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Earnings surprise, momentum to firm steadily

What’s new: 1Q16 OP W27.7bn, down 34.4% YoY

BGF Retail (BGF) posted 1Q16 earnings that beat our expectations. While OP
shrank 34.4% YoY to W27.7bn, adjusted OP surged 60% YoY, stripping out one-off
gains from 1Q15. Net store additions reached 283 units, and sales climbed 23.5%
YoY to W1.02tn. BGF’s same store sales (SSS) improved 9.0% excluding cigarette
sales. In addition, the sales weighting of fresh foods edged up 1.0%p YoY to 6.4%
as lunch box sales surged 214% YoY.

Pros: Lunch box-driven growth momentum

1Q16 OP significantly beat expectations. Stripping out one-off gains, OP surged
from W17.0bn in 1Q15 to W27.7bn as growing lunch box sales bolstered traffic,
leading to notable PB product sales growth. Furthermore, more high-margin items
appear to be improving profitability, further fueling demand to operate a franchise
CVS. Going forward, we see further growth upside backed by lunch boxes as fresh
foods account for only 6.4% of total sales.

Cons: Be wary of excessive expectations

Adjusted OP growth of 60% is unlikely to continue through the rest of this year.
The exclusion of VAN commissions will continue to erode earnings until 2Q16, and
lunch box sales’ contribution will be lower in peak season given its limited sales
weighting. But, OP growth should accelerate by end-2016, and we forecast 30%
OP growth in 2017. Overall, earnings momentum should become increasingly
visible after being overshadowed by the cigarette price hike last year.

Conclusion: Top retail pick, raise TP 12.5% to W270,000

We recommend BGF as our top retail pick, and raise our TP from W240,000 to
W270,000 as we revise up our 2016 full-year EPS forecast by 13.2% and maintain
a target PE multiple of 35.0x. We raise our estimate of net store additions in 2016
from 1,000 to 1,200 stores. In fact, stores appear to have increased by about 120
units on a net basis in April. As BGF’s strong earnings are backed by a virtuous
cycle of successful product launches and the subsequent store expansion, growth
momentum should firm over the long term. Overall, it is time to focus on improving
earnings momentum rather than the retail sector’s relatively-high PE.

(W bn, %, %p)

1Q16P Change 2016F
KIS est.  Actual Diff. Consensus QoQ YoY KIS Consensus
Sales 1,116 1,092 (2.1) 1,069 (3.7) 23.5 5,103 5,030
OP 24 28 14.0 29 (22.0) (34.4) 228 205
OP margin 2.2 25 0.4 2.7 (0.6) (2.2) 45 4.1
EBT 28 39 38.2 31 (2.6) (10.0) 250 228
NP 22 29 34.5 24 (16.0) (9.8) 193 172

Analysts who prepared this report are registered as research analysts in Korea but not in any other jurisdiction, including the U.S.
PLEASE SEE ANALYST CERTIFICATIONS AND IMPORTANT DISCLOSURES & DISCLAIMERS AT THE END OF THIS REPORT.




Table 1. Valuation
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Amount Unit
2016F NP (A) 193 W bn
Target PE (B) 35.0 X
Enterprise value (C=A*B) 6,767 W bn
Outstanding shares (D) 24.6 mn shares
Target price (C/D*1000) 274,626 KRW
Source: Korea Investment & Securities
Table 2. Earnings revisions (W bn, %)

2016F 2017F

Previous Revised % Previous Revised %

Sales 5,074 5,103 0.6 5,766 5,885 21
Operating profits 210 228 8.5 248 287 15.9
Earnings before tax 226 250 10.6 268 309 15.2
Controlling-interest NP 171 193 13.2 202 238 18.0

Source: Korea Investment & Securities

Table 3. Full-year earnings outlook (store, W mn, W bn, %)
2013 2014 2015 2016F 2017F 2018F

Number of stores 7,939 8,408 9,409 10,609 11,809 13,009
Net increases 1 469 1,001 1,200 1,200 1,200
Sales per store (W mn) 387 404 477 502 517 541
Gross sales 3,130 3,368 4,334 5,103 5,885 6,820
Growth 75 7.6 28.7 17.7 15.3 15.9

CVSs 3,076 3,303 4,251 5,022 5,792 6,712
Others 8 7 29 18 15 16
Gross profits 743 799 900 1,003 1,134 1,304
GPM 23.7 23.7 20.8 19.7 19.3 19.1
SG&A 638 675 716 776 847 934
Growth 2.8 5.8 6.1 8.3 9.2 10.3
Operating profits 105 124 184 228 287 370
Growth 64.7 18.2 47.9 241 26.0 28.8
OPM 34 3.7 4.2 4.5 49 54
Non-OP (12) 12 13 23 22 27
Earnings before tax 93 136 196 250 309 397
Growth 76.0 46.1 44.2 27.5 23.3 28.6

Tax expenses 23 35 44 56 69 88
Tax rate 24.9 25.5 22.2 22.2 22.2 22.2

Net profits 70 101 153 195 240 309
Growth 97.4 44.9 50.6 27.5 23.3 28.6
Controlling NP 69 102 152 193 238 307
Growth 96.2 47.5 49.2 27.5 23.3 28.6

Source: Company data, Korea Investment & Securities
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Table 4. Quarterly earnings outlook (W bn, %)
2014 2015 2016F

1Q 2Q 3Q 4Q 1Q 2Q 3Q 4Q 1QP 2QF 3QF 4QF

Sales 733 850 91 874 884 1,110 1,206 1,134 1,092 1,282 1,401 1,327
Growth 3.1 7.0 8.0 11.8 20.6 30.6 32.4 29.8 235 15.5 16.1 17.0
Gross profits 173 206 219 202 213 230 238 219 212 259 276 256
Growth 23.6 24.2 24.0 23.1 241 20.7 19.7 19.3 19.4 20.2 19.7 19.3
SG&A 162 167 174 172 171 178 183 184 184 193 199 201
Growth 3.7 41 14.0 1.9 5.8 6.6 5.1 7.0 7.8 8.5 8.7 9.5
Operating profits 11 39 44 30 42 51 54 36 28 65 77 55
Growth 26.1 4.5 19.0 36.3 278.0 33.1 235 17.4 (34.4) 27.5 41.3 55.0
OPM 1.5 4.5 4.8 3.5 4.8 4.6 4.5 3.1 25 5.1 55 4.2
Non-OP 0 5 3 3 1 4 3 4 11 4 3 4
EBT 12 44 47 34 43 56 58 40 39 70 80 59
Growth 91.2 7.2 101.1 475 260.1 275 23.6 17.8| (10.0) 24.7 38.6 48.4

Tax 3 10 1 1 11 14 14 5 9 16 18 13
Tax rate 28.8 21.9 235 31.8 25.6 24.3 24.0 13.0 22.6 22.6 22.6 22.1

Net profits 9 34 36 23 32 42 44 35 30 54 62 46
Growth 102.8 5.6 143.9 22.3 276.4 23.7 22.7 50.4 (6.4) 27.6 41.2 329

NP of controlling interest 9 34 35 23 32 42 43 35 29 54 61 49
Growth 128.7 8.6 115.5 34.8 260.0 23.6 21.2 47.7 (9.8) 28.0 43.2 42.0

Source: Company data, Korea Investment & Securities

Figure 1. Major product groups sales weighting

Figure 2. Sales growth by major product group
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Figure 3. 2015 product mix outlook

Source: Company data, Korea Investment & Securities

Figure 4. 2016F product mix outlook
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Figure 5. Net store addition and sales per store
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Company overview

No. 1 domestic CVS player that operates ‘CU’ franchise brand. After starting the CVS business with the “Family
Mart” brand license in 1990, BGF Retail terminated the license contract and launched new brand CU in 2012. In
2014, the company was listed while Family Mart Japan sold its stakes in BGF Retail. The company continues
top-line growth on new store additions and runs the CVS-exclusive business structure backed by BGF Logis,
BGF Food, BGF Cashnet and other subsidiaries, contributing to the domestic CVS industry growth.




Balance sheet

Income statement
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FY-ending Dec. (W bn) 2014A 2015A 2016F 2017F 2018F FY-ending Dec. (W bn) 2014A 2015A 2016F 2017F 2018F
Current assets 723 948 1,105 1,307 1,575 Sales 3,368 4,334 5,103 5,885 6,820
Cash & cash equivalent 211 152 153 197 249 coGs 2569 3434 4099 4751 5516
Accounts & other receivables 38 50 58 67 78
Inventory 63 53 62 71 83 Gross profit 799 900 1,003 1,134 1,304
Non-current assets 615 674 760 864 969 SG&A expense 675 716 776 847 934
Investment assets 149 196 248 316 379 Operating profit 124 184 228 287 370
Tangible assets 369 374 389 407 425
X Financial income 19 20 20 23 28
Intangible assets 47 52 61 70 81
Total assets 1,338 1,622 1,865 2,170 2,544 Interest income fr 18 20 23 28
Current liabilities 599 690 763 853 941 Financial expense 11 10 9 9 9
Accounts & other payables 441 514 595 668 740 Interest expense " 9 9 9 9
ST debt & bond 75 63 68 73 78 oth . it 4 ) » 6 7
Current portion of LT debt 8 3 o 0o 0 hdl nfn"’pera_‘ ng prof t
Non-current liabilities 167 158 163 168 174 Suaggﬁji(aﬁ::zsgérh\a,ss"c'a es 1 1 1 1 1
Debentures 20 0 0 0 0 Eamings before tax 136 196 250 309 397
LT debt & financial liabilities 110 129 129 129 129
. Income taxes 35 44 56 69 88
Total liabilities 766 848 926 1,021 1,115
Controlling interest 559 773 937 1,146 1,423 Net profit 101 183 195 240 309
Capital stock 25 25 25 25 25 Net profit of controlling interest 102 152 193 238 307
Capital surplus 7 104 104 104 104 Other comprehensive profit (4) 0 0 0 0
Other Reserves 5 (5) (5) (5) (5) ) ]
Retained earnings 512 649 813 1,022 1,299 Total comprehensw@T profit . 97 153 195 240 309
Minority interest 13 1 2 4 6 Total comprehensive profit of 98 152 194 239 307
controlling interest
Shareholders' equity 572 774 939 1,150 1,429 EBITDA 229 291 339 403 491
Cash flow Key financial data
FY-ending Dec. (W bn) 2014A 2015A 2016F 2017F 2018F FY-ending Dec. 2014A 2015A 2016F 2017F 2018F
C/F from operating 260 359 363 427 49 per share data (KRW)
. EPS 848 1,248 7,804 9,626 12,376
Net profit 101 153 195 240 309
BPS 4,638 6,243 37,823 46,256 57,438
Depreciation 91 93 94 97 101 DPS 600 1 ’200 1 ’200 1’200 1 ’200
Amortization 14 15 17 19 21 Growth (%)
Net incr. in W/C 37 77 56 69 64 Sales growth 7.6 28.7 17.7 15.3 15.9
OP growth 18.2 47.9 241 26.0 28.8
Others 17 21 1 2 1 NP growth 475 492 275 233 286
C/F from investing (256) (445) (330) (353) (415) EPS growth 48.3 472 5254 23.3 28.6
CAPEX 68) 93) (110) (115) (120) EBITDA growth 7.3 27.2 16.5 18.8 21.8
Profitability (%)
Decr. in fixed assets 2 1 1 1 1 OP margin 3.7 4.2 45 4.9 5.4
Incr. in investment (169) (331) (51) (66) (63) NP margin 3.0 35 3.8 4.1 45
Net incr. in intangible assets ©@ (15 (26) (28) (32)  EBITDAmargin 6.8 6.7 6.7 6.9 72
ROA 8.1 10.3 11.2 11.9 13.1
Others (12) (1) (144) (145 (201)  pop 270 228 226 229 239
C/F from financing 7 27 (32) (30) (29) Dividend yield 0.8 0.7 0.6 0.6 0.6
Incr. in equity 13 92 0 0 0 Dividend payout ratio 14.5 19.6 15.4 12.5 9.7
) Stability
Incr. in debts 4 @) 0 2 3 Netdebt (W bn) (345)  (590)  (727) (1,079) (1,318)
Dividends (10) (18) (30) (30)  (30) Debt/equity ratio (%) 458 316 26.0 6.5 56
Others 0 @ @ (@@ (2 |Valuaton(X)
CF f N 0 0 0 0 0 PE 90.2 137.4 24.9 20.2 15.7
rom others PB 165 275 5.1 4.2 3.4
Increase in cash 12 (59) 1 44 52 EV/EBITDA 6.7 12.6 12.1 9.3 7.1

Note: Based on K-IFRS (consolidated)
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Changes to recommendation and price target

Company (Code) Date Recommendation Price target
BGF Retail (027410) 06-26-15 BUY W195,000
08-13-15 BUY W250,000
11-13-15 BUY W210,000
04-05-16 BUY W240,000
05-10-16 BUY W270,000
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Guide to Korea Investment & Securities Co., Ltd. stock ratings based on 12-month forward share price performance relative to the market index
* BUY: Expected to outperform the market index by 15%p or more

* Hold: Expected to underperform or outperform the market index by less than 15%p

* Underweight: Expected to underperform the market index by 15%p or more

* Korea Investment & Securities does not offer target prices for stocks with Hold or Underweight ratings.

Guide to Korea Investment & Securities Co., Ltd. stock rating allocation (as of Mar 31, 2016)

BUY Hold Underweight (Sell)
79.1% 19.1% 1.8%

Note: % of companies under coverage with this rating

Guide to Korea Investment & Securities Co., Ltd. sector ratings for the next 12 months

* Overweight: Recommend increasing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.

Neutral: Recommend maintaining the sector’s weighting in the portfolio in line with its respective weighting in the Kospi (Kosdaq) based on market capitalization.
Underweight: Recommend reducing the sector’s weighting in the portfolio compared to its respective weighting in the Kospi (Kosdaq) based on market
capitalization.

Analyst Certification

I/We, as the research analyst/analysts who prepared this report, do hereby certify that the views expressed in this research report accurately reflect my/our personal
views about the subject securities and issuers discussed in this report. I/We do hereby also certify that no part of my/our compensation was, is, or will be directly or
indirectly related to the specific recommendations or views contained in this research report.

Important compliance notice

As of the end of the month immediately preceding the date of publication of the research report or the public appearance (or the end of the second most recent
month if the publication date is less than 10 calendar days after the end of the most recent month), Korea Investment & Securities Co., Ltd., or its affiliates does
not own 1% or more of any class of common equity securities of BGF Retail.

There is no actual, material conflict of interest of the research analyst or Korea Investment & Securities Co., Ltd., or its affiliates known at the time of publication
of the research report or at the time of the public appearance.

Korea Investment & Securities Co., Ltd., or its affiliates has not managed or co-managed a public offering of securities for BGF Retail in the past 12 months;

Korea Investment & Securities Co., Ltd., or its affiliates has not received compensation for investment banking services from BGF Retail in the past 12 months;
Korea Investment & Securities Co., Ltd., or its affiliates does not expect to receive or intend to seek compensation for investment banking services from BGF
Retail in the next 3 months.

Korea Investment & Securities Co., Ltd., or its affiliates was not making a market in BGF Retail’s securities at the time that the research report was published.

Korea Investment & Securities Co., Ltd. does not own over 1% of shares of the companies mentioned in this report as of May 10, 2016.
Korea Investment & Securities Co., Ltd. has not provided this report to various third parties.
Neither the analyst/analysts who prepared this report nor their associates own any shares of the company/companies mentioned in this report as of May 10, 2016.

Prepared by: Yeongsang Yeo
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Global Disclaimer

m  General

This research report and marketing materials for Korean securities are originally prepared and issued by the Research Center of Korea
Investment & Securities Co., Ltd., an organization licensed with the Financial Supervisory Service of South Korea. The analyst(s) who
participated in preparing and issuing this research report and marketing materials is/are licensed and regulated by the Korea Financial
Investment Association in Korea only. This report and marketing materials are copyrighted and may not be copied, redistributed, forwarded or
altered in any way without the consent of Korea Investment & Securities Co., Ltd.

This research report and marketing materials are for information purposes only. They are not and should not be construed as an offer or
solicitation of an offer to purchase or sell any securities or other financial instruments or to participate in any trading strategy. This research
report and marketing materials do not provide individually tailored investment advice. This research report and marketing materials do not
take into account individual investor circumstances, objectives or needs, and are not intended as recommendations of particular securities,
financial instruments or strategies to any particular investor. The securities and other financial instruments discussed in this research report
and marketing materials may not be suitable for all investors. The recipient of this research report and marketing materials must make their
own independent decisions regarding any securities or financial instruments mentioned herein and investors should seek the advice of a
financial adviser. Korea Investment & Securities Co., Ltd. does not undertake that investors will obtain any profits, nor will it share with
investors any investment profits. Korea Investment & Securities Co., Ltd., its affiliates, or their affiliates and directors, officers, employees or
agents of each of them disclaim any and all responsibility or liability whatsoever for any loss (director consequential) or damage arising out of
the use of all or any part of this report or its contents or otherwise arising in connection therewith. Information and opinions contained herein
are subject to change without notice and may differ or be contrary to opinions expressed by other business areas or Korea Investment &
Securities Co., Ltd. The final investment decision is based on the client’s judgment, and this research report and marketing materials cannot
be used as evidence in any legal dispute related to investment decisions.

= Country-specific disclaimer

United States: This report is distributed in the U.S. by Korea Investment & Securities America, Inc., a member of FINRA/SIPC, and is only
intended for major U.S. institutional investors as defined in Rule 15a-6(a)(2) under the U.S. Securities Exchange Act of 1934. All U.S.
persons that receive this document by their acceptance thereof represent and warrant that they are a major U.S. institutional investor and
have not received this report under any express or implied understanding that they will direct commission income to Korea Investment &
Securities, Co., Ltd. or its affiliates. Pursuant to Rule 15a-6(a)(3), any U.S. recipient of this document wishing to effect a transaction in any
securities discussed herein should contact and place orders with Korea Investment & Securities America, Inc., which accepts responsibility
for the contents of this report in the U.S. The securities described in this report may not have been registered under the U.S. Securities Act
of 1933, as amended, and, in such case, may not be offered or sold in the U.S. or to U.S. person absent registration or an applicable
exemption from the registration requirement.

United Kingdom: This report is not an invitation nor is it intended to be an inducement to engage in investment activity for the purpose of
section 21 of the Financial Services and Markets Act 2000 of the United Kingdom ("FSMA"). To the extent that this report does constitute
such an invitation or inducement, it is directed only at (i) persons who are investment professionals within the meaning of Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) of the United Kingdom (the "Financial Promotion
Order"); (ii) persons who fall within Articles 49(2)(a) to (d) ("high net worth companies, unincorporated associations etc.") of the Financial
Promotion Order; and (iii) any other persons to whom this report can, for the purposes of section 21 of FSMA, otherwise lawfully be made
(all such persons together being referred to as "relevant persons"). Any investment or investment activity to which this report relates is
available only to relevant persons and will be engaged in only with relevant persons. Persons who are not relevant persons must not act or
rely on this report.

Hong Kong: This research report and marketing materials may be distributed in Hong Kong to institutional clients by Korea Investment &
Securities Asia Limited (KISA), a Hong Kong representative subsidiary of Korea Investment & Securities Co., Ltd., and may not otherwise
be distributed to any other party. KISA provides equity sales service to institutional clients in Hong Kong for Korean securities under its sole
discretion, and is thus solely responsible for provision of the aforementioned equity selling activities in Hong Kong. All requests by and
correspondence with Hong Kong investors involving securities discussed in this report and marketing materials must be effected through
KISA, which is registered with The Securities & Futures Commission (SFC) of Hong Kong. Korea Investment & Securities Co., Ltd. is not a
registered financial institution under Hong Kong’s SFC.

Singapore: This report is provided pursuant to the financial advisory licensing exemption under Regulation 27(1)(e) of the Financial
Advisers Regulation of Singapore and accordingly may only be provided to persons in Singapore who are "institutional investors" as defined
in Section 4A of the Securities and Futures Act, Chapter 289 of Singapore. This report is intended only for the person to whom Korea
Investment & Securities Co., Ltd. has provided this report and such person may not send, forward or transmit in any way this report or any
copy of this report to any other person. Please contact Korea Investment & Securities Singapore Pte Ltd in respect of any matters arising
from, or in connection with, the analysis or report (Contact Number: 65 6501 5600).

Copyright (© 2016 Korea Investment & Securities Co., Ltd. All rights reserved. No part of this report may be reproduced or distributed in
any manner without permission of Korea Investment & Securities Co., Ltd.




