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ABSTRACT

This thematic paper studies the Discounted Cash Flow Model: Free Cash
Flow to Firm (FCFF) based on interesting company as Big C Supercenter Public
Company Limited. Discounted Cash Flow Model: Free Cash Flow to Firm (FCFF)
represents the net present value (NPV) of projected cash flows available to all providers
of capital, net of the cash needed to be invested for generating the projected growth. The
concept of DCF valuation is based on the principle that the business value is based on
its ability to generate cash flows for the capital providers. According to that extent, the
DCEF relies more on the fundamental expectations of the business than on historical
precedents, and it is a more theoretical approach relying on numerous assumptions. The
result of applying valuation of Big C Supercenter with the support information as macro
— economic, industry, competitive and investment analysis, it indicates that value of Big
C is neither overvalued nor undervalued when compares to its current price as of 4

December 2014. Therefore, Big C is recommended to “HOLD”
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CHAPTER1
VALUATION

1.1 Highlights

Fundamental and valuation are indicative of HOLD

With the expected target price of THB 263.26 at the end of 2014, which is
1.25% upside gain since the effect of economic improvement and better Consumer
Confidence Index (CCI) in the second half of 2014 so customers have high confidence
to consume. With those causes, BigC gets a huge benefit because BigC is a customer —
based. Base on conservative management, BigC maintains capital structure while
expanding new stores aggressively and also uses the constant dividend payout ratio as
30% for supporting aggressive expansion.

Beat the 2014 expansion plan

On 3Q2014, BigC opened new stores more than expectation. During this
quarter, there are 3 new BigC Market, 5 new Mini BigC and 2 new Pure drugstores. At
OM2014, BigC is able to expand 5 Hypermarket stores, 10 BigC Markets 69 Mini BigC
and 29 drugstores which have pierced through 2014 target already (4 Hypermarket
stores, 4 BigC Market and 40 Mini BigC).

Significant dropping in margin with decelerating in sales growth but
rebounding on 2015

At the end of 2014, the net income growth is expected to plummet from last
year due to negative SSSG (Same Store Sales Growth drops from 0% on 2013 to -1%
on 2014) and also a bad economic condition. It reflects behavior of consumers that they
have less confidence on economic and previous political situation. However, the SSSG
of 4Q2014 is expected to be positive as the first quarter comparing to the past 4 quarters
getting negative SSSG. It results from the stimulation policy of the Government and it
also reaches the spending season as New Year Festival. Therefore, the both of sales and

net profit will rocket on the next year.



Not compensating of upside gain

Although purchasing power will improve but there is only 1.25% upside
gain which does not persuade the investor as much as expect. This is because of any
risks which BigC has to face as 1) aggressive competition in retail business and 2) it has

to spend at least 2 years for Mini BigC to generate sales for covering operating cost.

Table 1.1 Financial Summary

6073.8 6575.6 6884.8 8.146.6 5384.2 107443 12203.4
89 5.8 4.1 142 123 10.5 A
15.9 148 13 18.3 152 145 13.6
74 85 8.3 8.5 14 13.0 148
22 2. 2 3.0 34 39 44
287 25.2 25.9 25 195 17.0 15.0

55 41 45 3.8 33 29 2.6
19.0 188 16.5 17.0 171 17.1 17.0
66.1 619 585 56.5 43 519 45.0

Scuree: Setsmart and Team's estimation

1.2 Business Description

BigC Super Center was established as a modern trade retailer and steps into
the Stock Exchange of Thailand in January 3, 1992. It operates business in the form of
“Hypermarket” or “Supercenter” throughout the country which is divided into Bangkok
and upcountry and Chaengwattana branch is the first branch of the company which
started to operate on 1994. BigC tries to acquire quality products which are fresh food,
dry food, soft line, hard line and home line from more than 3,600 domestic and
international suppliers in order to fulfill the need of all customers segments with the
believe as “More Than Just Low Price”.

In 1999, BigC has formed a business alliance with France — based Casino
Group being the world foremost food retailer. Casino Group buys 530 million shares of
BigC and becomes the largest shareholder so it decides to sell the entire garment
business in order to focus on the retail activities.

BigC has the goal to be “a number one modern retailer in Thailand and a
major player in the region” with the provision of everyday products at low prices, an
outstanding service as a one stop shopping and a fun shopping experience to maximize

customer satisfaction.



In 2011, BigC set the foundation for 2012 — 2016 as the expansion periods
so it set target to reach 300 stores of hypermarket and BigC Market which were mainly
located in the upcountry area and 950 stores of Mini BigC which were mainly located in
Bangkok areas in 2016.

In order to reach the goal, BigC integrated Carrefour’s Thailand operations
in 2011. It enhances the ability of BigC to offer customers the best price and also widen
the customer segments from low to high incomes. BigC converts Carrefour store to be
BigC extra as a new premium hypermarket which targets mid to high income customers.
Moreover, BigC also introduces a new format store as “BigC Jumbo” for hotels,
restaurants as well as large families.

In 2012, BigC signs “the Exclusive Retail Partnership Agreement” with
Bangchak Petroleum to set up Mini BigC in Bangchak filing stations. BigC plans to see
500 Mini BigC stores in Bangchak service stations by 2018.

BigC introduces a new shopping type as “Online Platform” in order to
satisfy modern digital live style under slogan “Load — Scan — Shop - Ship” in 2013. The
customers are able to place the order via mobile application by smart phones, QR code
and Virtual Shelf which is located on BTS Phayathai station, Airport Link Phayathai
station and Airport Link Makkasan station. And in May 2013, BigC constructs a new
distribution center for Mini BigC in Rangsit which replaces the current 2 small fresh
food distribution centers. It i1s used for small store format operations and contains
capacity to serve 1,000 Mini BigC stores.

However, BigC is not well — known in Thailand only but it is also a famous
brand in Thailand’s neighboring countries because of a large amount of neighboring
customers flowing into Thailand. Nowadays, BigC is seeking an opportunity in
neighboring countries such as Laos, Cambodia and Myanmar.

Currently, the company has 2 main categories of business which are retail
business and property business. For retail business also called “multi format retailer”,
BigC is able to response all demand of all customer segment to shop unlimitedly. This
business form provides the customers the maximum economy and also outstanding

services. There are 4 types of multi format retailers.



Hypermarket: this is the oldest business type of BigC. Presently, there are 3
hypermarket formats which are BigC Supercenter, BigC extra and BigC
Jumbeo.

Supermarket: in 2010, the first supermarket format is opened called “BigC
Junior” but it was changed to “BigC Market” when Carrefour was integrated
by BigC since 2011.

Proximity Store: this store format is created to serve customer behavior
which is changed from the past. The most customers choose to shop at a
small convenience store which is near their home instead of shopping at a
large format store. Therefore, BigC creates a small format store which is
called “Mini BigC” in order to catch up this group of customer.

Drugstore: BigC establishes drugstore format called “Pure” which provides
pharmaceutical health and wellness products. Pure Drugstores are located
within the existing BigC hypermarket and BigC Market and there are a few
of them are located as a standing store.

For property business also called “Dual retail — Property model”, BigC

offers rental spaces which are inside and outside a store. There are 5 categories of

tenants depended on the lease terms and the business types.

1.

Commercial Retail Unit: there are many well-known brand name
restaurants, cafes and banks which enhance the BigC’s image with the
attractiveness and varieties of product. The lease term is 3 years.

Junior Anchor: there are home improvement stores, cinemas and IT mall.
This kind of tenants plays an important role to make BigC a one — stop
shopping. The lease term ranges from 3 to 15 years.

Food Court: there are varieties of food and beverages. The lease term is 1
year.

Big Bazaar: it consists of many varieties of products which are fashion,
accessories and local products etc. the lease term is 1 year.

Casual Leasing: it consists of many varieties of small kiosks located inside

and outside the store. The lease term is 1-month prepaid.



However, BigC renovates the hypermarkets every 5 to 8 years and “Alcudia
Store Renovations” plays an important role to update the look and feel of BigC’
property. It also enlarges the store footprint and mixes more attractive tenants in order to

introduce a new shopping mall experience.

1.3 Industry Overview and Competitive Positioning

1.3.1 Macro Economics Analysis

In the second half year of 2014, although Thai economic has received a
positive factor of the obvious Thai political situation that there is a government to
manage the country. It has formed and enhanced the confidence in many perceptions so
it leads Thai economic keep developing continually. However, due to Thai structural
problem and world economic, they cause Thai economic recover more slowly than
expectation in 3Q2014, especially for import and export of private sectors. Moreover,
tourism sector also has contracted because of the severe effect from Thai political in the
first half year.

However, Thai economic will recover during the last quarter of this year
significantly (Real GDP of 9M2014 = 0.2% from NESDB) if the government
accelerates budget spending with the plan and launches the additional policy to
stimulate the economic, Thai economic may improve more than the expectation and it
may drive Real GDP up to 4% (3.5% - 4.5%) in 2015.

1.3.1.1 Thai economic developing next year

Thai economic tends to develop significantly because of the low
base from 2014 and government expenditure in 2015. The government has the
investment plan to develop basic structure with 10 years period and budget of 2.4
trillion baht which is expected to spend more than 140 billion baht within 2015. In this
case, it can stimulate the private sectors to raise their investments. Besides that if Thai
political is still peace continually and the working of the government still follows
NCPO’s roadmap which plans to set up the general election under new constitution to
get a new accepted government. As a result, it will support the belief of investors in the
positive perspective and also boost up tourism sector continually. For private

consumption, it is going to be better because it gets a positive effect from increasing



stages of progressive rate in the individual tax which helps tax payer with low to
medium income to pay less tax expense and household debt is expected to be relieved.
The export part will enlarge with the world economic improvement and depreciation of
Thai baht.

However, there are risk factors that have to be concerned. For
the external risk factors;

1. Finance problem and debt ceiling of USA.

Fragile recovery of EUROPEAN.
Economic effect of Japan from adjusting VAT to be 10%.
Contraction of Chinese economic.

Spreading of EBOLA.

o, "l

For the internal risk factors;
1. Adjusting price structure of gasoline (increasing the price of
LPG and NGV).
2. Consumption effect from increasing in VAT.
3. Effect from cancelling special tax privilege (GSP) by EU since
January 1, 2018.
4. Political issues and natural disaster.
1.3.1.2 Implementing AEC (ASEAN Economic Community)
AEC or ASEAN Economic Community will be effective on
December 31, 2015 which tries to maximize the benefits that all countries in this
community will receive. The main concept of AEC is trying to transform every country
in ASEAN to be “one” market and production base represented as ASEAN market.
Therefore, it increases capability of competition comparing to other regions. For
Thailand, it can receive the most benefit from AEC because of locating in the center of
AEC.
The obvious change from AEC results from FTA or Free Trade
Area which tries to reduce or cancel the constraint of trade and investment, especially
for tax purpose. The import tax is going to be “zero” so Thai traders can import raw
materials, fresh food, instant food and beverage from ASEAN countries at lower cost

with the same or higher quality.



Besides import part, Thai exporters are also supported. The big
modern trade companies are seeking for the opportunity to invest and expand customer
base through ASEAN. This is the important channel to distribute Thai agricultural
products including rice, grain, fresh fruit and vegetables, and processed food to neighbor
countries. Many of these companies are setting up a lot of branches near Thai borders as
Mukdahan, Chiang Khan, Udon Thani and Tak, especially for BigC who is introducing
BigC Market Model to get benefit from frontier area.

1.3.2 Industry Analysis

The overall sales of this company keeps increasing through the period of
time with the CAGR of the industry as 18.95%. This is because the increasing of the
population meaning that there is the increasing of demand to consume the both of
durable goods and non — durable goods. From sales of 2013, the total sales of this
industry is 556,644 million baht and BigC is at the second place of this industry and the
half of market share is eaten up by CPALL who is a strong leader of this industry.

Satesof 2013

1MN971.24%

2N 4%

«CPA N TH LOBINSON

Figure 1.1 Sales of 2013

1.3.2.1 Consumption of Non — Durable Goods vs Durable Goods
When we consider the expenditure for consumption in the first
half year of 2014, the consumption of non-durable goods increases by 2.8% while
durable goods shrinks by 2.6% comparing to last year. Therefore, it is able to consider
that when the economic gets downturns, the durable goods will get more effect than the
non-durable goods because many durable goods are not necessary for living.

Meanwhile, the durable goods are goods with high value so the expenditure on these



products has been depend on the belief and stability of future revenue. Moreover, people
always purchase them with installment which is the main factor for increase in
household debt so Thai economic need to extend a recovery time more than it should be.

Currently, the Thai economic is still tense. Although the Thai
political is going to relieve comparing to the first half year, the agricultural sector has to
face with decreasing in price of agricultural products continually.

In second half year of 2014, the non-durable goods, as food and
beverage, tends to have a positive trend because these are necessary goods which are
consistent with the number of tourists expected to increase, the change of consumer
behavior to be a nuclear family rather than extended family, the expansion of
urbanization to provincial part and the growth of modern trade with high rate.
Meanwhile, the durable goods, as smart phone and computer also have an uptrend from
watching digital television and decreasing in goods price so it is easier for consumer to

purchase them.

Retail Business Index
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Figure 1.2 Retail Business Index

1.3.2.2 Stimulating Private and Household Consumption

Private consumption of 3Q2014 contracted by 0.27% from Yr
2013 but it rebounded in October 2014 and increased by 0.27%. It showed the upper
trend which is a positive sign and the forecasting GDP at the end of 2014 (1.5%) will
increase by 0.9% from Q32014 which is equal to 0.6% and the forecasting GDP in 2015

is equal to 3.5% - 4.5%. There are also consumption stimulation policies;



1. Taking care agriculturists who have low income by
stimulating budgeting to help them and also reducing the cost
of production relating to the oil price.

2. Organizing the policy to take care laborers who have low
income by supporting trainings to develop and enhance the
labor skills in order to create supplementary or alternate
career.

3. Supporting tourism industry to help it recovering continually
by trying to understand with other countries that Thailand has
enhanced the safety policy and eliminating the exploiting the
foreigners. Besides, Thailand cooperates with the private
sector and airline companies to extend the new aviation path.

4. Re-organizing structure of energy price by revising LPG,
Benzine and diesel price in order to reflect the actual cost,

economics and world oil price.

Private Consamption

Figure 1.3 Private Consumption

For household consumption, it tends to increase in the second
half year (1Q2014 = -3% and 3Q = 2.2%) from the raising of consumer’s confidence.
One part of circulating fund in Thai economic system comes from paying debt of rice
pledge project back to farmers at the cost of 92 billion baht. It pushes retail business and

also consumer goods up because there is more demand to consume within this market.
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Figure 1.4 Household Consumption
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1.3.2.3 Continuing 2014 Store Expansion for Second Half Year

In the second half of 2014, there is a store expansion

continually. The number of convenience store grows up by 7%, Supermarket store

grows up by 3.5%, Supercenter store grows up by 3.5% and Department store grows up

by 3%. We believe that private sector keeps expanding business continually without any

new plans to lower establishing new stores.

1.3.3 Competitive Analysis

Table 1.2 Financial Summary of Competitors

CPALL Makro ROBINSON BIGC
Revenue 272,286 129,087 24,300 130,971
Current Ratio 0.27 0.67 0.73 0.59
Net Profit Margin 3.87% 3.33% 8.17% 5.50%
ROA 5.84% 12.57% 11.03% 7.29%
ROE 34.91% 39.29% 17.37% 20.24%
Debt Ratio 88.57% 69.47% 36.21% 61.88%
Cash Conversion Cycle (days) (51.55) (27.50) (52.74) (54.71)
CAGR 24.76% 13.42% 15.74% 12.91%
EPS 1.17 0.90 1.79 8.46
Market Capitalzation (million Bt.) 388,519 178,800 53,311 214,500

as of Dec 4, 2014

Source: Bloomberg (as 0f2013)
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From competitive analysis, BigC is not outstanding within this industry and
it 1s considered to be at the second place in term of Market Capitalization. However,
BigC is not a leader of profitability due to Net Profit Margin, ROA and ROE. Although
BigC has a high solvency risk (debt ratio = 61.88%) with low liquidity (Current Ratio =
0.59) comparing to others except CPALL but its Cash Conversion Cycle is negative (-
54.71 days). Therefore, BigC has the least chance to get bankruptcy risk.

The change of living pattern and the increase of population in the provincial
part result in the new opportunity of retail business in order to satisfy shopping lifestyle
of new generations who have a limited time to shop. Moreover, in order to approach the
variety of customer type with different locations, retailers have introduced the
convenience to customers and improve services to meet the customers’ expectation in
this globalized world.

However, year 2014 is the challenge year of Thai retail business from the
decreasing of CCI continually since March 2013 to May 2014 which reflects the
decreasing of shopping degree of consumers. To response to economic slowdown, BigC
has tried to swap this crisis into opportunity by working hard to confirm that it is a low-
price leader and launching many marketing campaigns such as Golden Saturday
Campaign, long term joint campaign with the Ministry of Commerce to offer additional
saving for customers during economic slowdown and stamp collection campaigns for

getting premium items.

Fhailand CCH

Figure 1.5 Thailand CCI
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For modern retail business, there are few major competitors by separating
into store format categories. Nowadays, Thai retail market has two major players as a
multi — format retail which are BigC and Tesco Lotus.

Competition in Hypermarket

For retail market, it has only two big players which are BigC and Tesco
Lotus and this competition is very intense because both of them continue expansion of
their store networks. Currently, BigC has hypermarket store at 124 Stores while Tesco

Lotus has at 163 stores.

Hypermarket Stores - Retail

OEEC O Tereolocws

Figure 1.6 Hypermarket Stores — Retail

For wholesale market, the direct competitor of BigC Jumbo is Siam Makro
which was acquired by CPALL group on 2013. Target groups of this store format are
professional customers (as HoReCa and Service sectors) and big household customers
who buy in a bulk. Currently, BigC has BigC Jumbo at 4 stores while Siam Makro has

at 77 stores (excluding 5 Siam Frozen stores).
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Hypermarket Stores - Wholesales

L5

82y Jumbe ®Malre

Figure 1.7 Hypermarket Stores - Wholesales

Competition in Supermarkets

For traditional supermarket format, it has many major players which are
BigC (BigC Market), Tesco Lotus (Tesco Lotus Talad), Tops, MaxValu, Villa Market,
Foodland and The mall. BigC Market stores provide variety of products in the both of
food and non — food products. This store format focuses on upcountry locations.
Currently, BigC has BigC Market at 40 stores while Tesco Lotus has Tesco Lotus Talad
at 190 stores.

Super Market

M L

8.1
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7.2% I, ™
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OVEs Mkt ofoodland 0The Mall

Figure 1.8 Supermarket
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Competition in Small Stores (Convenience Store)

For small stores, it has the fastest expansion in retail business and there are
the most amount of players in Thailand which are 7eleven stores, FamilyMart, V-Shop,
Lawson 108, Mini BigC, Tesco Express, Tops Daily and MaxValu Tanjai. For this
format store, 7eleven of CPALL possesses the leader position which has 7,429 stores
currently. Besides Tesco Express, Tesco Lotus has launched the new convenience store
which is called “365” which is opened 24 hours as 7eleven store.

The main reason for the fastest growing of this store format is opening a
convenience stores with the petrol stations. BigC has a long term partnership with
Bangchak Petroleum. Tesco Lotus has a partnership with Esso while CPALL has a
partnership with PTT service stations.

However, the director competitor of Mini BigC is Tesco Express which
focus more on mid — to — low income customers while the rest competitors focus on mid
— to — high income customers. Currently, BigC has Mini BigC at 347 stores while Tesco

Lotus has Tesco Lotus Express at 1,257 stores.

Convenience Store
N

1387, L%

eMisBgC 871l oFmmid VMt slomiyren

Figure 1.9 Convenience Store

1.3.4 Investment Summary
1.3.4.1 Cyclical stock depending on economics trend
Thai retail business is expected to recover in the second half
because of the improvement of the consumer confidence which is driven from Thai

GDP. The Consumer Confidence Index (CCI) in September rose to 79.2 which dropped
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from August at 80.1 but it is still higher than the past 8 months since the occurrence of
Thai political insecurity. Therefore, we expect that all performance indicators of BigC
in the second half year is going to be better from the supporting of economic
improvement.

For 2015, we believe that Thai economic and consumers’
demand are going better comparing to 2014. Therefore, net profit of BigC keep growing
by 18.28% from expanding new store with full capacity and also the support from

operating of new Distribution Center to enhance the capability of Mini BigC.

1.3.4.2 Contracting of Same Store Sales Growth with the
improvement trend

Management of BigC revealed that same — store — sales growth
(SSSG) rate to go negative at 1% resulting from contraction at the first half year.
Moreover net profit is expected to get negative at 1.23% because the increasing rate of
sales is less than the increasing rate of expenses although sales are expected to increase
by 4.06% from sales generating of new stores. However, we believe that SSSG in 3Q14

— 1Q15 tends to increase slowly effecting from economic improvement.

SSSG (%)

Average SSSG = | 8

Figure 1.10 Same Store Sales Growth

1.3.4.3 New store expansion piercing through 2014 target plan

From expansion target that BigC has tried to expand Mini BigC
store format to reach 950 stores within 2016 and BigC has signed a long term contract
with Bangchak Petroleum already. It means that the company has to establish more than
200 stores per year in order to reach target plan on 2016. However, BigC adjusted the

expansion plan by reducing the amount of new stores in 2014 according to Thai
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economic slowdown and the effect of announcing curfew from NCPO at the beginning
of 2014. New 2014 expansion plan of Hypermarket store, BigC Market store and Mini
BigC store during 2014 became 4 stores, 4 stores and 40 stores, respectively. However,
at year end of 2014, we forecast that BigC is able to overcome the expansion plan (7
Hypermarkrt stores, 13 BigC Market stores, 92 Mini BigC and 40 drugstores) because
BigC opens 5 Hypermarket stores, 10 BigC Markets 69 Mini BigC and 29 drugstores
within 9M2014.

Store Expansion of 2014

! o

0
&
¥

’ “
30
2 . o 13
10 - b 4

¢ - W .

.

Hypermariet Swores BuC \orket Moz BigC

Figure 1.11 Store Expansion of 2014

1.4 Valuation
1.4.1 Assumption for Projected Cash Flow

Revenue of BigC moves with SSSG of existing stores and the number of
new store established each year. Both of them generate 2 kinds of revenue which are
revenue from sales and revenue from rental and service. Moreover, based on our
assumption, we separate source of BigC’s revenue into 2 groups. One is from large
stores (BigC Supercenter, BigC Extra and BigC Jumbo) and the other is from small
stores (BigC Market, Mini BigC and Pure Drugstore).

1.4.2 Number of new store expansion

For 2014, we use information based on actual 9M2014 number of new store
plus the forecasted 4Q2014 number of new store. We assume that the expansion targets
during 2014 — 2016 are very aggressive because the management announces that

“Expansion Plan during 2012 — 2016 is the ambitious expansion plan”. However, due to
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the economic slowdown since 3Q2013 until 2Q2014, the management has to readjust

company’s plan which is consistent with the economic situation.

Table 1.3 Number of new store expansion

1.4.3 Source of Revenue

Large store segment contributes 89.3% of Revenues from Sales of Goods
and Rendering of Services while small store segment contributes 10.7%. Moreover,
BigC has 2 sources of income as revenue from sales is 93.1% and revenue from rental &

service 1S 6.9%.

1.4.4 Discounted Cash Flow Model: Free Cash Flow to Firm (FCFF)

This method is appropriate for BigC which has long term debt structure.
BigC has high growth prospects and FCFF reflects free cash flow value of the company
properly. The target price based on this model is THB 290.79.

Table 1.4 Discounted Cash Flow Model: Free Cash Flow to Firm (FCFF)

unit: Thousand Bt.

Free Cash Flow to Firm 2014F 2015F 2016F 2017F 2018F
EBIT 9,887,995 11,383,230 12,848,319 14,466,496 16,167,413
Tax on EBIT -1,725,795  -2,041,231 -2.350,637 -2,690,661 -3,055,428
NOPAT 8,162,200 9,341,999 10,497,682 11,775,835 13,111,985
Add: Depreciation 3,937,981 4402977 4874890 5,114,848 5358426
+/- Change in Net Working Capital 23,047  1,392465 1,183,024 1,073,775 1,154,143
+/- Investment in Gross Fixed Asset -7467,875 -10481,134 -10,673,247 -5,688.411 -5,787,920
Free Cash Flow to Firm 4,655,353 4,656,307 5,887,349 12,276,047 13,836,634
Terminal Value of Firm 349,288,357
Net Cash Flow 4,655353 4,656,307 5,887,349 12,276,047 363,124,991
Enterprise Value * 259,300,665
+ Non-Operating Asset 7,174,632
- Value of Debt 26,572,391
Value of Equity 239,902,406
No. of Share 825,000
Share Price (THB) 290.79
Discount Rate 8.84%

Growth 4.69%
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High Growth of Store Expansion:

During 2012 — 2016, BigC has an aggressive plan to expand new stores,
especially for Mini BigC which is expected to increase by 950 stores within these 5
years from signing a long-term contract with Bangchak Petroleum station. Currently,
there are 370 Mini BigC stores or 40% of target plan. Due to the negative effect of
economic, management has to adjust the 2014 plan as 40 stores (92 stores as
estimation).

High Growth in Sales and Net Profit:

At the end of 2014, sales increased by 4.06% YOY while net profit declined
by 1.23% YOY because of the expected SSSG of 2014 is negative 1%, due to the
impact of political instability. However, future economic is expected to be better so
SSSG tends to increase and we expect it can reach 2% since 2015. The next four-year
projected sales and net profit are forecasted to increase from the aggressive expansion of
new stores.

Terminal Value Component Assumptions:

In order to calculate enterprise value, we use perpetual growth as 4.69%.
Based on forecasting nominal GDP of Securities Website on 2018, it is equal to 7.90%
but we discount it by 40.60% to 4.69%. Since the historical data shows that there is a
positive correlation between Nominal GDP and Retail Business Index and Nominal
GDP is higher than Retail Business Index by 40.60% on average during 2009 to 2013.

CAPX

The capital expenditure has a positive relation with the new store
expansions. For the large store, it uses about 393 million baht per store on average. For
the small store, it uses about 12 million baht per store on average. In 2014, BigC plans
to expand 7 large stores and 145 small stores.

Weighted Average Cost of Capital

The cost of equity is calculated from CAPM model by using 10 — year
government bond of 3.45% as of October 2, 2014 from Thai BMA website, the
expected risk premium of 7.40% from Professor Aswath Damodaran website and the

adjusted beta of 0.91 from Bloomberg so the cost of equity is equal to 9.84%.
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For the cost of debt, it is equal to 3.86% which is calculated from short —
term and long — term debt with interest payment. As a result, the Weighted Average
Cost of Capital (WACC) equals to 8.84%.

Net Operating Working Capital

The net working capital is the different between current asset (Account
Receivable and Inventory) and current liabilities (Account Payable). However, the
NOWC of 2014 is very low as 23.05 million baht comparing to other years because
A/R, Inventory and A/P of 2014 increase from 2013 only 14 million baht, 723 million
baht and 378 million baht, respectively. While the rest as 2015 — 2018 have a higher
increasing enormously. On average during these 4 years, there are the increasing of
A/R, Inventory and A/P as 46 million baht, 1,428 million baht and 3,781 million baht,
respectively.

However, a positive NOWC can cause the estimated price of BigC become
overvalue. Therefore, we form the other DCF model by letting NOWC equal to “zero”
and the price that we receive is equal to 263.26 baht which is less than the previous

model.

Table 1.5 Free Cash Flow to Firm

unit: Thousand Bt.

Free Cash Flow to Firm 2014F 2015F 2016F 2017F 2018F
EBIT 9,887,995 11,383,230 12,848,319 14466496 16,167,413
Tax on EBIT -1,725,795 2,041,231 -2,350,637 = 2,090,661 -3,055,428
NOPAT 8,162,200  9.341,999 10,497,682 11,775,835 13,111,985
Add: Depreciation 3,937,981 4402977 4,874,890 5,114,848 5,358,426

+/- Change in Net Working Capital 0 0 0 0 0
+/- Investment in Gross Fixed Asset -7,467,875 -10,481,134 -10,673,247 -5,688411 -5,787,920
Free Cash Flow to Firm 4,632,306 3,263,842 4,699,325 11,202,272 12,682,491
Terminal Value of Firm 320,153,477
Net Cash Flow 4,632,306 3,263,842 4,699,325 11,202,272 332,835,968
Enterprise Value * 236,583,733
+ Non-Operating Asset 7,174,632
- Value of Debt 26,572,891
Value of Equity 217,185,474
No. of Share 825,000
Share Price (THB) 263.26
Discount Rate 8.84%

Growth 4.69%
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Based on conservative strategy, we decide to use the second model of DCF
method to value stock price of BigC. As a result, the target price of BigC should be
equal to 263.26 baht.

Conclusion

Due to DCF method is able to show the intrinsic value of the company
because it takes account of forecasted free cash flow of the firm. It also presents the
sense of long term investment which serves the preference of any investors who hold
BIGC'’s stock. Therefore we choose DCF method to value this firm and we recommend
to “HOLD” with the target price as 263.26 baht with the upside gain equaling to 1.25%.
(Current Price = 260 baht on Dec 4, 2014)

1.5 Financial Analysis
1.5.1 Size Analysis

Assets Size
288,666
300,000
250,000
200,000
S 150,000
97,164
100,000
36,104
50,000 18,830
0
BigC Makro CP Robin
B Long-Term Assets| 75,382.5 19,668.6 234,702.9 14,019.7
m  Current Assets 21,781.9 16,435.8 53,962.6 4,810.5

Figure 1.12 Asset Size




Liabilities & Equity Size
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Figure 1.13 Liabilities and Equity Size
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According to the graphs above show that BigC is the second biggest firm in

terms of asset size in this industry with 97,164 mb. asset size in 2013 followed by

Makro and Robinson with asset size of 36,104 and 18,830 respectively. While CP is the

biggest firm with 288,666 mb. asset size. The most important part is long term asset.

However, in terms of Equity & Liability size, BigC has the largest equity compare to

others. CP has the biggest current liability of 200,798 mb. while BigC has only
37,156mb. of current liability.
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Total Revenue

—
e 280,121
300,000
250,000 /
200,000 /| L
% 130,971 | 129,087
g 150,000
100,000
g
24,819
50,000 L J
0
BigC Makro CP Robin
® Net Income 6,975.58 4,298.58 10,536.99 1,985.71
m Other Expenses | 23,505.06 | 9,114.79 58,926.79 | 4,447.17
m Cost of Revenue | 100,490.04 | 115,673.26 | 210,656.76 | 18,386.17

Figure 1.14 Total Revenue Size

Total revenue of BigC is equal to 130,971 which is the second place in the
industry followed by Makro with 129,08 7mb. of Total revenue, while CP has the largest

Total revenue of 280,121mb. The most important component is Cost of revenue which

CP has the largest cost of revenue compare with other according to its high revenue.
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1.5.2 Common size Analysis

Common Size - Asset
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Figure 1.15 Common Size of Asset

The largest component of BigC’s asset is Net Fixed Assets which are 32%
of Total assets are mainly from Property, plant and equipment and Leasehold rights. The
second largest assets component of BigC is other Long term assets which are mainly
from Goodwill mainly consists of goodwill on the share purchase agreement for
acquiring shares of CenCar Limited, Nava Nakarintr Limited, and SSCP (Thailand)
Limited in 2010. Goodwill of approximately Baht 26,361 million comprises the value of
expected synergies and cost saving arising from the acquisition and other benefits from

combining the acquirer’s and acquiree’s business.
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Common Size - Liabilities & Equity
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Figure 1.16 Common Size of Liabilities and Equity

In terms of Liabilities & Equity side, there are two key items which are
Account payable and Long Term Borrowing. The portion of Account payable of BigC is
23%. The portion of long term borrowing of BigC is the highest compare with
competitors since BigC entered into two long-term loan agreements in 2012 for purpose

of refinancing its short term loan for funding the business acquisition in 2011.



Income Statement
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Figure 1.17 Common Size of Income Statement

When performing a common size analysis upon BigC’s income statement,
we realized that the highest portion of income in this business is generated from sales
following by other income. Therefore, income growth is due almost completely to
growth of sales. The graph above shows that BigC can generate Net Income in the

portion of 5% higher than CP All & Makro which are 4% and 3% respectively represent

BigC’s successful in cost controls.
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However, Robinson can generate highest Net Income since it’s portion of

Cost of Revenue is the lowest among competitors.
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1.5.3 Trend Analysis

Balance Sheet - Assets
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Figure 1.18 Trend Analysis of Assets

Assets of the company has been increase since the acquisition with
Carrefour and expected to increase in the future according to the stores expansion

nationwide.

Balance Sheet - Liabilities
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Figure 1.19 Trend Analysis of Liabilities

According to the graph above we can see the decreasing in Short-term
liabilities and increasing in Long-term liabilities of BigC. The reason is BigC entered in
Long-term loan contract in 2012 in order to refinance its short-term debt for business

acquisition in 2011.
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Income Statement
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Figure 1.20 Trend Analysis of Income Statement

Net profit and operating profit increased significantly from 2010 to 2011
from the acquisition with Carrefour and continuing increase in recent years, this
represent good performance of the company with challenging situations. However, in
2014 growth rate of net profit and operating profit is expected to be decelerated due to
the effect of coup curfew and economic regression.

We expect that SSSG contraction will equal to -1% for the year 2014,
mainly from the post-coup curfew since May which effect the consumer confidence. If
there were no curfew, SSSG would rise, since consumer confidence will be improved
and the NCPO’s policy to stimulate domestic consumption. We also expect that BIGC’s
SSSG will turn around to growth from 1Q15 and so on.

However, we expected that net sales will keep increasing mainly from the
expansion of new stores. The growth of small store segment generates larger proportion
of revenue in recent years due to a rapid expansion especially in Mini BigC and BigC
Market formats. It is openings of 12 BigC Market and 153 Mini BigC in 2013. The
higher gross profit in recent years reflects the company’s increased sales, successful cost
optimization and productivity enhancement initiatives, and continued supplier
negotiations. Moreover, company is planning to build 2 new distribution centers which
will be opened during 2014. They will help providing additional capacity and efficiency
to facilitate continued stores expansion. This will be a rise in positive impact on gross

margin and cost reduction since DCs will increase efficiency in supply chain.
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Since BigC is now developing its supply chain from 2H14 to 2015. The DC

for Mini BigC in Rangsit has been launched in 2Q14. Moreover, the company also has

introduced a new cross dock DC in Bangplee in August and is constructing a DC for

fresh food in Chachoengsao which is planned to open in 1Q15. Once all of DCs are

completed, we expect gross margin to be widen and total cost to be decreased in 2015 as

a result of the decreasing in transportation cost. Therefore, we expect 2015E gross profit

margin will be up to 15.12%. We also expect 2015E SSSG rate at 2% YoY and 2015E

new launch of six hypermarkets and mini BigCs in Bangchak gas stations, which will

help support sales and rental revenue growth in 2015. We expect that 2015E net profit

will be increase to 8.16 billion baht supported by the economic recovery, margin

adjustment, and slightly decreasing in SG&A Ratio.

1.5.4 Selected Financial Ratios
Table 1.6 Liquidity Ratios

Liquidity Ratio 2007A | 2008A | 2009A | 2010A | 2011A [ 2012A | 2013A

Current Ratio (x) 0.44 0.45 0.58 0.69 0.33 0.61 0.59
Quick Ratio (x) 0.17 0.18 0.23 0.41 0.19 0.36 0.33
Cash Ratio (x) 0.10 0.07 0.12 0.28 0.12 0.24 0.19
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Figure 1.21 Current Ratio
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Quick Ratio

1.20

1.00

0.80 \/\ - BigC

0.60 \ == _ RObinson
-CPAIll

= N T

0.20

0.00

2007 2008 2009 2010 2011 2012 2013

Figure 1.22 Quick Ratio
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Figure 1.23 Cash Ratio

BigC liquidity ratios such as current ratio, quick ratio and cash ratio are
quite low compare with other competitors. However, if we look at cash conversion cycle
for BigC is very far below zero meaning that there is no need for BigC to maintain
liquidity ratios too high since the business can generate cash inflow very quickly from

sales.

Table 1.7 Efficiency Ratios

Efficiency Ratio 2007A | 2008A | 2009A | 2010A | 2011A | 2012A | 2013A

Total Asset Turnover (x) 1.98 1.96 1.95 1.94 1.68 1.30 1.33
Fixed Asset Turnover (x) 2.58 2.55 2.58 2.74 2.26 1.70 1.73
Cash Coversion Cycle (days) -43.36| -44.01| -44.53] -63.50| -50.97| -54.63] -54.71
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Figure 1.24 Total Asset Turnover Ratio
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Figure 1.25 Fixed Asset Turnover Ratio
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Figure 1.26 Cash Conversion Cycle

In terms of efficiency ratios such as total asset turnover and fixed asset
turnover are also quite low compare with competitors since BigC has rapidly expanded

its new stores in recent years therefore these new stores cannot be fully generate income
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for the company in the first few periods of investment. However, we expect that these

ratios are going to improve in the nearly future.

Table 1.8 Profitability Ratios

Profitability Ratio 2007A | 2008A | 2009A | 2010A | 2011A | 2012A | 2013A
Gross Profit Margin (%) 12.27%| 12.30%| 11.54%]| 18.17%| 20.14%)| 20.03%| 20.83%
EBIT Margin (%) 5.78%| 5.60%| 5.78%| 5.38%| 7.56%| 7.61%| 4.33%
EBITDA Margin (%) 9.02%| 9.04%| 9.50%| 8.81%]| 10.58%]| 10.45%| 10.37%
Net Profit Margin (%) 3.89%| 4.02%| 3.98%| 3.80%| 4.78%| 5.06%| 5.50%
ROA (%) 7.71%|  7.89%| 7.75%| 7.39%| 8.05%| 6.57%| 7.29%
ROE (%) 16.53%| 17.21%| 15.80%]| 14.43%| 24.04%| 21.92%| 20.24%
SG&A/Sale 16.70%| 17.01%| 17.51%]| 15.69%| 16.34%| 15.47%| 16.50%
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Figure 1.27 Gross Profit Margin
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EBITDA Margin

12%

.

0,
8% —— -BigC
6% " = - Robinson
- - CPAll

4% /
; = - Makro

2%

0%
2007 2008 2009 2010 2011 2012 2013

Figure 1.29 EBITDA Margin
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Figure 1.30 Net Profit Margin

On the other hand, the profitability ratios of the company are quite
outstanding compare with key competitors such as EBIT margin and EBITDA margin
meaning that increasing in sales is much higher than the increasing in cost of the
company no matter we take an account of the depreciation & amortization or not since
both of EBIT margin & EBITDA margin are also high compare with others. This
represents the outstanding efficiency of cost management compare with overall
competitors. Moreover, Net Profit Margin of BigC tends to be increase. It represents the

improving effectiveness at converting revenue into actual profit for the company.
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Solvency Ratio 2007A | 2008A | 2009A | 2010A | 2011A | 2012A | 2013A
Debt Ratio (%) 54.87%| 53.47%| 48.41%| 49.17%| 74.08%| 66.14%| 61.88%
Debt to Equity Ratio (x) 1.22 1.15 0.94 0.97 2.86 1.95 1.62
Equity Multiply (x) 2.22 2.15 1.94 1.97 3.86 2.95 2.62
Long Term Debt Ratio (%) 2.81%| 3.41%| 2.95%| 3.51%]| 3.60%| 26.86%| 23.64%
Interest Coverage Ratio (x) 43.94 26.62 37.71] 618.03 6.52 7.06 5.22
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Figure 1.31 Debt Ratio
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Figure 1.32 Debt to Equity Ratio

Solvency ratios such as Debt ratio, Long term debt ratio and Debt to equity

ratio show that the overall debt of BigC is slightly decreasing after the acquisition of

Carrefour in 2011.

Even though the Company has experienced major cost pressures in 2012

and also during 2013 it continued facing cost pressures from minimum wage increase,
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and utility expense increases. However, in 2013 the company’s ability to maintain its
profitability ratios at the same level as 2012 and 2011 numbers is represent its
successful efficiency improvements and cost controls. Gross profit margin increased to
20.8% for full year 2013 from 20.0% in 2012, and 18.2% in 2011. Net profit margin
also increased to 5.5% in 2013, from 5.1% in 2012 and 4.8% in 2011 mainly from
decreasing in finance cost which is from lower debt levels and from corporate tax cut as

a result of slightly decreasing of effective tax rate in 2013.

1.6 Additional Downside Possibility

1.6.1 Natural Disasters

From global warming effect, the natural disasters occur frequently and
severely during these few years such as Tsunami in 2004 at the cost of more than
30,000 million baht, big flood in 2011 at the cost of more than one hundred billion and
earthquake at the north in 2014. It causes huge damages of economic system and
tourism industry. Moreover, these incidents are unpredictable so BigC must concentrate
on these issues as well, otherwise some branches have to stop operating and the

earnings will be harm eventually.

1.6.2 Failure of opening new stores on plan

If BigC is unable to open new stores as planned, the forecasted earning of
the company will be affected. Moreover, retail business has a very high competition so
if the competitors are more aggressive to expand new stores than BigC expects, market

share of BigC will be taken and BigC will fail to achieve the target earnings.
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1.7 Investment Risks

Impact
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Figure 1.33 Risk Matrix

1.7.1 QE tapering of USA

If the FED (Federal Reserve) makes a decision to taper QE, it will lead more
capital outflow from Thailand which affects to currency exchange rate directly as Thai
baht is depreciated. The business expansion will be contracted because of increasing in
the interest rate. Besides that asset price as stocks and gold has less value which results
in less consumption by household sector.

However, this capital outflow may not lead Thailand reach the crisis as it is
used to be in 1997 because monetary status of Thailand in present is quite stronger than
the past. Moreover, QE tapering introduces that USA has a stronger economic which

will support Thai export as well.

1.7.2 Interest rate risk

Due to BigC has two long term loan agreements with the main purpose to
refinance the short term loan for business acquisition, Carrefour’s business, in 2011.
The first contract which has total credit facilities of 27,000 million baht will be repaid
from 2013 — 2020. It carries interest rate at THBFIX 3 months or 6 months or BIBOR 3
months plus margin per annum. The other loan has total credit facilities of 5,000 million

baht for 5 years (from 2013 - 2017) with THBFIX 6 months plus margin per annum.
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Moreover, BigC entered into another long term loan agreement on
December 27, 2013 for total credit facilities of 3,000 million baht with 2 years maturity.
It carries interest rate at THBFIX 6 months plus margin per annum.

According to the above agreements, the majority of long term loan carries
the floating interest rate as BIBOR which leads the company face with the fluctuation of

the interest rate.

1.7.3 Risks on market and competition

Currently, Life style of people has been changed because the new
technology has been developed and grown by leaps and bounds which reflects to the
change of customers’ shopping behavior. Moreover, retail market has a very high
competition so if the company is unable to provide goods and services to achieve and
maximize customers’ satisfactions and needs, the company may lose market share and

profit to other competitors eventually.

1.7.4 Business interruption risks

From the past, BigC has the bad experience from flood and fire which cause
damage to many branches of the company. In order to manage these problems, the
company makes a decision to hire a specialist who expertise in the area of developing an
appropriate plan for business continuity which has been already implemented in head

office, branches and distribution centers.
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CHAPTER II
DATA

2.1 Business Structure

Figure 2.1 Business Structure



2.2 Major Shareholders as of July 31, 2014
Table 2.1 Major Shareholders as of July 31, 2014

No.
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Name
Geant International B.V. "
Saowanee Holding Co., Ltd.
Thai NVDR Co.,Ltd.
Mrs. Arunee Chan
UBS AG Singapore Branch
Barclays Bank PLC, Singapore
Credit Suisse (Hong Kong) Limited
State Street Bank Europe Limited
Deutsche Bank AG Singapore - PWM
The Bank of New York (Nominees) Limited
Social Security Office
Mr. Niti Osthanugrah

Shares
264,797