ofrtfag estate space of
the company as this program has become their baamobssador and it contributes approximately 15%héosales

(Economic Times, 2020).
Entry-Level Price Points

In order to attract younger customers that walkafuhe store without purchasing due to the highrére points, Shoppers
Stop would reduce the entry level price points.sehwill majorly be the value brands that will beadable at affordable
prices (Financial Chronicle, 2020).In order to ntaiim premium store positioning to bridge-to-luxutlyge company will

only have about 5 to 8 percent of the productsieth $ower price points. These products might hegpdompany to retain

a customer who is walking out of the store withputchasing (Financial Chronicle, 2020).
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Catchment or Trade Areas of Shoppers Stop in Udaipu
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Figure 7: Super Primary Catchment — 06 Min. Drive.
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Figure 8: Primary Catchment — 04 Min. Drive.

Located at Sukher, Urban Square mall is just 9 wayafrom the old city and the prominent Lake Palhotel,
around 5 km from Sukhadia Circle which is a welblm local attraction and less than 3 km from thedrthat leads to the
tourist attractions of Ranakpur, the city known ftw world famous Jain temples and Mount Abu, tlie dtation of
Rajasthan (Google Maps, 2020).

Udaipur, the City of Lakes, offers a customer bafsabout 17 lakhs that are waiting to be tappeca ity also
has the highest per capita income in Rajasthanhwisichigher than cities like Hyderabad, Kanpur,dired Bhopal,
etc.(AIPL, 2020). The city serves as a leadingargi trading hub and, also serves as the headguéotethe surrounding

districts. The customers have rising aspiratiorsng incomes but a dearth of retail avenues (AER20).
CORPORATE REAL ESTATE STRATEGY OF SHOPPERS STOP

Shoppers Stop has a corporate real estate stratéggsing its departmental stores in premium looatfor longer periods
of 15 years or more (Financial Express, 2020). fimpose to enter into lease agreements is to retheckigh amount of
initial capital cost which can block further invegnts in expansion or renovation. Investment ihestate can also have a

negative impact on their operational costs as thmt@nance cost would then shift to Shoppers Stop.
LEASE OR BUY ANALYSIS

The company has the choice of leasing or buyingetedl space for expanding its business. The @bigasing and buying
is determined considering various factors illugidain the table. The lease or buy analysis is densd for 15 years as

Shoppers’ Stop usually leases the space for a mimiperiod of 15 years (Financial Express, 2020).
Basis for Weighted Average Cost of Capital

The Weighted Average Cost of Capital has been ohited twice considering pre-COVID and post-COVIDripds as

shown below:
Weighted Average Cost of Capital (Pre-COVID Period)

Cost of equity (K) — The cost of equity is considered as risk fizge {debt cost + market premium). Market premium is
the standard deviation of market returns for twargefrom January 2018 to December 2019 and the afodebt is
considered from the annual report of the company¥162019-20 (Shoppers Stop, 2019-20).
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16 Yash Raheja & Priti Pandey

Table 3: Cost of Equity (Yahoo Finance, 2020) (Shgers Stop, 2019-20)
Standard Deviation 0.85%
Cost of Debt (K) 9.60%
Cost of Equity (K) 10.45%

Cost of debt (Kd) — The cost of debt is determinedsidering the weighted average of the interassraf the
company for FY 2019-20 (Shoppers Stop, 2019-20).

Table 4: Cost of Debt (Income Tax Department, 202QBhoppers Stop, 2019-20)

Cost of Debt Before Tax 9.60%
Tax Rate 25%
Cost of Debt After Tax 7.20%

Weight of equity (W) and Weight of debt (W — The weight of equity and weight of debt is det@ed
considering the average debt equity ratio of tlevipus five years of the company as it would giveetter estimate of the

same.

Table 5: Equity and Liabilities of Shoppers Stop inPast Years (Shoppers Stop, 2016-17), (Shoppers [gto
2018-19), (Shoppers Stop, 2019-20)

2020 2019 2018 2017 2016
Equity X 6664 % 91470 % 90444 % 48444 X 51388
Liabilities % 401421 % 156089 X 88318 ¥ 157201 X 151789

Note: All Amounts are in ¥ Lakhs

Table 6: Weight of Equity and Weight of Debt

We 27.60%
wd 72.40%

Hence, WACC = (WX Kg) + (Wy X Kg) = (0.2760 X 0.1045) + (0.7240 X 0.0720) = 8.10%.
Weighted Average Cost of Capital (Post-COVID Periojl

Cost of equity () — The COVID-19 pandemic hit India in the end ofidh 2020 and the country experienced a
nationwide lockdown of two and a half months. Herstandard deviation of market return for two yearsonsidered
from July 2018 to June 2020 and it is observed tatstandard deviation of market returns increa@séise post-COVID
period due to the volatility in the market. The tcobdebt is considered from the annual reporthef tompany for FY
2019-20 (Shoppers Stop, 2019-20). Hence, the d@sjoty rises in the post-COVID period.

Table 7: Cost of Equity (Yahoo Finance, 2020) (Shgers Stop, 2019-20)

Standard Deviation 1.50%
Cost of debt (Kd) 9.60%
Cost of equity (Ke) 11.11%

Cost of debt (i§), Weight of equity (W) and Weight of debt (W remain the same.
Hence, WACC = (WX Kg) + (Wy X Kg) = (0.2760 X 0.1111) + (0.7240 X 0.0720) = 8.28%.
DECISION OPTION 1: LEASING THE PROPERTY

The retail space area required for expanding trsinbas is 25000 sq. ft. The factors affecting #asihg cost and the

various expenses have been determined througmanyrisurvey with the property agent of Urban Squaad.

Impact Factor (JCC): 6.9543 NAAS Rating 3.51
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Table 8: Leasing the Property (Input Factors) * (Eonomic Times, 2019), ** (Kaushik, 2020)

Particulars Amount
Retail space area (sq. ft.) g 25000*
Base rent in 2021 (INR/sqg. ft./month) g 60*
IFMS charges (INR/sq. ft./month) ¥ 100**
Electricity and power back-up charges (INR/squfohth) X 100**
External development charges (INR/sq. ft./month) g 50**
Gross Lease (INR/sg. ft./month) g 310
Prepaid meter charges (fixed) ¥ 10000**

The tax rate which will be applicable on the exmsnis considered and surcharge has also been tdexs per

the standard norms provided by the Income Tax Deyant of India.

Table 9: Tax Implications *** (Bankbazaar, 2020)

Particulars
Tax Rate 25%***
Surcharge 12% on 25%***
Tax Rate with Surcharge 28%

Leasing the Property (Cash Flows)

Ind AS 116 which came into force on 1 April 201%&aeen applied while determining the leasing ¢osiShoppers
Stop. The Present value of lease payments is disedat the borrowing rate of Shoppers Stop.

The lease rentals are escalated by 15% every yleare which are the standard commercial leasimgstéKnight

Frank, 2015). The expenses are escalated by 4% gear considering the inflation rate

Table 10: Leasing the Property (Cash Flows)

Particulars Amount 2021 to 2035
Right-of-use asset % 175146916.7
Lease rent % 18000000 | 15% escalation every 3 years
IFMS expenses % 30000000 | 4% escalation every year
Electricity and power back-up charges ¥ 30000000 | 4% escalation every year
External development charges % 15000000 | 4% escalation every year
Prepaid meter charges % 10000 4% escalation every year
Gross lease rent % 93010000

The depreciation method applied on the right-of-asset is as per IFRS (International Financial Réemp
Standards) 16 Leases (IFRS, 2020). The tax shéetpplied on lease payments and depreciation amcehéhe cost of
leasing is determined for pre-COVID and post-CO\pi&riods.

Table 11: Depreciation and Tax Shield on the Propgy

Depreciation Straight Line Method (SLM) on Right-of-Use Asset
Tax shield on gross lease rgnt  Tax rate with SugehX Gross lease
Tax shield on depreciation Tax rate with Surchatdeepreciation

Table 12: Annual After-Tax Cost of Leasing of the Poperty

Annual After-Tax Cost of Leasing (Pre-COVID Grdssase — Tax Shield (Gross Lease Rent and Deprat)jat
Annual After-Tax Cost of Leasing (Post-COVID) Grassase — Tax Shield (Gross Lease Rent and Depi@t)g

—
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18 Yash Raheja & Priti Pandey

Table 13: Cash Flow Summary

Annual After-Tax Cost of Annual After-Tax Cost of
Rl Coes legse | R SEENEEE Leasing (Pre-COVID) Leasing (Post-COVID)
2021 % 93010000 X 104686461 % 63697791 357835349
2022 96010400 X 107686861 % 65858079 359827615
2023 99130816 110807277 68104778 61899571
2024 | 105076049 116752510 X 72385346 % 65847205
2025 | 108451091 120127552 X 74815376 68088233
2026 | 111961134 X 123637595 X 77342608 70418902
2027 | X118716580 % 130393041 %82206528 374904518
2028 | 122513043 % 134189504 % 84939982 X 77425370
2029 | X 126461365 % 138137825 X 87782773 % 80047055
2030 | 134138369 % 145814830 % 93310217 % 85144586
2031 | 138408874 % 150085335 % 96384980 87980201
2032 | 142850199 X 154526660 99582734 90929241
2033 | 151575539 % 163252000 105864979 96722867
2034 | X 156379276 % 168055737 109323670 99912549
2035 | 161375163 X 173051624 112920708 103229817

The present value of cost of leasing is discoumtiethe Weighted Average Cost of Capital for thepeetive

periods.

Table 14: Net Cost of Leasing the Property
Particulars Amount
Present Value of cost of leasing (Pre-COVIDR 691394518
Present Value of cost of leasing (Post-COVIDXY 622209469
Net cost of leasing (Pre-COVID) 3691394518
Net cost of leasing (Post-COVID) 3622209469

DECISION OPTION 2: BUYING THE PROPERTY

The company has the choice of buying the retaicepand a maximum discount &500/ sq. ft. is offered on the

investment. But there is blockage of funds whenitogiyhe property and hence, the funds cannot be eisewhere.

Table 15: Cost of Buying the Property * (Economic imes, 2019), ** (Kaushik, 2020)

Particulars
Retail space area (sq. ft.) X 25000*
Cost/sq. ft. X 15000**
Discounted Cost/sq. ft. X 14400
Property cost 360000000

The different expenses affecting the buying costdmtermined through a primary survey with the propagent
of Urban Square mall. The property tax is not agglille on the retail space as the property is baévgloped in one of the
industrial areas of Udaipur i.e. RIICO Industria¢@ The commercial property insurance is alsortaki® consideration

which would affect the buying cost.

Impact Factor (JCC): 6.9543 NAAS Rating 3.51
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Table 16: Buying the Property (Input Factors) ** (Kaushik, 2020)

Particulars
IFMS charges (INR/sq. ft./month) X100**
Electricity and power back-up charges (INR/squfahth) % 100**
External development charges (INR/sq. ft./month) I 50**
Prepaid meter charges (fixed) % 10000**
No Property Tax as it is in Industrial zone -
Commercial property insurance 0.08% of property*¢os

The depreciation rate and the depreciation metppticable for the retail space are considered asified by the

Income Tax Department of India (Income Tax Deparnttn2020).

Table 17: Depreciation on the Property **** (Income Tax Department, 2020)
Particulars
Useful Life of the Asset (RCC Framed Structure) y8@rs****

Depreciation Rate as per Income Tax Act 10%p****
Depreciation Written Down Value (WDV) method on peoty cost

The tax rate which will be applicable on the exmsnis considered and surcharge has also been aalidexs per

the standard norms provided by the Income Tax Deyant of India.

Table 18: Tax Implications *** (Bankbazaar, 2020)

Particulars
Tax Rate 25%***
Surcharge 12% on 25%***
Tax Rate with Surcharge 28%

Buying the Property (Cash Flows)
The expenses are escalated by 4% annually considiae inflation rate.

Table 19: Buying the Property (Cash Flows)

Particulars Amount 2021 to 2035
Purchase of asset (INR) % 360000000
Expenses of the Property Annually

IFMS expenses (INR) 330000000 4% escalation every year

Electricity and power back-up charges (INRX 30000000 4% escalation every year

External development charges (INR) % 15000000 4% escalation every year

Prepaid meter charges (INR) % 10000 4% escalation every year

Commercial property insurance (INR) 288000 | 0.08% of property cost with 4% escalation everyryea
Gross expenses % 75298000

The depreciation method applied on the propertyisgzrovided by the Income Tax Department of Ingiicome
Tax Department, 2020). The loan repayment is detemainby compounding on a monthly basis and the dppity cost of

equity is also considered as the funds will be kdalcin the property.

Table 20: Expenses in Buying the Property

Depreciation 10% on Written Down Value of Purchase of Asse
Interest Payment 9.60% compounded on monthly basis
Principal Payment Monthly instalments paid

Opportunity Cost of Equity (Pre-COVID)| Cost of efyujPre-COVID) X Equity amount
Opportunity Cost of Equity (Post-COVIDO) Cost of @guyPost-COVID) X Equity amount

www.iaset.us editor @ aset.us
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The tax shield is applied on gross expenses, depi@t and interest payments and the terminal valuéhe
property at the end of 15 years is determined densig the forecast in inflation rate as real estgipreciation (knoema,
2020). The terminal value and the present valueosf of buying are discounted at the Weighted Ayer@ost of Capital.

Hence, the net cost for buying the retail spadketermined.

Table 21: Tax Shield on the Property
Tax shield on gross expenses Tax rate with SurehdrGross expense
Tax shield on depreciation Tax rate with Surchatd@epreciation
Tax shield on interest Tax rate with Surcharge térest

(%)

The price appreciation in real estate for resalthefproperty is determined considering the foreramflation
rate in pre-COVID and post-COVID periods. The itifia rate forecast for the pre-COVID and post-CO\fI€iods is as

below:

Table 22: Inflation Rate Forecast (knoema, 2020)

Year | Inflation Rate Forecast (Pre-COVID) | Inflation Rate Forecast (Post-COVID)
2021 4.50% 3.60%
2022 4.10% 3.60%
2023 4.30% 3.70%
2024 4.40% 3.70%
2025 4.60% 3.80%
2026 4.80% 3.80%
2027 5.00% 3.80%
2028 5.10% 3.80%
2029 5.30% 3.80%
2030 5.40% 3.90%
2031 5.60% 3.90%
2032 5.80% 3.90%
2033 6.00% 3.90%
2034 6.20% 3.90%
2035 6.30% 3.90%

Table 23: Annual After-Tax Cost of Buying of the Poperty

Particulars Amount
Annual After-Tax Cost of Buying (Pre- | Gross expenses + Interest payment + Principal pae
COVID) Opportunity cost of equity - Tax shield
Annual After-Tax Cost of Buying (Post-| Gross expenses + Interest payment + Principal pae
COVID) Opportunity cost of equity - Tax shield

Table 24: Cash flow Summary

Year | Gross Expenses| Total Expenses Annua_d After-Tax Cost of Annuz::tl After-Tax Cost of
Buying (Pre-COVID) Buying (Post-COVID)
2021 % 75298000 % 133675085 % 78052428 X 78704831
2022 X 78298400 % 132330810 X 81429225 X 82081628
2023 381418816 131391830 X 84812555 X 85464958
2024 % 84664049 % 130819450 % 88218054 X 88870457
2025 % 88039091 % 130578012 91660699 92313102
2026 391549134 % 130634472 395154934 % 95807337
2027 95199580 % 130957998 398714792 99367195
2028 398996043 X 131519596 % 102354008 3103006411
2029 % 102944365 % 132291755 % 106086125 3106738528
2030 % 107050619 3133248113 % 100924599 110577002
2031 111321124 X 134363125 113882901 114535303
2032 % 115762449 X 135611755 3117974609 3118627012

Impact Factor (JCC): 6.9543
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Table 24: Contd.,

21

2033 120381427 3136969160 3122213514 3122865917
2034 125185164 3138410389 3126613707 3127266110
2035 130181050 3139910071 3131189682 131842085

The present value of cost of buying and the presehte of resale of property is discounted at theighted
Average Cost of Capital for the pre-COVID and p88VID periods. The net cost of buying the propéntypre-COVID

and post-COVID periods is determined by considetirggdifferent factors as mentioned below.

Table 25:

Net Cost of Buying the Property

Particulars Amount

Purchase of asset

360000000

Present value of cost of buying (Pre-COVID) | X 833112202

Present value of cost of buying (Post-COVID) | X 828581612

Resale of property (Pre-COVID) 3765458279

Resale of property (Post-COVID) 629882550

Present value of resale of property (Pre-COVIDX 238061807

Present value of resale of property (Post-COVIX)191036187

Net cost of buying (Pre-COVID) 955050395

Net cost of buying (Post-COVID) 997545424

REVENUE ANALYSIS

The revenues for the pre-COVID and post-COVID pdsidhiave been forecasted by the moving average mhethere

each point of the moving average of the time sdsebe weighted average of the number of conseeyoints in the

series and four data points have been considereglinonate the effects of seasonality and irredgtylarAlso, the

percentage error in the moving average method éais determined to understand the accuracy of teedsts.

Revenue Forecast (Pre-COVID)

The COVID-19 pandemic has been the defining moriretite first year of the new decade and the redtor has been

worst hit since the end of March 2020 due to tlokdown imposed by the Indian government to prettlemtspread of the
COVID-19 pandemic. Hence, the time period from Q12017-18 to Q4 FY 2019-20 has been consideredrecast the
revenues until Q4 FY 2020-21 as the retail stoexfgected to open by Q1 FY 2021-22.

Table 26: Revenue Analysis by Moving Average Metho(Pre-COVID) (Shoppers Stop, 2016-17), (Shoppers
Stop, 2018-19), (Shoppers Stop, 2019-20)

Quarter Ended Year Revenue (Crores) % Average Seasonality Index

Q1 FY 2017-18 941.07

Q2 FY 2017-18 ¥837.57

Q3 FY 2017-18 3963.22 109.01

Q4 FY 2017-18 3849.61 97.36

Q1 FY 2018-19 % 826.57 93.84 94.65
Q2 FY 2018-19 % 864.53 98.43 99.32
Q3 FY 2018-19 % 1002.00 114.94 111.99
Q4 FY 2018-19 791.05 90.68 94.03
Q1 FY 2019-20 3832.42 95.45

Q2 FY 2019-20 % 863.45 100.21

Q3 FY 2019-20 % 1000.66

Q4 FY 2019-20 3709.17
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The linear regression model is used for forecastiegrevenues which consisted of the previous rge®and the
different quarters. The quarters have been coreidas independent variables while the revenueaipirg to the quarters
have been considered as dependent variables. Thenpege error was found to be 1% which implies tha moving

average method is quite accurate to the estimafiéorecasts in revenues.
The forecasts for the further quarters in the p@/ period are illustrated below:

Table 27: Forecasted Revenue (Pre-COVID)

Quarter Ended Year Forecast Revenue (Crores
Q1 FY 2020-21 X 787.26
Q2 FY 2020-21 ¥819.73
Q3 FY 2020-21 917.03
Q4 FY 2020-21 % 763.95
Total Revenue in FY 2020-21 %3287.97

The forecasts in revenues estimate a minor decr&aBé)5% in FY 2020-21 when compared to FY 2019-20
which was mainly due to the lockdown since the efidlarch 2020. This concludes that the pre-COVIDigue would

have been an optimistic situation for Shoppersp3toexpand its business and open a new retaé.stor

Revenue Forecast (Post-COVID)

Nationwide lockdowns were a mandatory interventmiimit the spread of the virus and save humaeslj\but the cost to
the world economy has been disastrous. The rataibsis severely impacted with an extensive lassusiness incomes
due to store closures, reduced footfalls and suglpdyn disruptions (Cushman & Wakefield, 2020). Titere seems quite
uncertain and these forecasts are linked to ecanoeubvery forecasts and vaccine development. Hehedime period
from Q2 FY 2017-18 to Q1 FY 2020-21 has been camed to forecast the revenues until Q4 FY 2020<1ha retail
store is expected to open by Q1 FY 2021-22.

Table 28: Revenue Analysis by Moving Average Metho(Post-COVID) (Shoppers Stop, 2018-19), (Shoppers
Stop, 2019-20), (Shoppers Stop, 2020)

Quarter Ended Year Revenue (Crores) % Average Seasonality Index

Q2 FY 2017-18 837.57

Q3 FY 2017-18 3963.22

Q4 FY 2017-18 3849.61 97.36

Q1 FY 2018-19 3826.57 93.84 91.93
Q2 FY 2018-19 % 864.53 98.43 96.47
Q3 FY 2018-19 % 1002.00 114.94 120.26
Q4 FY 2018-19 791.05 90.68 91.32
Q1 FY 2019-20 3832.42 95.45

Q2 FY 2019-20 % 863.45 100.21

Q3 FY 2019-20 % 1000.66 132.70

Q4 FY 2019-20 3709.17

Q1 FY 2020-21 ¥53.92

The linear regression model is used for forecastivegrevenues where the quarters have been coedider
independent variables while the revenues pertaitinthe quarters have been considered as depewmddables The
percentage error was found to be 0.97% which irmghat the moving average method is quite accuoatiee estimation

of forecasts in revenues.
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Table 29: Forecasted Revenue (Post-COVID)

Quarter Ended Year

Actual Revenue (Crores)

Q1 FY 2020-21

353.92

Quarter Ended Year

23

The forecasts for the further three quarters irpibs&t-COVID period are illustrated below:

Forecast Revenue (Crares)

Q2 FY 2020-21 ¥ 552.70
Q3 FY 2020-21 ¥647.10
Q4 FY 2020-21 X 459.54
Total revenue in FY 2020-21L 1713.26

The forecasts in revenues estimate a decrease%fiB@FY 2020-21 when compared to FY 2019-20 which
concludes that the post-COVID period is a pessimisituation for Shoppers’ Stop to expand its bessndue to the
uncertainty in consumer spending and economic danunt

SUBJECT PROPERTY ANALYSIS

The retail store is expected to open by April 262 would require sufficient cash flows to expasdousiness and invest
in the subject property at Urban Square mall inipda Rajasthan (Bhumika Enterprises, 2020). Cargid) the revenues
of Shoppers Stop in FY 2019-20 and the retail stpace, the revenues for the subject propertyetermined.

Table 30: Analysis for the Subject Property

Total space of the retail stores (sq. ft.) 4,500,000
Total revenue in FY 2019-20 (INR) 34638800000
Revenue/sqg. ft. (INR) 7697.51
Subject retail store space (sq. ft.) 25000
Total revenue of the retail store in FY 2019-20 A3 77
Total revenue of the retail store (Pre-COVID) 199618
Total revenue of the retail store (Post-COVID) aB2as8
Gross lease rent of subject property 93010000
Revenue after lease rental payment (Pre-COVID) 9859
Revenue after lease rental payment (Post-COVID) 8828

The proportion of the lease rentals to the totaéneies is to the tune of 48.79% in the pre-COVIbqoewhereas

it rises to 96.66% in the post-COVID period dué¢hie lower revenues pouring into the business.
ANALYSIS AND FINDINGS

As per the analysis, it is evident that Shoppeop Should prefer the option of leasing the propergspective of the pre-
COVID or post-COVID period as it saves on varioupenses like insurance and opportunity cost of tgquilso,
investing in the property blocks the further inwvashts in renovation or expansion which might predhigher returns
than the appreciation in the real estate. Thedgasost in the post-COVID period seems favourableShoppers Stop
considering the Weighted Average Cost of Capitdl there has been an extensive decline in the re@gedue to the
supply chain disruptions, loss of footfalls, lofsboisiness income and inventory. This concludes tia pre-COVID

period would have been an optimistic time for SteypBtop to expand its business and open its nai seore.
CONCLUSIONS

Given the current scenario, Shoppers Stop shoulgydbe plan of expanding its business as the éusgems quite
uncertain and the revenues are expected to suiggetba vaccine develops or when there is flatteointpe COVID-19

curve. In the pre-COVID period, global retailersitsdarted to take keen interest in the burgeonidgah retail sector and
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as per the estimates, net absorptions were rishilg the vacancy rates were declining. This wolwdsiehgiven an edge to
the retail market in their revenues. But, due ® @DVID-19 pandemic, there has been a dip in tmswmer spending as
there has been an overall economic gloom and sdigtncing norms are in place. Also, even afterlttkdown ends,
there are possibilities of restrictions on foodah the malls as the social distancing norms mégiénd for malls due to

the high population density.

In the coming times, once the situation returnsdamalcy, the footfalls in malls are expected toneoback to
normal or may even exceed the pre-lockdown levelmalls in India are a place for social interactiom connections.
However, there lies an opportunity in every craigl the Indian retail sector may embark on a diffegrowth trajectory

in the coming years with new sustainable modelsrgimg in the businesses along with a strong foattl technology.
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