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Figure 1. General Retailer Cal 2013 4Q LFL Gross Profit Growth Estimates 
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 This is an accompaniment to our sector note. Please see our accompanying 
report “Western Europe General Retail – Better World” for a full breakdown of 
our sector view.   

 4Q sector LFL gross profit +3% — Post the +1.0% and +1.7% October and 
November BRC non-food LFL sales trends, we forecast UK aggregate LFL gross 
profit c+3% (ex ASOS) across 4Q13. UK clothing is the strongest performer, +5%, 
led by SPD and BWNG. In electricals, Dixons leads, driving +0.8% 4Q electrical LFL 
gross profit progress with DXNS (+2.6%) and Argos (+1.6%). Within DIY, while 
Christmas is not as significant a trading period, we forecast UK LFL gross profit 
+1% (B&Q +0.5%, Homebase +1.9%).  

 Valuation metrics look sustainable, EPS +12% pa — Sector-wide, we forecast 
+12% 2013-15E EPS growth, driven by the UK cyclical and global growth retailers 
(EPS +15-30%). These trends should underpin the sector’s current premium 
multiple and, in combination with +2.5% dividend yield, drive our Overweight 
sector stance. 

 Strongest UK LFL sales demand for a decade — Our UK Household Available 
Cashflow analysis suggests that  2014e and 2015e will see non-food LFL sales 
growth of +2.6% and +3.1% (from +2.5% and +3.5%). We forecast a +2.8% trend in 
2016e. This includes the assumption that rates start to rise in early 2015. The last 
time UK LFL was >2% was in 2003. 

 Europe stabilising — Our continental HAC analysis points to broadly flat non-food 
LFL in 2014e, from -1.5% in 2013e. We expect +0.8% growth in 2015e with all 
regions returning to positive territory. 

 Most favoured — DXNS, SPD, ASC (mid cap); ADS and KGF (large cap). Least 
favoured — DEB. Summary of changes overleaf.  
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Rating Target Price 
Current Year          

Earnings Estimates 
Company Ticker Old New Old New Old New 
Adidas ADSGn.DE 1 1 €100.00 €105.00 €3.98 €3.98 
Amer Sports AMEAS.HE 1 1 €19.00 €19.00 €0.82 €0.82 
Asos PLC ASOS.L 1 1 £70.00 £70.00 p63.8 p63.8 
Jumbo BABr.AT 2H 2H €9.75 €11.50 €0.72 €0.72 
Brown N BWNG.L 2 2 £4.35 £5.25 p28.5 p28.8 
Carphone Warehouse CPW.L 1 1 £3.20 £3.20 p19.1 p19.1 
Debenhams DEB.L 2 2 £1.05 £1.00 p10.0 p10.0 
Dunelm DNLM.L 1 1 £12.00 £10.40 £0.44 £0.44 
Darty Plc DRTY.L 3 2 £0.60 £0.90 EU¢4 EU¢4 
Dixons Retail DXNS.L 1 1 £0.60 £0.60 p2.7 p2.7 
Halfords HFD.L 1 1 £5.45 £5.45 p26.4 p26.4 
Hennes & Mauritz HMb.ST 2 2 SKr280.00 SKr280.00 SKr10.55 SKr10.55 
Home Retail HOME.L 2 2 £1.95 £1.95 p9.1 p9.1 
Marks & Spencer MKS.L 1 1 £5.75 £5.75 p31.2 p31.2 
Next Grp NXT.L 1 1 £61.00 £61.00 p344.5 p344.5 
Steinhoff SHFJ.J 1 1 R29.00 R48.00 ZA¢349 ZA¢436 
WH Smith SMWH.L 1 1 £11.20 £10.50 p73.3 p73.3 
Sports Direct SPD.L 1 1 £8.25 £8.25 p33.4 p33.4 
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Sector Investment Segmentation 
We continue to segment the European general retail sector into categories that we 
argue offer differentiated performance in this low growth environment. These 
segments split the retailers between those capable of growing sales and earnings in 
a low growth environment through international expansion, new space (Growth), 
those capable of driving earnings independent of the macro environment through  
self-help programmes (Self-help) and those more dependent on broader macro 
conditions (Cyclicals) to generate growth. Over time the ‘Growth’ and ‘Self-Help’ 
retailers have sharply outperformed the ‘Cyclicals’, albeit since the financial crisis 
the ‘Cyclicals’ have outperformed three times, in 2003 and 2009, in response to vast 
macro stimulus, and in 2012 on the early signs of an economic recovery. 

Figure 2. Growth vs Self-help vs Cyclicals, Relative to 
Eurostoxx 

 Figure 3. Cyclicals vs. Growth/Self-help Performance  Figure 4. Cyclicals vs. Growth/Self-help Performance  

 

 

 

 

 
Source: DataStream, Citi Research  Source: DataStream, Citi Research  Source: DataStream, Citi Research 

 
Pan-European Demand outlook 
The Citi Economists’ Global Economic Outlook and Strategy publication 
summarises the Economic framework that drives our European Household 
Available Cashflow analysis and our bottom-up General Retail revenue forecast 
agenda (link: Global Economic Outlook and Strategy, Willem Buiter et al, 2 
December 2013). Applying these assumptions to our Pan-European Household 
Available Cashflow framework argues for a +0.7% increase in 2014 LFL retail sales 
(from -0.4%), driven by a notable LFL sales growth increase in Spain to -0.2% (from 
-3.7%), a modest 2014 LFL improvement in France (-0.2%% from -0.3%) and the 
UK (+2.6% from +2.5%), and no change in Germany. Looking out to 2015, we argue 
for a +1.3% LFL retail sales agenda, driven predominantly by UK (+3.1%) but with 
all regions in positive growth. 

Figure 5. Pan-European – Household Available Cashflow 

  UK   France   Germany   Spain  
 2012E 2013E 2014E 2012E 2013E 2014E 2012E 2013E 2014E 2012E 2013E 2014E 

Nominal disposable income 1.2%  2.3%  3.7%  -0.2% 0.5% 1.6% 2.7% 2.6% 2.7% -4.2% -0.7% 0.9% 
Household credit -0.5% 2.3% 1.3% -0.5% 0.4% 0.2% -1.7% -1.6% -1.5% 1.9% 0.6% 0.2% 
Household Available Cash 2.6%  3.6%  3.9%  -0.7% 0.9% 1.8% 1.0% 1.1% 1.2% -2.3% 0.1% 1.1% 
Space -1.2% -1.0% -0.8% -1.0% -0.8% -0.8% -1.0% -1.0% -1.0% 0.0% 0.0% 0.0% 
VAT    0.0% -0.3% 0.0%    -0.5% 0.0% 0.0% 
Implied LFL 1.5%  2.6%  3.1%  -1.7% -0.2% 1.0% 0.0% 0.1% 0.2% -2.8% -0.2% 1.1% 
Previous forecast 1.6% 2.5% 3.5% -2.0% -0.3%  -0.2% 0.1%  -5.0% -3.7%  
Delta -0.1% +0.1% -0.4% +0.3% +0.1%  +0.2% -  +2.2% +4.3%  
 

Source: Citi Research Forecasts 
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Executive Summary  

Over the last decade, ‘Growth’ and ‘Self-
Help’ retailers have sharply outperformed 
the ‘Cyclicals’  

Pan-European 2014 non-food LFL raised 
+100bp to +0.7% 

https://ir.citi.com/d8hXtvtXkLxQC9LPG9KDQG1iR1W1y2c5V64KnjlYu0tgD%2bgcex3juDKBAgGcfBT1Gi5Yjo7Qy2k%3d
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UK General Retail – Demand Outlook  

For the UK, non-food LFL sales +2.6% and +3.1% in 2014 and 2015, argues for 
c.flat store-based LFL sales trends from here  
 

Figure 6. Household Available Cash with Implied Store LFL  Figure 7. UK HAC less Space vs BRC Non-Food Retail LFL Sales vs Aggregation 
LFL Sales 

 

 

 

Source: ONS, DataStream, BoE and BRC and Citi Research Estimates  Source: ONS, DataStream, BoE and BRC and Citi Research Estimates 
 
Online channel shift: store-based EBIT margins now 
stable/rising 
In the context of an improving UK demand environment, we now forecast stable or 
rising sector store-based retail EBIT margins in 2014-15 (eg SPD, NEXT, MKS). At 
Debenhams, adverse opex inflation still looks likely to drive store-based EBIT 
margins downward.  

Figure 8. Sports Direct – store v online EBIT 
analysis £m 

 Figure 9. Debenhams – store v online EBIT analysis  
£m 

 

 

 
Source: Company Reports and Citi Research Estimates  Source: Company Reports and Citi Research Estimates 

Figure 10. Next – store v online EBIT analysis  £m  Figure 11. M&S – store v online EBIT analysis £m 

 

 

 
Source: Company Reports and Citi Research Estimates  Source: Company Reports and Citi Research Estimates 
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Space growth: Slowing  
Across the coverage universe the rate of decline of space growth has followed the 
structural growth of online with the likes of Home Retail and Dixons in a phase of 
space contraction, Halfords and Sports Direct at a fairly neutral position but clothing 
retailers such as Marks and Spencer and Debenhams still adding space. More 
interesting are those retailers such as Next which are diversifying away from pure 
clothing formats and into homewares formats, or Kingfisher through its trade format 
Screwfix.   

Overall lease commitments for most retailers have declined over the last 5 years. 
The sharpest declines have been at Darty (Comet closure), Halfords, Home and 
Dixons.  The two main notable exceptions where minimum lease commitments have 
increased are Marks & Spencer and Debenhams where minimum lease 
commitments have increased by 27% and 11% respectively.  

Figure 12. UK Non-food Retail Space Growth, 2002-
2015E 

 Figure 13. UK Non-food Retail Space Growth, 2002-
2015E 

 Figure 14. UK Non-food Retail Space Growth, 2002-
2015E 

 

 

 

 

 

Source: Company Reports and Citi Research Estimates  Source: Company Reports and Citi Research Estimates  Source: Company Reports and Citi Research Estimates 
 
Valuation 
In the context of a UK general retail sector that now trades on a 15x 2014E PE (a 
c.115 PE relative),  above the long-run average (average PE Rel 100-105), there is 
a growing share price debate over the extent to which a stronger UK consumer 
demand outlook is already discounted in retail valuations.  

In our view the European equity market and retail sector valuation metrics can be 
sustained, despite recent re-rating. Our forecast sector earnings growth of c+12%, 
in combination with a 2.5% dividend yield, drives our Overweight sector stance.   
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Figure 15. UK Retail – Consensus EPS  Figure 16. UK Retail – Consensus EPS – Short Run 

 

 

 
Source: DataStream and Citi Research   Source: DataStream and Citi Research  

Figure 17. UK General Retail – Long Run Price and Earnings relative to FTSE 350  Figure 18. UK General Retail – Long Run EV/EBIT 

 

 

 

Source: Company Reports and Citi Research  Source: Company Reports, Datastream and Citi Research 
 

Recommendations and Target Prices 
Taking these dynamics together, our Buy investment ratings focus on the Growth 
retailers: Asos, adidas, Dunelm, Inditex and Sports Direct, and the Self-Help names: 
Amer Sports, Carphone Warehouse, Kingfisher, Next, Steinhoff and WH Smith.  

Within the Cyclicals, given current valuations there is a growing share price debate 
over the extent to which a stronger UK consumer demand outlook is already 
discounted but, within these, we remain Buyers on Dixons, Halfords and M&S. From 
a European context, given upside risk from some stabilisation in France into 2014, 
we have upgraded our recommendation on Darty to Neutral from Sell.  

Overall, our most favoured stocks for 2014 are Dixons, adidas, Sports Direct, 
Kingfisher. Least favoured is Debenhams.   
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Sector Changes 

Figure 19. General Retail – Summary of Sector Changes (fiscal year closest to calendar year-end) 

  Citi Rating   Target Price    Earnings revision 
 Current Price Old New  Old New  ETR 2013E 2014E 2015E 
            

Growth            
adidas € 88 Buy Buy  € 100 € 105  21.1%  - 4.5%  5.8%  
ASOS £57.1 Buy Buy  £70 £70  22.6%  - - - 
Dunelm 892 p Buy Buy  1200 p 1040 p  18.7%  - - - 
H&M SKr 279 Neutral Neutral  SKr 280 SKr 280  3.8%  - - - 
Inditex € 115 Buy Buy  € 125 € 125  10.7%  - - - 
Sports Direct 744 p Buy Buy  825 p 825 p  10.9%  - - - 
CDON  SKr 29.0 Neutral Neutral     - - - - 
Delticom € 35.1 Neutral Neutral  € 37 € 37  10.7%  - - - 
Zooplus € 55.9 Neutral Neutral     - - - - 

            
Self Help            
Amer Sports € 14.4 Buy Buy  € 19 € 19  34.9%  - - - 
Carphone Warehouse 280 p Buy Buy  320 p 320 p  16.1%  - - - 
Kingfisher 365 p Buy Buy  450 p 450 p  25.9%  - - - 
Next £55.2 Buy Buy  £61.0 £61.0  12.8%  - - 1.0%  
Steinhoff ZAR 38.8 Buy Buy  ZAR 29 ZAR 48  25.6%  10.2%  25.0%  25.2%  
WH Smith 936 p Buy Buy  1120 p 1050 p  16.0%  - - - 

            
Cyclicals            
Darty 88 p Sell Neutral  60 p 90 p  4.7%  - 8.8%  10.4%  
Debenhams 92 p Neutral Neutral  105 p 100 p  12.1%  - - - 
Dixons Retail 51 p Buy Buy  60 p 60 p  18.2%  - - - 
Halfords 470 p Buy Buy  545 p 545 p  19.0%  - - - 
Home Retail 187 p Neutral Neutral  195 p 195 p  5.5%  - 0.1%  2.7%  
Inchcape 581 p Neutral Neutral  615 p 615 p  8.1%  - - - 
Jumbo € 11.8 Neutral Neutral  € 9.75 € 11.50  (0.8%) - - - 
M&S 472 p Buy Buy  575 p 575 p  25.6%  - - 3.7%  
N Brown 535 p Neutral Neutral  435 p 525 p  0.7%  1.0%  1.9%  5.4%  
 

Source: dataCentral, Citi Research. Priced as of 4 December 2013. 
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Figure 20. Valuation and Earnings Growth Sector Segmentation (Fiscal Year Nearest to Calendar Year-End) 

   PE   EV/EBIT   EPS 
Growth 

 

  2013e 2014e 2015e 2013e 2014e 2015e 2013e 2014e 2015e 
Growth basket           
adidas Buy 22.1 18.5 15.6 14.7 12.4 10.4 5% 19% 19% 
ASOS Buy 116 89.5 63 86.2 67.1 47.3 24% 30% 42% 
Dunelm Buy 20.4 18.3 16.3 15.2 13.4 11.7 9% 11% 12% 
H&M Neutral 26.4 23.6 21.4 20 17.8 16.2 4% 12% 10% 
Inditex Buy 28.5 25.6 22.7 20.6 17.9 15.7 7% 11% 13% 
Sports Direct Buy 22.2 18.5 16.9 16.5 13.1 11 25% 20% 10% 
CDON Group Neutral 73.1 34 21.7 33.5 18.6 11.5 -248% 115% 57% 
Delticom Neutral 19.7 17.4 15.2 12.6 11.2 9.9 -4% 13% 15% 
Zooplus Neutral 189.8 53.4 29.5 163.3 42.9 23.4 -185% 256% 81% 
Average (equal weighted) ex Online 
stocks 

 23.9 20.9 18.6 17.4 14.9 13 10% 15% 13% 

Average (equal weighted)  57.6 33.2 24.7 42.5 23.8 17.4 -40% 54% 29% 
Self Help           
Amer Sports Buy 17.5 14.4 12.2 13.6 11.4 9.7 28% 21% 18% 
Carphone Warehouse Buy 14.7 13.1 12.3 10.2 9.4 9 66% 12% 6% 
Kingfisher Buy 16 14.3 13.1 11.5 10.2 9.2 4% 12% 9% 
Next  Buy 16 14.7 13.1 12.9 12.1 11.4 19% 9% 12% 
Steinhoff Buy 8.9 8.2 7.8 8.5 7.1 6.2 23% 8% 5% 
WH Smith Buy 14 12.8 11.8 10.4 10 9.8 12% 10% 8% 
Average (equal weighted)  13.9 12.6 11.6 10.7 9.8 9.1 25% 10% 8% 
Cyclicals           
Darty Neutral 24.8 18.8 16.6 14.5 11.7 10.5 81% 32% 14% 
Debenhams Neutral 9.1 9.2 8.7 9 8.7 8.1 4% -2% 6% 
Dixons Retail  Buy 19 16.1 14.3 8 6.8 5.9 119% 18% 13% 
Halfords Buy 17.8 16.6 14 14.7 13.9 11.6 -4% 7% 19% 
Home Retail Group Neutral 20.7 19 17.4 11.6 11.2 10.3 20% 9% 10% 
Inchcape Neutral 13.8 12.4 11.3 8.4 7.6 7.3 9% 11% 9% 
Jumbo Neutral 16.3 15.5 14.4 12.1 11.1 9.9 -4% 5% 8% 
M&S Buy 15.2 13 11.4 13.2 11.5 10 0% 17% 14% 
N Brown Neutral 18.6 17.2 16.2 15.5 14.5 13.6 1% 8% 6% 
Average (equal weighted)  17.2 15.3 13.8 11.9 10.8 9.7 25% 12% 11% 
 

Source: Company Reports and Citi Research Estimates 
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Figure 21. January – February 2014 Results Calendar 

Reporting Date Company Rating TP Reporting Preview Page Citi Commentary and Forecasts 
03-Jan Next Buy 6100p 4Q IMS  Next Retail LFL -2.5%, gross margin +50bp, Directory +9% and gross 

margin +50bp. Total Next Brand sales +4%, LFL +1.5 

07-Jan Dunelm Buy 1040p 2Q IMS  LFL +2.5%, space +6%. Gross margins +40bp. 1H PBT £61m  

9-Jan M&S Buy 575p 3Q IMS  Gen merchandise LFL +1% and gross margin +100bp, Food LFL +3% and 
gross margin +50bp. Total UK LFL +2% and gross margin +60bp 

TBC (PY 10-Jan) Jumbo Neutral €11.5 2Q  Group sales +3.8% to €178m 

14-Jan ASOS Buy 7000p Christmas Trading  Group sales +31% split UK +20%, US +50%, EU +50% and RoW +25% 

15-Jan H&M Neutral Skr 280 December Sales  Total sales (Local ccy) +11%, LFL +2% 

30-Jan    FY Results  PBT SKr 22.8bn. EPS SKr 10.55. DPS SKr 9.5 

16-Jan Halfords Buy 545p 3Q IMS   Retail: LFL +4%, gross margin -125bp. Autocentres: LFL flat 

16-Jan N Brown Neutral 525p 3Q IMS  LFL sales +8% for the 19 weeks, gross margins flat 

16-Jan Dixons Buy 60p 3Q IMS  Group LFL sales +2%. Q3 LFL and gross margin split:: UK +3%, -10bp, 
Northern Europe +2%, -70bp, Southern Europe -7%, +30bp 

16-Jan Home Retail Neutral 195p 3Q IMS  Argos LFL sales +2.5%, gross margin -30bp. Homebase LFL +1.5%, gross 
margins +20bp  

17-Jan Debenhams Neutral 100p 1Q IMS  LFL +2.5% and gross margin +20bp 

21-Jan Carphone Warehouse Buy 320p 3Q IMS  CPW Europe Q3 LFL flat, gross margins -55bp across H2. Virgin Mobile 
France revenues £95m, net additions of 14,000 subscribers 

22-Jan WH Smith Buy 1050p 2Q IMS  21 weeks: High Street LFL -6%, gross margin +180bp. Travel LFL -3%, 
gross margin +130bp  

31-Jan Amer Sports Buy €19 FY Results  4Q ccy neutral +6.3% 

6-Feb Darty Neutral 90p 3Q IMS  Q3 LFL sales and gross margin split: Darty -1.5%, +30bp, Belgium & 
Netherlands +2.0%, flat and Other -5%, -500bp  

20-Feb Sports Direct Buy 825p 3Q IMS  Retail Sales +34% LFL +6% and gross margin +100bp 
 

Source: Company Reports and Citi Research Estimates  
 

 

 

 

   

Reporting Dates – January/February 2014 
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Next Group PLC (NXT.L) 
 4Q Trading Statement – 3 January 2014 
 
 4Q IMS forecast – Next has its Christmas trading statement on January 3, 2014. 

We forecast Next Retail sales +1.5% (LFL -2.5%) and gross margin +50bp, and 
Next Directory sales +9%, gross margin +50bp. This equates to Next Brand total 
sales +4% (LFL+1.5%) over the period. 

 FY14E and FY15E PBT remain £670m and £712m (dil EPS 344.5p and 
374.6p, +19% and +9% yoy) — On the back of the above 4Q forecast agenda 
and Household Available Cashflow analysis in this report, we have retained our 
FY14 and FY15 PBT forecasts at £670 and £712m respectively. The FY15 
forecast assumes Next Brand total sales +3.9% and Next Brand LFL sales +1.7% 
(broadly in line with our sector average non-food LFL sales expectation, c+2%), a 
flat gross margin and group operating costs +3%. By operating division, this splits 
Next Retail LFL -1.5%, Directory +7%, driving a +3.7% FY15 Next Retail EBIT 
forecast, with Directory EBIT +7%.  

 FY16E PBT forecast raised modestly (+1%) to £757m — This reflects our view 
that sector LFL sales trends remain c.+3% in calendar 2015. In this context we 
have raised our FY16E Next brand LFL to +2.7% (from +2%), driving a +1% PBT 
forecast increase to £757m (dil EPS 421.4p, +12.5% year on year). 

 Investment case? — The combination of a stable, well managed c.16% EBIT 
margin store-based clothing business (c.60% group sales), and a high-growth, 
higher EBIT margin Directory/online operation (c.40% group sales) should allow 
Next to maintain c.+5% p.a. EBIT progress (assisted in cal 2014-15 by the 
improving UK consumer demand outlook). In conjunction with a c.5% p.a. share 
buyback programme, we forecast c.+10% p.a. earnings growth from here. Taken 
together with c. +3% dividend yield, we argue this should drive a double-digit 
total return for investors (assuming valuation metrics are held over time). 

 Buy rating, target price 6100p — In deriving our 6,100p target price, we apply a 
c.14.5x FY16E PE multiple (in line with the recent FY15E average). This equates 
to a 12x EV/EBIT multiple and c.2.5% dividend yield.  

Figure 22. Next LFL and GM 

 Citi Xmas: 8w to 24 
Dec: 

PY Xmas: 8w to 24 
Dec: 

Last seen: 3Q to 29 
Oct: 

PY Last Seen: 3Q 
to 29 Oct: 

Retail LFL Indicator -2.5% -1.6% -2.8% -1.5% 
Directory growth  +9% +11.2% +10.7% +5.6% 
Retail Gross margin (2H) +50bp +40bp +50bp +30bp 
Directory Gross margin (2H) +50bp +80bp +50bp +30bp 
 

Source: Company Reports and Citi Research Estimates  
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £55.57 
Target price £61.00 
Expected share price return 9.8% 
Expected dividend yield 2.2% 
Expected total return 12.0% 
Market Cap £8,615M 
  US$14,091M 

 

Price Performance 
(RIC: NXT.L, BB: NXT LN) 

 

 

      

Next Group PLC (GBP) 
       

Year to 31 Jan 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  3,441.1   3,562.8   3,694.7   3,847.3   4,050.8  
Profit Before Tax (£M)  570.3   621.6   670.0   712.0   757.0  
Diluted EPS (p)  247.5   289.9   344.5   374.6   421.4  
Diluted EPS (Old) (p)  247.5   289.9   344.5   374.6   417.3  
PE (x)  22.5   19.2   16.1   14.8   13.2  
EV/EBITDA (x)  12.4   11.6   10.8   10.2   9.8  
DPS (p)  90.0   105.0   122.0   134.0   148.0  
Net Div Yield (%)  1.6   1.9   2.2   2.4   2.7  
 

 Estimate Change 
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NXT.L: Fiscal year end 31-Jan 
 

Price: £55.57;  TP: £61.00;  Market Cap: £8,615m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 3,441 3,563 3,695 3,847 4,051  PE (x) 22.5 19.2 16.1 14.8 13.2 
Cost of sales -1,560 -1,600 -1,637 -1,707 -1,803  PB (x) 42.0 30.9 28.5 25.8 24.5 
Gross profit 1,882 1,963 2,058 2,141 2,248  EV/EBITDA (x) 12.4 11.6 10.8 10.2 9.8 
Gross Margin (%) 54.7 55.1 55.7 55.6 55.5  FCF yield (%) 3.8 5.9 6.0 6.8 7.6 
EBITDA (Adj) 735 785 839 881 919  Dividend yield (%) 1.6 1.9 2.2 2.4 2.7 
EBITDA Margin (Adj) (%) 21.4 22.0 22.7 22.9 22.7  Payout ratio (%) 36 36 35 36 35 
Depreciation -120 -117 -125 -125 -125  ROE (%) 187.9 186.1 184.7 184.7 192.4 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 599 650 699 741 786  EBITDA 718 767 824 866 911 
EBIT Margin (Adj) (%) 17.4 18.2 18.9 19.3 19.4  Working capital -69 26 0 -10 -15 
Net interest -28 -29 -29 -29 -29  Other -163 -170 -183 -179 -180 
Associates 0 0 0 0 0  Operating cashflow 486 624 641 677 716 
Non-op/Except 0 0 0 0 0  Capex -126 -92 -120 -110 -110 
Pre-tax profit 570 622 670 712 757  Net acq/disposals -42 -73 0 0 0 
Tax -143 -149 -134 -150 -151  Other 43 0 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -125 -165 -120 -110 -110 
Reported net profit 427 473 536 562 606  Dividends paid -135 -148 -177 -193 -204 
Net Margin (%) 12.4 13.3 14.5 14.6 15.0  Financing cashflow -363 -390 -527 -543 -604 
Core NPAT 427 473 536 562 606  Net change in cash -2 69 -6 24 1 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 360 531 521 567 606 
Reported EPS (p) 247.5 289.9 344.5 374.6 421.4        
Core EPS (p) 247.5 289.9 344.5 374.6 421.4        
DPS (p) 90.0 105.0 122.0 134.0 148.0        
CFPS (p) 281.6 382.2 412.0 451.2 498.0        
FCFPS (p) 208.6 325.6 334.8 377.9 421.4        
BVPS (p) 132.2 179.7 195.0 215.5 226.4        
Wtd avg ord shares (m) 168 159 151 146 139        
Wtd avg diluted shares (m) 173 163 156 150 144        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) -0.4 3.5 3.7 4.1 5.3        
EBIT (Adj) (%) 4.2 8.6 7.5 6.0 6.1        
Core NPAT (%) 6.6 10.7 13.3 4.9 7.7        
Core EPS (%) 14.4 17.1 18.8 8.7 12.5        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 56 136 176 216 232        
Accounts receivables 699 718 720 735 765        
Inventory 372 332 332 342 357        
Net fixed & other tangibles 582 537 532 517 502        
Goodwill & intangibles 46 45 45 45 45        
Financial & other assets 99 125 125 125 125        
Total assets 1,854 1,894 1,931 1,980 2,026        
Accounts payable 545 537 539 550 572        
Short-term debt 8 93 93 93 93        
Long-term debt 652 567 567 567 567        
Provisions & other liab 427 411 437 456 478        
Total liabilities 1,632 1,608 1,636 1,666 1,710        
Shareholders' equity 223 286 295 314 316        
Minority interests 0 0 0 0 1        
Total equity 223 286 295 314 317        
Net debt 603 524 483 444 428        
Net debt to equity (%) 270.9 183.3 164.0 141.3 134.8        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/YhtEZEaJl7GT9c1EChZxR%2bo9JMLnjEDQiNY%2beBGaSIXlvVfu4E4DKbvCQiLb6274XAqPXkLjjYE%3d
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Dunelm (DNLM.L) 
 Q2 Trading Statement - 7 January 2014 
 
 2Q forecast LFL +2.6, space +6.3%, GM+40bp – Our 2Q LFL forecast is +2.6% 

which, combined with +6.3% space growth, drives total sales of £205m. This 
implies 1H sales growth of +5.6% (LFL-1%, Space +6.6%). Our gross margin 
forecast is +40bps for 2Q and +55bps for 1H, driven by sourcing efficiencies. 

 Expect management guidance on 1H PBT – Management is likely to guide to 
PBT in the trading statement; we forecast £61m 1H PBT (EPS 23.0p, +4% yoy) 
but note that each percentage point change on LFL would change EPS growth by 
around 3x the  amount. 

 Full year PBT forecast £117m – This shape is consistent with our FY14 PBT 
forecast of £117m (EPS 43.7p, +9.5% yoy). Our full year forecast assumes 
+7.6% sales growth (+1.5% LFL, +6.1% space contribution), +45bps gross 
margin progress and +8.5% cost growth driving a full year EBIT margin of 15.9%. 

 Remain Buyers despite premium valuation – Dunelm is now trading on a 
calendarised 2014e EV/EBIT of 13.3x, a c.20% premium to the UK general retail 
sector. We continue to believe this premium is justified due to i) our double-digit 
EPS growth forecast; ii) Dunelm's sector-leading ROCE; iii) the potential of future 
operating improvements; and iv) the likelihood of further cash returns to 
shareholders. 

 Buy Rating, Target Price lowered to 1040p (from 1200p) – Our target price 
(lowered due to recent de-rating) is based on Dunelm holding a 13.5x EV/EBIT 
multiple to Jun-16E. This is in line with the recent average and represents a 
c.20% premium to UK retail peers. This is equivalent to a 19x PE and 2.1% 
dividend yield in the same forecast year.  
 
 
 
 
 

Figure 23. Dunelm LFL and GM 

 Citi Xmas: 2Q to 31 
Dec: 

PY Xmas: 2Q to 31 
Dec: 

Last seen: 1Q to 01 
Oct: 

PY Last Seen: 1Q 
to 01 Oct: 

LFL Indicator +2.6% +1.6% -5.3% +3.0% 
Gross margin +40bps +20bps +70bps +40bps 
 

Source: Company Reports and Citi Research Estimates  
  

Company Focus 

 

Buy 1 
Price (04 Dec 13) £8.68 
Target price £10.40 

from £12.00   
Expected share price return 19.8% 
Expected dividend yield 2.1% 
Expected total return 21.9% 
Market Cap £1,756M 
  US$2,878M 

 

Price Performance 
(RIC: DNLM.L, BB: DNLM LN) 

 

 

      

Dunelm (GBP) 
       

Year to 30 Jun 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  603.7   677.2   728.7   786.6   851.7  
Profit Before Tax (£M)  96.2   108.1   117.0   129.0   143.0  
Diluted EPS (£)  0.35   0.40   0.44   0.49   0.55  
Diluted EPS (Old) (£)  0.35   0.40   0.44   0.49   0.55  
PE (x)  24.7   21.7   19.9   17.8   15.9  
EV/EBITDA (x)  14.9   13.4   12.4   11.1   9.7  
DPS (£)  0.14   0.16   0.18   0.20   0.22  
Net Div Yield (%)  1.6   1.8   2.1   2.3   2.5  
 

 Target Price Change 
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DNLM.L: Fiscal year end 30-Jun 
 

Price: £8.68;  TP: £10.40;  Market Cap: £1,756m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 604 677 729 787 852  PE (x) 24.7 21.7 19.9 17.8 15.9 
Cost of sales -312 -347 -371 -397 -426  PB (x) 8.5 8.9 8.7 6.7 5.3 
Gross profit 292 330 358 390 426  EV/EBITDA (x) 14.9 13.4 12.4 11.1 9.7 
Gross Margin (%) 48.3 48.7 49.1 49.6 50.0  FCF yield (%) 3.1 4.3 4.7 5.3 6.0 
EBITDA (Adj) 114 127 138 153 169  Dividend yield (%) 1.6 1.8 2.1 2.3 2.5 
EBITDA Margin (Adj) (%) 18.9 18.7 19.0 19.4 19.8  Payout ratio (%) 40 40 41 41 40 
Depreciation -16 -18 -20 -22 -24  ROE (%) 39.1 40.2 44.6 42.7 37.3 
Amortisation -2 -2 -2 -2 -3  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 95 107 116 128 142  EBITDA 114 127 138 153 169 
EBIT Margin (Adj) (%) 15.8 15.7 15.9 16.3 16.7  Working capital 0 -3 -5 -5 -5 
Net interest 1 2 1 1 1  Other -22 -23 -24 -26 -28 
Associates 0 0 0 0 0  Operating cashflow 92 100 109 121 136 
Non-op/Except 0 0 0 0 0  Capex -37 -23 -27 -28 -30 
Pre-tax profit 96 108 117 129 143  Net acq/disposals 1 0 0 0 0 
Tax -25 -27 -28 -30 -31  Other -2 -3 -3 -3 -3 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -38 -26 -29 -31 -32 
Reported net profit 71 81 89 99 112  Dividends paid -24 -95 -85 -37 -41 
Net Margin (%) 11.8 12.0 12.2 12.6 13.1  Financing cashflow -24 -95 -85 -37 -41 
Core NPAT 71 81 89 99 112  Net change in cash 30 -21 -6 53 63 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 55 77 83 93 107 
Reported EPS (£) 0.35 0.40 0.44 0.49 0.55        
Core EPS (£) 0.35 0.40 0.44 0.49 0.55        
DPS (£) 0.14 0.16 0.18 0.20 0.22        
CFPS (£) 0.45 0.49 0.53 0.60 0.67        
FCFPS (£) 0.27 0.38 0.40 0.46 0.52        
BVPS (£) 1.03 0.98 1.00 1.30 1.65        
Wtd avg ord shares (m) 202 203 203 203 203        
Wtd avg diluted shares (m) 203 204 204 204 204        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 12.1 12.2 7.6 8.0 8.3        
EBIT (Adj) (%) 14.3 11.9 8.9 10.3 10.9        
Core NPAT (%) 19.0 14.4 9.5 11.4 12.3        
Core EPS (%) 19.6 13.9 9.5 11.4 12.3        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 65 45 36 83 139        
Accounts receivables 17 18 20 21 23        
Inventory 86 93 100 108 116        
Net fixed & other tangibles 146 151 158 168 177        
Goodwill & intangibles 0 0 0 0 0        
Financial & other assets 3 6 6 6 6        
Total assets 318 313 321 387 462        
Accounts payable 97 102 106 110 115        
Short-term debt 0 0 0 0 0        
Long-term debt 0 0 0 0 0        
Provisions & other liab 14 13 13 13 13        
Total liabilities 111 115 119 123 128        
Shareholders' equity 207 198 202 264 335        
Minority interests 0 0 0 0 0        
Total equity 207 198 202 264 335        
Net debt -65 -45 -36 -83 -139        
Net debt to equity (%) -31.5 -22.6 -17.9 -31.6 -41.7        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/AP3RRh3eidx1p96i4WNGTNlRjpOYU0RM23WaZz3z7irAqGSUvFnK3hFLgQGFkaHP2adHUXB5i3I%3d
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Marks and Spencer Group PLC (MKS.L) 
 3Q Interim Management Statement – 9 January 2014 
 
 3Q IMS – We forecast 3Q UK LFL sales +2% and +60bp gross margin progress, 

split General Merchandise LFL +1%, gross margin +100bp, and Food LFL +3%, 
gross margin +50bp 

 FY14E PBT forecast remains £640m – The above 3Q IMS forecast is 
consistent with our £640m FY14 PBT forecast (EPS 31.2p, -0.4% year on year). 
Within this we assume 4Q Gen Merch LFL +1%, gross margin +100bp. and Food 
LFL+1%, gross margin +50bp. 

 FY15E PBT £745m, FY16E raised +4% to £850m — On the back of our UK 
Household Available Cashflow demand analysis for calendar 2014-15, while we 
have retained our FY15 PBT forecast (EPS 36.4p, +17% yoy), we have raised 
our M&S FY16 UK LFL sales forecasts by +100bp to +3% (+3% in both General 
Merchandise, Food). Assuming modest gross margin progress (c.+30bp p.a.) and 
c.+3.5% opex growth (both unchanged), we derive a +4% increase in our FY16 
PBT forecasts to £850m (EPS 41.6p, +14% yoy). 

 Investment thesis — The combination of our stronger calendar 2014 and 2015 
UK economic growth forecasts, and M&S management initiatives (esp rising Gen 
Merch availability) have markedly improved the credibility of double-digit FY15 
and FY16 M&S EPS growth forecasts. We argue that this should underpin the 
group’s current valuation metrics, driving double digit share price upside from 
here. Buy 

 Buy rating, 575p target price — Our 575p target is based on a 12x FY16e 
EV/EBIT multiple, in line with the recent average for the large-cap sector peers, 
and equates to a c.14x PE and a 3.5% dividend yield for the same forecast year. 
 
 

Figure 24. Marks And Spencer LFL and GM 

  Citi Xmas: 3Q to 
end Dec: 

PY Xmas: 3Q to 
end Dec: 

Last seen: 2Q to 
end Sep: 

PY Last Seen: 2Q 
to end Sep: 

LFL Indicator Gen Merch +1.0% -3.8% -1.3% -1.8% 
 Food +3.0% +0.3% +3.2% +1.6% 
 Group +2.0% -1.8% +1.1% 0.0% 
Gross margin E Gen Merch +100bp +100bp -200bp +200bp 
 Food +50bp +30bp +60bp +35bp 
 

Source: Company Reports and Citi Research Estimates 
  
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £4.81 
Target price £5.75 
Expected share price return 19.6% 
Expected dividend yield 3.7% 
Expected total return 23.3% 
Market Cap £7,771M 
  US$12,711M 

 

Price Performance 
(RIC: MKS.L, BB: MKS LN) 

 

 

      

Marks and Spencer Group PLC (GBP) 
       

Year to 31 Mar 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  9,934.3   10,026.8   10,400.6   10,862.5   11,394.1  
Profit Before Tax (£M)  705.9   665.2   640.0   745.0   850.0  
Diluted EPS (p)  32.0   31.3   31.2   36.4   41.6  
Diluted EPS (Old) (p)  32.0   31.3   31.2   36.4   40.1  
PE (x)  15.0   15.4   15.4   13.2   11.6  
EV/EBITDA (x)  7.5   8.0   8.0   7.2   6.5  
DPS (p)  17.0   17.0   17.0   18.5   20.5  
Net Div Yield (%)  3.5   3.5   3.5   3.8   4.3  
 

 Estimate Change 
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MKS.L: Fiscal year end 31-Mar 
 

Price: £4.81;  TP: £5.75;  Market Cap: £7,774m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 9,934 10,027 10,401 10,863 11,394  PE (x) 15.0 15.4 15.4 13.2 11.6 
Cost of sales -5,884 -5,927 -6,129 -6,374 -6,649  PB (x) 2.7 3.1 2.8 2.5 2.3 
Gross profit 4,050 4,100 4,271 4,489 4,745  EV/EBITDA (x) 7.5 8.0 8.0 7.2 6.5 
Gross Margin (%) 40.8 40.9 41.1 41.3 41.6  FCF yield (%) 4.0 1.5 4.1 7.5 8.6 
EBITDA (Adj) 1,290 1,249 1,292 1,425 1,525  Dividend yield (%) 3.5 3.5 3.5 3.8 4.3 
EBITDA Margin (Adj) (%) 13.0 12.5 12.4 13.1 13.4  Payout ratio (%) 53 54 55 51 49 
Depreciation -480 -467 -517 -550 -550  ROE (%) 18.6 19.0 19.1 20.3 20.8 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 810 782 775 875 975  EBITDA 1,290 1,249 1,292 1,425 1,525 
EBIT Margin (Adj) (%) 8.2 7.8 7.5 8.1 8.6  Working capital 86 -5 30 -20 -20 
Net interest -130 -143 -141 -136 -131  Other -301 -298 -228 -275 -291 
Associates 0 0 0 0 0  Operating cashflow 1,075 946 1,094 1,130 1,214 
Non-op/Except 26 27 6 6 6  Capex -766 -830 -775 -550 -550 
Pre-tax profit 706 665 640 745 850  Net acq/disposals -102 -644 -75 -100 -100 
Tax -173 -151 -128 -149 -170  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. -24 -10 -10 -10 -10  Investing cashflow -868 -1,474 -850 -650 -650 
Reported net profit 509 504 502 586 670  Dividends paid -268 -272 -274 -282 -306 
Net Margin (%) 5.1 5.0 4.8 5.4 5.9  Financing cashflow -481 524 -244 -480 2,035 
Core NPAT 509 504 502 586 670  Net change in cash -274 -3 0 0 2,599 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 309 117 319 580 664 
Reported EPS (p) 32.0 31.3 31.2 36.4 41.6        
Core EPS (p) 32.0 31.3 31.2 36.4 41.6        
DPS (p) 17.0 17.0 17.0 18.5 20.5        
CFPS (p) 67.5 58.8 68.0 70.2 75.4        
FCFPS (p) 19.4 7.2 19.8 36.0 41.2        
BVPS (p) 176.7 156.6 171.5 190.1 212.0        
Wtd avg ord shares (m) 1,592 1,610 1,610 1,610 1,610        
Wtd avg diluted shares (m) 1,592 1,610 1,610 1,610 1,610        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 2.0 0.9 3.7 4.4 4.9        
EBIT (Adj) (%) -1.8 -3.5 -0.8 12.9 11.4        
Core NPAT (%) -2.3 -1.0 -0.4 16.7 14.3        
Core EPS (%) -2.3 -2.1 -0.4 16.7 14.3        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 196 193 193 193 193        
Accounts receivables 116 112 117 122 128        
Inventory 682 767 796 831 872        
Net fixed & other tangibles 4,790 5,034 5,291 5,291 5,291        
Goodwill & intangibles 584 695 695 695 695        
Financial & other assets 75 97 97 97 97        
Total assets 6,443 6,898 7,188 7,229 7,276        
Accounts payable 989 1,026 1,026 1,026 1,026        
Short-term debt 0 0 0 0 0        
Long-term debt 2,053 2,807 2,817 2,599 2,321        
Provisions & other liab 622 578 621 581 556        
Total liabilities 3,664 4,412 4,464 4,206 3,903        
Shareholders' equity 2,790 2,505 2,744 3,042 3,392        
Minority interests -11 -19 -19 -19 -19        
Total equity 2,779 2,486 2,725 3,023 3,373        
Net debt 1,857 2,614 2,624 2,405 2,127        
Net debt to equity (%) 66.8 105.1 96.3 79.6 63.1        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/BJ%2boXeuntTgNDhtjXxyvdv01DqvgL6nIbxSXe%2bHAeGbJzDwVjsuy6nfMU44TH7%2bTiYGTkBgwox0%3d
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Jumbo Babyland (BABr.AT) 
 2Q Trading Update – TBC (PY 10 January 2013) 
 
 Best in class Greece Retailer — We believe Jumbo is a best in class retailer. 

The group has steadily expanded its operations across Cyprus, Bulgaria and will 
enter the Romanian market in late 2013. Its resilience in difficult markets has 
been underpinned by product diversification, geographic expansion, flexibility in 
responding to consumer demand pressures and strong cost control.  

 2Q sales preview — We expect Jumbo to only report 2Q sales figures. We 
forecast sales of €178m, +3.8% yoy. We expect modest growth in Greece with 
continued double digit growth in both Cyprus and Bulgaria as seen through 1Q. 
1Q trends were solid, +5.8% and showing some return to form for Greece 
continuing the improved trend seen through Q4 13 where overall sales grew 
+5.6%. For FY14, management has given guidance of 2-4% sales growth for the 
group, gross margins down -150bp and net profit of €75m (down 23% yoy); 
consensus is already tracking 25% ahead of this given management’s historic 
conservatism on guidance.   

 FY 14E net income €94m (EPS 0.72c, -3.5% yoy) — This assumes overall 
group sales growth of +5.8% (Greece LFLs flat), gross margins down -30bp and 
Group EBIT of €119m with EBIT margins expected to decline -50bp to 22.4%, 
driving net income of €94m, ahead of management guidance.  

 Neutral rating, target price increased to €11.50 — The shares are trading on 
prospective June 2015 PE and EV/EBIT of 15.1x and 10.7x (a premium of c40% 
to its long term historic average EV/EBIT multiple). Cash generation is likely to 
remain strong and we estimate annual free cash flow of c€70m per annum over 
the FY14E – FY16E period. Despite the group’s strong focus on costs, the 
improved top line performance still only drives EPS growth forecasts +5% and 
+8% in FY14 & FY15. We retain a Neutral rating but have increased our price 
target to €11.5, rolling forward our 10.5x EV/EBIT valuation multiple (in line with 
its recent average) into FY 15E.  

 

 
 
  

Company Focus 

 

Neutral/High Risk 2H 
Price (03 Dec 13) €11.68 
Target price €11.50 

from €9.75   
Expected share price return -1.5% 
Expected dividend yield 1.8% 
Expected total return 0.3% 
Market Cap €1,520M 
  US$2,058M 

 

Price Performance 
(RIC: BABr.AT, BB: BELA GA) 

 

 

      

Jumbo Babyland (EUR) 
       

Year to 30 Jun 
 

2012A 2013A 2014E 2015E 2016E 
Sales (€M)  494.3   502.2   531.3   566.3   594.1  
Net Income (€M)  97.4   97.6   94.2   98.9   106.5  
Diluted EPS (€)  0.75   0.75   0.72   0.76   0.82  
Diluted EPS (Old) (€)  0.75   0.75   0.72   0.76   0.82  
PE (x)  15.6   15.6   16.1   15.4   14.3  
EV/EBITDA (x)  11.1   11.1   10.4   9.4   8.6  
DPS (€)  0.21   0.00   0.21   0.21   0.21  
Net Div Yield (%)  1.8   0.0   1.8   1.8   1.8  
 

 Target Price Change 
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BABr.AT: Fiscal year end 30-Jun 
 

Price: €11.68;  TP: €11.50;  Market Cap: €1,520m;  Recomm: Neutral/High Risk 
 Profit & Loss (€m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 494 502 531 566 594  PE (x) 15.6 15.6 16.1 15.4 14.3 
Cost of sales -231 -239 -255 -271 -285  PB (x) 2.7 2.5 2.1 2.0 1.8 
Gross profit 263 263 277 295 309  EV/EBITDA (x) 11.1 11.1 10.4 9.4 8.6 
Gross Margin (%) 53.2 52.3 52.1 52.1 52.1  FCF yield (%) 3.7 2.5 4.7 4.9 5.4 
EBITDA (Adj) 134 134 140 149 158  Dividend yield (%) 1.8 0 1.8 1.8 1.8 
EBITDA Margin (Adj) (%) 27.2 26.7 26.4 26.3 26.5  Payout ratio (%) 28 0 29 28 26 
Depreciation -17 -19 -21 -22 -21  ROE (%) 18.2 16.6 14.1 13.2 13.1 
Amortisation 0 0 0 0 0  Cashflow (€m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 117 115 119 126 136  EBITDA 134 134 140 149 158 
EBIT Margin (Adj) (%) 23.7 22.9 22.4 22.3 22.9  Working capital -2 -6 -9 -10 -8 
Net interest 2 4 1 2 2  Other -26 -37 -21 -24 -28 
Associates 0 0 0 0 0  Operating cashflow 106 91 111 115 122 
Non-op/Except 0 0 0 0 0  Capex -50 -38 -40 -40 -40 
Pre-tax profit 119 119 120 128 138  Net acq/disposals 0 -15 0 0 0 
Tax -22 -22 -26 -30 -32  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -50 -53 -40 -40 -40 
Reported net profit 97 98 94 99 106  Dividends paid -27 -27 0 -27 -27 
Net Margin (%) 19.7 19.4 17.7 17.4 17.9  Financing cashflow -30 -76 0 -27 -27 
Core NPAT 97 98 94 99 106  Net change in cash 27 -38 71 47 55 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 56 37 71 75 82 
Reported EPS (€) 0.75 0.75 0.72 0.76 0.82        
Core EPS (€) 0.75 0.75 0.72 0.76 0.82        
DPS (€) 0.21 0 0.21 0.21 0.21        
CFPS (€) 0.81 0.70 0.85 0.88 0.94        
FCFPS (€) 0.43 0.29 0.54 0.57 0.63        
BVPS (€) 4.38 4.67 5.59 5.93 6.53        
Wtd avg ord shares (m) 130 130 130 130 130        
Wtd avg diluted shares (m) 130 130 130 130 130        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 0.9 1.6 5.8 6.6 4.9        
EBIT (Adj) (%) -2.4 -1.6 3.2 6.2 7.8        
Core NPAT (%) 2.7 0.2 -3.5 5.0 7.7        
Core EPS (%) 2.7 0.2 -3.5 5.0 7.7        
Balance Sheet (€m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 185 180 241 288 343        
Accounts receivables 43 44 56 57 58        
Inventory 180 176 186 199 208        
Net fixed & other tangibles 434 463 479 497 515        
Goodwill & intangibles 0 0 0 0 0        
Financial & other assets 15 31 31 31 31        
Total assets 857 894 993 1,071 1,155        
Accounts payable 56 52 55 59 62        
Short-term debt 2 148 148 148 148        
Long-term debt 147 1 1 1 1        
Provisions & other liab 81 85 61 92 93        
Total liabilities 286 286 266 300 305        
Shareholders' equity 570 608 727 771 850        
Minority interests 0 0 0 0 0        
Total equity 570 608 727 771 850        
Net debt -36 -31 -92 -139 -194        
Net debt to equity (%) -6.2 -5.0 -12.6 -18.0 -22.8        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/A%2bnwjqle3XSYrPP32iTLcLlW21gNOzhFglA%2foPldfd251XyoRbwkxRx3OeWNZO5U9zU%2bfjWHZ38%3d
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ASOS Plc (ASOS.L) 
 1Q Trading Statement – 14 January 2014 
 
 1Q Trading Update – ASOS will report trading for the four months to 31 

December. We forecast group sales +31% and gross margin +50bp. This 
revenue forecast assumes UK sales +20%, US +50%, EU +50% and RoW 
+25%. 

 FY £70m PBT forecast – This forecast agenda is consistent with our £70m FY14 
PBT forecast (EPS 63.8p, +30% year on year). This is struck post the £5m staff 
bonus charge and assumes FY sales +30%, retail gross margin +40bp, 
distributions costs +37% and other operating costs +28% to drive a 7.0% EBIT 
margin. 

 Leading online fashion retailer — ASOS combines a leading fast fashion 
concept, a best-in-class online customer fulfillment proposition, in-house content 
creation and digital monitoring platform on an increasingly global basis. We 
believe that these qualities, a wealth of experience and a willingness to adapt 
mean that ASOS is well positioned for a number of years of rapid growth as a 
world leading online retailer. This underpins our investment case and our +30-
35% EPS CAGR forecast. 

 Buy rating, target price 7000p — Our 7000p target price is driven by a 15 year 
DCF, which assumes a +24% pa sales CAGR and 8% terminal EBIT margin. This 
equates to a c.25x 2018E EV/EBIT multiple and a c.35x PE multiple for the same 
forecast year. 
 
 
 
 

Figure 25. ASOS Sales Growth and GM 
  Citi Xmas: 4m to 

31 Dec: 
PY Xmas: 4m to 
31 Dec: 

Last seen: 3m to 
31 August 

PY Last Seen: 
3m to 31 August 

Sales growth UK +20% +28% +49% +15% 
 International +38% +38% +47% +42% 
 US +50% +56% +59% +65% 
 EU +50% +29% +73% +22% 
 RoW +25% +39% +26% +53% 
 Group +31% +34% +47% +31% 
 

Source: Company Reports and Citi Research Estimates  
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £57.66 
Target price £70.00 
Expected share price return 21.4% 
Expected dividend yield 0.0% 
Expected total return 21.4% 
Market Cap £4,810M 
  US$7,868M 

 

Price Performance 
(RIC: ASOS.L, BB: ASC LN) 

 

 

      

ASOS Plc (GBP) 
       

Year to 31 Aug 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  552.9   769.4   998.9   1,297.6   1,662.4  
Profit Before Tax (£M)  44.5   54.7   70.0   98.0   133.0  
Diluted EPS (p)  39.6   49.2   63.8   90.7   123.4  
Diluted EPS (Old) (p)  39.6   49.2   63.8   90.7   123.4  
PE (x)  145.5   117.1   90.4   63.6   46.7  
EV/EBITDA (x)  85.7   69.9   54.2   39.1   29.3  
DPS (p)  0.0   0.0   0.0   0.0   0.0  
Net Div Yield (%)  0.0   0.0   0.0   0.0   0.0  
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ASOS.L: Fiscal year end 31-Aug 
 

Price: £57.66;  TP: £70.00;  Market Cap: £4,810m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 552.9 769.4 998.9 1,297.6 1,662.4  PE (x) nm nm 90.4 63.6 46.7 
Cost of sales -349.1 -486.0 -637.1 -831.8 -1,069.2  PB (x) 42.2 29.5 20.7 14.9 11.0 
Gross profit 203.8 283.4 361.8 465.8 593.2  EV/EBITDA (x) 85.7 69.9 54.2 39.1 29.3 
Gross Margin (%) 36.9 36.8 36.2 35.9 35.7  FCF yield (%) 0.5 0.9 0.4 1.0 1.4 
EBITDA (Adj) 55.8 67.9 87.1 119.6 157.6  Dividend yield (%) 0 0 0 0 0 
EBITDA Margin (Adj) (%) 10.1 8.8 8.7 9.2 9.5  Payout ratio (%) 0 0 0 0 0 
Depreciation -5.7 -9.0 -17.5 -22.0 -25.0  ROE (%) 31.6 30.8 27.4 27.6 27.2 
Amortisation -4.5 -4.5 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 45.6 54.5 69.6 97.6 132.6  EBITDA 55.8 67.9 87.1 119.6 157.6 
EBIT Margin (Adj) (%) 8.2 7.1 7.0 7.5 8.0  Working capital -9.9 5.4 -10.0 -10.0 -10.0 
Net interest -1.1 0.2 0.4 0.4 0.4  Other 0.3 0.2 -3.4 -8.4 -15.4 
Associates 0 0 0 0 0  Operating cashflow 46.2 73.6 73.7 101.2 132.2 
Non-op/Except -4.5 0 0 0 0  Capex -21.7 -31.3 -55.0 -55.0 -65.0 
Pre-tax profit 40.0 54.7 70.0 98.0 133.0  Net acq/disposals 0 0.3 0 0 0 
Tax -11.6 -13.7 -16.6 -21.7 -28.6  Other 0 0.2 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -21.7 -30.8 -55.0 -55.0 -65.0 
Reported net profit 28.4 40.9 53.4 76.3 104.4  Dividends paid 0 0 0 0 0 
Net Margin (%) 5.1 5.3 5.3 5.9 6.3  Financing cashflow -10.9 0.5 0.5 0.5 0.5 
Core NPAT 32.9 40.9 53.4 76.3 104.4  Net change in cash 13.7 43.3 19.2 46.6 67.7 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 24.6 42.2 18.7 46.2 67.2 
Reported EPS (p) 34.2 49.2 63.8 90.7 123.4        
Core EPS (p) 39.6 49.2 63.8 90.7 123.4        
DPS (p) 0 0 0 0 0        
CFPS (p) 55.7 88.5 88.1 120.1 156.2        
FCFPS (p) 29.6 50.8 22.4 54.8 79.4        
BVPS (p) 136.8 195.5 278.3 386.4 524.6        
Wtd avg ord shares (m) 77.5 81.8 82.8 83.8 84.8        
Wtd avg diluted shares (m) 83.0 83.1 83.7 84.2 84.6        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 37.2 39.2 29.8 29.9 28.1        
EBIT (Adj) (%) 42.1 19.5 27.8 40.2 35.9        
Core NPAT (%) 46.3 24.4 30.5 42.9 36.8        
Core EPS (%) 42.1 24.3 29.6 42.1 36.1        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 27.9 71.1 95.4 147.0 219.7        
Accounts receivables 19.1 18.4 17.4 16.1 14.3        
Inventory 100.3 143.3 187.0 243.6 312.8        
Net fixed & other tangibles 27.3 30.0 67.5 100.5 140.5        
Goodwill & intangibles 23.2 39.7 39.7 39.7 39.7        
Financial & other assets 8.5 9.1 8.9 8.9 8.9        
Total assets 206.3 311.8 415.9 555.8 736.0        
Accounts payable 100.3 149.5 183.2 229.8 289.0        
Short-term debt 0 0 0 0 0        
Long-term debt 0 0 0 0 0        
Provisions & other liab 0 2.4 2.4 2.4 2.4        
Total liabilities 100.3 152.0 185.6 232.2 291.5        
Shareholders' equity 106.0 159.8 230.3 323.6 444.6        
Minority interests 0 0 0 0 0        
Total equity 106.0 159.8 230.3 323.6 444.6        
Net debt -27.9 -71.1 -95.4 -147.0 -219.7        
Net debt to equity (%) -26.3 -44.5 -41.4 -45.4 -49.4        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/obty4NT43IxwZg37aXDxV8zlv0zSMMRT191AU5R8lzwahmbhAYBVerwVxJRQnkxnwxVb6B4A9%2bU%3d
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Hennes & Mauritz AB (HMb.ST) 
 December Sales – 15 January 2014 
FY Results – 30 January 2014 
  
 December sales forecast – We have a +11% total sales (local ccy) growth 

forecast, equating to LFL sales +2% 

 4Q sales due on December 17, 2012 – Given the pre-announced -2% and +1% 
September and October, and our +2% November LFL sales forecast, we derive 
4Q H&M sales +10% to SKr35,865m (LFL +1%, ccy -1% and space +10%). To 
complete the picture, we have a +50bp 4Q gross margin delta, and total 
operating costs +9% (LFL opex flat), resulting in a SKr7.6bn 4Q PBT forecast 
(EPS SKr3.58, +12% year on year). 

 FY13 and FY14 PBT forecasts remain Skr22.8bn and SKr 25.6bn — 
Consistent with the above 4Q earnings forecast assumptions, we have a SKr 
22.8bn FY13 PBT forecast, EPS SKr10.55, +3.5% year on year. In FY14 we 
forecast H&M sales +11% (LFL sales +1%, space +10%), a flat gross margin 
delta (despite recent cotton and labour cost inflation), and ongoing tight opex 
(+0.5%). This drives our SKr 11.8 FY14 EPS forecast, +12% year on year. 

 Investment thesis — Over the last 1, 3 and 5 years the H&M cumulative LFL is 
c.0%, alongside a -520bp EBIT margin decline. From here the share price debate 
centres on the prospect of LFL sales progress alongside a stable, lower EBIT 
margin base (17.5%), assisted by greater confidence in the group's online 
strategy. To date there is little evidence to support the positive side of this thesis, 
as, for example, 3-yr rolling LFL gross profit trends continue to deteriorate, albeit 
as a slower rate than in 1H13. Taken together with peak valuation metrics, we 
argue for a Neutral stance on the shares. 

 Neutral rating, Target Price SKr280 — We derive our SKr280 target price 
based on a target 16x 2015E EV/EBIT multiple (recent average). This equates to 
a c.21.5x target PE and c.4% target dividend yield for the same forecast year. 

Figure 26. H&M LFL and GM 

 Citi Xmas: 4Q to 
Nov: 

PY Xmas: 4Q to 
Nov: 

Last seen: 3Q to 
Aug: 

PY Last Seen: 3Q 
to Aug: 

LFL Indicator +1.0% Flat +2% Flat 
Gross margin +50bp -30bp +55bp -35bp 
 

Source: Company Reports and Citi Research Estimates 
  
  

Company Focus 

 

Neutral 2 
Price (02 Dec 13) SKr279.70 
Target price SKr280.00 
Expected share price return 0.1% 
Expected dividend yield 3.4% 
Expected total return 3.5% 
Market Cap SKr462,924M 
  US$70,511M 

 

Price Performance 
(RIC: HMb.ST, BB: HMB SS) 

 

 

      

Hennes & Mauritz AB (SEK) 
       

Year to 30 Nov 
 

2011A 2012A 2013E 2014E 2015E 
Sales (SKrM)  109,999.0   120,799.0   127,932.1   142,586.9   157,207.6  
Net Income (SKrM)  15,821.0   16,867.0   17,462.6   19,607.5   21,575.0  
Diluted EPS (SKr)  9.56   10.19   10.55   11.85   13.04  
Diluted EPS (Old) (SKr)  9.56   10.19   10.55   11.85   13.04  
PE (x)  29.3   27.4   26.5   23.6   21.5  
EV/EBITDA (x)  18.6   17.4   16.8   15.1   13.7  
DPS (SKr)  9.50   9.50   9.50   9.87   10.86  
Net Div Yield (%)  3.4   3.4   3.4   3.5   3.9  
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HMb.ST: Fiscal year end 30-Nov 
 

Price: SKr279.70;  TP: SKr280.00;  Market Cap: SKr462,924m;  Recomm: Neutral 
 Profit & Loss (SKrm) 2011 2012 2013E 2014E 2015E  Valuation ratios 2011 2012 2013E 2014E 2015E 

Sales revenue 109,999 120,799 127,932 142,587 157,208  PE (x) 29.3 27.4 26.5 23.6 21.5 
Cost of sales -43,852 -48,928 -51,821 -57,755 -63,681  PB (x) 10.5 10.6 10.2 9.5 8.8 
Gross profit 66,147 71,871 76,111 84,832 93,527  EV/EBITDA (x) 18.6 17.4 16.8 15.1 13.7 
Gross Margin (%) 60.1 59.5 59.5 59.5 59.5  FCF yield (%) 2.6 2.6 2.7 3.1 3.3 
EBITDA (Adj) 23,641 25,459 26,631 29,885 32,916  Dividend yield (%) 3.4 3.4 3.4 3.5 3.9 
EBITDA Margin (Adj) (%) 21.5 21.1 20.8 21.0 20.9  Payout ratio (%) 99 93 90 83 83 
Depreciation -3,239 -3,682 -4,164 -4,582 -5,043  ROE (%) 35.8 38.4 39.1 41.5 42.6 
Amortisation -23 -23 -23 -23 -23  Cashflow (SKrm) 2011 2012 2013E 2014E 2015E 
EBIT (Adj) 20,379 21,754 22,444 25,280 27,850  EBITDA 23,641 25,459 26,631 29,885 32,916 
EBIT Margin (Adj) (%) 18.5 18.0 17.5 17.7 17.7  Working capital -1,238 -79 -1,149 -1,149 -1,149 
Net interest 563 531 356 320 320  Other -5,103 -6,490 -4,981 -5,672 -6,595 
Associates 0 0 0 0 0  Operating cashflow 17,300 18,890 20,501 23,064 25,172 
Non-op/Except 0 0 0 0 0  Capex -5,174 -6,864 -8,000 -8,800 -9,680 
Pre-tax profit 20,942 22,285 22,800 25,600 28,170  Net acq/disposals 0 0 0 0 0 
Tax -5,121 -5,418 -5,337 -5,992 -6,595  Other 16 -437 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -5,158 -7,301 -8,000 -8,800 -9,680 
Reported net profit 15,821 16,867 17,463 19,608 21,575  Dividends paid -15,723 -15,723 -15,723 -15,723 -16,340 
Net Margin (%) 14.4 14.0 13.6 13.8 13.7  Financing cashflow -15,723 -15,723 -15,723 -15,723 -16,340 
Core NPAT 15,821 16,867 17,463 19,608 21,575  Net change in cash -3,581 -4,134 -3,223 -1,459 -847 
Per share data 2011 2012 2013E 2014E 2015E  Free cashflow to s/holders 12,126 12,026 12,501 14,264 15,492 
Reported EPS (SKr) 9.56 10.19 10.55 11.85 13.04        
Core EPS (SKr) 9.56 10.19 10.55 11.85 13.04        
DPS (SKr) 9.50 9.50 9.50 9.87 10.86        
CFPS (SKr) 10.45 11.41 12.39 13.94 15.21        
FCFPS (SKr) 7.33 7.27 7.55 8.62 9.36        
BVPS (SKr) 26.65 26.49 27.54 29.51 31.68        
Wtd avg ord shares (m) 1,655 1,655 1,655 1,655 1,655        
Wtd avg diluted shares (m) 1,655 1,655 1,655 1,655 1,655        
Growth rates 2011 2012 2013E 2014E 2015E        
Sales revenue (%) 1.4 9.8 5.9 11.5 10.3        
EBIT (Adj) (%) -17.4 6.7 3.2 12.6 10.2        
Core NPAT (%) -15.3 6.6 3.5 12.3 10.0        
Core EPS (%) -15.3 6.6 3.5 12.3 10.0        
Balance Sheet (SKrm) 2011 2012 2013E 2014E 2015E        
Cash & cash equiv. 21,277 17,143 13,749 11,967 10,967        
Accounts receivables 2,337 2,207 2,337 2,605 2,872        
Inventory 13,819 15,213 16,111 17,957 19,798        
Net fixed & other tangibles 19,235 21,383 25,196 29,391 34,005        
Goodwill & intangibles 1,035 1,558 1,558 1,558 1,558        
Financial & other assets 2,485 2,669 2,669 2,669 2,669        
Total assets 60,188 60,173 61,621 66,147 71,869        
Accounts payable 4,307 4,234 4,484 4,998 5,510        
Short-term debt 0 0 0 0 0        
Long-term debt 0 0 0 0 0        
Provisions & other liab 11,777 12,104 11,563 12,307 13,921        
Total liabilities 16,084 16,338 16,047 17,305 19,431        
Shareholders' equity 44,104 43,835 45,574 48,842 52,438        
Minority interests 0 0 0 0 0        
Total equity 44,104 43,835 45,574 48,842 52,438        
Net debt -21,277 -17,143 -13,749 -11,967 -10,967        
Net debt to equity (%) -48.2 -39.1 -30.2 -24.5 -20.9        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/DMD71UUTlF9m3ykqOlKLPLwUFg0Hd5%2b2cr06uGEcj32lThOGZwKyiQMsgIbX22SNa%2bcc%2bIdz3Bc%3d
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Halfords Group Plc (HFD.L) 
 Q3 Interim Management Statement – 16 January 2014 
 
 3Q Retail LFL +4% — Halfords will report 3Q trading for the 15 weeks to 10 

January. We forecast retail 3Q LFL of +4.0%. By category we forecast Car 
maintenance +5%; Car Enhancement +5%, Cycling +5% and Travel solutions 
+2%.  We forecast a -125bps gross margin decline for 2H due to lower margin 
categories gaining further share in the mix. 

 Autocentres LFL flat — For Autocentres we forecast 3Q LFL flat, reflecting the 
continued operational issues being faced by the business. We expect 
announcement of a new CEO for the business before the year end.  

 Full year PBT £67.5m — This forecast agenda is consistent with our full year 
forecast of £70m PBT, this is driven by 2H retail LFL sales growth of +4%, -
125bps gross margin fade and +7% cost growth to give EBIT of £24m (-23% yoy, 
after +10% in 1H). In Autocentres, we forecast full year total revenue growth of 
+7% (LFL -1%, space + 8%) and gross margins up +50bps driven by increased 
tyre sales. Along with net interest cost of £5.5m this drives full year PBT of 
£67.5m (EPS 26.4p, -4%yoy). 

 Early momentum underlines investment case — We recently upgraded 
Halfords to Buy (see The Time Is Now) based on the successful execution of the 
turnaround strategy aided by a better macro outlook. While it is still early stages 
of the strategic plan the 1H results demonstrated strong momentum in the 
business and increased our confidence in management plans.  

 Service revenue growth important — We will be looking for the growth of 
services and servicing revenue within the retail division. In 1H service income 
increased 19.3% with 3Bs jobs up +25.5% and Cycle repair sales +27.7%. We 
forecast 23% CAGR to 2016e for service revenues and see this as key to the 
strategy of returning Halfords to profitable growth. 

 Buy rating, target price 545p – Our target price of 545p is based on Halfords 
holding a 13x EV/EBIT multiple (recent average) to March-16e, this is equivalent 
to 16.2x PE and a 2.9% dividend yield in the same forecast year.  

Figure 27. Halfords –  LFL and GM 
  Citi Xmas: 3Q 

to 10 Jan: 
PY Xmas: 3Q to 
11 Jan: 

Last seen: 2Q 
to 28 Sep: 

PY Last Seen: 
2Q to 28 Sep: 

LFL Indicator Retail +4% +0.4% +6.6% +4.6% 
 Autocentres flat +5.6% -3.4% +12.4% 

Gross margin Retail(half year) -125bps +40bps -125bps -20bps 
 

Source: Company Reports and Citi Research Estimates  
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £4.70 
Target price £5.45 
Expected share price return 15.9% 
Expected dividend yield 3.0% 
Expected total return 18.9% 
Market Cap £936M 
  US$1,532M 

 

Price Performance 
(RIC: HFD.L, BB: HFD LN) 

 

 

      

Halfords Group Plc (GBP) 
       

Year to 31 Mar 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  863.1   871.3   926.2   962.6   1,007.6  
Profit Before Tax (£M)  92.2   72.0   67.5   71.5   85.0  
Diluted EPS (p)  33.5   27.5   26.4   28.3   33.6  
Diluted EPS (Old) (p)  33.5   27.5   26.4   28.3   33.6  
PE (x)  14.0   17.1   17.8   16.6   14.0  
EV/EBITDA (x)  8.5   10.2   10.7   10.0   8.6  
DPS (p)  22.0   17.1   14.0   14.0   16.0  
Net Div Yield (%)  4.7   3.6   3.0   3.0   3.4  
 

 
 
 
 
 
  

  
  

https://ir.citi.com/y4TzGkIZmSU9p4QJ2UUkKuLuW6qs3EpcoN4JLBMLm7EuwxpUNlrBB3HLVB14syCJyVI4LsrsUhY%3d
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HFD.L: Fiscal year end 31-Mar 
 

Price: £4.70;  TP: £5.45;  Market Cap: £936m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 863.1 871.3 926.2 962.6 1,007.6  PE (x) 14.0 17.1 17.8 16.6 14.0 
Cost of sales -390.3 -394.2 -428.2 -445.8 -467.6  PB (x) 2.4 2.2 2.1 2.0 1.8 
Gross profit 472.8 477.1 498.0 516.9 540.0  EV/EBITDA (x) 8.5 10.2 10.7 10.0 8.6 
Gross Margin (%) 54.8 54.8 53.8 53.7 53.6  FCF yield (%) 7.9 8.0 0.9 4.2 5.3 
EBITDA (Adj) 125.4 105.2 99.7 107.3 122.8  Dividend yield (%) 4.7 3.6 3.0 3.0 3.4 
EBITDA Margin (Adj) (%) 14.5 12.1 10.8 11.1 12.2  Payout ratio (%) 66 62 53 49 48 
Depreciation -26.0 -25.3 -25.0 -30.0 -32.0  ROE (%) 17.7 13.4 12.2 12.3 13.7 
Amortisation -2.2 -1.8 -1.7 -0.8 -0.8  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 97.2 78.1 73.0 76.5 90.0  EBITDA 125.4 105.2 99.7 107.3 122.8 
EBIT Margin (Adj) (%) 11.3 9.0 7.9 7.9 8.9  Working capital -1.9 11.5 -12.0 -7.1 -9.8 
Net interest -5.0 -6.1 -5.5 -5.0 -5.0  Other -28.5 -22.4 -41.4 -21.1 -24.1 
Associates 0 0 0 0 0  Operating cashflow 95.0 94.3 46.3 79.1 88.9 
Non-op/Except 0 0 0 0 0  Capex -20.0 -20.4 -38.0 -40.0 -40.0 
Pre-tax profit 92.2 72.0 67.5 71.5 85.0  Net acq/disposals 0 0 0 0 0 
Tax -24.8 -18.2 -15.9 -16.1 -19.1  Other -0.3 -0.4 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -20.3 -20.8 -38.0 -40.0 -40.0 
Reported net profit 67.4 53.8 51.6 55.4 65.9  Dividends paid -44.2 -42.7 -31.5 -27.4 -28.7 
Net Margin (%) 7.8 6.2 5.6 5.8 6.5  Financing cashflow -68.8 -71.4 -6.6 -38.3 -48.1 
Core NPAT 67.4 53.8 51.6 55.4 65.9  Net change in cash 2.2 1.8 1.7 0.8 0.8 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 75.0 73.9 8.3 39.1 48.9 
Reported EPS (p) 33.5 27.5 26.4 28.3 33.6        
Core EPS (p) 33.5 27.5 26.4 28.3 33.6        
DPS (p) 22.0 17.1 14.0 14.0 16.0        
CFPS (p) 47.3 48.2 23.7 40.4 45.4        
FCFPS (p) 37.3 37.7 4.3 20.0 25.0        
BVPS (p) 194.8 210.3 222.7 237.0 254.6        
Wtd avg ord shares (m) 201 196 196 196 196        
Wtd avg diluted shares (m) 201 196 196 196 196        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) -0.8 1.0 6.3 3.9 4.7        
EBIT (Adj) (%) -24.1 -19.7 -6.5 4.8 17.6        
Core NPAT (%) -25.9 -20.2 -4.0 7.3 18.9        
Core EPS (%) -22.3 -18.1 -4.0 7.3 18.9        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 0 0 0 0 0        
Accounts receivables 45.3 55.7 55.7 55.7 55.7        
Inventory 297.3 289.0 334.1 347.3 362.0        
Net fixed & other tangibles 92.2 84.9 97.9 107.9 115.9        
Goodwill & intangibles 245.1 245.1 245.1 245.1 245.1        
Financial & other assets 0 0 0 0 0        
Total assets 679.9 674.7 732.8 756.0 778.7        
Accounts payable 140.4 144.9 154.0 160.1 167.6        
Short-term debt 13.4 7.9 7.9 7.9 7.9        
Long-term debt 125.8 102.7 127.6 116.7 97.3        
Provisions & other liab 8.8 7.4 7.4 7.4 7.4        
Total liabilities 288.4 262.9 296.9 292.1 280.2        
Shareholders' equity 391.4 411.7 436.0 464.0 498.5        
Minority interests 0 0 0 0 0        
Total equity 391.4 411.7 436.0 464.0 498.5        
Net debt 139.2 110.6 135.5 124.6 105.2        
Net debt to equity (%) 35.6 26.9 31.1 26.9 21.1        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/rvyUgyM%2faARVh0MNlYd0A6uzcOKefrE8sSEij42FfuRfyDyre%2f6lGJpcVQk4H0wbpl1%2fK%2b7DLF0%3d
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N Brown (BWNG.L) 
 3Q Interim Management Statement – 16 January 2014 
  
 We forecast LFL sales of +8.3% and gross margins flat — Our forecast 

implies a continuation from the strong first 6 weeks of the trading period (LFL 
+8.0%) and we forecast LFL sales +8.3% over the 18 week period. The 2-year 
LFL comparative over the 18-week trading period at +16% is ahead of that seen 
at H1 of c+11.5%. Alongside this, we forecast 2H gross margins flat.    

 Forecast Feb 2014 £103m (EPS 28.8p +1.0% yoy) — Consistent with our Q3 
estimate, we assume 2H LFL sales +8.6% and gross margins flat. This forecast 
drives a Feb-14 PBT of £103m +7% yoy. An increase in the tax charge after a 
one-off tax benefit last year drives 2014 EPS of 28.8p (+1.0% yoy). For Feb 2015 
we forecast LFL sales +4% and gross margins down -20bp driving PBT of £108m 
and EPS 30.6p (+7 yoy).  

 Forecast Feb 2015 raised 2% to £110m (EPS 31.1p +8% yoy) — On the back 
of our household cashflow analysis we have raised our 2015 PBT estimate 
modestly by 2%. This assumes LFL sales +4% and gross margins down -20bp 
driving PBT of £110m and EPS 31.1p (+8 yoy).  

 Seeking operating leverage — In certain areas N Brown is doing the right 
things such as streamlining its brands, transitioning from paper catalogues, and 
testing International opportunities. However strong top line growth has been 
predominantly driven by Home & Leisure sales through FY 2013 and 1H 2014, 
with little sign of improvement in N Brown’s core Womenswear category. 
Operational leverage from strong top line growth is being held back by higher 
bad debt charges from aggressive customer recruitment. In our view, near term 
benefits appear to be offset by ongoing investment and customer recruitment 
costs resulting in a muted 2013 – 2016E EPS CAGR  of +5%.   

 Neutral rating, target price raised to 525p — We believe N Brown should trade 
in line with peers due to its niche growth opportunities and scope for further 
online penetration. Given the sector re-rating, we value N Brown on c.16x PE for 
Feb 2016e, a small premium to its clothing peers, driving our 525p price target 
(from 435p). This equates to 13x EV/EBIT and a 3.0% dividend yield in the same 
forecast year.  

Figure 28. N Brown LFL and GM 

 Citi Xmas: 18w to 4 
Jan: 

PY Xmas: 18w to 5 
Jan: 

Last seen: 1H to 
July: 

PY Last Seen: 1H 
to July: 

LFL Indicator +8.3% +7.9% +7.8% +3.7% 
Gross margin Flat bps +160bps -80bps -160bps 
 

Source: Company Reports and Citi Research Estimates 
  
  

Company Focus 

 

Neutral 2 
Price (04 Dec 13) £5.29 
Target price £5.25 

from £4.35   
Expected share price return -0.8% 
Expected dividend yield 2.6% 
Expected total return 1.9% 
Market Cap £1,499M 
  US$2,458M 

 

Price Performance 
(RIC: BWNG.L, BB: BWNG LN) 

 

 

      

N Brown (GBP) 
       

Year to 28 Feb 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  740.3   784.7   851.4   885.5   920.9  
Profit Before Tax (£M)  92.7   96.4   103.0   110.0   117.0  
Diluted EPS (p)  28.0   28.5   28.8   31.1   33.1  
Diluted EPS (Old) (p)  28.0   28.5   28.5   30.6   31.4  
PE (x)  18.9   18.6   18.4   17.0   16.0  
EV/EBITDA (x)  14.6   13.9   12.8   12.1   11.4  
DPS (p)  13.0   13.7   14.4   15.5   16.0  
Net Div Yield (%)  2.5   2.6   2.7   2.9   3.0  
 

 Estimate Change 
 Target Price Change 
 

 

  
  



Santa Claus Is Coming To Town 
5 December 2013 Citi Research 

 

 25 

BWNG.L: Fiscal year end 28-Feb 
 

Price: £5.29;  TP: £5.25;  Market Cap: £1,499m;  Recomm: Neutral 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 740 785 851 885 921  PE (x) 18.9 18.6 18.4 17.0 16.0 
Cost of sales -348 -369 -404 -422 -439  PB (x) 3.6 3.3 3.4 3.1 2.8 
Gross profit 392 416 448 464 482  EV/EBITDA (x) 14.6 13.9 12.8 12.1 11.4 
Gross Margin (%) 53.0 53.0 52.6 52.4 52.3  FCF yield (%) 2.8 3.9 3.7 4.5 5.0 
EBITDA (Adj) 115 121 131 139 147  Dividend yield (%) 2.5 2.6 2.7 2.9 3.0 
EBITDA Margin (Adj) (%) 15.6 15.4 15.4 15.7 15.9  Payout ratio (%) 47 48 50 50 48 
Depreciation -10 -12 -14 -22 -23  ROE (%) 20.3 18.7 18.2 18.9 18.2 
Amortisation -7 -7 -7 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 99 102 110 117 124  EBITDA 115 121 131 139 147 
EBIT Margin (Adj) (%) 13.4 13.0 13.0 13.2 13.4  Working capital -43 -27 -38 -33 -33 
Net interest -6 -6 -7 -7 -7  Other -24 -29 -31 -31 -32 
Associates 0 0 0 0 0  Operating cashflow 49 66 63 75 82 
Non-op/Except 0 0 0 0 0  Capex -25 -25 -25 -25 -20 
Pre-tax profit 93 96 103 110 117  Net acq/disposals 0 0 0 0 0 
Tax -15 -17 -23 -23 -25  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -25 -25 -25 -25 -20 
Reported net profit 77 79 80 87 92  Dividends paid -35 -37 -39 -42 -43 
Net Margin (%) 10.5 10.1 9.4 9.8 10.0  Financing cashflow -15 -37 -39 -42 -43 
Core NPAT 77 79 80 87 92  Net change in cash 8 4 -1 8 19 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 41 58 55 67 74 
Reported EPS (p) 28.0 28.5 28.8 31.1 33.1        
Core EPS (p) 28.0 28.5 28.8 31.1 33.1        
DPS (p) 13.0 13.7 14.4 15.5 16.0        
CFPS (p) 17.5 23.5 22.4 26.9 29.3        
FCFPS (p) 14.7 20.6 19.5 24.0 26.4        
BVPS (p) 145.4 160.1 157.4 173.3 190.8        
Wtd avg ord shares (m) 277 279 279 279 279        
Wtd avg diluted shares (m) 277 279 279 279 279        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 3.0 6.0 8.5 4.0 4.0        
EBIT (Adj) (%) -3.4 3.1 7.9 6.1 5.6        
Core NPAT (%) 4.0 2.5 1.1 8.2 6.4        
Core EPS (%) 3.5 1.8 1.1 8.2 6.4        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 58 61 60 68 87        
Accounts receivables 522 549 584 614 644        
Inventory 83 87 95 103 110        
Net fixed & other tangibles 67 66 70 73 70        
Goodwill & intangibles 63 70 70 70 70        
Financial & other assets 2 5 5 5 5        
Total assets 794 837 883 932 985        
Accounts payable 107 110 115 120 124        
Short-term debt 0 0 0 0 0        
Long-term debt 250 250 250 250 250        
Provisions & other liab 35 31 80 80 80        
Total liabilities 392 391 445 450 454        
Shareholders' equity 402 446 438 483 531        
Minority interests 0 0 0 0 0        
Total equity 402 446 438 483 531        
Net debt 193 189 190 182 163        
Net debt to equity (%) 47.8 42.3 43.3 37.6 30.7        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/%2fZwWmt6640lkiSQKkaZbQg1ojvTT4SJ8paf3pjhEREFtb4%2f9jwks0rCyE6bZIBCCTNRTL4iDzB4%3d
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Dixons Retail PLC (DXNS.L) 
 2Q Trading Statement – 16 January 2014 
  
 3Q Dixons LFL +2% and gross margin -30bp — We forecast Q3 LFL sales and 

GM% delta trends respectively, as follows: UK +3%, -10bp, Northern Europe 
+2%, -70bp, Southern Europe -7%, +30bp. We expect the UK performance to be 
the main focus with our +3% LFL forecast implying a slow down on the +8% 1HE 
given tougher comparatives. On a 2yr basis our 2Q UK LFL forecast is +11%, 
consistent with our estimate of +11% for 1H.  

 April 2014 PBT forecast £158m (EPS 2.67p, +119% yoy) — This assumes UK 
LFL sales growth of +4.7% ,gross margins -30bp, driving EBIT of £132m. For 
Northern Europe we expect the combination of competitive pricing activity in 1H 
along with a negative currency impact in 2H to limit EBIT to £114m, driving 
operating margins down 20bp to 4.0%. Our Southern Europe forecast now 
consists solely of Greece, where we forecast LFL sales of -9% and losses of -
£10m.  

 April 2015E PBT forecast £180m (EPS 3.15p, +18% yoy) — This assumes UK 
& Ireland LFLs of c+2.5% for April 2015, driving EBIT of £146m, +11% yoy, with 
the EBIT margin improving to 3.4%. We forecast Nordics LFL +3.0%, with EBIT 
of £118m, +3.5% yoy. We expect some reduction in Southern Europe losses to -
£9.1m.  Our EPS forecast of 3.15p is based on 35% tax rate.  

 Further potential for macro recovery in the UK and fundamental P&L 
restructuring – As we wrote in: Dixons - Halfway to Paradise we see upside 
potential to PBT from ongoing group restructuring. This includes 1/ Reducing 
property losses 2/ Reducing the interest charge through bond repayments, 3/ 
Upside to UK LFL and EBIT margins, 4/ Potential for profit recovery in Greece 
and 5/ A lower group tax charge. Such a Bull case would drive April 2015/16E 
PBT of £268m, EPS 5.1p and a FY13-16E EPS CAGR of 60%, potential PBT 
and EPS upgrades of 32% and 44% compared with our Base case forecasts.  

 Buy, price target to 60p — Our price target is based on a 9x FY15E EV/EBIT 
multiple, equating to an EV/Sales of 0.29x and a PE of 19x.  

Figure 29. Dixons LFL and GM 

  Citi Xmas: 12w to 
5 Jan: 

PY Xmas: 12w to 
7 Jan: 

Last seen: 12w to 
31 July: 

PY Last Seen: 
12w to 31 July: 

LFL Indicator UK +3.0% +8.0% +6% +7.0% 
 Nordics +2.0% +11.0% +5.0% +13.0% 
 Southern Europe -7.0% -8.0% -12.0% -10.0% 
Gross margin UK -10 -90 +10 +40 
 Nordics -70 -50 -150 -40 
   
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £0.51 
Target price £0.60 
Expected share price return 17.3% 
Expected dividend yield 0.0% 
Expected total return 17.3% 
Market Cap £1,869M 
  US$3,057M 

 

Price Performance 
(RIC: DXNS.L, BB: DXNS LN) 

 

 

      

Dixons Retail PLC (GBP) 
       

Year to 30 Apr 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  7,910.2   8,213.9   7,322.3   7,394.7   7,583.8  
Profit Before Tax (£M)  82.1   94.5   158.0   180.0   203.0  
Diluted EPS (p)  1.1   1.2   2.7   3.2   3.6  
Diluted EPS (Old) (p)  1.1   1.2   2.7   3.2   3.6  
PE (x)  48.1   41.8   19.1   16.2   14.4  
EV/EBITDA (x)  6.7   5.7   4.6   4.2   3.7  
DPS (p)  0.0   0.0   0.0   0.0   0.0  
Net Div Yield (%)  0.0   0.0   0.0   0.0   0.0  
 

 
 
 
 
 
  

  
  

https://ir.citi.com/rlZCO9lPQHtfNSb0YYYkTluYo%2fPn4KRg3PtX9QdK3dIRcwvTd1GC%2fu8FV0OzijrDD3W9Jp3Mg%2fs%3d
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DXNS.L: Fiscal year end 30-Apr 
 

Price: £0.51;  TP: £0.60;  Market Cap: £1,864m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 7,910 8,214 7,322 7,395 7,584  PE (x) 48.1 41.8 19.1 16.2 14.4 
Cost of sales -5,625 -5,922 -5,302 -5,369 -5,509  PB (x) 4.7 12.5 6.8 4.5 3.3 
Gross profit 2,285 2,292 2,020 2,026 2,074  EV/EBITDA (x) 6.7 5.7 4.6 4.2 3.7 
Gross Margin (%) 28.9 27.9 27.6 27.4 27.4  FCF yield (%) 4.6 10.2 6.3 10.2 10.0 
EBITDA (Adj) 274 295 359 380 403  Dividend yield (%) 0 0 0 0 0 
EBITDA Margin (Adj) (%) 3.5 3.6 4.9 5.1 5.3  Payout ratio (%) 0 0 0 0 0 
Depreciation -139 -134 -140 -142 -145  ROE (%) 7.3 16.7 47.3 34.4 27.1 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 135 161 219 238 258  EBITDA 274 295 359 380 403 
EBIT Margin (Adj) (%) 1.7 2.0 3.0 3.2 3.4  Working capital 16 95 -40 10 -30 
Net interest -39 -42 -39 -37 -35  Other -104 -105 -80 -82 -69 
Associates 0 0 0 0 0  Operating cashflow 186 284 239 308 304 
Non-op/Except -14 -25 -22 -21 -20  Capex -102 -92 -120 -115 -115 
Pre-tax profit 82 95 158 180 203  Net acq/disposals 70 0 -73 0 0 
Tax -42 -49 -58 -63 -71  Other 1 1 1 1 1 
Extraord./Min.Int./Pref.div. -2 0 -1 0 -1  Investing cashflow -30 -91 -192 -114 -114 
Reported net profit 38 45 99 117 131  Dividends paid 0 0 0 0 0 
Net Margin (%) 0.5 0.5 1.3 1.6 1.7  Financing cashflow -155 -91 -24 0 -10 
Core NPAT 38 45 99 117 131  Net change in cash 0 102 23 194 180 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 85 192 119 193 189 
Reported EPS (p) 1.1 1.2 2.7 3.2 3.6        
Core EPS (p) 1.1 1.2 2.7 3.2 3.6        
DPS (p) 0 0 0 0 0        
CFPS (p) 5.1 7.7 6.5 8.3 8.2        
FCFPS (p) 2.3 5.2 3.2 5.2 5.1        
BVPS (p) 10.8 4.1 7.5 11.3 15.5        
Wtd avg ord shares (m) 3,610 3,617 3,617 3,617 3,617        
Wtd avg diluted shares (m) 3,615 3,696 3,696 3,696 3,696        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) -3.0 3.8 -10.9 1.0 2.6        
EBIT (Adj) (%) -3.9 19.4 35.9 8.7 8.4        
Core NPAT (%) -26.3 17.6 119.3 17.9 12.7        
Core EPS (%) -26.3 15.0 119.3 17.9 12.7        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 317 405 371 500 607        
Accounts receivables 344 305 305 305 305        
Inventory 874 895 925 935 955        
Net fixed & other tangibles 480 434 409 382 352        
Goodwill & intangibles 839 771 771 771 771        
Financial & other assets 192 195 195 195 195        
Total assets 3,046 3,005 2,976 3,088 3,185        
Accounts payable 1,579 1,668 1,658 1,678 1,668        
Short-term debt 178 22 22 22 22        
Long-term debt 148 245 245 245 245        
Provisions & other liab 737 922 782 736 691        
Total liabilities 2,642 2,857 2,707 2,681 2,626        
Shareholders' equity 391 148 270 408 560        
Minority interests 13 -1 -1 -1 -1        
Total equity 404 147 269 407 559        
Net debt 9 -138 -104 -233 -340        
Net debt to equity (%) 2.3 -93.5 -38.5 -57.2 -60.8        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/KRllhKuJDkFqex6h9kxFoaMW6IM3%2bF%2fLpvdKmORgrNDuGP11C4jnIdYY7xhaiBkmqAogOcHHjHo%3d


Santa Claus Is Coming To Town 
5 December 2013 Citi Research 

 

 28 

 

Home Retail Group (HOME.L) 
 3Q Interim Management Statement – 16 January 2014 
 
 Argos 3Q LFL estimate +2.5%, gross margins -30bp — We forecast Argos 

LFL sales +2.5% for the 18 week 3Q, after +2.7% in 2Q driven by buoyant 
demand for consumer electronics. This implies an increase in the 2yr LFL to 
+5.2% vs +4.1% in 2Q. We forecast gross margins -30bp although believe the 
risk of a more competitive environment impacting gross margins remains. This 
drives 3Q LFL gross profit of +1.6% vs +1.2% in 2Q.  

 Homebase 3Q LFL estimate +1.5%, gross margins +20bp — Given an 
improving macro environment, we forecast Homebase LFL sales +1.5%. We look 
for 3Q gross margins +20bp, after -100bp movement in 1H. This drives LFL gross 
profit for 3Q of +2% vs +4% seen in 1H.  

 February 2014 PBT E £105m (EPS 9.1p, +20% yoy) — Consistent with our 3Q 
estimate, we forecast Argos EBIT of £109.5m, +9% yoy assuming FY 2014 LFLs 
of +2.2% (+2.1% across 2H) with an EBIT margin of 2.7%. For Homebase we 
forecast EBIT of £14.5m, up 32% yoy. Factoring nil interest received and a tax 
rate of 29% results in an EPS of 9.1p, +20% yoy. 

 Investment case — Whilst we continue to have our doubts about Home Retail’s 
ability to execute its strategic transformation plan long term and hit FY 18 
revenue and EBIT margin targets, we believe near term downside risks are 
diminishing.  This is driven by a more favourable product cycle going into 3Q and 
FY 2015 on both mobile computing and video gaming, our positive stance on UK 
Household Available Cash flow and a greater degree of cost control as seen in 
recent results.   

 Neutral, 195p target price — Our price target of 195p is based on 11.5x 
EV/EBIT for Feb 2016E, in line with its recent average and equating to c19x PE 
for the same forecast year.  
 
 

Figure 30. Home Retail LFL and GM 
  Citi Xmas: 3Q 18w 

to 31 Dec: 
PY Xmas: 3Q 18w 

to 31 Dec: 
Last seen: 2Q to 27 

Aug: 
PY Last Seen: 2Q 

to 27 Aug: 
LFL Indicator Argos +2.5% +2.7% +2.7% +1.4% 
 Homebase +1.5% -3.9% +11.0% -3.7% 
Gross margin Argos -30bps -50bps -50bps -75bps 
 Homebase +20bps -50bps flat +75 
 

Source: Company Reports and Citi Research Estimates 
  
  

Company Focus 

 

Neutral 2 
Price (03 Dec 13) £1.90 
Target price £1.95 
Expected share price return 2.6% 
Expected dividend yield 1.3% 
Expected total return 3.9% 
Market Cap £1,546M 
  US$2,528M 

 

Price Performance 
(RIC: HOME.L, BB: HOME LN) 

 

 

      

Home Retail Group (GBP) 
       

Year to 28 Feb 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  5,491.5   5,475.4   5,581.6   5,636.3   5,746.7  
Profit Before Tax (£M)  101.6   91.1   105.0   114.0   125.0  
Diluted EPS (p)  8.7   7.6   9.1   9.8   10.8  
Diluted EPS (Old) (p)  8.7   7.6   9.1   9.8   10.5  
PE (x)  21.9   25.2   21.0   19.3   17.6  
EV/EBITDA (x)  6.9   6.7   6.0   5.9   5.8  
DPS (p)  4.7   3.0   3.0   3.0   3.0  
Net Div Yield (%)  2.5   1.6   1.6   1.6   1.6  
 

 Estimate Change 
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HOME.L: Fiscal year end 28-Feb 
 

Price: £1.90;  TP: £1.95;  Market Cap: £1,546m;  Recomm: Neutral 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 5,492 5,475 5,582 5,636 5,747  PE (x) 21.9 25.2 21.0 19.3 17.6 
Cost of sales -3,468 -3,483 -3,577 -3,624 -3,695  PB (x) 0.6 0.6 0.6 0.6 0.6 
Gross profit 2,023 1,992 2,004 2,012 2,052  EV/EBITDA (x) 6.9 6.7 6.0 5.9 5.8 
Gross Margin (%) 36.8 36.4 35.9 35.7 35.7  FCF yield (%) 5.1 16.7 -3.2 -1.5 0.9 
EBITDA (Adj) 223 218 233 246 257  Dividend yield (%) 2.5 1.6 1.6 1.6 1.6 
EBITDA Margin (Adj) (%) 4.1 4.0 4.2 4.4 4.5  Payout ratio (%) 54 40 33 31 28 
Depreciation -126 -125 -128 -132 -132  ROE (%) 2.6 3.7 2.8 3.1 3.4 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 98 93 105 114 125  EBITDA 223 218 233 246 257 
EBIT Margin (Adj) (%) 1.8 1.7 1.9 2.0 2.2  Working capital 3 117 -30 -30 0 
Net interest 3 4 0 0 0  Other -18 2 -77 -65 -68 
Associates 1 -6 0 0 0  Operating cashflow 209 337 126 151 189 
Non-op/Except 0 39 0 0 0  Capex -131 -79 -175 -175 -175 
Pre-tax profit 102 130 105 114 125  Net acq/disposals -25 -12 9 -2 -2 
Tax -32 -30 -30 -33 -36  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -155 -90 -166 -177 -177 
Reported net profit 70 100 75 81 89  Dividends paid -118 -8 -24 -24 -24 
Net Margin (%) 1.3 1.8 1.3 1.4 1.5  Financing cashflow -119 -6 -54 -24 510 
Core NPAT 70 61 75 81 89  Net change in cash -67 243 -124 -50 521 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 78 258 -49 -24 14 
Reported EPS (p) 8.7 12.3 9.1 9.8 10.8        
Core EPS (p) 8.7 7.6 9.1 9.8 10.8        
DPS (p) 4.7 3.0 3.0 3.0 3.0        
CFPS (p) 26.0 41.4 15.2 18.3 22.9        
FCFPS (p) 9.7 31.7 -6.0 -2.9 1.7        
BVPS (p) 328.4 341.3 330.6 324.9 324.6        
Wtd avg ord shares (m) 799 801 800 800 800        
Wtd avg diluted shares (m) 803 813 824 824 824        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) -6.2 -0.3 1.9 1.0 2.0        
EBIT (Adj) (%) -61.0 -4.5 12.5 8.6 9.6        
Core NPAT (%) -60.6 -11.8 21.4 8.6 9.6        
Core EPS (%) -59.2 -12.9 19.9 8.6 9.6        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 194 396 302 251 239        
Accounts receivables 595 637 649 655 668        
Inventory 933 942 960 969 988        
Net fixed & other tangibles 588 564 564 564 564        
Goodwill & intangibles 1,681 1,673 1,673 1,673 1,673        
Financial & other assets 17 34 34 34 34        
Total assets 4,009 4,245 4,181 4,147 4,167        
Accounts payable 1,001 1,116 1,138 1,149 1,171        
Short-term debt 0 0 0 0 0        
Long-term debt 0 0 0 0 0        
Provisions & other liab 382 397 397 397 397        
Total liabilities 1,383 1,513 1,534 1,545 1,568        
Shareholders' equity 2,625 2,732 2,647 2,601 2,599        
Minority interests 0 0 0 0 0        
Total equity 2,625 2,732 2,647 2,601 2,599        
Net debt -194 -396 -302 -251 -239        
Net debt to equity (%) -7.4 -14.5 -11.4 -9.7 -9.2        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/L%2fAjVjtU6qgQRNKg6OGVYjWw3baWiG73JZ5GMk%2bYVp%2f%2bTOoWqG7LwLpW2msCr03%2btTg2NLXNAvY%3d
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Debenhams Plc (DEB.L) 
 1Q Interim Management Statement – 17 January 2014) 
 
 1Q IMS – This trading statement covers the first 18 weeks of 1H. We are 

forecasting LFL sales +2.5% and +20bp gross margin progress, driving LFL 
gross profit +3%, inline with our FY14 forecast. 

 FY14E and FY15E EPS forecasts remain £154m and £163m — This equates to 
10p and 10.6p EPS (-2% and +6% yoy), and assumes +3% LFL in both FY14 
and FY15, and GM% delta +20bp and flat in FY14 and FY15 respectively. The 
former is 1H weighted (1H +40bp, 2H flat) and represents a reversal of the -40bp 
1H gross margin delta in FY13 (January snow-related). 

 Online EBIT margin progress forecast to broadly offset store-based EBIT 
margin decline — Within the above FY14 PBT forecast, we assume that 
Debenhams online sales increase +25% (+46% in FY13) and online EBIT 
margins improve +200bp (to 13.5%), alongside store-based LFL sales -0.5% 
(FY13 c.-2%) and a -70bp store-based EBIT margin fade. This drives our FY14 
+3.3% LFL and 6% (c.flat yoy) group EBIT margin forecast.  

 Investment thesis — Despite Debenhams’ steady market share gain progress 
through good retail discipline, strong online progress and ongoing store 
openings, the group EBIT margin headwind from declining store-based LFLs, a 
step up in head office costs, and introduction of revised IAS19 in FY14, look set 
to drive a broadly flat FY14 PBT outlook. We have a Neutral rating on the shares. 

 Neutral, target price 100p — We base our 100p target price (from 105p 
following recent de-rating) on a c.10x 2014e target PE multiple, in line with the 
group's recent average. This equates to a c.9.5x EV/EBIT multiple and c.3.5% 
dividend yield to the same year-end. 
 
 
 
 
 

Figure 31. Debenhams LFL and GM 

 Citi Xmas: 18w to 5 
Jan: 

PY Xmas: 18w to 7 
Jan: 

Last seen: 4Q to 
end Aug: 

PY Last Seen: 4Q 
to end Aug: 

LFL Indicator +2.5% +2.9 -0.4% -3%E 
Gross margin E +20bp -40bp +20bp -40bpE 
 

Source: Company Reports and Citi Research Estimates 
 
  

Company Focus 

 

Neutral 2 
Price (04 Dec 13) £0.90 
Target price £1.00 

from £1.05   
Expected share price return 10.6% 
Expected dividend yield 3.8% 
Expected total return 14.4% 
Market Cap £1,108M 
  US$1,816M 
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Debenhams Plc (GBP) 
       

Year to 31 Aug 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  2,708.0   2,776.8   2,867.3   2,972.1   3,091.4  
Profit Before Tax (£M)  158.3   154.0   154.0   163.0   170.0  
Diluted EPS (p)  9.8   10.2   10.0   10.6   11.3  
Diluted EPS (Old) (p)  9.8   10.2   10.0   10.6   11.3  
PE (x)  9.2   8.8   9.0   8.5   8.0  
EV/EBITDA (x)  5.3   5.3   5.2   4.9   4.6  
DPS (p)  3.3   3.4   3.4   3.5   3.8  
Net Div Yield (%)  3.6   3.8   3.8   3.9   4.2  
 

 Target Price Change 
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DEB.L: Fiscal year end 31-Aug 
 

Price: £0.90;  TP: £1.00;  Market Cap: £1,103m;  Recomm: Neutral 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 2,708 2,777 2,867 2,972 3,091  PE (x) 9.2 8.8 9.0 8.5 8.0 
Cost of sales -1,559 -1,598 -1,645 -1,705 -1,773  PB (x) 1.7 1.5 1.4 1.3 1.1 
Gross profit 1,149 1,178 1,222 1,267 1,319  EV/EBITDA (x) 5.3 5.3 5.2 4.9 4.6 
Gross Margin (%) 42.4 42.4 42.6 42.6 42.7  FCF yield (%) 6.9 5.8 5.6 9.7 10.7 
EBITDA (Adj) 267 263 270 282 292  Dividend yield (%) 3.6 3.8 3.8 3.9 4.2 
EBITDA Margin (Adj) (%) 9.8 9.5 9.4 9.5 9.4  Payout ratio (%) 33 33 34 33 33 
Depreciation -92 -95 -98 -101 -104  ROE (%) 19.0 18.2 15.8 15.3 14.8 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 175 168 172 181 188  EBITDA 267 263 270 282 292 
EBIT Margin (Adj) (%) 6.5 6.1 6.0 6.1 6.1  Working capital -22 8 10 10 10 
Net interest -17 -14 -18 -18 -18  Other -46 -71 -83 -85 -87 
Associates 0 0 0 0 0  Operating cashflow 199 199 197 206 214 
Non-op/Except 0 0 0 0 0  Capex -119 -133 -135 -100 -100 
Pre-tax profit 158 154 154 163 170  Net acq/disposals 0 0 0 0 0 
Tax -33 -26 -31 -34 -36  Other -8 -3 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -127 -136 -135 -100 -100 
Reported net profit 125 128 123 129 134  Dividends paid -39 -41 -42 -42 -44 
Net Margin (%) 4.6 4.6 4.3 4.3 4.3  Financing cashflow -72 -63 -62 -106 -114 
Core NPAT 125 128 123 129 134  Net change in cash 0 0 0 0 0 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 80 66 62 106 114 
Reported EPS (p) 9.8 10.2 10.0 10.6 11.3        
Core EPS (p) 9.8 10.2 10.0 10.6 11.3        
DPS (p) 3.3 3.4 3.4 3.5 3.8        
CFPS (p) 15.5 15.9 16.0 17.0 18.0        
FCFPS (p) 6.2 5.3 5.0 8.8 9.6        
BVPS (p) 51.6 59.3 65.8 71.9 79.0        
Wtd avg ord shares (m) 1,281 1,255 1,232 1,212 1,187        
Wtd avg diluted shares (m) 1,283 1,257 1,234 1,214 1,189        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 2.6 2.5 3.3 3.7 4.0        
EBIT (Adj) (%) 3.2 -4.0 2.4 5.2 3.9        
Core NPAT (%) 12.8 2.1 -3.7 4.5 4.3        
Core EPS (%) 13.2 4.2 -1.9 6.2 6.5        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 70 70 70 70 70        
Accounts receivables 73 73 73 73 73        
Inventory 315 323 333 343 353        
Net fixed & other tangibles 662 700 738 737 734        
Goodwill & intangibles 865 865 865 865 865        
Financial & other assets 91 91 91 91 91        
Total assets 2,075 2,122 2,169 2,178 2,185        
Accounts payable 494 494 494 494 494        
Short-term debt 400 404 399 360 314        
Long-term debt 41 41 41 41 41        
Provisions & other liab 486 445 431 418 405        
Total liabilities 1,421 1,384 1,365 1,313 1,254        
Shareholders' equity 661 744 810 872 938        
Minority interests 0 0 0 0 0        
Total equity 661 744 810 872 938        
Net debt 371 375 370 331 285        
Net debt to equity (%) 56.2 50.3 45.7 38.0 30.4        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/w5VA0iz7ehNwao9Ienxqa2QSj5HlZmenVw0phWjiYPeVzqqXo1CVJXQflUAp1%2bdQeyH7ryGjKOM%3d


Santa Claus Is Coming To Town 
5 December 2013 Citi Research 

 

 32 

 

Carphone Warehouse (CPW.L) 
 3Q Interim Management Statement – 21 January 2014 
  
 CPW Europe Q3 LFL E flat — We forecast LFL sales flat given tougher 

comparatives across 2H. This trend reflects ongoing growth within postpay and 
tablets with a softer performance on prepay handsets as the UK market 
continues to move towards postpay.  We expect further positive signs on 4G take 
up (last seen running at c20% of UK postpay connections). We forecast core 
CPW Europe gross margins down -55bp across H2.  

 Virgin Mobile Franc, £95m revenue  — Within the Virgin Mobile France JV, we 
forecast Q3 revenue of £95m (-2% yoy, but -4% ex-currency) together with net 
additions of 14,000 driven by postpay. We also expect further progress on the 
migration of its customers to the full MVNO platform which stood at 66% at 1H.  

 FY March 2014 and March 15 EPS growth +57%, +12%  — We forecast March 
2015 PBT of £142m, EPS 19.1p, +57% yoy within CPW’s reiterated guidance 
range of 17p – 20.0p. This assumes FY LFLs of +4.0% (2H flat) and EBIT of 
£156m for CPW Europe (guidance £140m - £160m). For Virgin Mobile France, 
we forecast EBIT of £13.4m. For March 2015, we forecast PBT of £157.7m, EPS 
21.4p, +12% yoy. 

 European developments underway and 4G trends supportive — 
Management’s renewed retail focus on CPW Europe is becoming more evident, 
with a priority to reinforce scale in Europe through the Connected World 
partnerships and drive high cash margin postpay connections. This is reinforced 
by prospects of increasing traction on 4G which is encouraging for cash gross 
profit trends into 2014.   

 Buy rating, target price 320p — Our price target of 320p is based on a 15x 
March 15E PE multiple broadly in line with the UK Retail sector. This equates to 
an EV/EBIT multiple of 10.2x and Dividend yield of 2.2% in the same year.  
 
 
 

Figure 32. Carphone Warehouse LFL and GM 

 Citi Xmas: 3Q PY Xmas: 3Q Last seen: 2Q PY Last Seen: 2Q: 
CPW Europe LFL (%) Flat% +7.8% +3.6% +5.2% 
Virgin Mobile France Revenue (£) £95m £97m £87m £93m 
 

Source: Company Reports and Citi Research Estimates 
   
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £2.84 
Target price £3.20 
Expected share price return 12.7% 
Expected dividend yield 1.8% 
Expected total return 14.4% 
Market Cap £1,636M 
  US$2,676M 
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Carphone Warehouse (GBP) 
       

Year to 31 Mar 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  6.4   10.7   2,758.0   3,692.6   3,784.9  
Profit Before Tax (£M)  58.3   56.0   142.0   157.7   167.6  
Diluted EPS (p)  12.1   11.5   19.1   21.4   22.7  
Diluted EPS (Old) (p)  12.1   11.5   19.1   21.4   22.7  
PE (x)  23.5   24.8   14.9   13.3   12.5  
EV/EBITDA (x)  17.0   18.0   4.6   4.5   4.4  
DPS (p)  5.0   5.0   6.4   7.1   7.4  
Net Div Yield (%)  1.8   1.8   2.3   2.5   2.6  
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CPW.L: Fiscal year end 31-Mar 
 

Price: £2.84;  TP: £3.20;  Market Cap: £1,636m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 6 11 2,758 3,693 3,785  PE (x) 23.5 24.8 14.9 13.3 12.5 
Cost of sales -5 -8 -1,915 -2,808 -2,879  PB (x) 1.8 2.0 2.9 2.9 2.9 
Gross profit 1 3 843 884 906  EV/EBITDA (x) 17.0 18.0 4.6 4.5 4.4 
Gross Margin (%) 15.6 25.2 30.6 23.9 23.9  FCF yield (%) 0.2 1.5 1.8 5.4 5.9 
EBITDA (Adj) 56 55 225 239 248  Dividend yield (%) 1.8 1.8 2.3 2.5 2.6 
EBITDA Margin (Adj) (%) nm nm 8.1 6.5 6.5  Payout ratio (%) 41 44 34 33 33 
Depreciation -1 -1 -65 -65 -65  ROE (%) 7.9 8.0 18.0 22.2 23.5 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 55 54 160 174 183  EBITDA 2 4 225 239 248 
EBIT Margin (Adj) (%) nm nm 5.8 4.7 4.8  Working capital 0 0 -50 -30 -30 
Net interest 3 2 -18 -16 -15  Other 1 18 -76 -52 -53 
Associates 54 51 0 0 0  Operating cashflow 3 22 99 157 165 
Non-op/Except 0 0 0 0 0  Capex -1 -1 -70 -70 -70 
Pre-tax profit 58 56 142 158 168  Net acq/disposals 0 41 10 0 0 
Tax -1 -1 -33 -36 -38  Other 10 6 10 10 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow 9 45 -50 -60 -70 
Reported net profit 58 55 109 122 130  Dividends paid -30 -24 -28 -37 -40 
Net Margin (%) nm nm 3.9 3.3 3.4  Financing cashflow -30 -56 77 -37 -40 
Core NPAT 58 55 109 122 130  Net change in cash -18 11 -102 10 4 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 2 21 29 87 95 
Reported EPS (p) 12.1 11.5 19.1 21.4 22.7        
Core EPS (p) 12.1 11.5 19.1 21.4 22.7        
DPS (p) 5.0 5.0 6.4 7.1 7.4        
CFPS (p) 0.7 4.6 17.3 27.6 28.9        
FCFPS (p) 0.5 4.4 5.0 15.3 16.6        
BVPS (p) 155.1 139.8 97.7 97.7 98.5        
Wtd avg ord shares (m) 457 473 562 562 562        
Wtd avg diluted shares (m) 478 479 570 570 570        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 14.3 67.2 nm 33.9 2.5        
EBIT (Adj) (%) -15.4 -2.6 196.0 8.9 5.0        
Core NPAT (%) -14.9 -4.8 97.7 12.3 6.3        
Core EPS (%) -16.1 -5.1 66.2 12.3 6.3        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 103 117 15 25 29        
Accounts receivables 21 3 3 3 3        
Inventory 0 0 0 0 0        
Net fixed & other tangibles 66 27 27 27 27        
Goodwill & intangibles 0 0 0 0 0        
Financial & other assets 537 538 532 526 530        
Total assets 727 685 577 580 589        
Accounts payable 19 24 28 32 35        
Short-term debt 0 0 0 0 0        
Long-term debt 0 0 0 0 0        
Provisions & other liab 0 0 0 0 0        
Total liabilities 19 24 28 32 35        
Shareholders' equity 708 661 549 549 553        
Minority interests 0 0 0 0 0        
Total equity 708 661 549 549 553        
Net debt -103 -117 -15 -25 -29        
Net debt to equity (%) -14.5 -17.7 -2.8 -4.5 -5.3        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/q9MQevpT3IIzSf1JtfXBxkZg2kP97WD2ZI1rNQhO7Qsx9o%2fMfcic6qig0gOItCJFBhuxUUVEnFQ%3d
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WH Smith PLC (SMWH.L) 
 Trading Statement – 22 January 2014 
  
 We forecast Travel and High Street LFL of -3% and -6% respectively – 

Across the 20 weeks to 19 January, we forecast group sales -3%, LFL -5%. In 
High Street, our -6% LFL is in line with 1Q due to continuing category decline 
offset by gross margin and cost efficiency gains. In Travel we forecast LFL -3%, 
slightly below the -2% LFL posted in the preceding two quarters, with potential for 
upside if improving trends have continued. 

 Further gross margin gains expected - Across 1H, we assume Travel gross 
margins rise +130bps (driven by category mix management). In High Street we 
forecast GM increase of +180bp (category mix and improved sourcing). 

 Aug-14 PBT £111m (EPS 73.3p, +9.5% yoy) – We retain our Aug-14 PBT 
forecast (ex IAS 19 pension affect). This includes the benefit of the £50m rolling 
share buy back.  

 Strong company in a weak sector – WH Smith operates in sectors that have 
seen major cyclical and structural pressures in recent years (books, newspapers 
and travel). Throughout this time WH Smith has grown earnings in double digits 
(EPS CAGR 16% 2007-13) due to its high-quality, well incentivised management 
team and best-in-class operations in our view. The company has one of the most 
visible P&L forecasts in the sector and has made a habit of beating consensus 
estimates. 

 Buy Rating, Target Price 1050p (from 1120p) — We value WH Smith using a 
SoTP valuation. Our 1050p target price (lowered from 1120p as we reduce 
multiples for UK on slightly moderated macro outlook) is derived from applying a 
14x 2015e PE multiple to Travel and an ex-growth multiple of 10x to High Street.  
This is equivalent to a 11x group EV/EBIT and 3.9% dividend yield in same 
forecast year. 

Figure 33. WH Smith – LFL and GM 

  Citi Xmas: 21w 
to 20 Jan: 

PY Xmas: 21w 
to 22 Jan: 

Last seen: 10 w 
10 Nov: 

PY Last Seen: 
10wk to10 Nov: 

LFL High Street -6% -5% -6% -5% 
 Travel -3% -4% -2% -3% 

Gross margin High Street +180bps +140bps na na 
 Travel +130bps +170bps na na 
 

Source: Company Reports and Citi Research Estimates   
  

Company Focus 

 

Buy 1 
Price (04 Dec 13) £9.41 
Target price £10.50 

from £11.20   
Expected share price return 11.6% 
Expected dividend yield 3.7% 
Expected total return 15.3% 
Market Cap £1,153M 
  US$1,890M 
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WH Smith PLC (GBP) 
       

Year to 31 Aug 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  1,243.0   1,186.0   1,154.3   1,145.2   1,139.4  
Profit Before Tax (£M)  102.0   109.0   114.0   118.0   124.0  
Diluted EPS (p)  59.7   66.9   73.3   79.0   86.6  
Diluted EPS (Old) (p)  59.7   66.9   73.3   79.0   86.6  
PE (x)  15.8   14.1   12.8   11.9   10.9  
EV/EBITDA (x)  8.1   7.8   7.5   7.4   7.2  
DPS (p)  26.9   30.7   35.3   40.6   46.7  
Net Div Yield (%)  2.9   3.3   3.8   4.3   5.0  
 

 Target Price Change 
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SMWH.L: Fiscal year end 31-Aug 
 

Price: £9.41;  TP: £10.50;  Market Cap: £1,153m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 1,243 1,186 1,154 1,145 1,139  PE (x) 15.8 14.1 12.8 11.9 10.9 
Cost of sales -578 -528 -494 -481 -470  PB (x) 12.9 11.3 10.9 11.9 13.0 
Gross profit 665 658 660 664 669  EV/EBITDA (x) 8.1 7.8 7.5 7.4 7.2 
Gross Margin (%) 53.5 55.5 57.2 58.0 58.7  FCF yield (%) 5.7 6.8 6.9 7.4 8.2 
EBITDA (Adj) 136 142 147 151 157  Dividend yield (%) 2.9 3.3 3.8 4.3 5.0 
EBITDA Margin (Adj) (%) 10.9 12.0 12.7 13.2 13.8  Payout ratio (%) 45 46 48 51 54 
Depreciation -34 -35 -35 -35 -35  ROE (%) 84.7 86.3 88.5 97.7 116.7 
Amortisation 0 0 0 0 0  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 102 107 112 116 122  EBITDA 136 142 147 151 157 
EBIT Margin (Adj) (%) 8.2 9.0 9.7 10.1 10.7  Working capital 0 1 0 0 0 
Net interest 0 -1 -1 -1 -1  Other -21 -24 -33 -34 -35 
Associates 0 0 0 0 0  Operating cashflow 115 119 114 117 122 
Non-op/Except 0 0 0 0 0  Capex -43 -38 -34 -34 -34 
Pre-tax profit 102 106 111 115 121  Net acq/disposals 6 -1 0 0 0 
Tax -22 -21 -21 -22 -23  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -37 -39 -34 -34 -34 
Reported net profit 80 85 90 93 98  Dividends paid -31 -34 -36 -45 -49 
Net Margin (%) 6.4 7.2 7.8 8.1 8.6  Financing cashflow -83 -85 -86 -95 -99 
Core NPAT 80 85 90 93 98  Net change in cash -5 -5 -6 -12 -11 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 72 81 80 83 88 
Reported EPS (p) 59.7 66.9 73.3 79.0 86.6        
Core EPS (p) 59.7 66.9 73.3 79.0 86.6        
DPS (p) 26.9 30.7 35.3 40.6 46.7        
CFPS (p) 85.8 93.7 92.9 98.8 107.5        
FCFPS (p) 53.7 63.8 65.2 70.0 77.4        
BVPS (p) 73.1 83.6 86.0 79.3 72.6        
Wtd avg ord shares (m) 130 122 118 113 108        
Wtd avg diluted shares (m) 134 127 123 118 113        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) -2.4 -4.6 -2.7 -0.8 -0.5        
EBIT (Adj) (%) 9.7 4.9 4.7 3.6 5.2        
Core NPAT (%) 9.6 6.3 5.8 3.6 5.2        
Core EPS (%) 16.1 12.1 9.5 7.8 9.6        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 36 31 25 13 1        
Accounts receivables 54 51 51 51 51        
Inventory 151 148 148 148 148        
Net fixed & other tangibles 155 149 148 147 146        
Goodwill & intangibles 58 58 58 58 58        
Financial & other assets 29 26 26 26 26        
Total assets 483 463 456 443 430        
Accounts payable 246 232 226 224 223        
Short-term debt 0 0 0 0 0        
Long-term debt 0 0 0 0 0        
Provisions & other liab 142 129 129 129 129        
Total liabilities 388 361 355 353 352        
Shareholders' equity 95 102 101 89 78        
Minority interests 0 0 0 0 0        
Total equity 95 102 101 89 78        
Net debt -36 -31 -25 -13 -1        
Net debt to equity (%) -37.9 -30.4 -24.7 -14.0 -1.7        
 
 

       
 
For definitions of the items in this table, please click here. 
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Amer Sports (AMEAS.HE) 
 FY Results – 31 January 2014 
  
 FY EBIT forecast €157m (EPS €0.82, +27.5% yoy) – Amer Sports reports full 

year results on 31 January 2014. We forecast FY ccy neutral sales +5.9% to 
€2116m, GM +20bps to 43.8% and +1% opex increase to drive EBIT €157m, a 
7.4% margin. 

 Implied 4Q EBIT of €67m – This full year forecast implies a 4Q EBIT of €67m, 
representing a +47% yoy increase driven by a normalised performance from 
Winter Sports Equipment. We forecast Q4 ccy neutral sales +6.3%, GM +70bps 
to 42.5% and -3.9% reduction in costs to drive EBIT of €167m, a 10.5% margin. 

 Full year divisional forecast – Winter & Outdoor +8.0% ccy neutral growth at 
10.5% EBIT margin to drive €135m EBIT, Ball Sports -1% ccy neutral at 4.5% 
margin to drive €24m EBIT and Fitness +11% ccy neutral growth at 6.1% margin 
resulting in €18m EBIT. Together with €20m central costs this results in our 
€157m EBIT forecast.  

 Significant consolidation drives earnings potential — Amer Sports consists 
of a number of well known, category-leading brands which have been run as 
separate business units. The consolidation of these businesses and the 
synergies this will create should drive large earnings uplift over the medium term.  

 Exposure to European macro recovery, balance sheet deleverage and 
further shareholder return — Exposure to an improving European macro 
environment, a steadily improving balance sheet and potential for increased 
dividend payout makes Amer Sports a strong investment opportunity, in our view.  

 Buy, target price €19 — Our 12-month target price of €19.00 is based on Amer 
Sports trading on a 12x EV/EBIT multiple to Dec-15e. This is equivalent to a 
16.1x PE and 2.6% dividend yield in the same forecast year. This valuation is 
supported by our €21.40 DCF derived target price.  

Figure 34. Amer Sports Sales Growth and EBIT margin 
  Citi Xmas: 3m to 

31 Dec: 
PY Xmas: 3m to 
31 Dec: 

Last seen: 3m to 
30 September 

PY Last Seen: 
3m to 30 Sept 

Sales growth Winter & Outdoor +8.3% +5.0% +7.0% -1.0% 
(ccy neutral) Ball Sports -3.0% +13.0% +3.0% +4.0% 
 Fitness +10.7% +17.0% +10.0% +10.0% 
 Group +6.3% +8.0% +6.5% +2.0% 
EBIT margin Winter & Outdoor 14.1% 10.4% 20.8% 21.1% 
 Ball Sports 1.0% 0.8% -1.8% -2.1% 
 Fitness 8.2% 9.0% 8.7% 6.1% 
 Group 10.5% 7.5% 13.5% 13.4% 
 

Source: Company Reports and Citi Research Estimates  
  

Company Focus 

 

Buy 1 
Price (02 Dec 13) €14.55 
Target price €19.00 
Expected share price return 30.6% 
Expected dividend yield 2.6% 
Expected total return 33.2% 
Market Cap €1,724M 
  US$2,335M 

 

Price Performance 
(RIC: AMEAS.HE, BB: AMEAS FH) 

 

 

      

Amer Sports (EUR) 
       

Year to 31 Dec 
 

2011A 2012A 2013E 2014E 2015E 
Sales (€M)  1,880.8   2,064.0   2,115.6   2,200.9   2,336.5  
Net Income (€M)  90.8   77.0   97.1   118.0   139.6  
Diluted EPS (€)  0.71   0.64   0.82   1.00   1.18  
Diluted EPS (Old) (€)  0.71   0.64   0.82   1.00   1.18  
PE (x)  20.4   22.6   17.7   14.6   12.3  
EV/EBITDA (x)  11.7   11.8   10.6   9.3   8.1  
DPS (€)  0.30   0.33   0.38   0.45   0.50  
Net Div Yield (%)  2.1   2.3   2.6   3.1   3.4  
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AMEAS.HE: Fiscal year end 31-Dec 
 

Price: €14.55;  TP: €19.00;  Market Cap: €1,724m;  Recomm: Buy 
 Profit & Loss (€m) 2011 2012 2013E 2014E 2015E  Valuation ratios 2011 2012 2013E 2014E 2015E 

Sales revenue 1,881 2,064 2,116 2,201 2,337  PE (x) 20.4 22.6 17.7 14.6 12.3 
Cost of sales -1,063 -1,163 -1,189 -1,224 -1,280  PB (x) 2.1 2.3 2.1 2.0 1.8 
Gross profit 817 901 927 977 1,056  EV/EBITDA (x) 11.7 11.8 10.6 9.3 8.1 
Gross Margin (%) 43.5 43.6 43.8 44.4 45.2  FCF yield (%) -1.5 3.6 3.3 5.1 6.4 
EBITDA (Adj) 171 177 197 224 252  Dividend yield (%) 2.1 2.3 2.6 3.1 3.4 
EBITDA Margin (Adj) (%) 9.1 8.6 9.3 10.2 10.8  Payout ratio (%) 42 51 46 45 42 
Depreciation -36 -40 -40 -40 -40  ROE (%) 11.2 7.3 12.5 14.1 15.4 
Amortisation 0 0 0 0 0  Cashflow (€m) 2011 2012 2013E 2014E 2015E 
EBIT (Adj) 136 137 157 184 212  EBITDA 171 152 197 224 252 
EBIT Margin (Adj) (%) 7.2 6.6 7.4 8.4 9.1  Working capital -98 -11 -30 -20 -20 
Net interest -21 -30 -22 -20 -18  Other -43 -28 -60 -66 -72 
Associates 0 0 0 0 0  Operating cashflow 31 113 107 138 160 
Non-op/Except 0 0 0 0 0  Capex -51 -49 -50 -50 -50 
Pre-tax profit 115 82 135 164 194  Net acq/disposals -1 8 0 0 0 
Tax -24 -24 -38 -46 -54  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -52 -41 -50 -50 -50 
Reported net profit 91 57 97 118 140  Dividends paid -36 -39 -45 -53 -59 
Net Margin (%) 4.8 2.8 4.6 5.4 6.0  Financing cashflow 16 -8 -82 -103 -109 
Core NPAT 91 77 97 118 140  Net change in cash -6 64 -24 -15 1 
Per share data 2011 2012 2013E 2014E 2015E  Free cashflow to s/holders -21 63 57 88 110 
Reported EPS (€) 0.71 0.48 0.82 1.00 1.18        
Core EPS (€) 0.71 0.64 0.82 1.00 1.18        
DPS (€) 0.30 0.33 0.38 0.45 0.50        
CFPS (€) 0.21 0.94 0.91 1.17 1.35        
FCFPS (€) -0.22 0.53 0.49 0.75 0.93        
BVPS (€) 6.90 6.42 6.81 7.36 8.04        
Wtd avg ord shares (m) 120 118 118 118 118        
Wtd avg diluted shares (m) 120 118 118 118 118        
Growth rates 2011 2012 2013E 2014E 2015E        
Sales revenue (%) 8.1 9.7 2.5 4.0 6.2        
EBIT (Adj) (%) 25.6 0.7 14.9 17.2 15.2        
Core NPAT (%) 15.0 -15.2 26.1 21.5 18.3        
Core EPS (%) 17.2 -9.6 27.5 21.5 18.3        
Balance Sheet (€m) 2011 2012 2013E 2014E 2015E        
Cash & cash equiv. 79 143 118 103 104        
Accounts receivables 518 517 537 562 587        
Inventory 360 337 377 402 427        
Net fixed & other tangibles 158 163 173 183 192        
Goodwill & intangibles 510 501 501 501 501        
Financial & other assets 193 203 203 203 203        
Total assets 1,818 1,863 1,908 1,953 2,014        
Accounts payable 200 193 223 253 283        
Short-term debt 219 199 199 199 199        
Long-term debt 251 378 348 298 248        
Provisions & other liab 318 334 334 334 334        
Total liabilities 989 1,104 1,104 1,084 1,064        
Shareholders' equity 827 756 802 867 948        
Minority interests 3 3 3 3 3        
Total equity 829 759 804 869 950        
Net debt 392 434 429 393 342        
Net debt to equity (%) 47.2 57.2 53.3 45.3 36.0        
 
 

       
 
For definitions of the items in this table, please click here. 
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Darty Plc (DRTY.L) 
 3Q Interim Management Statement – 6 February 2014 
 
 Upgrading to Neutral — Darty in our view remains dependent on a pick-up in 

macro conditions, improving performance of its Netherlands business and loss 
reductions across its Other business segment which comprises Turkey and 
Datart. It seems risks around execution remain as does the potential for cost 
savings being annulled by further earnings pressure if macro conditions continue 
to be negative. However, we believe near term risks are diminishing as: 1) We 
expect Darty to continue to be a beneficiary of market share gains in its core 
French market 2) An improvement in our Household Available Cashflow for 
France in 2014 should support Darty France LFLs and 3) We see prospects for 
loss reduction within its Other making business.  

 3Q LFL and gross margin sales forecasts by division — Specifically, we 
forecast Q3 LFL sales and GM% delta trends respectively, as follows: Darty -
1.5%, +30bp, Belgium & Netherlands +2.0%, flat, Other -5%, -50bp.  

 April 2014E PBT €40m (EPS 4.3c, 3.6p) —  Our 3Q estimates are consistent 
with our April 2014 PBT forecast of €40m (EPS 4.3c, 3.6p, +81% yoy) which 
assumes Darty France EBIT of €70.4m (LFL -1.0%, gross margin -50bp), 
Belgium and Netherlands EBIT of €10m and losses of -€17m within Other. 

 April 2015E PBT increased 9% to €50m (EPS 5.6c, 4.7p) —  We have 
increased our April 2014 PBT forecast to €50m (EPS 5.6c, 4.7p, +32% yoy) 
reflecting a more rapid loss reduction in the ‘Other’ segment as the group 
continues to focus on driving cost synergies across the business. Our overall 
forecast assumes Darty France EBIT of €75m (LFL +1.0%, gross margin -15bp), 
Belgium and Netherlands EBIT of €13m and losses of -€12.5m within Other. 

 Neutral rating, increasing price target to 90p — Our price target of 90p is 
based on a 10x FY16E EV/EBIT, in line with its recent average. This equates to 
17x PE and 3.0% dividend yield in the same year. This is raised from 60p due to 
our more positive earnings forecast.  

Figure 35. Darty LFL and GM 

 Citi Xmas: 12w to 
31 Jan: 

PY Xmas: 12w to 
31 Jan: 

Last seen: 1Q to 31 
Jul: 

PY Last Seen: 2Q 
to 31 Oct: 

Darty LFL -1.5% +0.4% -0.4% -2.5% 
Belgium & Netherlands LFL 2.0% +2.4% -1.5% +9.8% 
Other LFL -5% -13.4% -5.1% +2.1% 
 

Source: Company Reports and Citi Research Estimates 
  
  

Company Focus 

 

Neutral 2 
from Sell   

Price (03 Dec 13) £0.86 
Target price £0.90 

from £0.60   
Expected share price return 5.3% 
Expected dividend yield 2.2% 
Expected total return 7.5% 
Market Cap £453M 
  US$741M 

 

Price Performance 
(RIC: DRTY.L, BB: DRTY LN) 

 

 

      

Darty Plc (EUR) 
       

Year to 30 Apr 
 

2012A 2013A 2014E 2015E 2016E 
Sales (€M)  3,896.7   3,803.1   3,669.0   3,709.4   3,783.2  
Profit Before Tax (€M)  78.6   26.4   40.0   50.3   56.8  
Diluted EPS (¢)  8   2   4   6   6  
Diluted EPS (Old) (¢)  8   2   4   5   6  
PE (x)  13.0   44.2   24.4   18.5   16.3  
EV/EBITDA (x)  2.3   5.7   5.3   4.9   4.6  
DPS (¢)  4   4   4   4   4  
Net Div Yield (%)  3.4   3.4   3.4   3.4   3.4  
 

 Estimate Change 
 Target Price Change 
 Rating Change 
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DRTY.L: Fiscal year end 30-Apr 
 

Price: £0.86;  TP: £0.90;  Market Cap: £455m;  Recomm: Neutral 
 Profit & Loss (€m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 3,896.7 3,803.1 3,669.0 3,709.4 3,783.2  PE (x) 13.0 44.2 24.4 18.5 16.3 
Cost of sales -2,675.7 -2,639.1 -2,549.2 -2,581.4 -2,632.9  PB (x) -5.0 -2.2 -1.9 -1.9 -1.9 
Gross profit 1,221.0 1,164.0 1,119.8 1,128.0 1,150.3  EV/EBITDA (x) 2.3 5.7 5.3 4.9 4.6 
Gross Margin (%) 31.3 30.6 30.5 30.4 30.4  FCF yield (%) -3.0 -20.0 -7.0 3.8 6.4 
EBITDA (Adj) 208.3 111.9 127.0 140.3 144.8  Dividend yield (%) 3.4 3.4 3.4 3.4 3.4 
EBITDA Margin (Adj) (%) 5.3 2.9 3.5 3.8 3.8  Payout ratio (%) 44 149 82 62 55 
Depreciation -118.6 -73.2 -75.0 -77.0 -77.0  ROE (%) -118.3 na na na na 
Amortisation 0 0 0 0 0  Cashflow (€m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 89.7 38.7 52.0 63.3 67.8  EBITDA 208.3 111.9 127.0 140.3 144.8 
EBIT Margin (Adj) (%) 2.3 1.0 1.4 1.7 1.8  Working capital 58.9 -20.4 -10.0 -10.0 0 
Net interest -11.1 -12.3 -12.0 -13.0 -11.0  Other -167.7 -132.1 -90.4 -44.5 -45.0 
Associates 0 0 0 0 0  Operating cashflow 99.5 -40.6 26.6 85.8 99.8 
Non-op/Except -192.8 -98.2 -50.0 0 0  Capex -115.9 -69.2 -65.0 -65.0 -65.0 
Pre-tax profit -114.2 -71.8 -10.0 50.3 56.8  Net acq/disposals -174.5 53.0 10.0 10.0 10.0 
Tax 48.8 -0.7 3.6 -19.5 -22.0  Other 0 0 0 0 0 
Extraord./Min.Int./Pref.div. -1.7 -3.2 -0.8 -0.8 -0.8  Investing cashflow -290.4 -16.2 -55.0 -55.0 -55.0 
Reported net profit -67.1 -75.7 -7.2 29.9 34.0  Dividends paid -37.0 -12.2 -15.1 -15.4 -15.4 
Net Margin (%) -1.7 -2.0 -0.2 0.8 0.9  Financing cashflow -37.0 -12.2 -15.1 -15.4 -15.4 
Core NPAT 42.1 12.4 22.5 29.6 33.7  Net change in cash -227.9 -69.0 -43.5 15.4 29.4 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders -16.4 -109.8 -38.4 20.8 34.8 
Reported EPS (¢) -13 -14 -1 6 6        
Core EPS (¢) 8 2 4 6 6        
DPS (¢) 4 4 4 4 4        
CFPS (¢) 19 -8 5 16 19        
FCFPS (¢) -3 -21 -7 4 7        
BVPS (¢) -21 -47 -54 -55 -53        
Wtd avg ord shares (m) 528 528 528 528 528        
Wtd avg diluted shares (m) 528 528 528 528 528        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) -34.1 -2.4 -3.5 1.1 2.0        
EBIT (Adj) (%) -16.2 -56.9 34.4 21.7 7.2        
Core NPAT (%) -26.7 -70.5 81.2 31.9 13.6        
Core EPS (%) -26.7 -70.5 81.2 31.9 13.6        
Balance Sheet (€m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 99.4 68.0 24.5 39.9 69.3        
Accounts receivables 189.5 197.2 190.2 192.3 196.2        
Inventory 526.9 477.9 461.6 467.5 476.8        
Net fixed & other tangibles 421.8 369.0 359.0 347.0 335.0        
Goodwill & intangibles 87.2 62.8 62.8 62.8 62.8        
Financial & other assets 124.6 56.0 56.0 56.0 56.0        
Total assets 1,449.4 1,230.9 1,154.2 1,165.5 1,196.1        
Accounts payable 905.3 887.2 857.0 867.8 885.1        
Short-term debt 6.6 0.3 0.3 0.3 0.3        
Long-term debt 217.3 218.3 218.3 218.3 218.3        
Provisions & other liab 437.2 384.9 376.7 379.6 384.3        
Total liabilities 1,566.4 1,490.7 1,452.2 1,466.0 1,488.0        
Shareholders' equity -110.2 -249.2 -287.2 -289.6 -281.1        
Minority interests -6.8 -10.9 -10.9 -10.9 -10.9        
Total equity -117.0 -260.1 -298.1 -300.5 -292.0        
Net debt 124.5 150.6 194.1 178.7 149.3        
Net debt to equity (%) na na na na na        
 
 

       
 
For definitions of the items in this table, please click here. 
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Sports Direct International Plc (SPD.L) 
 3Q Interim Management Statement – 20 February 2014 
 
 3Q IMS – Continuing the group’s recent rapid sales progress, we forecast 3Q 

Retail sales +34% (LFL sales +6%) and gross margin +100bp, driving LFL gross 
profits +8.5% year on year. This is down from the 1H +17% LFL gross profit 
growth trend, given the anniversary of a demanding c.+17% LFL sales 
comparative from 3Q last year (1H LFL sales comparative c.+12%). 

 Full Year Forecast - FY14 EPS +25%, FY15 EPS growth still +20% — On the 
back of an exceptional  FY14 to date, where c.+12% LFL sales trends and strong  
gross margin progress (1H c.+100bp) is expected to deliver c.+25% EPS growth, 
we are forecasting a +5% FY15 LFL sales increase (underpinned by the football 
World Cup), which together with +20bp gross margin delta (product mix effects) 
drives our £318m FY15 PBT (EPS 40.2p, +20% yoy). These forecasts equate to 
£331m and £380m FY14 and FY15 EBITDA respectively, struck pre- the 
performance share plan bonus. 

 Investment case — We argue that the recent strong group LFL sales and gross 
profit trading patterns (online sales growth incremental to the still positive LFL 
stores sales growth), the weak state of UK sports retail competition, growth 
opportunities in Europe, and the Brazil World Cup in 2014 make Sports Direct's 
achievement of its target c.+15% p.a. EBITDA growth over the next three years 
increasingly plausible. Taken together with a focus on cash generation and hence 
a sharply fading forecast EV/EBIT multiple, we continue to argue for a Buy rating 
on the shares. 

 Buy, target price 825p — In deriving our 825p target price, we target a 15x April 
2015e EV/EBIT multiple (recent FY14 average, carried forward a year). This 
equates to c.20x PE and c.12x EV/EBITDA for the same forecast year. 

 

 
 

Figure 36. Sports Direct LFL and GM 

 Citi Xmas: 13w to 
22Jan: 

PY Xmas: 13w to 
22Jan: 

Last seen: 9w to 30 
Sep. 

PY Last Seen: 9w 
to 25 Sep. 

Retail LFL  +6% +17.0% +13.0% +7.0% 
Retail Gross margin +100bp +80bp +190bp +60bp 
 

Source: Company Reports and Citi Research Estimates 
 
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) £7.46 
Target price £8.25 
Expected share price return 10.6% 
Expected dividend yield 0.0% 
Expected total return 10.6% 
Market Cap £4,465M 
  US$7,303M 

 

Price Performance 
(RIC: SPD.L, BB: SPD LN) 

 

 

      

Sports Direct International Plc (GBP) 
       

Year to 30 Apr 
 

2012A 2013A 2014E 2015E 2016E 
Sales (£M)  1,807.2   2,188.1   2,877.2   3,162.8   3,314.5  
Profit Before Tax (£M)  149.1   208.1   265.0   318.0   360.0  
Diluted EPS (p)  18.3   26.8   33.4   40.2   44.1  
Diluted EPS (Old) (p)  18.3   26.8   33.4   40.2   44.1  
PE (x)  40.8   27.8   22.3   18.6   16.9  
EV/EBITDA (x)  21.2   17.1   13.8   11.4   9.7  
DPS (p)  0.0   0.0   0.0   0.0   0.0  
Net Div Yield (%)  0.0   0.0   0.0   0.0   0.0  
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SPD.L: Fiscal year end 30-Apr 
 

Price: £7.46;  TP: £8.25;  Market Cap: £4,465m;  Recomm: Buy 
 Profit & Loss (£m) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 1,807 2,188 2,877 3,163 3,314  PE (x) 40.8 27.8 22.3 18.6 16.9 
Cost of sales -1,075 -1,292 -1,675 -1,835 -1,917  PB (x) 9.0 6.6 5.3 4.1 3.4 
Gross profit 733 896 1,203 1,328 1,397  EV/EBITDA (x) 21.2 17.1 13.8 11.4 9.7 
Gross Margin (%) 40.5 40.9 41.8 42.0 42.2  FCF yield (%) 2.3 1.4 4.4 5.3 5.8 
EBITDA (Adj) 215 265 319 367 405  Dividend yield (%) 0 0 0 0 0 
EBITDA Margin (Adj) (%) 11.9 12.1 11.1 11.6 12.2  Payout ratio (%) 0 0 0 0 0 
Depreciation -58 -48 -47 -47 -47  ROE (%) 25.9 27.3 26.7 25.1 22.4 
Amortisation -4 -5 -5 -4 -4  Cashflow (£m) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 153 213 266 315 353  EBITDA 215 265 319 367 405 
EBIT Margin (Adj) (%) 8.5 9.7 9.2 10.0 10.7  Working capital -37 -128 -20 -20 -20 
Net interest -4 -5 -1 3 7  Other -18 -29 -58 -64 -70 
Associates 1 1 -1 -1 -1  Operating cashflow 160 108 241 283 315 
Non-op/Except 0 0 0 0 0  Capex -60 -51 -45 -45 -45 
Pre-tax profit 149 208 265 318 360  Net acq/disposals -25 -46 0 0 0 
Tax -45 -55 -66 -76 -86  Other 30 2 0 0 0 
Extraord./Min.Int./Pref.div. 0 0 0 0 0  Investing cashflow -56 -95 -45 -45 -45 
Reported net profit 104 153 199 242 274  Dividends paid 0 0 0 0 0 
Net Margin (%) 5.8 7.0 6.9 7.6 8.3  Financing cashflow -86 56 0 0 0 
Core NPAT 104 153 199 242 274  Net change in cash 18 69 196 238 270 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 100 58 196 238 270 
Reported EPS (p) 18.3 26.8 33.4 40.2 44.1        
Core EPS (p) 18.3 26.8 33.4 40.2 44.1        
DPS (p) 0 0 0 0 0        
CFPS (p) 28.1 19.0 40.5 47.0 50.7        
FCFPS (p) 17.5 10.2 32.9 39.5 43.4        
BVPS (p) 83.1 113.3 142.0 180.6 218.8        
Wtd avg ord shares (m) 569 569 594 601 621        
Wtd avg diluted shares (m) 569 569 594 601 621        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 13.0 21.1 31.5 9.9 4.8        
EBIT (Adj) (%) 11.5 39.1 24.8 18.4 12.1        
Core NPAT (%) 8.6 47.0 30.1 21.6 13.2        
Core EPS (%) 8.6 46.9 24.6 20.2 9.6        
Balance Sheet (£m) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 85 165 361 599 868        
Accounts receivables 84 96 129 143 150        
Inventory 317 447 600 663 696        
Net fixed & other tangibles 313 332 330 328 326        
Goodwill & intangibles 225 240 240 240 240        
Financial & other assets 109 128 128 128 128        
Total assets 1,132 1,409 1,788 2,100 2,408        
Accounts payable 283 320 486 543 563        
Short-term debt 9 56 56 56 56        
Long-term debt 215 246 246 246 246        
Provisions & other liab 154 142 157 171 185        
Total liabilities 660 764 945 1,015 1,049        
Shareholders' equity 472 645 844 1,085 1,359        
Minority interests -1 0 0 0 0        
Total equity 472 645 843 1,085 1,359        
Net debt 139 136 -60 -297 -567        
Net debt to equity (%) 29.5 21.1 -7.1 -27.4 -41.7        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/2vR%2bUrqDq995c7ul9d3D3BVA3Mi2zat%2ffKz2CXgVQxmSe4GSe4ZdGunkdFzlrSo98cKzUnfJ7Rs%3d
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adidas Group (ADSGn.DE) 
 2014-15E EPS raised c.+5%; target price raised to €105 
 
 2014E and 2015E PBT forecasts raised c.+5% to €1380m and €1640m — 

Following the group’s recent 2014 revenue and EBIT margin guidance (ccy-
neutral revenue +HSD and EBIT margin c.+100bp; Citi previously +5% and 
+80bp respectively), we have raised our 2014E and 2015E PBT forecasts by 
c.+5% to €1380m and €1640m (EPS €4.75 and €5.64, +20% and +19% 
respectively). 

 Investment thesis — We argue that adidas is one of a small group of genuine 
global growth apparel retailers and brands that is capable of GDP-plus revenue 
growth. Like the other global apparel brands (Nike, VF Corp, Ralph Lauren) 
adidas has a track record of organic sales growth of c.2-3x real global GDP, 
underpinning our c.5% p.a. adidas organic revenue growth forecast (2013-
2015E). In addition, as group profitability recovers from one of the lower EBIT 
margin and ROCE metrics across its peers, adidas also offers material EBIT 
margin upside (Citi +200bp to 10.5% by 2015). These themes drive a c.+20% 
p.a. 2013-15E EPS growth forecast, and our Buy rating. 

 Buy, target price €105 (from €100) — We have a 12-month target price of €105 
for adidas Group (from €100 following earnings forecast increase), based on the 
company holding a c.12.5x EV/EBIT multiple to Dec-15E (in line with the group's 
recent average). This is equivalent to a c.18.5x PE and 2.5% dividend yield for 
the same forecast year. 

 adidas is on the Citi EMEA Focus List 

 

 

 
 
  

Company Focus 

 

Buy 1 
Price (03 Dec 13) €88.03 
Target price €105.00 

from €100.00   
Expected share price return 19.3% 
Expected dividend yield 1.8% 
Expected total return 21.1% 
Market Cap €18,417M 
  US$25,028M 

 

Price Performance 
(RIC: ADSGn.DE, BB: ADS GR) 

 

 

      

adidas Group (EUR) 
       

Year to 31 Dec 
 

2011A 2012A 2013E 2014E 2015E 
Sales (€M)  13,344.0   14,883.0   14,336.5   15,051.2   15,817.4  
Net Income (€M)  671.0   791.0   831.6   993.6   1,180.8  
Diluted EPS (€)  3.21   3.78   3.98   4.75   5.64  
Diluted EPS (Old) (€)  3.21   3.78   3.98   4.54   5.33  
PE (x)  27.4   23.3   22.1   18.5   15.6  
EV/EBITDA (x)  14.9   12.8   12.4   10.7   9.2  
DPS (€)  1.00   1.35   1.57   1.90   2.30  
Net Div Yield (%)  1.1   1.5   1.8   2.2   2.6  
 

 Target Price Change 
 Estimate Change 
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ADSGn.DE: Fiscal year end 31-Dec 
 

Price: €88.03;  TP: €105.00;  Market Cap: €18,417m;  Recomm: Buy 
 Profit & Loss (€m) 2011 2012 2013E 2014E 2015E  Valuation ratios 2011 2012 2013E 2014E 2015E 

Sales revenue 13,344 14,883 14,336 15,051 15,817  PE (x) 27.4 23.3 22.1 18.5 15.6 
Cost of sales -7,000 -7,780 -7,270 -7,553 -7,846  PB (x) 3.6 3.5 3.2 2.8 2.5 
Gross profit 6,344 7,103 7,067 7,498 7,971  EV/EBITDA (x) 14.9 12.8 12.4 10.7 9.2 
Gross Margin (%) 47.5 47.7 49.3 49.8 50.4  FCF yield (%) 2.4 2.8 2.2 3.1 3.9 
EBITDA (Adj) 1,264 1,456 1,490 1,700 1,940  Dividend yield (%) 1.1 1.5 1.8 2.2 2.6 
EBITDA Margin (Adj) (%) 9.5 9.8 10.4 11.3 12.3  Payout ratio (%) 31 36 39 40 41 
Depreciation -253 -271 -280 -280 -280  ROE (%) 13.8 15.2 15.0 16.1 17.1 
Amortisation 0 0 0 0 0  Cashflow (€m) 2011 2012 2013E 2014E 2015E 
EBIT (Adj) 1,011 1,185 1,210 1,420 1,660  EBITDA 1,264 1,456 1,490 1,700 1,940 
EBIT Margin (Adj) (%) 7.6 8.0 8.4 9.4 10.5  Working capital -18 -18 -175 -185 -209 
Net interest -84 -69 -60 -40 -20  Other -437 -498 -378 -426 -479 
Associates 0 0 0 0 0  Operating cashflow 809 940 937 1,089 1,252 
Non-op/Except 0 0 0 0 0  Capex -376 -433 -525 -525 -525 
Pre-tax profit 927 1,116 1,150 1,380 1,640  Net acq/disposals 22 64 0 0 0 
Tax -257 -327 -318 -386 -459  Other 0 -43 0 0 0 
Extraord./Min.Int./Pref.div. 1 2 0 0 0  Investing cashflow -354 -412 -525 -525 -525 
Reported net profit 671 791 832 994 1,181  Dividends paid -167 -209 -282 -328 -398 
Net Margin (%) 5.0 5.3 5.8 6.6 7.5  Financing cashflow -127 -190 -282 -328 -398 
Core NPAT 671 791 832 994 1,181  Net change in cash 328 338 129 235 329 
Per share data 2011 2012 2013E 2014E 2015E  Free cashflow to s/holders 433 507 412 564 727 
Reported EPS (€) 3.21 3.78 3.98 4.75 5.64        
Core EPS (€) 3.21 3.78 3.98 4.75 5.64        
DPS (€) 1.00 1.35 1.57 1.90 2.30        
CFPS (€) 3.87 4.49 4.48 5.20 5.98        
FCFPS (€) 2.07 2.42 1.97 2.69 3.47        
BVPS (€) 24.47 25.23 27.91 31.09 34.84        
Wtd avg ord shares (m) 209 209 209 209 209        
Wtd avg diluted shares (m) 209 209 209 209 209        
Growth rates 2011 2012 2013E 2014E 2015E        
Sales revenue (%) 11.3 11.5 -3.7 5.0 5.1        
EBIT (Adj) (%) 13.1 17.2 2.1 17.4 16.9        
Core NPAT (%) 18.3 17.9 5.1 19.5 18.8        
Core EPS (%) 18.3 17.9 5.1 19.5 18.8        
Balance Sheet (€m) 2011 2012 2013E 2014E 2015E        
Cash & cash equiv. 1,371 1,935 2,064 2,299 2,629        
Accounts receivables 1,595 1,688 1,688 1,698 1,732        
Inventory 2,502 2,486 2,661 2,836 3,011        
Net fixed & other tangibles 1,554 1,709 1,954 2,199 2,444        
Goodwill & intangibles 3,216 2,932 2,932 2,932 2,932        
Financial & other assets 999 901 901 901 901        
Total assets 11,237 11,651 12,200 12,865 13,649        
Accounts payable 1,887 1,790 1,790 1,790 1,790        
Short-term debt 289 280 280 280 280        
Long-term debt 991 1,207 1,207 1,207 1,207        
Provisions & other liab 2,942 3,083 3,083 3,083 3,083        
Total liabilities 6,109 6,360 6,360 6,360 6,360        
Shareholders' equity 5,119 5,278 5,840 6,505 7,289        
Minority interests 9 13 0 0 0        
Total equity 5,128 5,291 5,840 6,505 7,289        
Net debt -91 -448 -577 -812 -1,142        
Net debt to equity (%) -1.8 -8.5 -9.9 -12.5 -15.7        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/DCJre%2b0wPRUH4fk2pPJ3iEe01a90rNWKZweH35Vo8KCeVrQxx2Hkl82H%2fIChFpRHQhOrLHgVBNQ%3d
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Steinhoff International Holdings Ltd 
(SHFJ.J) 
 Comin’ On Strong 
 
 Lower macro risk into 2014, restructuring opportunities and a modest re-rating off 

a low valuation base continue to support our Buy rating — In our view, the 
combination of: 1) restructuring of its European Retail operations (45% of sales, 
27% of Group EBIT) given the full integration of Conforama and addition of 
Austrian furniture group Kika-Leiner; 2) margin gains from more vertically 
integrated sourcing with the European manufacturing business; and 3) Some 
signs of stabilisation and improving macro picture into 2014, supports our group 
forecast agenda of FY14-16E EBIT and EPS CAGRs of 12%.  

 We forecast the French Conforama business will see the most fundamental 
change from restructuring — We estimate this will 1) drive product mix 
changes away from electricals towards higher-margin decorative. 2) deliver 
sourcing gains as it vertically integrates deeper into Steinhoff’s manufacturing  
and sourcing business and 3) drive further cost savings in 2013.  

 Further opportunities to drive European manufacturing operating margins 
—  With the FY13 results in September highlighting manufacturing synergies are 
now developing, we see further potential across the European retail and 
manufacturing businesses through deeper integration with Conforama and 
additional volumes from the acquisition of Kika-Leiner.  

 FY14 PBT estimate increased 21% to R11.4bn (HEPS 436c, +23% yoy) — 
The core driver of our upgraded forecasts is a combination of strong FY 13 
results, more positive momentum through both the European Retail and 
Manufacturing businesses plus increasing FX tailwinds, and assumes overall 
group sales growth of 17%. Our EPS forecast of 436c, +23% yoy is struck post 
net interest of R1.9bn, minorities of R680m and assuming a 13.8% tax rate. 

 FY15 PBT estimate increased 21% to R12.4bn (HEPS 473c, +8% yoy) — We 
forecast overall sales growth of 11%. The key contribution to overall group EBIT 
growth of +10% is evenly split between European Retail and Manufacturing. Our 
EPS forecast is 473c, +8% yoy.  

 Buy rating, increasing price target to R48 — On FY15E PE and EV/EBIT, 
valuation looks deeply discounted, with Steinhoff trading at a ~50% and ~25% 
discount to its European retail peers, respectively. Our target price increase to 
R48 is based on our DCF and SOTP valuations and reflects primarily our 
forecast upgrades, cross-checked against our peer PE analysis. At our price 
target, Steinhoff would still trade on a PE of only 10.2x, EV/EBIT of 8.3x and 
dividend yield of 2.3% for FY15E.   

  

Company Focus 

 

Buy 1 
Price (03 Dec 13) R39.86 
Target price R48.00 

from R29.00   
Expected share price return 20.4% 
Expected dividend yield 1.9% 
Expected total return 22.3% 
Market Cap R75,922M 
  US$7,389M 

 

Price Performance 
(RIC: SHFJ.J, BB: SHF SJ) 

 

 

      

Steinhoff International Holdings Ltd (ZAR) 
       

Year to 30 Jun 
 

2012A 2013A 2014E 2015E 2016E 
Sales (RM)  80,435.7   115,486.0   135,521.2   149,765.7   154,825.2  
Net Income (RM)  6,149.5   8,085.0   9,971.0   10,812.1   11,325.0  
Diluted EPS (¢)  288   353   436   473   495  
Diluted EPS (Old) (¢)  288   321   349   377   na  
PE (x)  13.8   11.3   9.1   8.4   8.1  
EV/EBITDA (x)  11.1   8.8   7.7   6.6   5.8  
DPS (¢)  80   82   101   109   115  
Net Div Yield (%)  2.0   2.0   2.5   2.7   2.9  
 

 Estimate Change 
 Target Price Change 
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SHFJ.J: Fiscal year end 30-Jun 
 

Price: R39.86;  TP: R48.00;  Market Cap: R75,922m;  Recomm: Buy 
 Profit & Loss (Rm) 2012 2013 2014E 2015E 2016E  Valuation ratios 2012 2013 2014E 2015E 2016E 

Sales revenue 80,436 115,486 135,521 149,766 154,825  PE (x) 13.8 11.3 9.1 8.4 8.1 
Cost of sales -51,802 -75,401 -86,734 -95,850 -99,088  PB (x) 1.6 1.3 1.1 0.9 0.8 
Gross profit 28,634 40,085 48,788 53,916 55,737  EV/EBITDA (x) 11.1 8.8 7.7 6.6 5.8 
Gross Margin (%) 35.6 34.7 36.0 36.0 36.0  FCF yield (%) 7.4 1.3 8.9 12.6 12.5 
EBITDA (Adj) 9,812 14,077 16,328 18,017 18,804  Dividend yield (%) 2.0 2.0 2.5 2.7 2.9 
EBITDA Margin (Adj) (%) 12.2 12.2 12.0 12.0 12.1  Payout ratio (%) 28 23 23 23 23 
Depreciation -1,658 -2,380 -2,793 -3,087 -3,191  ROE (%) 13.9 14.1 14.3 13.5 12.7 
Amortisation -143 -382 -420 -462 -508  Cashflow (Rm) 2012 2013 2014E 2015E 2016E 
EBIT (Adj) 8,011 11,315 13,114 14,468 15,105  EBITDA 9,812 14,077 16,328 18,017 18,804 
EBIT Margin (Adj) (%) 10.0 9.8 9.7 9.7 9.8  Working capital -620 1,452 -324 -792 410 
Net interest -1,388 -2,021 -2,175 -2,411 -2,384  Other -1,138 -7,636 -2,491 -1,947 -4,683 
Associates 355 261 286 315 346  Operating cashflow 8,054 7,893 13,513 15,278 14,532 
Non-op/Except -72 -347 124 61 61  Capex -1,770 -6,750 -5,421 -3,744 -3,097 
Pre-tax profit 6,906 9,208 11,350 12,432 13,128  Net acq/disposals -4,142 -1,985 -713 -785 -865 
Tax -863 -1,268 -1,563 -1,712 -1,808  Other 107 119 121 132 159 
Extraord./Min.Int./Pref.div. -698 -914 -954 -1,044 -1,128  Investing cashflow -5,805 -8,616 -6,013 -4,397 -3,802 
Reported net profit 5,345 7,026 8,832 9,676 10,192  Dividends paid -339 -717 -1,632 -1,773 -1,859 
Net Margin (%) 6.6 6.1 6.5 6.5 6.6  Financing cashflow 2,699 513 -1,032 -3,260 -3,215 
Core NPAT 6,150 8,085 9,971 10,812 11,325  Net change in cash 4,948 -210 6,468 7,622 7,515 
Per share data 2012 2013 2014E 2015E 2016E  Free cashflow to s/holders 6,284 1,143 8,092 11,534 11,435 
Reported EPS (¢) 250 307 386 423 445        
Core EPS (¢) 288 353 436 473 495        
DPS (¢) 80 82 101 109 115        
CFPS (¢) 377 345 591 668 635        
FCFPS (¢) 294 50 354 504 500        
BVPS (¢) 2,465 3,142 3,731 4,202 4,697        
Wtd avg ord shares (m) 1,711 1,803 1,803 1,803 1,803        
Wtd avg diluted shares (m) 2,134 2,288 2,288 2,288 2,288        
Growth rates 2012 2013 2014E 2015E 2016E        
Sales revenue (%) 86.9 43.6 17.3 10.5 3.4        
EBIT (Adj) (%) 47.7 41.3 15.9 10.3 4.4        
Core NPAT (%) 54.0 31.5 23.3 8.4 4.7        
Core EPS (%) 27.6 22.6 23.3 8.4 4.7        
Balance Sheet (Rm) 2012 2013 2014E 2015E 2016E        
Cash & cash equiv. 8,011 9,188 15,858 23,683 31,400        
Accounts receivables 17,928 23,052 24,134 24,619 25,451        
Inventory 14,431 16,320 18,565 20,516 21,209        
Net fixed & other tangibles 37,406 47,301 53,120 54,128 54,374        
Goodwill & intangibles 49,406 60,435 59,787 59,100 58,367        
Financial & other assets 5,880 8,343 8,726 9,139 9,585        
Total assets 133,062 164,639 180,190 191,184 200,386        
Accounts payable 23,688 27,488 31,188 34,467 35,631        
Short-term debt 7,228 8,189 8,850 9,569 10,351        
Long-term debt 33,858 45,041 44,980 42,774 40,636        
Provisions & other liab 14,651 17,302 17,982 18,737 19,241        
Total liabilities 79,425 98,020 103,001 105,547 105,859        
Shareholders' equity 47,129 60,152 70,763 79,252 88,182        
Minority interests 6,508 6,467 6,426 6,386 6,345        
Total equity 53,637 66,619 77,189 85,637 94,527        
Net debt 33,075 44,042 37,972 28,661 19,587        
Net debt to equity (%) 61.7 66.1 49.2 33.5 20.7        
 
 

       
 
For definitions of the items in this table, please click here. 
 

     

https://ir.citi.com/YtB7nQTO1A1utlVEyu3Nqk2J0EaRw%2fYXYCZN6RhrJYfvPX8OQalWnIbNZpxwHN5kZPti9DeP1VQ%3d
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Financial Tables 
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Figure 37. Steinhoff Profit & Loss (Rm) 
Year to June 2011A 2012 A 2013 A 2014 E 2015 E 2016 E 
Revenue 43,040  80,436  115,486  135,521  149,766  154,825  
Growth %  87% 44% 17% 11% 3% 
Retail Activities 25,776  59,839  89,573  109,648  122,947  127,691  
Growth %  132% 50% 22% 12% 4% 
 - International 25,776  52,388  57,363  77,875  89,231  92,241  
 - African operations 0  7,451  32,210  31,773  33,716  35,450  
Manufacturing Sourcing, Logistics 27,206  31,105  37,935  43,490  45,171  45,857  
Growth %  14% 22% 15% 4% 2% 
- International operations 18,301  20,042  22,545  27,396  28,327  29,013  
 - African operations 8,905  11,063  15,390  16,094  16,844  16,844  
Properties 871  1,658  2,134  2,177  2,177  2,177  
Growth %  90% 29% 2% 0% 0% 
Corporate Services 1,197  1,139  1,632  1,144  1,149  1,149  
Growth %  -5% 43% -30% 0% 0% 
 - Brand management 344  383  533  544  549  549  
 - Investment participation 430  482  0  0  0  0  
 - Central treasury and other activities 424  274  1,099  600  600  600  
Intersegment eliminations (12,011) (13,306) (15,788) (20,938) (21,678) (22,049) 

       
EBITDA (pre capital items) 6,563  9,812  14,077  16,328  18,017  18,804  
Depreciation (1,073) (1,658) (2,380) (2,793) (3,087) (3,191) 
Amortisation -66 -143 -382 -420 -462 -508 
Operating Profit (pre capital items) 5,424  8,011  11,315  13,114  14,468  15,105  
% of Sales 12.6% 10.0% 9.8% 9.7% 9.7% 9.8% 
Capital Items (64) (96) (350) 121  57  57  
Operating Profit (post capital items) 5,360  7,915  10,965  13,235  14,525  15,162  
Growth %  48% 39% 21% 10% 4% 
% of Sales 12.5% 9.8% 9.5% 9.8% 9.7% 9.8% 

       
Investment Income 987  1,157  1,250  953  695  649  
Profit Share of Associate Companies 55  345  260  286  315  346  
Financing Costs (2,149) (2,511) (3,267) (3,125) (3,102) (3,029) 
Profit Before Tax 4,253  6,906  9,208  11,350  12,432  13,128  
Growth %  62% 33% 23% 10% 6% 
Tax Expense (435) (863) (1,268) (1,563) (1,712) (1,808) 
Tax Rate % 10.2% 12.5% 13.8% 13.8% 13.8% 13.8% 
Profit After Tax 3,818  6,043  7,940  9,787  10,720  11,320  

       
Less Minority Interest (208) (388) (640) (680) (770) (854) 
Profit from Sale of Discontinued       1,526              -                -                -                -                -    
Headline Earnings 3,463  5,655  7,300  9,106  9,950  10,466  
Headline Dilutive Earnings 3,992  6,150  8,085  9,971  10,812  11,325  

       
EPS (cents) Continuing 237 312 390 490 537 565 
Growth %  32% 25% 26% 10% 5% 
HEPS (Cents) 237 322 405 505 552 580 
Growth %  36% 26% 25% 9% 5% 

       
Diluted EPS (cents) 223 286 347.3 427.6 464.4 487.0 
Growth %  28% 22% 23% 9% 5% 
HEPS (Cents) 226 288 353 435.8 472.6 495.0 
Growth %  28% 23% 23% 8% 5% 
Dividend 65 80 82 101 109 115 
Growth %  23% 2% 23% 9% 5% 
 

Source: Company Reports and Citi Research Estimates 
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Figure 38. Steinhoff Segmental Profit & Loss (Rm) 

Year to June 2011A 2012A 2013A 2014E 2015E 2016E 
Revenue       
Retail Activities       
 - International Operations        25,776         52,388          57,363          77,875          89,231          92,241  
     - Conforama          8,773         32,908          35,090          42,271          43,912          44,960  
     - ERM          9,451         11,378          13,185          24,607          33,840          35,453  
     - UK          5,384           5,242            6,238            7,447            7,787            8,026  
     - Pacific Rim          2,167           2,860            2,850            3,550            3,692            3,803  
 - African Operations                 -             7,451          32,210          31,773          33,716          35,450  

       
Manufacturing, Sourcing, Logistics       
 - International Operations        18,301         20,042          22,545          27,396          28,327          29,013  
     - Europe          7,045           7,561            8,420          10,191          10,494          10,704  
     - UK          1,766           1,976            2,240            2,711            2,791            2,847  
     - Habufa              697               780                863            1,024            1,033            1,033  
     - Int'l Sourcing/Logistics          8,793           9,725          11,022          13,471          14,008          14,428  
 - African Operations          8,905         11,063          15,390          16,094          16,844          16,844  

                 -                    -                     -                     -                     -                     -    
Properties              871           1,658            2,134            2,177            2,177            2,177  

                 -                    -                     -                     -                     -                     -    
Corporate Services          1,197           1,139            1,632            1,144            1,149            1,149  
 - Brand Management              344               383                533                544                549                549  
 - Investment Participation              430               482                   -                     -                     -                     -    
 - Central Treasury and Other              424               274            1,099                600                600                600  

                 -                    -                     -                     -                     -                     -    
Total Sales        55,051         93,742        131,274        156,459        171,444        176,874  
Intersegment Revenue Eliminations      (12,011)      (13,306)       (15,788)       (20,938)       (21,678)       (22,049) 
Reported Group Sales 43,040 80,436 115,486 135,521 149,766 154,825 

       
Operating Profit (pre-capital items)       
Retail Activities       
 - International Operations          1,155           2,475            3,044            4,105            4,930            5,209  
     - Conformama              239           1,310            1,362            1,924            2,345            2,403  
     - ERM              582               738            1,110            1,426            1,748            1,926  
     - UK              267               374                469                620                690                728  
     - Pacific Rim                67                 52                103                135                148                152  
 - African Operations                 -                 639            1,714            1,582            1,772            2,094  

                 -                    -                     -                     -                     -                     -    
Manufacturing, Sourcing, Logistics       
 - International Operations          1,587           1,685            2,285            3,039            3,329            3,407  
     - Europe              659               687                926            1,223            1,364            1,392  
     - UK              207               227                314                407                433                441  
     - Habufa                80                 90                108                130                131                131  
     - Int'l Sourcing/Logistics              642               681                937            1,280            1,401            1,443  
 - African Operations          1,016           1,116            1,352            1,527            1,676            1,676  

                 -                    -                     -                     -                     -                     -    
Properties              854           1,638            2,040            2,177            2,177            2,177  

       
Corporate Services          1,206           1,155                868                685                583                542  
 - Brand Management              341               383                433                544                549                549  
 - Investment Participation              430               482                   -                     -                     -                     -    
 - Central Treasury and Other              435               290                435                140                  34                   (7) 

                 -                    -                     -                     -                     -                     -    
Total Operating Profit          5,818           8,709          11,303          13,114          14,468          15,105  
Intersegment Profit Eliminations            (394)            (698)                 12     
Reported Group Operating Profit          5,424           8,011          11,315          13,114          14,468          15,105  
 

Source: Company Reports and Citi Research Estimates 
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Figure 39. Steinhoff Segmental Revenue Growth (%) 

Revenue Growth % 2012A 2013A 2014E 2015E 2016E 
Retail Activities      
 - International Operations 103.2% 9.5% 35.8% 14.6% 3.4% 
     - Conforama 275.1% 6.6% 20.5% 3.9% 2.4% 
     - ERM 20.4% 15.9% 86.6% 37.5% 4.8% 
     - UK -2.6% 19.0% 19.4% 4.6% 3.1% 
     - Pacific Rim 32.0% -0.4% 24.6% 4.0% 3.0% 
 - African Operations  332.3% -1.4% 6.1% 5.1% 

      
Manufacturing, Sourcing, Logistics      
 - International Operations 9.5% 12.5% 21.5% 3.4% 2.4% 
     - Europe 7.3% 11.4% 21.0% 3.0% 2.0% 
     - UK 11.9% 13.3% 21.0% 3.0% 2.0% 
     - Habufa 11.9% 10.6% 18.7% 1.0% 0.0% 
     - Int'l Sourcing/Logistics 10.6% 13.3% 22.2% 4.0% 3.0% 
 - African Operations 24.2% 39.1% 4.6% 4.7% 0.0% 

      
Properties 90.4% 28.7% 2.0% 0.0% 0.0% 

      
Corporate Services      
 - Brand Management 11.4% 39.2% 2.1% 1.0% 0.0% 
 - Investment Participation 12.2% -100.0%    
 - Central Treasury and Other -35.4% 301.1% -45.4% 0.0% 0.0% 

      
Total Sales 70.3% 40.0% 19.2% 9.6% 3.2% 
Intersegment Revenue Eliminations 10.8% 18.7% 32.6% 3.5% 1.7% 
Reported Group Sales 86.9% 43.6% 17.3% 10.5% 3.4% 

      
      

Operating Profit Growth % 2012A 2013A 2014E 2015E 2016E 
Retail Activities      
 - International Operations 114.3% 23.0% 34.8% 20.1% 5.6% 
     - Conforama 449.1% 3.9% 41.3% 21.8% 2.5% 
     - ERM 26.8% 50.3% 28.4% 22.6% 10.2% 
     - UK 40.1% 25.3% 32.0% 11.4% 5.5% 
     - Pacific Rim -22.2% 98.1% 31.0% 9.5% 3.0% 
 - African Operations ! 168.2% -7.7% 12.0% 18.2% 

      
Manufacturing, Sourcing, Logistics      
 - International Operations 6.2% 35.6% 33.0% 9.5% 2.3% 
     - Europe 4.4% 34.7% 32.0% 11.6% 2.0% 
     - UK 10.0% 38.0% 29.7% 6.4% 2.0% 
     - Habufa 11.9% 20.2% 20.6% 1.0% 0.0% 
     - Int'l Sourcing/Logistics 6.1% 37.6% 36.6% 9.5% 3.0% 
 - African Operations 9.8% 21.1% 12.9% 9.8% 0.0% 

      
Properties 91.8% 24.5% 6.7% 0.0% 0.0% 

      
Corporate Services      
 - Brand Management 12.3% 13.1% 25.7% 1.0% 0.0% 
 - Investment Participation 12.2% -100.0%    
 - Central Treasury and Other -33.3% 50.0% -67.7% -75.8% -121.8% 

      
Total Operating Profit 49.7% 29.8% 16.0% 10.3% 4.4% 
Intersegment Profit Eliminations 77.2%     
Reported Group Operating Profit 47.7% 41.3% 15.9% 10.3% 4.4% 
 

Source: Company Reports and Citi Research Estimates 
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Figure 40. Steinhoff Segmental Operating Margins (%) 

Operating Margin % 2011A 2012A 2013A 2014E 2015E 2016E 
Retail Activities       
 - International Operations 4.5% 4.7% 5.3% 5.3% 5.5% 5.6% 
     - Conforama 2.7% 4.0% 3.9% 4.6% 5.3% 5.3% 
     - ERM 6.2% 6.5% 8.4% 5.8% 5.2% 5.4% 
     - UK 5.0% 7.1% 7.5% 8.3% 8.9% 9.1% 
     - Pacific Rim 3.1% 1.8% 3.6% 3.8% 4.0% 4.0% 
 - African Operations  8.6% 5.3% 5.0% 5.3% 5.9% 

       
Manufacturing, Sourcing, Logistics       
 - International Operations 8.7% 8.4% 10.1% 11.1% 11.8% 11.7% 
     - Europe 9.3% 9.1% 11.0% 12.0% 13.0% 13.0% 
     - UK 11.7% 11.5% 14.0% 15.0% 15.5% 15.5% 
     - Habufa 11.5% 11.5% 12.5% 12.7% 12.7% 12.7% 
     - Int'l Sourcing/Logistics 7.3% 7.0% 8.5% 9.5% 10.0% 10.0% 
 - African Operations 11.4% 10.1% 8.8% 9.5% 10.0% 10.0% 

       
Properties 98.0% 98.8% 95.6% 100.0% 100.0% 100.0% 

       
Total Operating Profit 10.6% 9.3% 8.6% 8.4% 8.4% 8.5% 
Reported Group Operating Profit 12.6% 10.0% 9.8% 9.7% 9.7% 9.8% 

       
Operating Margin % 2011A 2012A 2013A 2014E 2015E 2016E 

       
 - International Operations  +24bps  +58bps  (4bps) +25bps  +12bps  
     - Conforama  +126bps  (10bps) +67bps  +79bps  +0bps  
     - ERM  +33bps  +193bps  (263bps) (63bps) +27bps  
     - UK  +218bps  +38bps  +80bps  +54bps  +21bps  
     - Pacific Rim  (127bps) +180bps  +19bps  +20bps  +0bps  
 - African Operations   (325bps) (34bps) +28bps  +65bps  

       
Manufacturing, Sourcing, Logistics       
 - International Operations  (27bps) +173bps  +96bps  +66bps  (1bps) 
     - Europe  (26bps) +191bps  +100bps  +100bps  +0bps  
     - UK  (20bps) +250bps  +100bps  +50bps  +0bps  
     - Habufa  +0bps  +100bps  +20bps  +0bps  +0bps  
     - Int'l Sourcing/Logistics  (30bps) +150bps  +100bps  +50bps  +0bps  
 - African Operations  (132bps) (130bps) +70bps  +46bps  +0bps  

       
Properties  +75bps  (320bps) +440bps  +0bps  +0bps  

       
Total Operating Profit  (128bps) (68bps) (23bps) +6bps  +10bps  
Reported Group Operating Profit  (264bps) (16bps) (12bps) (2bps) +10bps  
 

Source: Company Reports and Citi Research Estimates 
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Figure 41. Steinhoff Cash Flow (Rm) 

 2011 A 2012 A 2013 A 2014 E 2015 E 2016 E 
EBIT 5,360  7,915  10,965  13,235  14,525  15,162  
Depreciation 1,073  1,658  2,380  2,793  3,087  3,191  
Amoritsation 66  143  382  420  462  508  
Other  117  0  0  0  0  0  
EBITDA 6,616  9,716  13,727  16,449  18,074  18,861  
D IN Working Capital Cycle 586  591  (1,452) 324  792  (410) 
 - D in inventory (827) (927) 14  (2,245) (1,951) (693) 
 - D in accounts receivable (151) 788  (311) (1,132) (535) (882) 
 - D in accounts payable 1,237  759  (1,155) 3,700  3,278  1,164  
 - Other 327  (29) 0  0  0  0  
Cash generated from operations 7,202  10,307  12,275  16,773  18,866  18,451  

       
Dividends received 13  114  54  286  315  346  
Interest received 1,011  1,084  1,234  953  695  649  
Interest paid (1,871) (2,104) (2,820) (3,125) (3,102) (3,029) 
Dividends / capital distribution paid (106) (339) (717) (1,632) (1,773) (1,859) 
Taxation paid (573) (771) (1,087) (1,563) (1,712) (1,808) 
Non cash incentives (options etc) 0  61  0  93  104  117  
Change in Provisions 0  0  769  382  427  152  
Other (1,526) (2,478) (5,045) (4,606) (5,046) (5,432) 

       
Additions to PPE (6,334) (5,254) (6,736) (5,421) (3,744) (3,097) 
Additions to intangibles assets and goodwill (85) (5,646) (368) (420) (462) (508) 
Proceeds from sale of PPE 188  274  298  0  0  0  
Capital Expenditure (6,231) (10,626) (6,806) (5,841) (4,206) (3,605) 
Investments in Subsidiaries (8,165) (2,104) (858) 41  41  41  
Increase in Other Investments and Loans (342) 3,724  (1,102) (155) (173) (195) 
Investments in Associates (763) (390) 45  (133) (140) (147) 
Cash generated from investing (15,100) (9,403) (8,656) (6,299) (4,711) (4,148) 

       
Proceeds on issue of ordinary share capital 0  0  (1) 0  0  0  
Proceeds on issue of preference share capital 2,963  (225) (398) 0  0  0  
Treasury shares bought back 0  0  0  0  0  0  
Capital distribution paid (182) (133) (318) 0  0  0  
Change in bank overdrafts 730  (1,983) 8  158  166  174  
Change in long-term loans 12,876  6,592  7,325  (61) (2,206) (2,139) 
Change in short-term loans (6,080) (1,213) (5,386) 503  553  608  
Cash flows from financing activities 10,307  3,038  1,230  600  (1,487) (1,356) 

       
D IN CASH 883  1,464  (196) 6,468  7,622  7,515  
Beginning cash balance 5,121  6,321  8,011  9,188  15,858  23,683  
Translations / other 317  226  1,373  202  203  203  
Ending cash balance 6,321  8,011  9,188  15,858  23,683  31,400  

       
Net Cash Reconciliation 2011 A 2012 A 2013 A 2014 E 2015 E 2016 E 
Long Term Debt      26,112      33,858      45,041      44,980      42,774      40,636  
Short Term Debt        1,978       5,136       5,027       5,530       6,083       6,691  
Overdraft        2,409       2,092       3,162       3,320       3,486       3,660  
Gross Debt      30,499      41,086      53,230      53,830      52,343      50,987  
Less Cash and Equivalents        6,321       8,011       9,188      15,858      23,683      31,400  
Gross Debt Less Cash and Equivalents      24,178      33,075      44,042      37,972      28,661      19,587  
Total Equity      40,830      53,637      66,619      77,189      85,637      94,527  
Gearing % 59.2% 61.7% 66.1% 49.2% 33.5% 20.7% 
Liquid interest-bearing assets and receivables        5,370       8,827      11,597            -              -              -    
Net Interest Bearing Debt      18,808      24,248      32,445     
Net Gearing % 46.1% 45.2% 48.7%    
 

Source: Company Reports and Citi Research Estimates 
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Figure 42. Steinhoff Balance Sheet (Rm) 

 2011 A 2012 A 2013 A 2014 E 2015 E 2016 E 
ASSETS       
Non Current Assets 74,749  90,521  112,032  117,418  117,964  117,714  
Property Plant and Equipment 27,204  34,878  44,811  50,249  51,172  51,351  
Vehicle Rental Fleet 0  9  0  0  0  0  
Consumable Biological Assets 1,450  1,656  1,761  2,142  2,227  2,294  
Goodwill 12,590  15,572  18,850  18,618  18,342  18,017  
Intangible Assets 23,340  33,834  41,585  41,169  40,757  40,350  
Interest in Associate Companies 4,274  2,353  2,658  2,791  2,930  3,077  
Interest in JV 1  0  1  1  1  1  
Investments and loans 5,470  1,356  1,637  1,719  1,805  1,895  
Deferred taxation asset 420  863  729  729  729  729  

       
Current Assets 26,170  42,541  52,607  62,772  73,220  82,672  
Inventory 8,813  14,431  16,320  18,565  20,516  21,209  
Vehicle Rental Fleet 0  363  455  501  551  606  
Trade and Other Receivables 9,504  17,928  23,052  24,134  24,619  25,451  
Short Term Loans Receivable 1,495  1,710  3,228  3,278  3,328  3,378  
Derivative financial assets 0  0  0  0  0  0  
Value added taxation receivable 0  0  0  0  0  0  
Funds on call and deposit 0  0  0  2,379  3,552  4,710  
Bank balances and cash 6,321  8,011  9,188  13,479  20,130  26,690  
Financial Assets 0  0  0  0  0  0  
Taxation Receivable 0  0  0  0  0  0  
Assets Held-For-Sale 37  98  364  437  524  629  
TOTAL ASSETS 100,919  133,062  164,639  180,190  191,184  200,386  

       
EQUITIES AND LIABILITIES       
Equity 40,830  53,637  66,619  77,189  85,637  94,527  
Ordinary Share Capital and Premium 8,474  9,898  9,801  15,135  21,156  27,597  
Preference Share Capital and Premium 4,056  3,837  3,497  3,497  3,497  3,497  
Reserves 25,275  33,394  46,854  52,131  54,599  57,088  
Minority Interest 3,025  6,508  6,467  6,426  6,386  6,345  

       
Non Current Liabilities 35,448  44,639  58,254  58,412  56,620  54,727  
Interest Bearing Loans and Borrowings 26,112  33,858  45,041  44,980  42,774  40,636  
Equalisation of Operating Lease Payments 16  218  231  254  280  307  
Deferred Taxation Liabilities 6,420  7,765  9,652  9,652  9,652  9,652  
Deferred Government grants 1  0  0  0  0  0  
Employee benefits 519  705  722  815  919  1,036  
Provisions 2,380  2,093  2,608  2,710  2,995  3,097  

       
Current Liabilities 24,641  34,786  39,766  44,589  48,927  51,132  
Trade and Other Payables 17,244  23,688  27,488  31,188  34,467  35,631  
Employee benefits 517  845  887  887  887  887  
Value Added taxation payable 893  909  1,265  1,265  1,265  1,265  
Equalisation of Operating Lease Payments 0  8  11  12  13  15  
Derivative Financial Liabilities 3  30  0  0  0  0  
Overdrafts 2,409  2,092  3,162  3,320  3,486  3,660  
Interest Bearing Loans and Borrowings 1,978  5,136  5,027  5,530  6,083  6,691  
Taxation 574  649  850  850  850  850  
Shareholders for Dividends 0  108  0  181  378  585  
Provisions 1,023  1,321  1,076  1,355  1,498  1,548  

       
TOTAL LIABILITIES 60,089  79,425  98,020  103,001  105,547  105,859  

       
TOTAL EQUITIES AND LIABILITIES 100,919  133,062  164,639  180,190  191,184  200,386  
 

Source: Company Reports and Citi Research Estimates 
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Figure 43. adidas  Figure 44. Amer Sports 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 45. ASOS  Figure 46. Carphone Warehouse 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 47. CDON Group  Figure 48. Darty 
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Figure 49. Debenhams   Figure 50. Delticom 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 51. Dixons  Figure 52. Dunelm 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 53. H&M  Figure 54. Halfords 
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Figure 55. Home Retail Group  Figure 56. Inchcape 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 57. Inditex  Figure 58. Jumbo 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 59. Kingfisher   Figure 60. M&S 

 

 

 
Source: DataStream  Source: DataStream 
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Figure 61. N Brown  Figure 62. Next 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 63. Sports Direct  Figure 64. Steinhoff 

 

 

 
Source: DataStream  Source: DataStream 

 

Figure 65. WH Smith  Figure 66. Zooplus 

 

 

 
Source: DataStream  Source: DataStream 
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UK 
BRC 

Figure 67. Citi Implied Non-Food LFL  Figure 68. Citi Implied Non-Food LFL – 2 year  Figure 69. Citi Implied Non-Food LFL – 3 year 

 

 

 

 

 
Source: BRC, Citi Research  Source: BRC, Citi Research  Source: BRC, Citi Research 

 

Figure 70. BRC Non-food, non-store - % change yoy  Figure 71. BRC Non-food sales growth vs Online sales growth vs Implied Store 
Sales Growth 

 

 

 
Source: BRC, Citi Research  Source: BRC, Citi Research 

 
 
BDO 

Figure 72. Total Weekly LFL Sales Growth  Figure 73. BDO Implied Sales Trends 

 

 

 
Source: BDO, Citi Research  Source: BDO, Citi Research 
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Figure 74. Fashion – LFL Sales Growth  Figure 75. Non-Fashion – LFL Sales Growth  Figure 76. Homewares – LFL Sales Growth 

 

 

 

 

 
Source: BDO, Citi Research  Source: BDO, Citi Research  Source: BDO, Citi Research 

 
ONS 

Figure 77. Clothing Volume vs Inflation  Figure 78. Household Volume vs Inflation 

 

 

 
Source: ONS  Source: ONS 

Figure 79. Clothing Inflation (short run)  Figure 80. Household goods inflation (short run) 

 

 

 
Source: ONS  Source: ONS 
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Germany 

Figure 81. German Fashion Sales 

 
Source: Textilwirtschaft, Citi Research 

France 

Figure 82. French Retail Sales 

 
Source: Banque de France 
 

-14
-12
-10

-8
-6
-4
-2
0
2
4
6
8

10
12
14
16

Ja
n-

10

Ap
r-1

0

Ju
l-1

0

Oc
t-1

0

Ja
n-

11

Ap
r-1

1

Ju
l-1

1

Oc
t-1

1

Ja
n-

12

Ap
r-1

2

Ju
l-1

2

Oc
t-1

2

Ja
n-

13

Ap
r-1

3

Ju
l-1

3

Oc
t-1

3

12 week MAV
4 week MAV

-10%

-8%

-6%

-4%

-2%

0%

2%

4%

6% % Chg yr-on-yr
3mth Average



Santa Claus Is Coming To Town 
5 December 2013 Citi Research 

 

 61 

Spain 

Figure 83. Spanish Clothing Sales 

 
Source: INE    

Next Group PLC 
Company description 
Next is the UK’s number two retail clothing brand. The chain has around a 6% share 
of the market and trades from c.3m sq ft in around 375 outlets. The high street 
operation is fully integrated with a catalogue/internet proposition called Next 
Directory, which accounts for just under a quarter of brand sales. The chain is 
almost entirely UK-based, and has a small but rapidly growing home business. 
 
Investment strategy 
The combination of a stable, well managed c.15% EBIT margin store-based clothing 
business (2/3 group sales), and a high-growth, higher EBIT margin Directory/online 
operation (1/3 group sales) should allow Next to maintain c.+4-5% p.a. EBIT 
progress which, in conjunction with c.5% p.a. share buyback programme, is forecast 
to drive c.+10% p.a. earnings growth from here. Taken together with c.+3% dividend 
yield, we argue this should drive a double-digit total return for investors (assuming 
valuation metrics are held over time). We maintain a Buy rating on Next. 
 
Valuation 
In deriving our 6,100p target price, we apply a c.14.5x FY16E PE multiple (in line 
with the recent FY15E average). This equates to a 12x EV/EBIT multiple and 
c.2.5% dividend yield target for the same forecast year. 
 
Risks 
The following risks may impede the achievement of our target price:  

Next has been a long-run market share winner. If market share growth stalls‚ Next's 
growth profile could be well below that consistent with our forecasts. 
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Consumer spending growth has slowed recently, raising risks to estimates.  

The buyback programme has increased gearing and hence made Next a more risky 
proposition. 

The group is currently undertaking a phase of warehouse investment, which could 
generate implementation risks. 

However, if the company continues to win share and/or is subject to a bid, the share 
price could rise above our target price. Additionally, if UK interest rates fall sharply in 
the near future, the Next share price could rise above our target price. 
  

Dunelm 
Company description 
Dunelm is the UK’s largest specialist out-of-town homewares retailer and provides a 
comprehensive range of products to a wide customer base, under the brand name 
Dunelm Mill. Dunelm was founded in 1979 by Bill and Jean Adderley, from a 
Leicester market stall. The business developed into a successful chain of high 
street shops in the Midlands specialising in soft furnishings and other homeware. 
Today the major focus is out-of-town retailing, and the company plans to double its 
store portfolio from here. 
 
Investment strategy 
We rate Dunelm Buy. We believe Dunelm is a high-quality and cash-generative 
business part-way through a low-risk, high-return organic expansion programme. 
The combination of a visible, double digit EPS growth forecast, a strong balance 
sheet and the likelihood of future cash returns make this an enticing investment in 
the low growth UK retail sector. 
 
Valuation 
Our 1040p target price is based on Dunelm holding a 13.5x EV/EBIT multiple to 
Jun-16E. As an immature retail concept Dunelm looks well set for further years of 
organic growth, which in our view merits a premium multiple to mature UK peers. 
This equates to a 19x PE and 2.1% dividend yield in the same forecast year. 
 
Risks 
Risks to the share price reaching our target price include: 

A return to industry capacity withdrawal or market share gains ahead of 
expectations drive premium LFL growth. 

A change in the rate of availability of locations drives space growth materially 
different from our assumptions. 

Continued inventory management or a shift to direct sourcing drives further gross 
margin gains. 

Tight cost management offsets gross margin and LFL pressures to sustain or 
increase the returns profile of the business model. 

A slowdown in the earnings growth profile results in the shares de-rating. 
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Significant cannibalisation of existing stores occurs as a result of the store rollout. 

Increased industry capacity drives a weaker LFL trend than we expect. 

Input cost pressures negatively impact gross margins as the competitive 
environment intensifies. 

Competitive pricing in the industry is more severe than we expect and negatively 
impacts gross margins. 

The pace of online penetration of the Homewares industry increases beyond 
Dunelm’s ability to adapt. 

An absence of available sites slows the rate of expansion. 

If the impact of these risk factors is less negative than we currently anticipate, then 
the share price could exceed our target price. 
  

Marks and Spencer Group PLC 
Company description 
M&S is the market leader in the UK clothing market with around 11% market share. 
Clothing accounts for just under half of chain sales, with food having a 46% 
participation rate. In the food sector, M&S is a niche player focused on premium-
quality convenience foods. The chain is now almost entirely UK based, save for a 
small European franchise business, and has a significant (circa £3bn) freehold 
property portfolio. 
 
Investment strategy 
The combination of our stronger 2014 and 2015 UK economic growth forecasts, and 
M&S management initiatives (esp on Gen Merch availability) has markedly 
improved the credibility of double-digit FY15 and FY16 M&S EPS growth forecasts. 
We argue that this should underpin the group's current undemanding valuation 
metrics. Holding the group's 12x FY15e EV/EBIT multiple out to FY16 drives our 
575p price target and Buy rating on the shares. 
 
Valuation 
Our 575p target price is based on a 12x FY16e EV/EBIT multiple, in line with the 
recent average for the large-cap sector peers, and equates to a c.14x PE and a 
3.5% dividend yield for the same forecast year. 
 
Risks 
We would highlight in particular the following risks that could cause the shares to 
rise above our target price:  

M&S has been a long-run market share winner. If the company continues to win 
market share, there may be upside risk to our estimates. 

Consumer spending growth has slowed recently, raising risks to estimates. 
However, recent weak trading patterns could reverse in the face of UK interest base 
rate cuts. 
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Weak LFL sales comparatives across 2H of last year could stimulate a better LFL 
sales performance later this year. 

Clothing market capacity withdrawal could drive a recovery in M&S sales trends. 

If the company is subject to a bid, the share price could rise above our target. 

If the impact on the company from any of these factors proves to be more negative 
than we anticipate, the stock will likely have difficulty achieving our financial and 
price targets. 
  

Jumbo Babyland 
Company description 
Jumbo is Greece's largest toy retailer, operating in the toys, baby apparel, 
stationery and seasonal/home products markets. It operates 62 stores of which 
three are in Cyprus, eight in Bulgaria and the rest in Greece. Key to its success has 
been its product diversification and one-stop shop for parents and children. 
 
Investment strategy 
We rate Jumbo Neutral/High Risk. We believe the stock has attractive long-term 
growth/quality stories in the Greek market. It has also delivered robust results in the 
Greek retail space during the recession, although profitability has remained 
relatively static. We remain cautious on the Greek retail sector, given the weak 
macroeconomic environment and likely pressures on consumer spending from the 
significant fiscal tightening. Jumbo's price concept has outperformed in the 
downturn, but we expect Greek economic weakness to remain volatile over the next 
year and consumer spending is likely to lack visibility.  
 
Valuation 
Our price target of €11.5 is based on an FY15E EV/EBIT of 10.7x, in line with the 
stock's recent average. At this price the shares would trade on a PE of 15x in the 
same forecast year. 
 
Risks 
We rate the shares of Jumbo High Risk based on significant concerns over a 
prolonged Greek recession. Our assessment also includes other industry- and 
company-specific risk factors. As with other retailers, factors such as the availability 
of credit, interest rates, consumer confidence, changes in personal disposable 
income, age compression and structural changes in leisure tastes can affect 
Jumbo's results. In Jumbo's case, the weak Greek macroeconomic environment 
and the Greek government's austerity measures will likely have a significant impact 
on consumer spending. The group relies heavily on its main founder and the current 
Chairman of the group, Apostolos Vakakis, who is in his early 50s. If the impact of 
these risk factors is more or less negative than we currently anticipate, then the 
share price could deviate significantly from our target price. 
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ASOS Plc 
Company description 
ASOS was established in June 2000. Initially the main concept "As Seen On 
Screen" was the sale of a range of celebrity-linked items, including those seen on 
cookery and gardening shows. This concept developed to fashion, offering celebrity 
style at affordable prices. ASOS was floated on AIM in October 2001.Since then, 
ASOS has focused on clothing, developing its own credible fashion range, and has 
expanded to offering fast-fashion products from over 850 brands. ASOS is the UK's 
largest pure-play fashion retailer, with a c6% market share of online sales. ASOS 
also ships products to over 150 markets, where it generates over half of sales. 
 
Investment strategy 
The encouraging early signs of the sales and profit growth potential from local 
country management recruitment, elevated A&P spend, greater CRM leverage, and 
supply chain efficiencies underpin our +25-30% p.a. earning forecast agenda. In 
combination with our medium term revenue and margin analysis, we derive a 7000p 
price target, and remain Buyers of the shares. 
 
Valuation 
Our 7000p target price is driven by a 15 year DCF, which assumes a +24% pa sales 
CAGR and 8% terminal EBIT margin. This equates to a c.25x 2018E EV/EBIT 
multiple and a c.35x PE multiple for the same forecast year. 
 
Risks 
The following risks could impede the share price from reaching our target price: 

Over-stretched working capital, over-expansion or an inability to fulfill demand 
resulting in brand damage. 

Increased competition. Traditional retailers are moving towards a multi-channel 
offering and as a high growth market new competitors will undoubtedly enter the 
market place. 

Brands deserting the website. 50% of sales mix is branded product. Brands may 
end their partnership with ASOS, moving to an alternative third party website or 
offering product exclusively themselves. 

Failure to grow overseas revenues. Continued growth in relatively unknown 
international markets growth may prove more costly than we expect or may not 
materialise. 

Dependence on distribution and IT facilities. ASOS primarily operates out of one 
warehouse, and outsources distribution exclusively to one logistics firm. System 
performance problems or delivery-chain failure could seriously affect the ability of 
ASOS to trade. 
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Hennes & Mauritz AB 
Company description 
Hennes & Mauritz AB (H&M) designs and retails men's, women's and children's 
clothing, cosmetics, undergarments, hosiery and accessories. The company 
operates stores in c.40 global markets. H&M operates H&M, COS, Weekday, Monki 
and Cheap Monday stores. 
 
Investment strategy 
Over the last 1, 3 and 5 years the H&M cumulative LFL is c.0%, alongside a -520bp 
EBIT margin decline. From here the share price debate centres on the prospect of 
LFL sales progress alongside a stable lower EBIT margin base (17.5%), in part 
triggered by greater confidence in the group's online strategy. To date there is little 
evidence to support this thesis, as for example, 3-yr rolling LFL gross profit trends 
continue to deteriorate, albeit as a slower rate then in 1H13. We retain a Neutral 
stance on the shares 
 
Valuation 
We derive our SKr280 target price based on a target 16x 2015E EV/EBIT multiple 
(recent average). This equates to a c.21.5x target PE and 4% target dividend yield 
for the same forecast year. 
 
Risks 
The following risks could impede the share price from reaching our target price: 

H&M is subject to the usual risks associated with a fashion business spanning 
several geographic regions, pursuing an aggressive expansion plan: management 
resources and infrastructure may become too stretched, or suitable sites may not 
become available in a timely fashion, limiting the company's ability to deliver profits. 

A merchandise misjudgement could significantly affect profits in any given period. In 
addition, the company operates in a cyclical industry and is therefore sensitive to 
changes in economic conditions. 

H&M's international operations expose it to political, economic, regulatory and 
currency risks. 

On the other hand, if the impact of these risk factors is less negative than we 
currently anticipate, then the share price might rise above our target price. Also, if 
the US dollar weakens materially, the H&M gross margin could rise rather than fall, 
driving an earnings forecast upgrade. 
  

Halfords Group Plc 
Company description 
Halfords Group is a retailer of car maintenance, car enhancement, travel solutions 
and cycling products. It also has a car servicing and repairs business. Halfords 
operates from c.470 retail stores in the UK as well as c.260 autocentres. 
 



Santa Claus Is Coming To Town 
5 December 2013 Citi Research 

 

 67 

Investment strategy 
Halfords is in the process of implementing an ambitious management turnaround 
strategy and faces structural issues including exposure to product categories that 
are in decline and an overspaced property portfolio. However, we think that 
managments plan to concentrate on growing the highly profitable service element of 
the business and driving LFL sales increases through better customer engagement 
are increasingly plausible. Coupled with an improving UK consumer environment 
this drives our postive rating on the shares. Buy. 
 
Valuation 
Our target price of 545p is based on Halfords trading on a March 2016e EV/EBIT of 
13x, a slight premium to mid-cap UK retail peers due superior top-line growth which 
the company hopes to drive. This valuation is supported by a 2.9% dividend yield 
and equates to16.2x PE in the same forecast year. 
 
Risks 
The following risk factors may cause the share price to deviate significantly from our 
target price: 

Competitive risks - Halfords' high-return/high-margin product categories could 
attract non-specialists or general retailers into its key markets 

Product risks - Halfords retails a limited range of products and is at risk if consumer 
demand for these products falls materially. 

Technological risks - The reliability of new cars has increased, reducing the 
expenditure on maintenance. Continued improvements in this area may put 
downward pressure on demand growth for Halfords' products. 

If the impact from any of these factors proves to be more negative than we 
anticipate, the stock will likely have difficulty achieving our financial and price 
targets. However, if any of these factors proves to have less of an effect than we 
anticipate, the stock could materially outperform our target. 
  

N Brown 
Company description 
N Brown is a home shopping business, offering a wide range of value for money 
products via a number of catalogues and websites. The group has over 5mn active 
customers. It produces c20 trading titles, offering products in clothing, footwear, 
household and electrical goods. It focuses primarily on older and larger women. It 
also provides a variety of credit plans to enable customers to spread the cost of 
their purchases. 
 
Investment strategy 
We rate N Brown Neutral. N Brown offers a range of larger-sized clothing and 
footwear products not readily available on the High Street. An ageing, more obese 
population should therefore benefit N Brown. Credit sales (c65% total) are a key 
driver of revenue and customer retention. With fading economic trends, bad debts 
will continue to be a focus for the market, particularly as the group moves towards a 
younger customer mix. A prudent approach to provisioning and strong customer 
collection policies minimised this risk, but are likely to limit earnings growth, in our 
view, hence our Neutral rating. 
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Valuation 
The group's valuation now appears full with some market anticipation of a new 
strategy that CEO Angela Spindler may propose for N Brown. We expect a 
detailed announcement on group strategy in early 2014. We value N Brown on 
c.15x PE for Feb 2016e, a small premium to the Retail clothing peers average. This 
leads to a target price of £5.25. This target price equates to 13.0x EV/EBIT and a 
3.0% dividend yield in the same forecast year. 
 
Risks 
N Brown faces industry-specific risk, financial risks and management risk. Most 
retailers face such risks as a weaker consumer environment and unseasonal 
weather. Specific risks for N Brown we would highlight, which could prevent the 
shares reaching our target price, include: 

Bad debt charges. The key risk to N Brown is that is credit customers default on 
their payments. Around 65% of group sales are on credit and increase in bad debts 
would impact profits. 

Postal disruption. N Brown's business model relies on postal delivery to customers. 
Any disruption to the postal service would severely disrupt sales, especially over 
peak periods such as Christmas. 

Fashion risk. Choosing the wrong fashion trends can lead to an inventory overhang, 
which hits gross margins through price discounting. 

If the impact on the company from any of these factors proves to be more negative 
than we anticipate, the stock will likely have difficulty achieving our financial and 
price targets. However, if any of these factors proves to have less of an effect than 
we anticipate, the stock could materially outperform our target. 
  

Dixons Retail PLC 
Company description 
Dixons Retail PLC sells consumer electronics, communications equipment, 
computer products, domestic appliances and photography products. The group 
conducts retailing operations through its Currys, PC World stores in the UK, and 
Elkjop, Kotsovolos and ElectroWorld in Europe. 
 
Investment strategy 
We rate Dixons Buy. The disposals of PIXmania and Turkey rapidly simplify the 
group's structure, lowering its risk profile, and allow for a further re-rating, in our 
view. With the UK operation benefitting from strong market share progress, we see 
potential for further upside from an improved UK macro and within Southern Europe 
from reducing losses over time. Furthermore we forecast continued improvement in 
leverage metrics and capital efficiency. 
 
Valuation 
Given the group's stronger balance sheet, our view that Dixons should continue to 
be a beneficiary of market share gains through FY14 and expectations of some 
stability in margins, we derive our target price of 60p by applying a target multiple of 
9x FY15E EV/EBIT, a slight premium to the stock's historical average but still a 
discount to the UK Retail sector. This would equate to 0.29x EV/Sales and 19x PE 
in the same forecast year. 
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Risks 
The following risks may cause the shares to significantly deviate positively or 
negatively from our target price: 

Dixons' earnings remain linked to UK consumer spending patterns, which are still 
recovering. As Dixons develops formats across Europe, so consumer-spending 
patterns in these markets will have a growing impact on the group's performance. 
The transition to digital products may take longer than we anticipate. The group 
Transformation Programme could drive a better-than-expected earnings outlook. 
European fiscal and monetary policy could drive a stronger consumer demand 
environment. If the impact on the company from any of these factors proves to be 
more negative than we anticipate, the stock will likely have difficulty achieving our 
financial and price targets. However, if any of these factors proves to have less of 
an effect than we anticipate, the stock could materially outperform our target. 
  

Home Retail Group 
Company description 
Home Retail Group is the UK's leading catalogue retailer. Some 70% of group 
revenues and EBIT are generated by the Argos chain, with c.737 stores, which sells 
a broad range of general merchandise goods. The balance of the group is made up 
of Homebase, the UK's No. 2 DIY format. 
 
Investment strategy 
Recent results have displayed a higher degree of control on costs within the Argos 
business and improved operational momentum, with some progress being made 
along its transformation plan. Alongside a more favourable product cycle going into 
3Q and FY 2015 on both mobile computing and video gaming, our positive stance 
on UK Household available cash flow and high operational gearing, we believe near 
term downside risks are diminishing. Neutral rated. 
 
Valuation 
Our target price of 195p is based on 11.5x EV/EBIT for Feb 2016E, in line with its 
recent average and equating to c19x PE for the same forecast year. 
 
Risks 
With HRG, the following risks may cause the shares to deviate from our target price:  

Argos has execution risk relating to its aggressive range extension. 

HRG is also exposed to the UK consumer through its Argos and Homebase 
businesses. Argos is also highly seasonal, and has shown some evidence of 
cyclicality. 

Argos has shown strong revenue growth so operational leverage could produce 
upside risk to forecasts. 

If the impact on the company from any of these factors proves to be more negative 
than we anticipate, the stock will likely have difficulty achieving our financial and 
price targets. Conversely, if any of these factors proves to have less of an effect 
than we anticipate, the stock could materially outperform our target.   
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Debenhams Plc 
Company description 
Debenhams is the second-largest department store chain in the UK. Its returns 
were transformed through a period of private ownership, before it returned to the 
equity markets in May 2006. Physical expansion of the Debenhams format (and to a 
lesser extent the new smaller format, "Desire") continues to drive revenue growth. 
The group operates 144 department stores across the UK and has 50 international 
franchise stores. 
 
Investment strategy 
Despite Debenhams’ steady market share gain progress through good retail 
discipline, strong online progress and ongoing store openings, the group EBIT 
margin headwinds from declining store-based LFLs, a step-up in head office costs, 
and introduction of revised IAS19 in FY14, look set to drive a broadly flat PBT 
outlook in FY14. We have a Neutral rating on the shares. 
 
Valuation 
We base our 100p target price on a c.10x 2014e target PE multiple, in line with the 
group's recent average. This equates to a c.9.5x EV/EBIT multiple and c.3.5% 
dividend yield to the same year-end. 
 
Risks 
The following risks could impede the share price from reaching our target price:  

 Debenhams has shown aggressive cost removal and margin recovery. 
Sustaining EBIT margins could be difficult in the current weak consumer 
environment. 

 The clothing market has capacity expansion. This could depress Debenhams' 
premium LFL record. 

 Debenhams has a productive new space programme, which could be a weaker- 
or stronger-than-expected contributor to EBIT. 

If the impact on the company from any of these factors proves to be more negative 
than we anticipate, the stock will likely have difficulty achieving our financial and 
price targets. Conversely, if any of these factors proves to have less of an effect 
than we anticipate, the stock could materially outperform our target price. 
  

Carphone Warehouse 
Company description 
Carphone Warehouse is the leading independent European telecommunications 
retailer, with circa 2,400 stores across Europe under the Carphone Warehouse and 
Phone House brands. In addition it has a 46% interest in Virgin Mobile France, the 
largest MVNO operator in France, 2 UK freehold property sites and has recently 
announced a Connected World partnership with retailing conglomerate Metro 
Group.  
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Investment strategy 
We rate Carphone Warehouse Buy. The group's core business benefits from a 
multi-year smartphone and tablet growth cycle, a 46% stake in the Virgin Mobile 
France MNVO, and potential profit shares related to the expansion of its Connected 
World business model, currently through its newly announced partnership with 
Metro Group. 
 
Valuation 
At the current price the shares trade at a discount to the UK Retail Sector on FY15-
16E P/E, which is unjustified, in our view. We base our 320p target price on a March 
2015E PE multiple of 15x, broadly in line with the UK Retail sector. This would 
equate to an EV/EBIT multiple of 10.2x and dividend yield of 2.2% in the same 
forecast year.  
 
Risks 
The following risks could impede the share price from reaching our target price: 

§ Significant and rapid change in legislation, regulatory controls or customs and 
practices in which the Group operates could weaken Carphone's competitive 
position. 

§ The business is dependent on key systems and assets and is at risk from 
disruption to them. 

§ The Group does not exercise control over its joint ventures and is therefore reliant 
on co-operation with its partners. A breakdown in these relationships could impair 
the business. 

§ A material change in distribution strategy from the mobile network operators or 
handset manufacturers could damage future earnings prospects. 

§ The risk of rolling out to new and unfamiliar global markets under the Global 
Connect JV drives new levels of execution risk. 

If the impact from any of these factors proves to be more negative than we 
anticipate the stock will likely have difficulty achieving our financial and price 
targets. Conversely if any of these factors prove more positive, we anticipate the 
stock could outperform our target. 
  

WH Smith PLC 
Company description 
WH Smith plc is a UK retail operation focusing on the book, magazine/newspaper, 
confectionery and stationery markets. The group has c.600 high street stores and 
c.550 travel units at airports, railway stations, motorway service areas, hospitals 
and workplaces in the UK. There is a growing International Travel business. 
 
Investment strategy 
We rate WH Smith Buy. The company operates in sectors that have seen major 
cyclical and structural pressures in recent years (books, newspapers and travel). 
Throughout this time WH Smith has grown earnings in double digits (EPS CAGR 
16% 2007-13) due to its high-quality, well incentivised management team and best-
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in-class operations. Based on a forecast agenda that assumes negative UK LFL 
sales and International travel expansion to be steady rather than dramatic, we 
derive c.4% annual operating profit growth for the next four years. Together with an 
ongoing share buyback and a c.4% dividend yield this implies an annual ETR of 
+10-15%, assuming current multiples hold. 
 
Valuation 
Our 1050p target price is based on a FY15e sum of the parts valuation. This is 
derived from applying a 14x 2015e PE multiple to Travel and an ex-growth multiple 
of c.10.5x to High Street (c.25% discount to UK retail peers). This implies a target 
group EV/EBIT multiple of 10.8x FY15e, equivalent to 13.3x PE and a 3.9% 
dividend yield in the same forecast year. 
 
Risks 
The following risks could impede the share price from reaching our target price: 

WH Smith is exposed to the UK consumer cycles, which may decline. 

Initiatives undertaken by management have so far yielded encouraging results; 
however, the risks for the company's outlook may remain on the downside as 
competitive pressures persist. 

The Interantional expansion may absorb more costs or capital than anticipated and 
impact on the returns generated by teh group. 
  

Amer Sports 
Company description 
Amer Sports is a global sporting goods company with a number of internationally 
recognised brands including Salomon, Wilson, Atomic, Arc'teryx, Mavic, Suunto and 
Precor. The company produces "better" or "best" sporting equipment, apparel, 
footwear and accessories over a wide range of sports including tennis, badminton, 
golf, American football, soccer, baseball, basketball, alpine skiing, snowboarding, 
cross-country skiing, fitness training, cycling, running, hiking, and diving. 

Sales are split across Winter & Outdoor, Ball Sports and Fitness operating 
segments with over two-thirds of sales in equipment or hard-goods. Distribution is 
primarily wholesale although Amer is concentrating on growing its own retail 
operations which now account for c.10% of sales. 
 
Investment strategy 
We rate Amer Sports Buy. We believe Amer combines high quality global brands 
with opportunity to expand and a well-conceived strategy to consolidate disparate 
businesses into one cohesive company which will drive scale and efficiencies which 
should feed through into rapid margin expansion. The stock trades broadly in line 
with its long-run average on EV/EBIT multiples with a rapidly improving balance 
sheet structure. 
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Valuation 
Our 12-month target price of €19.00 is based on Amer Sports trading on a 12x 
EV/EBIT multiple to Dec-15e, in line with the group's average since the current 
strategy was announced in September 2010 and comparable to global peers in 
leisure goods and apparel industries. This is equivalent to a 16.1x PE and 2.6% 
dividend yield in the same forecast year. This valuation is supported by our €21.40 
DCF-derived valuation. 
 
Risks 
We highlight the following risks which could impede the Amer Sports share price 
form reaching our target price: 

Strategic. Amer Sports initiated a strategy in 2010 with the aim of i) consolidating 
disparate brands and business units in order to drive efficiencies and scale benefits; 
ii) growing in the softgoods categories where existing brands can be leveraged into 
new products and where supply can be more easily leveraged; iii) streamlining the 
business to preserve profitability when demand is abnormally low and iv) driving 
traction with customers and increasing direct to consumer sales. If this plan does 
not prove successful and cost investment is deemed wasted then shares are likely 
to de-rate. 

Macroeconomic. Growth in the sporting goods industry is dependent on consumer 
spending. Amer Sports has a broad geographical portfolio with particularly 
dependency on Europe, America and Japan, an abrupt economic downturn in these 
regions would pose a risk to sales development. 

Weather. Amer Sports is can be very affected by severe or unusual weather 
conditions, with snow conditions in Europe and North America particularly important. 

Raw Material costs. Raw materials account for c.60% of the Group's cost of sales. 
The prices of steel, aluminium, rubber, cotton, polyester or other materials are 
subject to the risk of sharp price changes. 

Labour costs. Increasing labour costs in Asia, and notably China, could have a 
negative impact as alternative low-cost sourcing countries are limited in short term. 

Customer risk. Amer Sports works with a few key customers, which have the ability 
to exert pressure on Group margins through their scale, bargaining power and 
fulfillment demands. We note that no single customer accounts for more than 10% 
of group sales. 

Production risks. Amer Sports' most important production facilities are in Austria, 
Bulgaria, USA and Finland and distribution facilities in Germany, Austria, USA and 
France. Any disruption to these facilities would have negative impacted on business 
operations. 

IT risks. Key business processes are all dependent on IT systems. System 
performance problems or delivery-chain failure could seriously affect the ability of 
the Group to trade. 

Currency. The biggest currency risk arises from a mismatch of the currencies 
required for sourcing (primarily dollars) versus the denomination of sales. A 
strengthening in the US dollar would therefore exert pressure on input costs. We 
note that the Group hedges currency on a rolling 12-24-month basis in order to 
mitigate impact of currency fluctuations.   
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Darty Plc 
Company description 
Darty Plc primarily retails consumer electronics and white goods. The company 
markets refrigerators, washing machines, microwave ovens, coffee makers, irons, 
televisions, DVD players, home cinema, plasma and LCD flat screen televisions, 
mobile telephones, and personal computers. Darty operates in core market France 
and has established businesses (Belgium, Czech, Netherlands) as well as 
developing businesses (Spain, Turkey). 
 
Investment strategy 
Darty, in our view, remains dependent on a pick-up in macro conditions, improving 
performance of its Netherlands business and loss reductions across its Other 
business segment which comprises Turkey and Datart.  
 
It seems risks around execution remain as does the potential for cost savings being 
annulled by further earnings pressure if macro conditions continue to be negative.  
 
However, we believe near term risks are diminishing as: 1) We expect Darty to 
continue to be a beneficiary of market share gains in its core French market 2) An 
improvement in our Household Available Cashflow for France in 2014 (-1.0% vs – 
2.0% in 2013 should support Darty France LFLs and 3) We see prospects for loss 
reduction within its Other making business. We rate the shares Neutral. 
 
Valuation 
Our price target of 90p is based on a 10x FY16E EV/EBIT, in line with its recent 
average. This equates to 17x PE and 3.0% dividend yield in the same year. 
 
Risks 
With regard to Darty's industry and company-specific risk factors, we would 
highlight in particular volatility in line with the market, as well as what we consider to 
be average market, financial, and management risk. We highlight the following risks 
that could cause the share price to exceed our target price: The French consumer 
environment could recover more quickly from the downturn than anticipated. French 
consumption patterns could remain robust, improving the earnings outlook for Darty. 
If the impact on the company from any of these factors proves to be more positive 
than we anticipate, the stock could well remain above our target price. 
  

Sports Direct International Plc 
Company description 
Sports Direct is the UK's leading sports retailer by revenue and operating profit, and 
the owner of several internationally recognised sports and leisure brands. Sports 
Direct offers a wide range of competitively priced, branded sports and leisure 
apparel, replica kit, footwear and sports equipment through its retail operations, and 
also operates an international wholesale and licensing business through its brands 
operations. 
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Investment strategy 
We argue that the recent strong group LFL sales and gross profit trading patterns 
(online sales growth incremental to the still positive LFL stores sales growth), the 
weak state of UK sports retail competition, growth opportunities in Europe, and the 
Brazil World Cup in 2014 make Sports Direct's achievement of its target c.+15% 
p.a. EBITDA growth over the next three years increasingly plausible. Taken together 
with a focus on cash generation and hence a sharply fading forecast EV/EBIT 
multiple, we continue to have a Buy rating on the shares. 
 
Valuation 
We base our 825p target price on a 15x April 2015e EV/EBIT multiple (recent FY14 
average, carried forward a year). This equates to c.20x PE and c.12x EV/EBITDA 
for the same forecast year. 
 
Risks 
We highlight in particular the following risks to our target price:  

- Any disruption to Sports Direct's supply chain could harm the group's business and 
competitive position. 

- The group's business and competitive position could be harmed if it is unable to 
protect and enforce its intellectual property rights. 

- Sports Direct's efforts to develop the Group Brands and Licensed-In Brands may 
be unsuccessful. 

The following upside risks could cause the share price to exceed our target price:  

- Sustained evidence that the industry's gross margin evolution can persist. 

- Improved productivity from the Shirebrook distribution facility. 
  

adidas Group 
Company description 
adidas was founded in Germany in 1948 by Adi Dassler. The adidas Group has a 
portfolio of brands including adidas (adidas Sport Performance, adidas Sport Style), 
Reebok, TaylorMade-adidas Golf, Rockport and Reebok-CCM Hockey. 

The group operates a global distribution network, through wholesale, retail and e-
commerce channels. The adidas and Reebok brands account for c.88% of group 
sales, three-quarters of which are made through the wholesale channel. Footwear 
and clothing account for c.45% of sales each, with the balance being equipment. 

Europe is the Group’s largest market, representing c.42% of sales, whilst the 
participation of Asia and Latin America has doubled over the last decade to 35% of 
sales. In all we estimate that one-third of sales are made to emerging markets. 
 
Investment strategy 
We argue that adidas is one of a small group of genuine global growth apparel 
retailers and brands that is capable of GDP-plus revenue growth. Like the other global 
apparel brands (Nike, VF Corp, Ralph Lauren) adidas has a track record of organic 
sales growth of c.2-3x real global GDP, underpinning our c.5% p.a. adidas organic 
revenue growth forecast (2013-2015E). In addition, as group profitability recovers 
from one of the lower EBIT margin and ROCE metrics across its peers, adidas also 
offers material EBIT margin upside (Citi +200bp to 10.5% by 2015). These themes 
drive a c.+20% p.a. 2013-15E EPS growth forecast, and our Buy rating. 
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Valuation 
We have a 12-month target price of €105 for adidas Group, based on the company 
holding a c.12.5x EV/EBIT multiple to Dec-15E (in line with the group's recent 
average). This is equivalent to a c.18.5x PE and 2.5% dividend yield for the same 
forecast year. 
 
Risks 
The following risks could impede the share price from reaching our target price: 

Macroeconomic Risks. Growth in the sporting goods industry is dependent on 
consumer spending. Whilst adidas has a broad geographical portfolio, an abrupt 
economic downturn would pose a risk to sales development. 

Input Cost Risks. Raw materials account for c.60% of the Group’s cost of sales. The 
prices of rubber, cotton, polyester or other materials are subject to the risk of sharp 
price changes. 

Customer Risks. adidas works with a few key customers, which have the ability to 
exert pressure on Group margins through their scale and bargaining power. A 
number of these customers are also developing own-branded offers, increasing the 
competitive environment. We note that as part of Route 2015 adidas is increasing 
the amount of controlled space sales. Further we note that no single customer 
accounts for more than 10% of Group sales. 

Promotion Partnership Risks. Promotional partnerships play a key role in 
establishing and maintaining brand image and product authenticity with customers. 
adidas faces the risk of losing key partnerships or having to accept unfavourable 
terms in order to secure contracts. We note that adidas seeks to negotiate contract 
extensions before expiry on key partnerships, and constantly seeks to broaden the 
portfolio of premium partnerships. 

IT risks. Key business processes are all dependent on IT systems. System 
performance problems or delivery-chain failure could seriously affect the ability of 
the Group to trade. 

Currency Risks. The biggest currency risk arises from a mismatch of the currencies 
required for sourcing (primarily dollars) versus the denomination of sales. A 
strengthening in the US dollar would therefore exert pressure on input costs. We 
note that the Group hedges currency on a rolling 12-24-month basis in order to 
provide visibility on any pressures from currency fluctuations. 
  

Steinhoff International Holdings Ltd 
Company description 
Steinhoff is a globally integrated lifestyle supplier that manufactures, warehouses, 
retails and distributes household goods; retails motor vehicles; and also provides 
financial and management services to the group companies. Steinhoff listed on the 
JSE in September 1998 and since then has entrenched itself as one of the top five 
furniture groups in Europe and Australasia, with diversified operations spanning 
Africa. Its purchase of Conforama in 2011 made it one of the largest furniture 
retailers in the world, and places the business in a stronger position to benefit from 
an enlarged footprint and economies of scale and to drive further consolidation in 
the region. The group also recently sold its SA automotive and retail assets to JD 
Group and now has a 56% stake. Steinhoff also has a 62% stake in KAP Holdings 
and a 20% stake in PSG Group. 
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Investment strategy 
We rate Steinhoff Buy. After a reshaping of the group in 2011-2013 with an increase 
in its exposure to both European and African furniture retail, we expect Steinhoff to 
start to leverage its vertically integrated business model to drive scale and efficiency 
gains through 2014. 
 
We believe the combination of: 1) restructuring of its European Retail operations 
(45% of sales, 27% of Group EBIT) given the full integration of Conforama and 
addition of Austrian furniture group Kika-Leiner; 2) margin gains from more vertically 
integrated sourcing with the European manufacturing business; and 3) Some signs 
of stabilization and improving macro picture into 2014 supports our group forecast 
agenda of FY14-16E EBIT and EPS CAGRs of 12%.  
 
Valuation 
Our price target of R48 is based on our DCF and SOTP valuations, cross-checked 
against our PE analysis. At our price target Steinhoff would still trade on a PE of 
only 10.2x, EV/EBIT of 8.3x and dividend yield of 2.3% for FY15E. 
 
Our SOTP analysis applies peer 2015E EV/EBIT multiples to Steinhoff's various 
business lines. Our DCF model uses a WACC of 11.3% (based on a total cost of 
equity of 13.6% and cost of debt of 7.5%, with risk-free rates that have been 
weighted for Western Europe, Eastern Europe, South Africa and Pacific) and a 
terminal growth assumption of 2%. 
 
Risks 
The group has operations across many geographies, giving it exposure not only to 
multiple currencies, but also to consumers across different regions. Although this 
implies potential benefits from diversification and ability to achieve lower costs 
through cheaper manufacturing, it leaves the group exposed to currency 
fluctuations and macro headwinds in different regions. We see the following as key 
risks for Steinhoff: 

 Exposure to Eastern Europe through its various retail and manufacturing 
divisions has raised its risk profile. 

 Tax dispensations in certain jurisdictions allow for a lower overall tax rate. We 
think the tax rate should normalize at between c12% and c15%, which is below 
the statutory rate in South Africa. 

 It is heavily exposed to macro headwinds across Europe, including France 
through Conforama, the UK through Benson Beds and Harveys, and in Germany 
through Poco. 

 Manufacturing synergies through increased direct sourcing and economies of 
scale through group product buying could take longer to materialise, while any 
margin gains may end up being reinvested back into price if competitive 
pressures increase in its respective retail markets.  

Adverse developments relating to these risks could prevent the shares from 
reaching our target price. Conversely, if any of these factors proves to have less of 
an effect than we anticipate, the stock could materially outperform our target. 
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IMPORTANT DISCLOSURES 
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An employee of Citigroup Global Markets or its affiliates is a Sales Consultant of Next Retail Ltd. 
Citigroup is acting as Bookrunner in relation to Dixons Retail plc’s announced offering of sterling - denominated fixed rate guaranteed notes with expected 
maturity 2017. Citigroup is also acting as Dealer Manager in the announced Tender Offer for existing notes. 
Citigroup Global Markets Inc. or its affiliates has received compensation for investment banking services provided within the past 12 months from 
Debenhams Plc, Steinhoff International Holdings Ltd, adidas Group, Dixons Retail PLC, Marks and Spencer Group PLC, Amer Sports. 
Citigroup Global Markets Inc. or its affiliates expects to receive or intends to seek, within the next three months, compensation for investment banking 
services from Debenhams Plc, Amer Sports. 
Citigroup Global Markets Inc. or an affiliate received compensation for products and services other than investment banking services from Inditex, Hennes & 
Mauritz AB, Halfords Group Plc, Debenhams Plc, ASOS Plc, Steinhoff International Holdings Ltd, Inchcape PLC, adidas Group, Next Group PLC, Dixons 
Retail PLC, Marks and Spencer Group PLC, Home Retail Group, Amer Sports in the past 12 months. 
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as investment banking client(s): Debenhams Plc, Marks and 
Spencer Group PLC, Dixons Retail PLC, Steinhoff International Holdings Ltd, adidas Group, Amer Sports. 
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, securities-related: Inditex, Hennes & Mauritz AB, Halfords Group Plc, Debenhams Plc, ASOS Plc, Steinhoff International Holdings Ltd, Inchcape 
PLC, adidas Group, Darty Plc, Dixons Retail PLC, Marks and Spencer Group PLC, Home Retail Group, Amer Sports. 
Citigroup Global Markets Inc. currently has, or had within the past 12 months, the following as clients, and the services provided were non-investment-
banking, non-securities-related: Inditex, Hennes & Mauritz AB, Halfords Group Plc, Debenhams Plc, ASOS Plc, Steinhoff International Holdings Ltd, 
Inchcape PLC, adidas Group, Next Group PLC, Dixons Retail PLC, Marks and Spencer Group PLC, Home Retail Group, Amer Sports. 
Analysts' compensation is determined based upon activities and services intended to benefit the investor clients of Citigroup Global Markets Inc. and its 
affiliates ("the Firm"). Like all Firm employees, analysts receive compensation that is impacted by overall firm profitability which includes investment banking 
revenues. 
The Firm is a market maker in the publicly traded equity securities of Hennes & Mauritz AB, Debenhams Plc, adidas Group, Dixons Retail PLC, Marks and 
Spencer Group PLC. 
For important disclosures (including copies of historical disclosures) regarding the companies that are the subject of this Citi Research product ("the 
Product"), please contact Citi Research, 388 Greenwich Street, 28th Floor, New York, NY, 10013, Attention: Legal/Compliance [E6WYB6412478]. In 
addition, the same important disclosures, with the exception of the Valuation and Risk assessments and historical disclosures, are contained on the Firm's 
disclosure website at https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   Valuation and Risk assessments can be found in the text of the 
most recent research note/report regarding the subject company. Historical disclosures (for up to the past three years) will be provided upon request. 
Citi Research Equity Ratings Distribution       
 12 Month Rating Relative Rating 
Data current as of 30 Sep 2013 Buy Hold Sell Buy Hold Sell 
Citi Research Global Fundamental Coverage 48% 40% 12% 6% 87% 6% 

% of companies in each rating category that are investment banking clients 55% 50% 43% 64% 51% 48% 
Guide to Citi Research Fundamental Research Investment Ratings: 
Citi Research stock recommendations include an investment rating and an optional risk rating to highlight high risk stocks. 
Risk rating takes into account both price volatility and fundamental criteria. Stocks will either have no risk rating or a High risk rating assigned. 
Investment Ratings: Citi Research investment ratings are Buy, Neutral and Sell. Our ratings are a function of analyst expectations of expected total return 
("ETR") and risk. ETR is the sum of the forecast price appreciation (or depreciation) plus the dividend yield for a stock within the next 12 months.  The 
Investment rating definitions are: Buy (1) ETR of 15% or more or 25% or more for High risk stocks; and Sell (3) for negative ETR. Any covered stock not 
assigned a Buy or a Sell is a Neutral (2). For stocks rated Neutral (2), if an analyst believes that there are insufficient valuation drivers and/or investment 
catalysts to derive a positive or negative investment view, they may elect with the approval of Citi Research management not to assign a target price and, 
thus, not derive an ETR. Analysts may place covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the 
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analyst's thesis) affecting the company and / or trading in the company's securities (e.g. trading suspension). As soon as practically possible, the analyst will 
publish a note re-establishing a rating and investment thesis. To satisfy regulatory requirements, we correspond Under Review and Neutral to Hold in our 
ratings distribution table for our 12-month fundamental rating system. However, we reiterate that we do not consider Under Review to be a recommendation.  
Relative three-month ratings: Citi Research may also assign a three-month relative call (or rating) to a stock to highlight expected out-performance (most 
preferred) or under-performance (least preferred) versus the geographic and industry sector over a 3 month period. The relative call may highlight a specific 
near-term catalyst or event impacting the company or the market that is anticipated to have a short-term price impact on the equity securities of the 
company. Absent any specific catalyst the analyst(s) will indicate the most and least preferred stocks in the universe of stocks under consideration, 
explaining the basis for this short-term view. This three-month view may be different from and does not affect a stock's fundamental equity rating, which 
reflects a longer-term total absolute return expectation. For purposes of NASD/NYSE ratings-distribution-disclosure rules, most preferred calls correspond to 
a buy recommendation and least preferred calls correspond to a sell recommendation. Any stock not assigned to a most preferred or least preferred call is 
considered non-relative-rated (NRR). For purposes of NASD/NYSE ratings-distribution-disclosure rules we correspond NRR to Hold in our ratings 
distribution table for our 3-month relative rating system. However, we reiterate that we do not consider NRR to be a recommendation. 
Prior to October 8, 2011, the firm's stock recommendation system included a risk rating and an investment rating. Risk ratings, which took into account both 
price volatility and fundamental criteria, were: Low (L), Medium (M), High (H), and Speculative (S). Investment Ratings of Buy, Hold and Sell were a 
function of the Citi Research expectation of total return (forecast price appreciation and dividend yield within the next 12 months) and risk rating. Additionally, 
analysts could have placed covered stocks "Under Review" in response to exceptional circumstances (e.g. lack of information critical to the analyst's thesis) 
affecting the company and/or trading in the company's securities (e.g. trading suspension). Stocks placed "Under Review" were monitored daily by 
management and as practically possible, the analyst published a note re-establishing a rating and investment thesis. For securities in developed markets 
(US, UK, Europe, Japan, and Australia/New Zealand), investment ratings were:Buy (1) (expected total return of 10% or more for Low-Risk stocks, 15% or 
more for Medium-Risk stocks, 20% or more for High-Risk stocks, and 35% or more for Speculative stocks); Hold (2) (0%-10% for Low-Risk stocks, 0%-15% 
for Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Speculative stocks); and Sell (3) (negative total return). For securities in emerging 
markets (Asia Pacific, Emerging Europe/Middle East/Africa, and Latin America), investment ratings were:Buy (1) (expected total return of 15% or more for 
Low-Risk stocks, 20% or more for Medium-Risk stocks, 30% or more for High-Risk stocks, and 40% or more for Speculative stocks); Hold (2) (5%-15% for 
Low-Risk stocks, 10%-20% for Medium-Risk stocks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-
Risk stocks, 10% or less for Medium-Risk stocks, 15% or less for High-Risk stocks, and 20% or less for Speculative stocks). 
Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change 
in target price (subject to limited management discretion). At other times, the expected total returns may fall outside of these ranges because of market price 
movements and/or other short-term volatility or trading patterns. Such interim deviations from specified ranges will be permitted but will become subject to 
review by Research Management. Your decision to buy or sell a security should be based upon your personal investment objectives and should be made 
only after evaluating the stock's expected performance and risk. 
NON-US RESEARCH ANALYST DISCLOSURES 
Non-US research analysts who have prepared this report (i.e., all research analysts listed below other than those identified as employed by Citigroup Global 
Markets Inc.) are not registered/qualified as research analysts with FINRA. Such research analysts may not be associated persons of the member 
organization and therefore may not be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions on communications with a subject company, public 
appearances and trading securities held by a research analyst account. The legal entities employing the authors of this report are listed below: 
Citigroup Global Markets Ltd Richard Edwards; Assad M Malic; Dan F Homan 

OTHER DISCLOSURES 
The subject company's share price set out on the front page of this Product is quoted as at 03 December 2013 08:24 AM on the issuer's primary market. 
Citigroup Global Markets Inc. and/or its affiliates has a significant financial interest in relation to Inditex, Steinhoff International Holdings Ltd, adidas Group, 
Dixons Retail PLC, Amer Sports. (For an explanation of the determination of significant financial interest, please refer to the policy for managing conflicts of 
interest which can be found at www.citiVelocity.com.) 
For securities recommended in the Product in which the Firm is not a market maker, the Firm is a liquidity provider in the issuers' financial instruments and 
may act as principal in connection with such transactions. The Firm is a regular issuer of traded financial instruments linked to securities that may have been 
recommended in the Product. The Firm regularly trades in the securities of the issuer(s) discussed in the Product. The Firm may engage in securities 
transactions in a manner inconsistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on a principal 
basis. 
Citigroup Global Markets Inc. or its affiliates acts as a corporate broker to Debenhams Plc, Sports Direct International Plc, Dixons Retail PLC, Marks and 
Spencer Group PLC. 
Securities recommended, offered, or sold by the Firm: (i) are not insured by the Federal Deposit Insurance Corporation; (ii) are not deposits or other 
obligations of any insured depository institution (including Citibank); and (iii) are subject to investment risks, including the possible loss of the principal 
amount invested. Although information has been obtained from and is based upon sources that the Firm believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete and condensed. Note, however, that the Firm has taken all reasonable steps to determine the accuracy and 
completeness of the disclosures made in the Important Disclosures section of the Product. The Firm's research department has received assistance from 
the subject company(ies) referred to in this Product including, but not limited to, discussions with management of the subject company(ies). Firm policy 
prohibits research analysts from sending draft research to subject companies. However, it should be presumed that the author of the Product has had 
discussions with the subject company to ensure factual accuracy prior to publication. All opinions, projections and estimates constitute the judgment of the 
author as of the date of the Product and these, plus any other information contained in the Product, are subject to change without notice. Prices and 
availability of financial instruments also are subject to change without notice. Notwithstanding other departments within the Firm advising the companies 
discussed in this Product, information obtained in such role is not used in the preparation of the Product. Although Citi Research does not set a 
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Research to provide research coverage of 
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the/those issuer(s) mentioned therein, including in response to news affecting this issuer, subject to applicable quiet periods and capacity constraints. The 
Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. Any decision to purchase 
securities mentioned in the Product must take into account existing public information on such security or any registered prospectus. 
Investing in non-U.S. securities, including ADRs, may entail certain risks. The securities of non-U.S. issuers may not be registered with, nor be subject to the 
reporting requirements of the U.S. Securities and Exchange Commission. There may be limited information available on foreign securities. Foreign 
companies are generally not subject to uniform audit and reporting standards, practices and requirements comparable to those in the U.S. Securities of 
some foreign companies may be less liquid and their prices more volatile than securities of comparable U.S. companies. In addition, exchange rate 
movements may have an adverse effect on the value of an investment in a foreign stock and its corresponding dividend payment for U.S. investors. Net 
dividends to ADR investors are estimated, using withholding tax rates conventions, deemed accurate, but investors are urged to consult their tax advisor for 
exact dividend computations. Investors who have received the Product from the Firm may be prohibited in certain states or other jurisdictions from 
purchasing securities mentioned in the Product from the Firm. Please ask your Financial Consultant for additional details. Citigroup Global Markets Inc. 
takes responsibility for the Product in the United States. Any orders by US investors resulting from the information contained in the Product may be placed 
only through Citigroup Global Markets Inc. 
The Citigroup legal entity that takes responsibility for the production of the Product is the legal entity which the first named author is employed 
by.  The Product is made available in Australia through Citi Global Markets Australia Pty Ltd. (ABN 64 003 114 832 and AFSL No. 240992), participant of 
the ASX Group and regulated by the Australian Securities & Investments Commission.  Citigroup Centre, 2 Park Street, Sydney, NSW 2000.  The Product is 
made available in Australia to Private Banking wholesale clients through Citigroup Pty Limited (ABN 88 004 325 080 and AFSL 238098). Citigroup Pty 
Limited provides all financial product advice to Australian Private Banking wholesale clients through bankers and relationship managers.  If there is any 
doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private Bank in Australia.  Citigroup 
companies may compensate affiliates and their representatives for providing products and services to clients.  The Product is made available in Brazil by 
Citigroup Global Markets Brasil - CCTVM SA, which is regulated by CVM - Comissão de Valores Mobiliários, BACEN - Brazilian Central Bank, APIMEC - 
Associação dos Analistas e Profissionais de Investimento do Mercado de Capitais and ANBID - Associação Nacional dos Bancos de Investimento.  Av. 
Paulista, 1111 - 11º andar - CEP. 01311920 - São Paulo - SP.  If the Product is being made available in certain provinces of Canada by Citigroup Global 
Markets (Canada) Inc. ("CGM Canada"), CGM Canada has approved the Product.  Citigroup Place, 123 Front Street West, Suite 1100, Toronto, Ontario M5J 
2M3.  This product is available in Chile through Banchile Corredores de Bolsa S.A., an indirect subsidiary of Citigroup Inc., which is regulated by the 
Superintendencia de Valores y Seguros. Agustinas 975, piso 2, Santiago, Chile. The Product is made available in France by Citigroup Global Markets 
Limited, which is authorised and regulated by Financial Services Authority.  1-5 Rue Paul Cézanne, 8ème, Paris, France.  The Product is distributed in 
Germany by Citigroup Global Markets Deutschland AG ("CGMD"), which is regulated by Bundesanstalt fuer Finanzdienstleistungsaufsicht (BaFin). CGMD, 
Reuterweg 16, 60323 Frankfurt am Main. Research which relates to "securities" (as defined in the Securities and Futures Ordinance (Cap. 571 of the Laws 
of Hong Kong)) is issued in Hong Kong by, or on behalf of, Citigroup Global Markets Asia Limited which takes full responsibility for its content. Citigroup 
Global Markets Asia Ltd. is regulated by Hong Kong Securities and Futures Commission. If the Research is made available through Citibank, N.A., Hong 
Kong Branch, for its clients in Citi Private Bank, it is made available by Citibank N.A., Citibank Tower, Citibank Plaza, 3 Garden Road, Hong Kong. Citibank 
N.A. is regulated by the Hong Kong Monetary Authority. Please contact your Private Banker in Citibank N.A., Hong Kong, Branch if you have any queries on 
or any matters arising from or in connection with this document.  The Product is made available in India by Citigroup Global Markets India Private Limited, 
which is regulated by Securities and Exchange Board of India.  Bakhtawar, Nariman Point, Mumbai 400-021.  The Product is made available in Indonesia 
through PT Citigroup Securities Indonesia.  5/F, Citibank Tower, Bapindo Plaza, Jl. Jend. Sudirman Kav. 54-55, Jakarta 12190.  Neither this Product nor any 
copy hereof may be distributed in Indonesia or to any Indonesian citizens wherever they are domiciled or to Indonesian residents except in compliance with 
applicable capital market laws and regulations. This Product is not an offer of securities in Indonesia. The securities referred to in this Product have not been 
registered with the Capital Market and Financial Institutions Supervisory Agency (BAPEPAM-LK) pursuant to relevant capital market laws and regulations, 
and may not be offered or sold within the territory of the Republic of Indonesia or to Indonesian citizens through a public offering or in circumstances which 
constitute an offer within the meaning of the Indonesian capital market laws and regulations.  The Product is made available in Israel through Citibank NA, 
regulated by the Bank of Israel and the Israeli Securities Authority. Citibank, N.A, Platinum Building, 21 Ha'arba'ah St, Tel Aviv, Israel.   The Product is made 
available in Italy by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  Via dei Mercanti, 12, Milan, 20121, 
Italy.  The Product is made available in Japan by Citigroup Global Markets Japan Inc. ("CGMJ"), which is regulated by Financial Services Agency, Securities 
and Exchange Surveillance Commission, Japan Securities Dealers Association, Tokyo Stock Exchange and Osaka Securities Exchange.  Shin-Marunouchi 
Building, 1-5-1 Marunouchi, Chiyoda-ku, Tokyo 100-6520 Japan. If the Product was distributed by SMBC Nikko Securities Inc. it is being so distributed under 
license.  In the event that an error is found in an CGMJ research report, a revised version will be posted on the Firm's Citi Velocity website.  If you have 
questions regarding Citi Velocity, please call (81 3) 6270-3019 for help.   The Product is made available in Korea by Citigroup Global Markets Korea 
Securities Ltd., which is regulated by the Financial Services Commission, the Financial Supervisory Service and the Korea Financial Investment Association 
(KOFIA). Citibank Building, 39 Da-dong, Jung-gu, Seoul 100-180, Korea.   KOFIA makes available registration information of research analysts on its 
website.  Please visit the following website if you wish to find KOFIA registration information on research analysts of Citigroup Global Markets Korea 
Securities Ltd.  http://dis.kofia.or.kr/fs/dis2/fundMgr/DISFundMgrAnalystPop.jsp?companyCd2=A03030&pageDiv=02. The Product is made available in 
Korea by Citibank Korea Inc., which is regulated by the Financial Services Commission and the Financial Supervisory Service. Address is Citibank Building, 
39 Da-dong, Jung-gu, Seoul 100-180, Korea.  The Product is made available in Malaysia by Citigroup Global Markets Malaysia Sdn Bhd (Company No. 
460819-D) (“CGMM”) to its clients and CGMM takes responsibility for its contents. CGMM is regulated by the Securities Commission of Malaysia. Please 
contact CGMM at Level 43 Menara Citibank, 165 Jalan Ampang, 50450 Kuala Lumpur, Malaysia in respect of any matters arising from, or in connection with, 
the Product.  The Product is made available in Mexico by Acciones y Valores Banamex, S.A. De C. V., Casa de Bolsa, Integrante del Grupo Financiero 
Banamex ("Accival") which is a wholly owned subsidiary of Citigroup Inc. and is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col. 
Juarez, 06600 Mexico, D.F.  In New Zealand the Product is made available to ‘wholesale clients’ only as defined by s5C(1) of the Financial Advisers Act 
2008 (‘FAA’) through Citigroup Global Markets Australia Pty Ltd (ABN 64 003 114 832 and AFSL No. 240992), an overseas financial adviser as defined by 
the FAA, participant of the ASX Group and regulated by the Australian Securities & Investments Commission. Citigroup Centre, 2 Park Street, Sydney, NSW 
2000.  The Product is made available in Pakistan by Citibank N.A. Pakistan branch, which is regulated by the State Bank of Pakistan and Securities 
Exchange Commission, Pakistan. AWT Plaza, 1.1. Chundrigar Road, P.O. Box 4889, Karachi-74200.  The Product is made available in the Philippines 
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through Citicorp Financial Services and Insurance Brokerage Philippines, Inc., which is regulated by the Philippines Securities and Exchange Commission. 
20th Floor Citibank Square Bldg. The Product is made available in the Philippines through Citibank NA Philippines branch, Citibank Tower, 8741 Paseo De 
Roxas, Makati City, Manila. Citibank NA Philippines NA is regulated by The Bangko Sentral ng Pilipinas. The Product is made available in Poland by Dom 
Maklerski Banku Handlowego SA an indirect subsidiary of Citigroup Inc., which is regulated by Komisja Nadzoru Finansowego.  Dom Maklerski Banku 
Handlowego S.A. ul.Senatorska 16, 00-923 Warszawa.  The Product is made available in the Russian Federation through ZAO Citibank, which is licensed 
to carry out banking activities in the Russian Federation in accordance with the general banking license issued by the Central Bank of the Russian 
Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets.  Neither the Product nor any 
information contained in the Product shall be considered as advertising the securities mentioned in this report within the territory of the Russian Federation 
or outside the Russian Federation.  The Product does not constitute an appraisal within the meaning of the Federal Law of the Russian Federation of 29 July 
1998 No. 135-FZ (as amended) On Appraisal Activities in the Russian Federation.  8-10 Gasheka Street, 125047 Moscow.  The Product is made available in 
Singapore through Citigroup Global Markets Singapore Pte. Ltd. (“CGMSPL”), a capital markets services license holder, and regulated by Monetary 
Authority of Singapore. Please contact CGMSPL at 8 Marina View, 21st Floor Asia Square Tower 1, Singapore 018960, in respect of any matters arising 
from, or in connection with, the analysis of this document. This report is intended for recipients who are accredited, expert and institutional investors as 
defined under the Securities and Futures Act (Cap. 289). The Product is made available by The Citigroup Private Bank in Singapore through Citibank, N.A., 
Singapore Branch, a licensed bank in Singapore that is regulated by Monetary Authority of Singapore. Please contact your Private Banker in Citibank N.A., 
Singapore Branch if you have any queries on or any matters arising from or in connection with this document. This report is intended for recipients who are 
accredited, expert and institutional investors as defined under the Securities and Futures Act (Cap. 289).  This report is distributed in Singapore by Citibank 
Singapore Ltd ("CSL") to selected Citigold/Citigold Private Clients. CSL provides no independent research or analysis of the substance or in preparation of 
this report. Please contact your Citigold//Citigold Private Client Relationship Manager in CSL if you have any queries on or any matters arising from or in 
connection with this report. This report is intended for recipients who are accredited investors as defined under the Securities and Futures Act (Cap. 
289).   Citigroup Global Markets (Pty) Ltd. is incorporated in the Republic of South Africa (company registration number 2000/025866/07) and its 
registered office is at 145 West Street, Sandton, 2196, Saxonwold. Citigroup Global Markets (Pty) Ltd. is regulated by JSE Securities Exchange South 
Africa, South African Reserve Bank and the Financial Services Board.  The investments and services contained herein are not available to private customers 
in South Africa.  The Product is made available in Spain by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services 
Authority.  29 Jose Ortega Y Gasset, 4th Floor, Madrid, 28006, Spain.  The Product is made available in the Republic of China through Citigroup Global 
Markets Taiwan Securities Company Ltd. ("CGMTS"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan and/or through Citibank Securities (Taiwan) 
Company Limited ("CSTL"), 14 and 15F, No. 1, Songzhi Road, Taipei 110, Taiwan, subject to the respective license scope of each entity and the applicable 
laws and regulations in the Republic of China. CGMTS and CSTL are both regulated by the Securities and Futures Bureau of the Financial Supervisory 
Commission of Taiwan, the Republic of China. No portion of the Product may be reproduced or quoted in the Republic of China by the press or any third 
parties [without the written authorization of CGMTS and CSTL]. If the Product covers securities which are not allowed to be offered or traded in the Republic 
of China, neither the Product nor any information contained in the Product shall be considered as advertising the securities or making recommendation of 
the securities in the Republic of China. The Product is for informational purposes only and is not intended as an offer or solicitation for the purchase or sale 
of a security or financial products. Any decision to purchase securities or financial products mentioned in the Product must take into account existing public 
information on such security or the financial products or any registered prospectus.  The Product is made available in Thailand through Citicorp Securities 
(Thailand) Ltd., which is regulated by the Securities and Exchange Commission of Thailand.  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, 
Bangkok 10500, Thailand.  The Product is made available in Turkey through Citibank AS which is regulated by Capital Markets Board.  Tekfen Tower, Eski 
Buyukdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey.  In the U.A.E, these materials (the "Materials") are communicated by Citigroup Global 
Markets Limited, DIFC branch ("CGML"), an entity registered in the Dubai International Financial Center ("DIFC") and licensed and regulated by the Dubai 
Financial Services Authority ("DFSA") to Professional Clients and Market Counterparties only and should not be relied upon or distributed to Retail Clients. A 
distribution of the different Citi Research ratings distribution, in percentage terms for Investments in each sector covered is made available on 
request.  Financial products and/or services to which the Materials relate will only be made available to Professional Clients and Market Counterparties.  The 
Product is made available in United Kingdom by Citigroup Global Markets Limited, which is authorised and regulated by Financial Services Authority.  This 
material may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA and further details as to 
where this may be the case are available upon request in respect of this material.  Citigroup Centre, Canada Square, Canary Wharf, London, E14 5LB.  The 
Product is made available in United States by Citigroup Global Markets Inc, which is a member of FINRA and registered with the US Securities and 
Exchange Commission. 388 Greenwich Street, New York, NY 10013.   Unless specified to the contrary, within EU Member States, the Product is made 
available by Citigroup Global Markets Limited, which is regulated by Financial Services Authority.  
Pursuant to Comissão de Valores Mobiliários Rule 483, Citi is required to disclose whether a Citi related company or business has a commercial relationship 
with the subject company. Considering that Citi operates multiple businesses in more than 100 countries around the world, it is likely that Citi has a 
commercial relationship with the subject company.  
Many European regulators require that a firm must establish, implement and make available a policy for managing conflicts of interest arising as a result of 
publication or distribution of investment research. The policy applicable to Citi Research's Products can be found at 
https://www.citivelocity.com/cvr/eppublic/citi_research_disclosures.   
Compensation of equity research analysts is determined by equity research management and Citigroup's senior management and is not linked to specific 
transactions or recommendations.   
The Product may have been distributed simultaneously, in multiple formats, to the Firm's worldwide institutional and retail customers.  The Product is not to 
be construed as providing investment services in any jurisdiction where the provision of such services would not be permitted.  
Subject to the nature and contents of the Product, the investments described therein are subject to fluctuations in price and/or value and investors may get 
back less than originally invested. Certain high-volatility investments can be subject to sudden and large falls in value that could equal or exceed the amount 
invested. Certain investments contained in the Product may have tax implications for private customers whereby levels and basis of taxation may be subject 
to change. If in doubt, investors should seek advice from a tax adviser.  The Product does not purport to identify the nature of the specific market or other 
risks associated with a particular transaction.  Advice in the Product is general and should not be construed as personal advice given it has been prepared 
without taking account of the objectives, financial situation or needs of any particular investor. Accordingly, investors should, before acting on the advice, 
consider the appropriateness of the advice, having regard to their objectives, financial situation and needs. Prior to acquiring any financial product, it is the 
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client's responsibility to obtain the relevant offer document for the product and consider it before making a decision as to whether to purchase the product. 
Citi Research generally disseminates its research to the Firm’s global institutional and retail clients via both proprietary (e.g., Citi Velocity and Citi Personal 
Wealth Management) and non-proprietary electronic distribution platforms. Certain research may be disseminated only via Citi’s proprietary distribution 
platforms; however such research will not contain changes to earnings forecasts, target price, investment or risk rating or investment thesis or be otherwise 
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