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Sheng  Siong  Group  Ltd  
(OB8.SI)   
Current   Price   $0.875  
Target  Pr ice   $0.938  
Upside   7.15%  
Date   23  Oct  
2015  
  

Company  data  
52  Week  Price  Range   0.64  –  0.93  
Market  cap  (M  SGD)   1,323.1     
Shares  outstanding  (M)   1,503.5  
Free  Float   32.90%  
Beta   0.822  
Adj.  Beta   0.881  
P/E  ratio   24.27x  
EV/EBITDA   15.63x  
Fwd  P/E  Ratio   21.46x  
Fwd  EV/EBITDA   13.65x  

HOLD  
Growth  Opportunity  for  Mass  Market  Player  
  
Strategic  Store   Addit ions   to   Dr ive  Growth:   
Sheng   Siong   Group   Ltd   (Sheng   Siong,   SSG,   The   Group,   The  
Company)   has   been   adding   stores   in   2014   and   2015   with   store  

count  reaching  38,  having  a  combined  retail  area  of  426,000  sq  ft  in  
2Q15.  Looking  at  HDB  construction  plans,  we  see  potential  for  SSG  
to  add  stores  in  areas  where  it  is  currently  underpenetrated.  Going  

forward,  we  expect  SSG  to  be  able  to  add  2  stores  per  year  with  an  
average  floor  space  of  7,545  sq  ft  as  a  key  driver  of  growth.  
  

Optimiz ing   Product   Mix   and   FX   Appreciat ion   to    Improve  
GPM:  
Being   one   of   the   few   grocery   retailers   to   provide   both   ‘wet’   and  

‘dry’   shopping   experiences,   SSG   is   able   to   maintain   high   gross  
margins  in  its  fresh  food  segment,  which  provides  gross  margins  of  
33%  as  compared   to  grocery,  which  only  provide  26%.  Fresh   food  

currently  accounts   for  9.2%  of   listed   items   for  SSG  and  we  expect  
this   to   increase   as   there   are   stores  with   low  percentages  of   fresh  
food  products.  

  
SSG   sells   fresh   products   that   are   self-‐sourced   and   self-‐packed,   as  
compared   to   its   peers   who   import   meat   through   resellers.   This  

places  SSG  in  a  unique  position  to  deal  directly  with  suppliers.  The  
falling  MYR  has  allowed  SSG  to  better  negotiate  with  its  suppliers  to  
reduce  costs.  

  
Managing  OPEX  with   Automation:  

Relative  to  its  peers,  SSG  has  relative  higher  staff  costs.  As  a  result,  
SSG   is   levered   to   reap   significant   benefits   from   automation.   In  
2014,  SSG  began   testing  automated  self-‐checkout  counters,  which  

has  since  been  successful.  The  company  has  plans  to  roll  out  these  
systems   to   7   stores   by   2015   and   10   stores   by   2016.   We   expect  
significant  benefits  as  these  systems  are  expected  to  reduce  cashier  

manpower  needs  by  30%.  

Darren  Toh  Choon  Boon  
darren.toh.2013@economics.smu.edu.sg  
Nicholas   Han  Yongxin   
nicholashan.2013@economics.smu.edu.sg  
Sylvester   Yeo  
kr.yeo.2013@economics.smu.edu.sg  

SHENG  SIONG  GROUP  (SSG)  
Initiation  Coverage   FINANCE  101  |  G17  |  Team  10  

	  

Key  Result s                                
Year  End  ($  '000)   2014A   2015E   2016E   2017E   2018E   2019E  
Revenue   725,987   780,831   849,077   910,091   957,645   1,006,737  

Y/Y  Growth   5.62%   7.55%   8.74%   7.19%   5.23%   5.13%  
Gross  Profit   175,686   192,085   210,962   228,382   242,719   257,713  

Gross  Margin   24.20%   24.60%   24.85%   25.09%   25.35%   25.60%  
Operating    Income   56,832   63,012   68,643   73,184   76,019   78,134  

Operating  Margin   7.83%   8.07%   8.08%   8.04%   7.94%   7.76%  
EBITDA   67,767   76,890   83,218   88,070   92,108   95,412  
Net  Profit   47,602   52,589   57,225   60,963   63,296   65,037  
EPS   $0.033   $0.035   $0.038   $0.041   $0.042   $0.043  
DPS   $0.029   $0.031   $0.034   $0.036   $0.038   $0.039  
Return  on  Asset   13.8%   14.9%   15.6%   16.0%   16.1%   16.1%  
Return  on  Equity   20.1%   21.8%   23.1%   24.1%   24.4%   24.4%  
	  

Fig  1:  Share  Price  (Rebased)  
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COMPANY  OVERVIEW  
  

Sheng   Siong   is   one   of   Singapore’s   largest   grocery   retailers   with   38  
stores   located   across   the   island.   Established   in   1985   and   listed   in  
August   2011,   Sheng   Siong   has   a   long   history   and   strong   reputation  
owing   to   their   quality   products   and   competitive   prices.   As   an  
established   household   name   in   Singapore,   Sheng   Siong  was   awarded  
the  “Superbrand”  status  by  Superbrands  Singapore  since  2008.  
  
Sheng   Siong   is   principally   engaged   in   operating   a   grocery   chain,  with  
stores  designed  to  provide  customers  both  the  “wet  and  dry”  shopping  
experience.  Sheng  Siong  sells  a  wide  variety  of  products,  ranging  from  
live,   fresh   and   chilled   produce,   processed   and/or   preserved   food,   to  
general   merchandise   including   toiletries   and   essential   household  
products.  
  
Over  the  past  5  years,  SSG  has  been  developing  a  selection  of  house-‐
brands   to   offer   their   customers   quality   alternatives   with   substantial  
savings.  To  date,  they  have  over  400  products  under  10  house-‐brands.  
  
Fig  1:  List  of  SSG  House  brands  

  
Source:  Company  Data,  Prospectus  

  
Market  Posit ioning  
  

Unlike  Cold  Storage  and  NTUC  Fairprice  which  caters   to   the  high  and  
middle  income  group  respectively,  SSG  differentiates  itself  by  catering  
to  the  price-‐sensitive  consumer  via  a  no-‐frills  shopping  experience.    
  
Fig  2:  Market  Positioning  for  Local  Grocery  Retailers  

  
Source:  www.foretagsstrategi.blogspot.sg  

  
Singapore’s   economic   growth   has   slowed   together   with   the   global  
economy,  leading  to  a  shift  in  consumer  preference  towards  value-‐for-‐
money  products.  Given  SSG’s  position   in   the   segment,   it   is  primed   to  
capture  this  shift  in  demand.  
  
Recent  Developments  
  

In  2014,  SSG  issued  a  private  placement  to  fund  its  expansion  plans.  It  
offered   120  million   shares   at   an   issue   price   of   67   cents   to   raise   $79  
million.  While   SSG   has   leased   almost   all   of   its   retail   outlets,   it   raised  
cash  to  fund  its  purchase  of  its  own  outlet  at  Block  506  Tampines.  This  
brought  SSG  owned  outlets  to  just  two  out  of  its  34  outlets  then.  
  
May  2015  marked   the   registration  of  SSG’s   joint   venture   in  Kunming,  
China,  with  Kunming  LuCheng  Group  Co.  Ltd;  the  first  store  is  expected  
to   open   this   year.   However   we   note   that   SSG   has   yet   to   build   its  
presence  in  China  and  will  need  time  before  it  is  deemed  successful.  In  
the   near   term,   the   project   is   not   expected   to   be   profitable   and   the  
impact  on  SSG  is  not  expected  to  be  significant  as  well.    
  
In   2015,   SSG  managed   to   secure   an   additional   3   stores   on   top   of   its  
Tampines   outlet,   bringing   its   total   stores   in   1Q15   to   38,  with   a   total  
retail  space  of  426,000  sq  ft.  

INDUSTRY  OVERVIEW  
  

Increasing  popularity  of   supermarkets  
  

The  supermarket  format  has  gained  traction  in  Singapore  over  the  past  
5  years,  with   industry  sales  growth  of  4.3%  CAGR  from  2010  to  2014.  
While  this  is  partially  attributed  to  the  average  national  GDP  growth  of  
6.44%,  another  key  factor  lies  in  a  change  of  consumer  behavior.  
  
Fig  3:  Composition  of  Grocery  Retailers  by  Retail  Value  in  Singapore

 
Source:  Euromonitor  

  
From   2010   to   2014,   there   is   an   evident   switch   of   consumers   from  
hypermarkets   and   traditional   grocery   retailers   (independent   small  
grocers  and  wet  markets)  to  supermarkets.  Consumers  are  gravitating  
to  supermarkets   for   three  main   reasons:  a  wide  array  of  wet  and  dry  
products,   convenience   of   multitudinous   outlets   and   effective  
marketing  such  as  store  discounts.  
  
Fig  4:  Retail  Value  of  Grocery  Retailers  

  
Source:  Euromonitor  

  
Benefitting   from   the   increasing   popularity   of   supermarkets   are   three  
modern  grocery  retailers  –  Dairy  Farm,  NTUC  and  Sheng  Siong.  Under  
the   Cold   Storage   (Dairy   Farm),   Fairprice   (NTUC)   and   Sheng   Shiong  
brands,  these  players  hold  a  combined  61.2%  market  share  in  FY14.  As  
Sheng  Siong  has  added  4  stores  in  2015,  we  expect  it  to  gain  significant  
market  share.  
  
Fig  5:  Market  Share  by  Retail  Value  

Source:  Euromonitor  

  
R iding  on  demographic  changes  
	  

The   fastest   growing  demographic   in   Singapore   lies   in   two   categories-‐  
people  aged  40-‐55  and  the  foreign  worker  segment.  
  
With  an  aging  population,  Singapore  is  facing  a  bulge  in  the  population  
pyramid,   ballooning   around   the   age   group   of   40-‐55   years   old.  
According  to  the  Department  of  Statistics,  these  consumers  spend  the  
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largest  amount  of  household   income  on  groceries.   In  addition,  Sheng  
Siong   targets   consumers   living   in   HDB   estates,   where  working   adults  
living   in  1-‐room  to  5-‐room  flats  earn   lower  average  monthly   incomes  
than  the  national  median.  As  a  result,  this  target  group  of  consumers  is  
highly  price-‐sensitive.  Moreover,  with  the  majority  having  full-‐day  work  
schedules,   they   also   value   convenience   in   timing   and   location   of  
grocery  retailers.    
  
The  next  fastest  growing  demographic   is  the  foreign  worker  segment,  
which  currently  comprises  38.1%  of  the  Singaporean  workforce.  Within  
this  segment,  46%  are   in   low-‐skilled  construction  and  marine  sectors,  
with   the   lowest   average   monthly   incomes   of   approximately   $600.  
Thus,  these  low-‐skilled  foreign  workers  are  also  highly  price  sensitive.  
  
SSG   competitive   prices   are   attractive   to   these   price-‐sensitive  
consumers.  Looking  at  a  typical  basket  of  goods  from  respective  online  
stores,  SSG’s  prices  are  lower  by  4.7%  and  11.1%  than  NTUC  (Fairprice)  
and  Dairy  Farm  (Cold  Storage)  respectively.    
  
Locational    convenience   for   fastest-‐growing   population  
segments  
  

Fig  6:  Population  distribution  for  age  group  of  40-‐55  years  old  and  SSG  outlets  

  

Source:  Company  Data,  Singstat  

  
Moreover,  Sheng  Siong  provides  locational  convenience  to  both  of  the  
aforementioned   demographics.   The   above   figure   exemplifies  
significant   overlaps   between   Sheng   Siong   outlets   and   areas   densely  
populated   by   people   aged   40-‐55.   In   addition,   in   concentrated   areas  
such   as   Bedok   (east),   Jurong   (west)   and   Woodlands   (north),   Sheng  
Siong   has   multiple   outlets   within   the   same   district,   catering   to   the  
larger  consumer  base.    
  
Fig  7:  Distribution  of  foreign  worker  dormitories  and  SSG  outlets  

  

Source:  Company  Data,  MOM  

  
Similarly,  we  see  that  foreign  worker  lodgings  are  interspersed  on  the  
outskirts  of  the  island,  clustering  in  areas   like  Boon  Lay  (Jurong,  west)  
and   Woodlands.   The   high   concentration   of   outlets   in   these   areas  
further  renders  Sheng  Siong  accessible  to  the  foreign  worker  segment.  
  
Hence,   on   both   accounts   of   pricing   and   convenience,   we   see   that  
Sheng   Siong   is   well   positioned   to   capitalize   on   these   two   fastest  
growing  segments  of  the  population.  

FINANCIAL  ANALYSIS  
  

Profitabi l i ty   Analysis   
  

Fig  8:  SSG  Profitability  Ratios  

  
2010   2011   2012   2013   2014  

Gross  Margin   21.76%   22.10%   22.10%   23.02%   24.20%  
Operating  Margin   7.75%   5.93%   7.80%   6.77%   7.83%  
Adj.  Operating  Margin   5.22%   5.36%   5.46%   6.05%   7.18%  
Net  Margin   6.78%   4.71%   6.54%   5.66%   6.56%  
Adj.  Net  Margin   4.25%   4.15%   4.20%   4.95%   5.91%  

Source:  Company  Data  
  

Over   the   past   5   years,   SSG’s   profitability   has   been   improving.   Gross  
margin  has   improved  consistently   from  21.8%   in  24.4%   in  2014.  Both  
operating   and   net   margins   decreased   in   2011   due   to   a   fall   in   cash  
grants   from   the   government,   in   relation   to   the   Special   Employment  
Credit   Scheme.   This   cash   grant   rose  back   in   2013   resulting   in   a   huge  
swing  in  margins.  
  
As   such,   adjusting   out   the   cash   grants   and   considering   the   adjusted  
margins,  we  note   that  SSG  has  seen  a   trend  of   improving  margins.   In  
2011,   SSG   saw  an   increase   in   tax  expense,  which   resulted   in  margins  
falling.  However,   tax  expense  has  since  normalized  at  an  effective  tax  
rate  of  17.68%.  
  
Fig  9:  Comparison  of  Profitability  Ratios  FY2014  

  
Source:  Company  Data  
  

While   SSG   lags   against   its   peers   on   gross   margins,   it   has   stronger  
operating   and   net   margins.   As   an   asset   lighter   firm   and   a   new  
warehouse   in   2011,   SSG   has  managed   to   keep   its   operating   expense  
lower   than   its   peers   leading   to   improved   operating   margins   and  
consequentially  net  margins.    
  

Eff ic iency  Analysis   
  

Fig  10:  SSG  Profitability  Ratios  Turnover  Ratios  

  
2010   2011   2012   2013   2014  

Days  Receivables   2.74   3.68   3.91   5.03   5.78  
Days  Inventories   19.60   25.45   28.09   29.51   29.42  
Days  Payables   75.32   74.86   59.95   57.92   61.05  
Cash  Conversion  Cycle   -‐52.98   -‐45.73   -‐27.95   -‐23.39   -‐26.80  

Source:  Company  Data  
  

SSG  enjoys  a  negative  cash  conversion  cycle  indicating  that  it  does  not  
pay  for  its  inventories  until  it  has  sold  the  product,  which  is  typical  for  
the   case   of   grocery   retailers.  While   it   has   fallen,   it   still   remains   at   a  
healthy  negative  26.8  days.    
  
SSG  has  seen  a   fall   in   its  cash  conversion  cycle  over   the  past  5  years.  
This  is  largely  driven  by  its  increase  in  its  inventory  days  which  spiked  in  
2011.   As   SSG   has   moved   into   its   Mandai   Link   Distribution   Centre   in  
mid-‐2011,   it   allowed   for   larger   inventory   storage,   leading   to   an  
increase  in  average  inventory.  Days  payables  have  also  fallen  as  SSG  is  
less  able  to  negotiate  favourable  credit  terms  for  its  purchases.  
  
Fig  11:  Comparison  of  Turnover  Ratios  FY2014  

  
Source:  Company  Data  
  

Relative   to   its   peers,   NTUC   and   Dairy   Farm   have   a   cash   conversion  
cycle  of  -‐76.77  and  -‐63.42  days  respectively.  This  is  largely  due  to  their  
significantly  higher  days  payables  at  114.8  and  118.1  days.  
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THESIS  1:  STORE  ADDITIONS  TO  DRIVE  GROWTH  
  

SSG  has  a  target  of  eventually  establishing  50  stores  in  Singapore.  With  
4   store   additions   this   year   reaching   38   stores   and   a   new   store   in  
Junction  9  next  year,  SSG  is  well  on  its  way  to  achieving  its  target.  
  
Strategic   Store  Addit ions  
  

While   there  has  been   increased   competition   for   retail   spots,   SSG  has  
indicated  that   it  would  only  add  outlets  where   it   is  strategic.   In  2014,  
SSG  added  a  store  in  Penjuru  catering  to  foreign  employees  of  Jurong  
Town   Corporation,   who   also   recently   announced   plans   to   add   new  
dormitories   in   the   area.   In   2015,   SSG   added   a   store   in   Punggol   New  
Town   where   HDB   is   adding   96,000   new   BTO   flats.   These   flats   are  
catered  for  new  families,  a  demographic  well  suited  for  SSG,  given  the  
affordability  of  their  products.  
  
SSG’s  recent  store  additions  are  also  centered  within  ‘heartland’  areas,  
suggesting   a   strategy   of   focusing   on   middle   to   low-‐income   families.  
This   is   aligned  with   SSG’s   pricing   strategy,  which   is   generally   catered  
towards  affordability.  
  

Fig  12:  Distribution  of  new  HDB  units  under  construction  and  SSG  Stores  

  
Source:  Company  Data,  HDB  
  

Looking  at  HDB  units  currently  under  construction  in  Singapore  and  the  
distribution   of   SSG   stores,  we   see   that   there   are   areas  where   SSG   is  
currently   underpenetrated.   We   expect   SSG   to   add   stores   in   these  
areas,  in  line  with  its  strategy.  
  
Going  forward,  we  believe  that  SSG  will  be  able  to  add  strategic  stores,  
albeit  at  a  slower  pace  of  2  stores  per  year.  As  noted  by  management,  
new   stores   are   also   expected   to   be   of   a   smaller   size.   SSG’s   past   33  
stores   have   an   average   floor   space   of   12,980   sq   ft.   Excluding   outlets  
that  are   larger  than  25,000  sq  ft,  average  floor  space  moving  forward  
would  be  7,545  sq  ft,  which  we  base  our  forecast  on.      
  

Fig  13:  SSG  Retail  Area  &  No.  of  Stores  

  
Source:  Company  Data,  Team  Estimates  
  

Increasing  Sales  per   ‘000  sq  ft   
  

Compared  with  NTUC  and  Dairy  Farm,  who  have  129  and  118  outlets  
island-‐wide   respectively,   Sheng   Siong’s   strategic   concentration   of  
stores  and  price  competitiveness  enables  it  to  capitalize  on  the  fastest  
growing  yet  price-‐savvy  segments  of   the  population.  As  a   result,  with  
average   prices   of   a   similar   basket   of   good   being   approximately   4.7%  
lower   than   that   of   NTUC,   we   expect   SSG   to   make   headway   in  
increasing  sales  per  ‘000  sq  ft.  

Furthermore,   SSG   has   been   able   to   gain  market   share   as   consumers  
derive  value  from  convenient   locations,  which  also  provide  both  ‘wet’  
and   ‘dry’   shopping   experiences.   This   is   further   bolstered  with   a   large  
portion  of   SSG   stores   (24  out   of   38)   operating   24hrs,   catering   to   the  
busy  working-‐adult.  
  
We  note  that  Singapore  has  faced  a  deceleration  in  GDP  growth,  in  line  
with   the   world   economy   and   this   has   impacted   consumer   spending.  
However   with   the   increasing   popularity   of   grocery   retailing   and   a  
modestly  recovering  GDP,  we  expect  modest  growth  in  sales  per  area  
for  SSG.    
  
We   project   annual   sales   growth   of   2%   into   2019   below   SSG’s   3   year  
average  rate  of  2.8%,  which  has  been  at  a  premium  to  the  average  real  
GDP   growth  of   1.8%.   Forecasting   real  GDP   growth   in   Singapore   from  
EIU,  we  note  that  that  average  growth  rate  till  2019  stands  at  2.1%.  We  
project   sales   growth   at   a   marginal   discount   to   real   GDP   growth   as  
opposed   to   SSG’s   historical   premium,   as   we   account   for   greater  
saturation  in  the  market.  
  

Fig  14:  SSG  Sales  per  ‘000  sq  ft  &  Real  GDP  Growth  

  
Source:  Company  Data,  Team  Estimates,  EIU    
  

With   growth   on   two   fronts:   increasing   stores   and   growing   sales   per  
‘000  sq  ft,  we  expect  SSG’s  revenues  to  grow  at  a  CAGR  of  6.56%  from  
2015  to  2019.    
  

THESIS  2:  Improving  Gross  Margins  
  

We   forecast   an   improvement   of   gross   profit   margin   of   SSG,   due   to  
optimising  product  mix  and  lowering  of  purchasing  costs.  
  
Optimising  Product  Mix  
  

As   noted   previously,   consumers   are   increasingly   shifting   from   wet  
markets   to   supermarkets   for   their   grocery   purchases.   This   is   largely  
due   to   the   fact   that   the   younger   generation   is   picking   up   the  
responsibility  of  purchasing  groceries   for   the  household.  According  to  
the  Department  of   Statistics,   the  40-‐55  age  group   spends   the   largest  
amount  of  household  income  on  groceries,  followed  closely  by  the  age  
group  of  25-‐39.  These  consumers  have  regular  work  schedules  and  are  
unable  to  visit  wet  markets  that  only  open  in  the  morning.  Additionally,  
they  prefer  a  more  hygienic   setting  of  a   supermarket  and  a  one-‐stop  
solution  to  purchase  both  wet  and  dry  food  products.  
  
Capitalising   on   this   shift,   SSG   management   has   stated   intentions   to  
shift  a  greater  proportion  of  sales  towards  the  fresh  grocery  business.  
We   consider   this   a   profitable   move   as   fresh   grocery   products   have  
higher  gross  margins  of  33%,  compared  to  non-‐fresh  groceries  of  26%.    
  

  

Fig  15:  List  of  item  offerings  on  SSG  online  store  

  
Source:  SSG  online  store  -‐  www.allforyou.sg,  Team  Calculations  

  
From  a  catalogue  of  products,  fresh  food  accounts  for  9.2%  of  all  items  
listed   compared   to  NTUC   (3.1%)   and  Cold   Storage   (6.4%).  Given   that  
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fresh   food   products   (e.g.   Fuji   apples,   Indian   watercress)   are   highly  
commoditised  and  are  sold  in  high  volumes,  the  revenue  share  of  fresh  
food  is  likely  to  be  significantly  higher  than  9.2%.  Nonetheless,  there  is  
still   room   to   increase   the   proportion   of   sales   generated   by   fresh  
grocery   over   the   next   few   years   by   supplementing   stores   with   low  
percentages   of   fresh   food   products.   We   note   that   management   has  
targeted  to  increase  revenue  share  of  fresh  food  from  40%  to  50%.  
  
Lower  Purchasing  Prices  due  to  Fal l ing  MYR  
	  

Furthermore,   the  Mandai   Link  Warehouse   that  was  built   in   2011  has  
enabled  SSG  to  cut  out  the  middleman  and  access  fresh  food  suppliers  
directly.   At   present,   SSG   sources   a  majority   of   their   food   (40%-‐50%)  
from  Malaysian  suppliers.  Given  that  SSG  sells  fresh  products  that  are  
self-‐sourced   and   self-‐packed,   as   compared   to   NTUC   and   Dairy   Farm  
that   imports   meat   through   resellers,   this   provides   SSG   a   greater  
position  to  leverage  on  falling  rates  and  negotiate  prices  with  suppliers.  
  
Fig  16:  SGD/MYR  Forecasted  Rates

Source:  Bloomberg  

Over   the   past   12  months,  Malaysian   suppliers   have   been   benefitting  
from   the   appreciation   of   SGD   against   MYR.   We   see   that   forecasted  
rates   of   SGD   will   continue   to   appreciate   against   MYR   into   2016,  
thereafter  dipping  in  the  mid-‐term  (2017-‐2019),  but  still  maintaining  a  
relatively  strong  position  against  MYR.  Moving  forward,  Sheng  Siong  is  
likely  to  hold  a  strong  bargaining  position  to  negotiate  for  lower  prices  
with  their  Malaysian  suppliers,  thereby  improving  gross  margins.    
  

THESIS  3:  MANAGING  STAFF  COSTS  WITH  AUTOMATION  
  

Highest  Staff   Expense  Amongst  Peers  
  

Compared  to  its  peers  in  Singapore,  SSG  operates  with  relatively  higher  
staff   costs.   Over   the   past   5   years,   SSG   has   had   higher   than   average  
staff  expense  as  a  percentage  of  revenue.  This   is   largely  attributed  to  
increased  manpower  needs  of  its  warehouse,  processing  of  fresh  foods  
and  increased  bulk  handling  of  purchases.  
  
Fig  17:  Staff  Expense  as  %  of  Revenue  

  
Source:  Company  Data  
  

SSG  completed  its  Mandai  Link  warehouse  in  2011,  which  has  allowed  
it   to   bring   down   staff   expenses   in   2011   and   2012.   However,   staff  
expense   for   SSG   has   been   on   an   upward   trend   as   a   result   of   a  
challenging   labour   market   in   Singapore.   In   2013,   the   Ministry   of  
Manpower   reduced   the   foreign   dependency   ratio   from   50%   to   45%,  
while   raising   the   salary   of   medium   skilled   workers   by   10%   to  
$2,200/month.    
  
From   2004   to   2014,   the   annualized   wage   increase   was   4.9%   and   is  
expected   to   continue   going   forward   as   the   labour  market   tightens   in  
Singapore.  Given   that   staff   expense  accounts   for   a   significant  portion  
of  its  operating  expense,  SSG  is  exposed  to  the  wage  inflation.  In  2014,  

staff  expense  was  72.8%  of  operating  expense,  as  compared  to  70.2%  a  
year  ago.  
Implementation  of  Self-‐Checkout  Counters  
  

In  2014,  SSG  began  testing  automated  self-‐checkout  counters  and  has  
indicated   that   it   would   continue   to   do   so.   The   successful  
implementation   of   the   system   in   Bukit   Panjang   Segar   has   led  
management  to  target   further  automation,  planning  for  self-‐checkout  
counters   to   be   rolled   out   in   7   stores   by   end   2015   and   another   10  
stores  by  2016.  
  
As   SSG   shifts   towards   increasing   automation   of   customer’s   checkout  
process,  it  is  in  a  better  position  to  control  staff  costs.  Self-‐checkout  is  
expected   to   reduce   cashier   manpower   needs   by   30%   in   each   store,  
lowering  staff  expense  and  hence  improving  operating  margins.    
  
Fig  18:  SSG  Staff  Expense  per  ‘000  sq  ft  

  
Source:  Company  Data,  Team  Estimates  
  

SSG’s   self-‐checkout   machine   is   able   to   handle   cash   payments   and  
dispense   change   automatically   to   customers.   Since   three   self-‐service  
kiosks  are  able  to  replace  five  traditional  cashier  counters,  manpower  
needs   were   reduced   by   two   headcounts   per   shift.   Customers   also  
benefitted,  as  queue  times  were  shortened  by  30%  and  they  received  
the  correct  change  every  time.  
  
Levered  to  Reap  Signif icant  Benefits   from  Automation  
  

With   SSG’s   high   proportion   of   operating   expense   spent   on   staff,  
savings  from  automation  will  see  greater   improvement  for  SSG.  More  
importantly,   SSG   is   in   a   position   to   implement   the   initiative   at   a  
relatively   low   cost.   Customers   face   lower   learning   costs   as   they   are  
already   accustomed   to   using   the   automated   checkout   counters  
introduced  in  the  past  by  both  NTUC  and  Dairy  Farm.  
  
NTUC   first   introduced   self-‐checkout   in   2011   at   Clementi   Mall   and  
rolled  out  the  system  to  14  stores  by  2014.  Similarly,  Cold  Storage  first  
introduced   self-‐checkout   in   2003   and   Giant   in   2013.   A   survey  
conducted   by   FairPrice   on   about   600   customers   found   that   99.4   per  
cent   of   customers  who   used   the   self-‐checkout   system  were   satisfied  
with  it,  while  83.5  per  cent  said  it  was  an  effective  and  fast  alternative  
method   to   pay   for   items.   Given   that   a   proportion   of   customers   are  
now  comfortable  with  automated  systems,  SSG  will  have  to  spend  less  
manpower  cost  training  customers  to  use  the  self-‐checkout  machines.    
  
Moreover,   SSG   management   has   a   track   record   of   implementing  
automation.   In   2011,   it   implemented   warehouse   automation   at   its  
Mandai  Link  Warehouse,  allowing  it  to  control   its  operating  expenses,  
while  staff  costs  rose  for  both  NTUC  and  Dairy  farm  in  the  same  period.  
With  management’s  strong  track  record   in  execution,  we  expect  near  
term   gains   from   the   self-‐checkout   program   from   reduced   staff  
expense.  
  

VALUATION  
  

We  utilize  the  Discount  Cash  Flow  (DCF)  Model  to  value  SSG  and  arrive  
at  a  target  price  for  SSG.  In  addition,  we  use  Relative  Valuation  (RV)  to  
conduct  a  sanity  check  on  our  price  to  assess  if  SSG  is  fairly  valued.  
  
Capital   Asset  Pric ing  Model  (CAPM)  
  

As   SSG’s   capital   structure   consists   of   only   equity   and   no   debt,   our  
WACC  is  the  cost  of  equity  which  we  calculate  using  CAPM.    
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Firstly,  we  found  the  firm’s  beta  by  regressing  its  weekly  return  against  
that  of  the  market  index,  which  we  base  on  the  STI  index.  We  arrive  at  
an  adjusted  beta  of  0.881  from  a  raw  beta  of  0.822,  which  is  reflective  
of   the   defensive   nature   of   the   grocery   retailing   industry.   We   then  
arrive   at   a   risk   free   rate   of   2.54%   by   using   the   10-‐year   Singapore  
government  bond  as  a  proxy.  Taking  the  annualized  monthly  return  of  
the  STI,  we  arrive  at  an  expected  market  return  of  7.25%.  Assuming  no  
debt  is  undertaken  by  SSG  in  future,  SSG’s  cost  of  equity  will  be  6.69%.  
  
Revenue  &  OPEX  Forecasts  
  

We  project  SSG’s  revenue  to  be  driven  by  retail  area,  which  is  driven  by  
store   additions   and   also   sales   per   area.   We   look   at   SSG’s   historical  
stores  and  their  retail  area  to  arrive  at  an  average  floor  space  of  7,545  
sq   ft   excluding   its   stores   of   larger   than   25,000   sq   ft   (Appendix).  
Management   has   indicated   that   it  would   be   looking   to   add   stores   in  
HDB  areas  which  are  typically  smaller.  
  
Operating  expense  is  based  on  SSG’s  historical  OPEX  %  of  sales,  which  
we  forecast   to  grow  due  to  rising  staff  costs  and  operating   lease.  We  
look  at  staff  expense  per  area  and  operating  lease  per  area  to  project  
growth  of  OPEX  (Appendix).  We  project   that  OPEX  %  of  sales  will   rise  
from  17.02%  in  2014  to  18.3%  in  2019.  
  
Discounted  Cash  Flow  (DCF)  
  

With  our  forecasts,  we  project  SSG’s  Free  Cash  Flow  to  Firm  (FCFF)  for  
the   next   5   years   from   2015   to   2019.   This   is   achieved   by   project   its  
operating   cash   flow,  depreciation,   change   in  net  working   capital,   and  
net   capital   spending.   We   note   that   key   drivers   of   our   valuation   is  
projecting  growth  in  retail  space  and  managing  rising  staff  expense.    
  
Next,   we   used   the   Gordon   Growth   Mode   to   calculate   our   terminal  
value.  We  use  a  conservative  1%  growth  rate  as  we  believe  that  SSG  is  
able  to  generate  stable  free  cash  flow  with  moderate  long-‐term  growth  
prospects.  Based  on  our  valuation,  we  arrive  at  a  target  price  of  $0.938  
based   on   the   current   weighted   no.   of   shares   outstanding.   This  
represents  an  upside  of  7.15%  from  the  current  price  of  $0.875.  
  
A  major   limitation  of   the  DCF  would  be   its   sensitivity   to   the  discount  
rate  as  well  as  growth  rate  used.  We  conduct  a  sensitivity  analysis  by  
varying  our  discount  rate  and  growth  rate  by  0.5%  (Appendix).  
  
Relat ive  Valuation  (RV)  
  

We   compare   SSG   against   its   regional   peers   in   Philippines,   Thailand,  
Indonesia,   and   Hong   Kong.   SSG   currently   trades   at   a   P/E  multiple   of  
24.27x   as   compared   to   the   average   of   26.20x   suggesting   that   it   is  
undervalued  relative  to  its  peers.  On  an  EV/EBITDA  multiple  basis,  SSG  
appears   to   be   trading   at   a   premium   of   15.63x   as   compared   to   the  
average  of  13.77x  suggesting  that  it  is  overvalued  relative  to  its  peers.    
  
However,  we  note  that  EV/EBITDA  would  be  a  more  relevant  multiple  
for   the   industry   given   the   steady   cash   flow   for   grocery   retailers.  We  
believe   the   higher   value   placed   on   SSG   reaffirms   our   belief   on   SSG’s  
growth  opportunities  going  forward.  
  
Fig  19:  SSG  Football  Field  Analysis  

  
Source:  Bloomberg,  Team  Estimates  
  

Valuing   SSG  based  on   the   forward  multiples  of   its  peers,  we  plot   the  
range   of   implied   share   price   for   SSG.   We   then   benchmark   our   DCF  
valuation  against  this  and  see  that  our  target  price  of  $0.938  is  within  
the   range   of   valuation.   Our   valuation   is   above   to   the  median   of   the  
EV/EBITDA   multiple,   which   we   believe   is   justified   given   SSG’s   strong  
fundamentals  and  opportunities  for  growth.  
  
Div idend  Discount  Model  (DDM)  
  

We   avoid   utilizing   the   DDM   when   valuing   SSG   despite   management  
guidance   of   a   90%   payout   ratio   in   the   next   2   years.  We   note   that   a  
major   portion   of   shareholder   value   remains   locked   within   the   firm  
despite   the   high   payout   ratio.   Unless   management   issues   special  
dividends,  we  expect  value  to  remain  locked.    
  
Management  has  yet  to  issue  special  dividends  to  return  the  additional  
value  to  shareholder.  We  therefore  avoid  the  issue  of  having  to  project  
special   dividends,   which   poses   numerous   challenges.   Hence   a   DDM  
would  not  be  useful  in  valuing  SSG.  
  

KEY  RISKS  
  

Inabi l ity   to  Add  Stores  
  

We  note  that  SSG  has  been  actively  looking  at  HDB  commercial  space  
for   store   additions,  which   have   been   particularly   challenging   in   2013  
and   2014   where   commercial   space   was   limited.   Management   has  
noted   that   competition   for   retail   spaces   amongst   grocery   retailers  
continue  remain  keen.  
  
However,  we  note  a  trend  of  HDB  building  neighbourhood  centres  for  
upcoming   estates.   This   will   create   greater   retail   spaces   for   grocery  
retailers.   In   particular,   HDB   announced   in   October   this   year   that   it  
would   be   launching   4   neighbourhood   centres   and   would   offer   one-‐
stop   centres   offering   a   wide   variety   of   amenities,   including  
supermarkets.  

Diff iculty   in  Managing  Staff   Costs  
  

As  previously  noted,  SSG  has  the  highest  staff  expense  as  a  percentage  
of   revenue   as   compared   to   its   peers.   This   would   mean   that   rising  
labour   costs   in   Singapore   is   expected   to   impact   SSG   to   a   greater  
extent.   MOM   has   tightened   the   inflow   of   foreign   labour   in   a   bid   to  
encourage  greater  productivity,  which  poses  a  risk  for  wage  inflation.    
  
We   anticipate   that   MOM   would   tighten   the   inflow   of   labour   on   a  
rational   basis   giving   companies   ample   time   to   adjust.   SSG   has   been  
actively   managing   staff   costs   through   the   use   of   automation.   Since  
2013,  SSG  has  been  managing  OPEX  well  with  only  marginal  increase  in  
OPEX   as   a   percentage   of   revenues.   Hence   we   are   encouraged   by  
management’s   track   record   of   managing   costs   in   a   challenging  
environment.  
  
Recovery  of  MYR  to  Dampen  Gross  Margin  Gains  
  

SSG  has  been  able   to  make  gains   in  gross  margins   in  part  due   to   the  
appreciation   of   SGD   against   the   MYR.   This   provides   SSG   greater  
bargaining  power  to  negotiate  better  prices.  However,  if  MYR  were  to  
appreciate  against  the  SGD,  we  would  expect  part  of  the  gross  margins  
gain  to  be  eroded.  
  
With   the   strength   of   the   Singaporean   economy,   we   expect   such   a  
scenario   to  be  unlikely.  Against   the  SGD,  MYR  has   significant  value   in  
the   past   decade.   We   anticipate   that   even   if   the   MYR   were   to  
appreciate  against   the  SGD,   it  would  only  be   to  a   small   extent.   SSG’s  
gains   from   gross   margins   are   derived   on   multiple   fronts   which   we  
believe  would  negate  the  appreciation  in  MYR.    
  
SSG  has  been  increasing  its  mix  of  fresh  food  to  drive  gross  margins.  In  
addition,   SSG   is  placing  greater  emphasis  on  direct   sourcing  and  bulk  
handling,  which  are   complementary   to   SSG’s   store  expansion.  With  a  
larger  number  of  stores,  SSG   is  able   to  serve  a  greater  portion  of   the  
market,   allowing   it   to   make   larger   bulk   orders   and   earn   increased  
savings.    
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ANNEX  1:   REVENUE  DRIVERS  &  RETAIL  AREA  

  

  
  
ANNEX  2:   OPEX  DRIVERS  

  
  
  

  
  
  

  
  
  

  
  

2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E 2018E 2019E Comments

Total	  Number	  of	  Stores 22 25 33 33 34 38 39 41 43 45
Y/Y Growth 13.6% 32.0% – 3.0% 11.8% 2.6% 5.1% 4.9% 4.7%
Base 22 25 33 33 34 38 39 41 43 45 Assumed	  track	  to	  '16	  plan;	  addition	  of	  2	  stores/yr

Retail	  Area	  ('000	  sq.feet) 335 348 400 400 404 426 454 477 492 507
Y/Y Growth 3.9% 14.9% – 1.0% 5.4% 6.6% 5.1% 3.2% 3.1%
Base 335 348 400 400 404 426 454 477 492 507

Sales	  per	  '000	  sq.	  foot 1,876 1,662 1,593 1,718 1,797 1,833 1,870 1,907 1,945 1,984
Y/Y Growth (11.4%) (4.1%) 7.9% 4.6% 2.0% 2.0% 2.0% 2.0% 2.0%
Base 1,876 1,662 1,593 1,718 1,797 1,833 1,870 1,907 1,945 1,984 Assumed	  2%	  growth	  y/y

Total	  Gross	  Sales	  ($'000) 628,432 578,443 637,317 687,390 725,987 780,831 849,077 910,091 957,645 1,006,737
Y/Y Growth (8.0%) 10.2% 7.9% 5.6% 7.6% 8.7% 7.2% 5.2% 5.1%
Base 628,432 578,443 637,317 687,390 725,987 780,831 849,077 910,091 957,645 1,006,737 Sales	  =	  Retail	  Area	  *	  Sales	  per	  sq	  foot

Store	  Locations	  
Area	  
(Sq	  Ft)	   Year	  Opened	  

1	  Ang	  Mo	  Kio	  122	  Supermarket	   4,908	  	   1985	  
2	  Bedok	  North	  Supermarket	  	   19,106	  	   1988	  
3	  Woodlands	  301	  Supermarket	  	   6,027	  	   1995	  
4	  Loyang	  Point	  Supermarket	  	   5,952	  	   1999	  
5	  Bedok	  Reservoir	  Market	  1	  	   2,529	  	   2000	  
6	  Woodlands	  6A	  Supermarket	  	   41,441	  	   2001	  
7	  Chin	  Swee	  Supermarket	  	   4,477	  	   2002	  
8	  The	  Verge	  Supermarket	  4	  	   45,036	  	   2003	  
9	  Jurong	  West	  544	  Supermarket	  	   3,950	  	   2003	  
10	  Superbowl	  Supermarket	  	   16,447	  	   2003	  
11	  McNair	  Supermarket	  	   4,122	  	   2004	  
12	  Serangoon	  North	  Supermarket	  	   33,133	  	   2004	  
13	  Teban	  Gardens	  Supermarket	  	   7,341	  	   2004	  
14	  Ang	  Mo	  Kio	  233	  Supermarket	  	   4,284	  	   2004	  
15	  Clementi	  720	  Supermarket	  	   27,921	  	   2005	  
16	  New	  Upper	  Changi	  Supermarket	  	   30,613	  	   2007	  
17	  Clementi	  352	  Supermarket	  	   5,834	  	   2007	  
18	  Jurong	  West	  7	  Grocery	  Store	  	   14,174	  	   2007	  

	  

	  
Store	  Locations	  

Area	  
(Sq	  Ft)	   Year	  Opened	  

19	  Tanglin	  Halt	  Supermarket	  	   13,433	  	   2007	  
20	  Yishun	  845	  Supermarket	  	   8,977	  	   2008	  
21	  Punggol	  Central	  Supermarket	  	   6,878	  	   2009	  
22	  Tech	  Whye	  Supermarket	   3,071	  	   2011	  
23	  Elias	  Mall	  Market	  Stalls	   2,400	  	   2011	  
24	  200	  Woodlands	  Industrial	  Park	  E7	   14,239	  	   2011	  
25	  200	  Upper	  Thomson	  Road	   11,000	  	   2011	  
26+27	  Toa	  Payoh	  and	  New	  World	  Centre	  
Supermarket	   19,800	  	   2012	  
28	  Geylang	  Supermarket	   11,000	  	   2012	  
29+30	  Bukit	  Batok	  and	  Bedok	  North	  Supermarkets	   7,300	  	   2012	  
31	  Yishun	  Supermarket	   5,000	  	   2012	  
32+33	  Ghim	  Moh	  and	  Clementi	  420A	  Supermarket	   9,000	  	   2012	  
	  	  

	  
	  	  

Average	  Space	   12,980	  	   	  	  
Min	   2,400	  	   	  	  
Max	   45,036	  	   	  	  
	  	  

	  
	  	  

Average	  excluding	  >25k	  sq	  ft	   7,545	  	   	  	  

2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E 2018E 2019E Comments

Staff	  Exp/	  '000	  Sq	  Ft 232 196 190 205 222 228 235 243 253 264
Y/Y Growth (15.8%) (3.0%) 7.9% 8.6% 2.5% 3.0% 3.5% 4.0% 4.5%
Base 232.3 195.6 189.8 204.8 222.5 228.0 234.9 243.1 252.8 264.2 Assume	  Staff	  Exp	  staggers	  up	  to	  4.5%	  slightly	  below	  wage	  inflation	  of	  4.8%

Operating	  Lease/	  '000	  Sq	  Ft 43 42 42 48 49 51 53 54 56 58
Y/Y Growth (3.6%) (0.3%) 16.5% 1.4% 3.5% 3.5% 3.5% 3.5% 3.5%
Base 43.3 41.7 41.6 48.5 49.1 50.8 52.6 54.5 56.4 58.3 Assuming	  lease	  grows	  at	  3.5%

Retail	  Area	  ('000	  sq.feet) 335 348 400 400 404 426 454 477 492 507
Y/Y Growth 3.9% 14.9% – 1.0% 5.4% 6.6% 5.1% 3.2% 3.1%
Base 335 348 400 400 404 426 454 477 492 507 Taken	  from	  Rev	  Driver	  Tab

Staff	  Expense 77,837 68,068 75,907 81,903 89,876 97,139 106,665 116,011 124,467 134,054
Y/Y Growth (12.6%) 11.5% 7.9% 9.7% 8.1% 9.8% 8.8% 7.3% 7.7%
Base 77,837 68,068 75,907 81,903 89,876 97,139 106,665 116,011 124,467 134,054 Staff	  Exp	  =	  Exp	  /	  '000	  Sq	  Ft	  *	  Retail	  Area

Operating	  Lease 14,496 14,513 16,638 19,381 19,842 21,655 23,894 25,987 27,747 29,599
Y/Y Growth 0.1% 14.6% 16.5% 2.4% 9.1% 10.3% 8.8% 6.8% 6.7%
Base 14,496 14,513 16,638 19,381 19,842 21,655 23,894 25,987 27,747 29,599 Operating	  Lease	  =	  Op	  Lease	  /	  '000	  Sq	  Ft	  *	  Retail	  Area

Admin	  Expense 43 42 42 49 49 51 53 55 56 58
Y/Y Growth (3.9%) 0.3% 16.4% 1.4% 3.5% 3.5% 3.5% 3.5% 3.5%
Base 43 42 42 49 49 51 53 55 56 58 Sales	  =	  Retail	  Area	  *	  Sales	  per	  sq	  foot
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ANNEX  3:   DCF  VALUATION  

  
  
ANNEX  4:   PROFORMA  INCOME  STATEMENT  

  
  

Valuation (DCF)
Year End ($ '000) 2014A 2015E 2016E 2017E 2018E 2019E
FCFF FY FY FY FY FY FY

EBIT 56,832 63,012 68,643 73,184 76,019 78,134
EBIT(1-Tax) 50,737 56,058 59,928 64,533 65,873 66,835
D&A 10,935 13,879 14,576 14,887 16,089 17,278
Changes in WC 11,525 (2,851) 3,239 2,849 2,156 2,209
CAPEX (80,942) (13,250) (12,376) (12,451) (12,917) (12,801)

FCFF (7,745) 53,835 65,367 69,818 71,201 73,522

*Company has no debt
Risk Free Rate 2.54%
Market Risk Premium 4.71%
Adjusted Beta 0.88
Cost of Equity 6.69%

Date	  of	  valuation 10/10/2015
Forecasted	  Years 12/31/2015 12/31/2016 12/31/2017 12/31/2018 12/31/2019
Days	  to	  valuation 82 448 813 1178 1543
Time	  factor 0.2247 1.2274 2.2274 3.2274 4.2274
Discount	  Factor 0.986 0.924 0.866 0.811 0.760

FCF 53,835 65,367 69,818 71,201 73,522
PV	  of	  FCF 53,057 60,370 60,435 57,766 55,906

Terminal Growth 1.0%
Terminal Value 1,304,196
PV of Terminal Value 991,720 77.5%
Enterprise Value 1,279,255
Net Cash (Debt) 130,470
Equity Value 1,409,725
Share Count 1,503,537
Target Share Price $0.938

Income Statement
Year End ($ '000) 2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E 2018E 2019E Comments

Revenue 628,432 578,443 637,317 687,390 725,987 780,831 849,077 910,091 957,645 1,006,737 6.56% CAGR
Y/Y Growth (7.95%) 10.18% 7.86% 5.62% 7.55% 8.74% 7.19% 5.23% 5.13%

COGS (491,675) (450,595) (496,439) (529,177) (550,301) (588,747) (638,115) (681,709) (714,926) (749,024)
Y/Y Growth (8.36%) 10.17% 6.59% 3.99% 6.99% 8.39% 6.83% 4.87% 4.77%

Gross Profit 136,757 127,848 140,878 158,213 175,686 192,085 210,962 228,382 242,719 257,713 7.62% CAGR
Gross Margin 21.76% 22.10% 22.10% 23.02% 24.20% 24.60% 24.85% 25.09% 25.35% 25.60%

Distribution Expenses (4,372) (4,122) (4,203) (4,188) (4,259) (4,229) (4,200) (4,216) (4,218) (4,224) Assume to be average of past 5 years
Administrative Expenses (98,314) (91,567) (100,468) (111,046) (117,417) (127,062) (139,646) (151,882) (162,808) (175,044)

Staff Expense (77,837) (68,068) (75,907) (81,903) (89,876) (97,139) (106,665) (116,011) (124,467) (134,054)
Operating Lease Expense (14,496) (14,513) (16,638) (19,381) (19,842) (21,655) (23,894) (25,987) (27,747) (29,599)

Other Expenses (1,284) (1,138) (1,408) (1,358) (1,855) (2,459) (3,150) (3,778) (4,351) (4,988)
Total Operating Expenses (103,970) (96,827) (106,079) (116,592) (123,531) (133,750) (146,996) (159,876) (171,377) (184,256)

OPEX % of Sales 16.54% 16.74% 16.64% 16.96% 17.02% 17.13% 17.31% 17.57% 17.90% 18.30%

Other Income 15,918 3,252 14,932 4,885 4,677 4,677 4,677 4,677 4,677 4,677

Operating  Income 48,705 34,273 49,731 46,506 56,832 63,012 68,643 73,184 76,019 78,134 5.52% CAGR
Operating Margin 7.75% 5.93% 7.80% 6.77% 7.83% 8.07% 8.08% 8.04% 7.94% 7.76%

EBITDA 52,954 40,428 58,144 56,580 67,767 76,890 83,218 88,070 92,108 95,412

Financial Income 25 19 661 1,052 916 876 876 876 876 876 Used average of last 3 years
Financial Costs – (82) – – – – – – – –
Net Financial Income/(Costs) 25 (63) 661 1,052 916 876 876 876 876 876

Profit before Income Tax 48,730 34,210 50,392 47,558 57,748 63,888 69,519 74,060 76,895 79,010
Income Tax Expense (6,095) (6,954) (8,715) (8,651) (10,146) (11,298) (12,294) (13,097) (13,599) (13,973)

Tax Rate 12.51% 20.33% 17.29% 18.19% 17.57% 17.68% 17.68% 17.68% 17.68% 17.68% Used average of last 3 year effective tax rate
Net Profit 42,635 27,256 41,677 38,907 47,602 52,589 57,225 60,963 63,296 65,037 5.45% CAGR

Net Margin 6.78% 4.71% 6.54% 5.66% 6.56% 6.74% 6.74% 6.70% 6.61% 6.46%

EPS $0.031 $0.020 $0.030 $0.028 $0.033 $0.035 $0.038 $0.041 $0.042 $0.043
DPS $0.070 $0.080 $0.028 $0.030 $0.029 $0.031 $0.034 $0.036 $0.038 $0.039
Ave. No of Shares 1,383,537 1,383,537 1,383,537 1,383,537 1,443,537 1,503,537 1,503,537 1,503,537 1,503,537 1,503,537

Shares Outstanding, Beg 1,383,537 1,383,537 1,383,537 1,383,537 1,383,537 1,503,537 1,503,537 1,503,537 1,503,537 1,503,537
New Shares Issued – – – – 120,000
Shares Outstanding, End 1,383,537 1,383,537 1,383,537 1,383,537 1,503,537 1,503,537 1,503,537 1,503,537 1,503,537 1,503,537

Margin Structure
Gross Margin 21.76% 22.10% 22.10% 23.02% 24.20% 24.60% 24.85% 25.09% 25.35% 25.60%
OPEX % of Sales 16.54% 16.74% 16.64% 16.96% 17.02% 17.13% 17.31% 17.57% 17.90% 18.30%
SG&A Expenses 16.34% 16.54% 16.42% 16.76% 16.76% 16.81% 16.94% 17.15% 17.44% 17.81%
Operating Margin 7.75% 5.93% 7.80% 6.77% 7.83% 8.07% 8.08% 8.04% 7.94% 7.76%
EBITDA Margin 8.43% 6.99% 9.12% 8.23% 9.33% 9.85% 9.80% 9.68% 9.62% 9.48%
Tax Rate 12.51% 20.33% 17.29% 18.19% 17.57% 17.68% 17.68% 17.68% 17.68% 17.68%
Net Margin 6.78% 4.71% 6.54% 5.66% 6.56% 6.74% 6.74% 6.70% 6.61% 6.46%

% of Operating Expenses
Distribution Expenses 4.21% 4.26% 3.96% 3.59% 3.45% 3.16% 2.86% 2.64% 2.46% 2.29% Due to economies of scale, distribution exp to fall
Administrative Expenses 94.56% 94.57% 94.71% 95.24% 95.05% 95.00% 95.00% 95.00% 95.00% 95.00%
Other Expenses 1.23% 1.18% 1.33% 1.16% 1.50% 1.84% 2.14% 2.36% 2.54% 2.71%
Staff Expense 74.9% 70.3% 71.6% 70.2% 72.8% 72.6% 72.6% 72.6% 72.6% 72.8%
Operating Lease 13.9% 15.0% 15.7% 16.6% 16.1% 16.2% 16.3% 16.3% 16.2% 16.1%

% of Admin Expenses
Staff Expense 79.2% 74.3% 75.6% 73.8% 76.5% 76.5% 76.4% 76.4% 76.4% 76.6%
Operating Lease 14.7% 15.8% 16.6% 17.5% 16.9% 17.0% 17.1% 17.1% 17.0% 16.9%

Cash grants from government in relation to Special Employment 
Credit Scheme are recognized as Other Income  

0.94 5.7% 6.2% 6.7% 7.2% 7.7%
0.0% 0.962 0.892 0.834 0.783 0.739
0.5% 1.031 0.950 0.881 0.823 0.773
1.0% 1.115 1.018 0.938 0.871 0.813
1.5% 1.219 1.100 1.005 0.926 0.860
2.0% 1.351 1.203 1.086 0.992 0.914

Cost	  of	  Equity
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ANNEX  5:   PROFORMA  BALANCE  SHEET  

  
  

ANNEX  6:   CASH  FLOW  STATEMENT  

  

Balance Sheet
Year End ($ '000) 2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E 2018E 2019E Comments
Assets
Cash and Cash Equivalents 85,885 122,120 120,399 99,678 130,470 133,507 144,668 156,050 167,708 180,898
Asset Classisfied as Held for Sale – 3,584 – – – – – – – –
Trade and Other Receivables 4,715 6,959 6,684 12,247 10,748 11,220 12,201 13,078 13,761 14,466
Inventory 26,405 36,427 39,987 45,566 43,142 48,091 52,124 55,685 58,398 61,183
Current Assets 117,005 169,090 167,070 157,491 184,360 192,818 208,993 224,812 239,867 256,547

PPE 58,328 72,095 74,624 90,756 160,662 160,033 157,833 155,397 152,225 147,748
Non Current Assets 58,328 72,095 74,624 90,756 160,662 160,033 157,833 155,397 152,225 147,748

Total Assets 175,333 241,185 241,694 248,247 345,022 352,851 366,826 380,209 392,092 404,295

Liabilities
Trade and Other Payables 101,462 83,362 79,707 88,243 95,845 98,415 106,668 113,955 119,507 125,207
Financial Liabilities 3,201 – – – – – – – – –
Current Tax Payable 7,090 8,423 8,679 7,941 10,698 10,698 10,698 10,698 10,698 10,698
Current Liabilities 111,753 91,785 88,386 96,184 106,543 109,113 117,366 124,653 130,205 135,905

Financial liabilities 19,091 – – – – – – – – –
Deferred tax Liabilities 608 1,075 1,630 2,292 2,204 2,204 2,204 2,204 2,204 2,204 Assumed constant
Non Current Liabilities 19,699 1,075 1,630 2,292 2,204 2,204 2,204 2,204 2,204 2,204

Shareholders' Equity
Share Capital 78,234 156,349 156,349 156,349 235,373 235,373 235,373 235,373 235,373 235,373 Assumed constant
Merger Reserve (68,234) (68,234) (68,234) (68,234) (68,234) (68,234) (68,234) (68,234) (68,234) (68,234) Assumed constant
Accumulated Profits 33,881 60,210 63,563 61,656 69,136 74,395 80,117 86,214 92,543 99,047
Forex translation reserve – – – – – – – – – –

Total Liabilities 131,452 92,860 90,016 98,476 108,747 111,317 119,570 126,857 132,409 138,109
Total Equity and Liabilites 175,333 241,185 241,694 248,247 345,022 352,851 366,826 380,209 392,092 404,295
Check Okay Okay Okay Okay Okay Okay Okay Okay Okay Okay

Efficiency Ratios
Asset Turnover 0.28 0.42 0.38 0.36 0.48 0.45 0.43 0.42 0.41 0.40
Fixed Asset Turnover 0.09 0.12 0.12 0.13 0.22 0.20 0.19 0.17 0.16 0.15
ROE 0.97 0.18 0.27 0.26 0.20 0.22 0.23 0.24 0.24 0.24
ROA 0.24 0.11 0.17 0.16 0.14 0.15 0.16 0.16 0.16 0.16

Receivables/Sales 0.75% 1.20% 1.05% 1.78% 1.48% 1.44% 1.44% 1.44% 1.44% 1.44% Average of last 3 years
Receivables Turnover 133.28 99.10 93.43 72.62 63.14 71.09 72.50 72.00 71.36 71.33
Days Receivables 2.74 3.68 3.91 5.03 5.78 5.13 5.03 5.07 5.1 5.12

Inventory/COGS 5.37% 8.08% 8.05% 8.61% 7.84% 8.17% 8.17% 8.17% 8.17% 8.17% Average of last 3 years
Inventory Turnover 18.62 14.34 12.99 12.37 12.41 12.91 12.73 12.65 12.53 12.53
Days Inventories 19.60 25.45 28.09 29.51 29.42 28.28 28.66 28.86 29.12 29.14

Acct. Payabless/COGS 20.64% 18.50% 16.06% 16.68% 17.42% 16.72% 16.72% 16.72% 16.72% 16.72% Average of last 3 years
Accounts Payable Turnover 4.85 4.88 6.09 6.30 5.98 6.06 6.22 6.18 6.12 6.12
Days Accounts Payable 75.32 74.86 59.95 57.92 61.05 60.22 58.65 59.06 59.60 59.62

Cash Conversion Cycle -52.98 -45.73 -27.95 -23.39 -25.85 -26.80 -24.96 -25.13 -25.36 -25.37

Cash Flow Statement
Year End ($ '000) 2010A 2011A 2012A 2013A 2014A 2015E 2016E 2017E 2018E 2019E Comments
Operating Activities
Net Income 42,635 27,256 41,677 38,907 47,602 52,589 57,225 60,963 63,296 65,037
Adjustments for:
Depreciation of PPE 4,249 6,155 8,413 10,074 10,935 13,879 14,576 14,887 16,089 17,278 Refer to PPE sheet
Loss on Disposal of PPE 104 25 (276) (151) (58) – – – – –
Gain on Disposal of other investment (9,413) – (10,466) – – – – – – –
Gain on Deemed disposal of other investment (153) – – – – – – – – –
Unrealized exchange gain (10) (49) 11 14 (35) – – – – – Assumed 0
Dividend Income (287) – – – – – – – – –
Interest Income (25) (19) (661) (1,052) (916) (876) (876) (876) (876) (876)
Interest Expense – 82 – – – – – – – –
Income Tax Expense 6,095 6,954 8,715 8,651 10,146 11,298 12,294 13,097 13,599 13,973

Changes in Working Capital:
Inventories (1,497) (10,022) (3,560) (5,579) 2,424 (4,949) (4,033) (3,561) (2,713) (2,785)
Trade and Other Receivables 1,067 (2,350) 275 (5,563) 1,499 (472) (981) (877) (683) (705)
Trade and Other Payables (1,409) 5,241 (2,391) 8,536 7,602 2,570 8,252 7,287 5,553 5,700

Income Taxes Paid (7,327) (5,154) (7,904) (8,727) (7,477) (11,298) (12,294) (13,097) (13,599) (13,973)

Cash Flow from Operating Activities 34,029 28,119 33,833 45,110 71,722 62,740 74,163 77,823 80,665 83,648

Investing Activities
Proceeds from disposal of PPE 71 90 311 241 159 – – – – –
Proceeds from disposal of other investment 35,722 – 14,050 – – – – – – –
Purchase of PPE (38,391) (23,621) (12,241) (26,296) (80,942) (13,250) (12,376) (12,451) (12,917) (12,801) Refer to PPE sheet
Purchase of other investment (5,004) – – – – – – – – –
Dividend Received 287 – – – – – – – – –
Interest Received 25 19 661 1,052 916 876 876 876 876 876 Used average of last 3 years
Payment of amounts owing to SE (20,000) – – – – – – – –

Cash Flow from Investing Activities (7,290) (43,512) 2,781 (25,003) (79,867) (12,373) (11,499) (11,575) (12,041) (11,924)

Financing Activities
Proceeds from Bank Loan 22,292 3,765 – – – – – – – –
Repayment of Bank loan – (26,057) – – – – – – – –
Non-trade amounts due from affliated companies 36,676 106 – – – – – – – –
Non-trade amounts due to affliated companies (136) (136) – – – – – – – –
Non-trade amounts due to directors 2,461 (3,205) – – – – – – – –
Dividend Paid (41,239) (927) (38,324) (40,814) (40,122) (47,331) (51,502) (54,866) (56,967) (58,534) Assumed 90% payout ratio
Interest Paid – (82) – – – – – – – –
Net IPO Proceeds – 78,115 – – – – – – – –
Issuance of New Shares – – – – 79,024 – – – – – Assumed no issuance of new shares

Cash Flow from Financing Activities 20,054 51,579 (38,324) (40,814) 38,902 (47,331) (51,502) (54,866) (56,967) (58,534)

Net Increase in Cash and Equiv. 46,793 36,186 (1,710) (20,707) 30,757 3,037 11,162 11,381 11,658 13,190
Effect if exchange rate changes 11 49 (11) (14) 35 – – – – –
Cash and Cash Equivalent, Beginning 39,081 85,885 122,120 120,399 99,678 130,470 133,507 144,668 156,050 167,708
Cash and Cash Equivalent, Ending 85,885 122,120 120,399 99,678 130,470 133,507 144,668 156,050 167,708 180,898
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ANNEX  7:   PEER  COMPARABLES  

  
  
  

ANNEX  8:   NUMBER  OF  DIFFERENTIATED  ITEMS  PER  CATEGORY  FROM  ONLINE  CATALOGUES  
  

Item	   NTUC	  
(Fairprice)	  

NTUC	  
%	  of	  total	  

Sheng	  Siong	  
(Allforyou)	  

Sheng	  Siong	  
%	  of	  total	  

Dairy	  Farm	  	  
(Cold	  Storage)	  

Dairy	  Farm	  
%	  of	  total	  

Groceries   1695   28.3%   2452   32.3%   2110   33.0%  
Beverage  &  snacks   1623   27.1%   2052   27.0%   1215   19.0%  
Beer  &  wine   295   4.9%   210   2.8%   330   5.2%  
Fresh  food   183   3.1%   698   9.2%   411   6.4%  
Chilled  and  frozen   351   5.9%   300   3.9%   845   13.2%  
Baby  needs   412   6.9%   256   3.4%   329   5.1%  
Home  care   532   8.9%   607   8.0%   466   7.3%  
Health  and  beauty   686   11.4%   868   11.4%   531   8.3%  
Other  merchandise   223   3.7%   157   2.1%   164   2.6%  
Total   6000   100.0%   7600   100.0%   6401   100.0%  

  
  
  

  
  
  

  
  
  

  
  
  

  
  
  

  
  
  

  
  

Company Ticker Currency Last	  Price P/E EV/EBITDA Fwd	  P/E Fwd	  EV/EBITDA
Sheng	  Siong	  Group	  Ltd SSG	  SP	  EQUITY SGD $0.88 24.27x 15.63x 21.46x 13.65x

Hong	  Kong
Dairy	  Farm	  International	  Holdings	  Ltd DFI	  SP	  EQUITY USD $6.63 19.20x 14.58x 18.07x 12.94x

Indonesia
Matahari	  Putra	  Prima	  Tbk	  PT MPPA	  IJ	  EQUITY IDR $2,430.00 24.92x 13.70x 19.76x 11.18x

Ramayana	  Lestari	  Sentosa	  Tbk	  PT RALS	  IJ	  EQUITY IDR $690.00 14.28x 7.28x 15.54x 5.44x

Sumber	  Alfaria	  Trijaya	  Tbk	  PT AMRT	  IJ	  EQUITY IDR $545.00 44.50x 10.02x 29.93x 9.38x

Thailand
CP	  ALL	  PCL CPALL	  TB	  EQUITY THB $49.75 38.00x 24.37x 27.41x 17.32x

Big	  C	  Supercenter	  PCL BIGC	  TB	  EQUITY THB $200.00 21.95x 13.01x 18.94x 11.54x

Philippines
Puregold	  Price	  Club	  Inc PGOLD	  PM	  EQUITY PHP $36.20 20.57x 13.38x 17.82x 10.68x

14.28x 7.28x 15.54x 5.44x
19.88x 11.52x 17.94x 10.03x
26.20x 13.77x 21.06x 11.21x
21.95x 13.38x 18.94x 11.18x
31.46x 14.14x 23.59x 12.24x
44.50x 24.37x 29.93x 17.32xMax

Min
25th	  Percentile
Average
Median
75th	  Percentile
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ANNEX  9:   ONLINE  CATALOGUE  PRICES  FOR  A  COMPARABLE  BASKET  OF  GOODS  
  

  
ANNEX  10:   REFERENCES  
  
§ http://www.jtc.gov.sg/news-‐and-‐publications/press-‐releases/Pages/20150701(PR1).aspx  
§ http://www.nextinsight.net/index.php/story-‐archive-‐mainmenu-‐60/927-‐2015/10168-‐sheng-‐siong-‐group-‐key-‐takeaways-‐

from-‐results-‐briefing  
§ http://invest.leechenghua.com/sheng-‐siong-‐group-‐new-‐store-‐additions-‐accelerating-‐competition-‐remains-‐rational/.  
§ http://www.ntuc.org.sg/wps/portal/up2/home/areasofinterest/lifestyleandfamily/lifestyleandfamilydetails?WCM_GLOBAL_CONTEXT=/con

tent_library/ntuc/home/areas+of+interest/lifestyle+and+family/family/56cea88047386715b628f7f8c88032cf  
§ http://www.spring.gov.sg/NewsEvents/PR/Pages/Customer-‐Sentiment-‐Analysis-‐Tool-‐for-‐FB-‐Companies-‐to-‐Gain-‐Insights-‐into-‐

Customer-‐Needs-‐and-‐Preferences-‐20150722.aspx  
§ http://www.asef.org/images/docs/Session%203_2_Kai%20Hong%20Phua_Preliminary%20results%20of%20studies%20of%20

Singapore%20and%20Hon%20Kong%20SAR_1.pdf  
§ http://www.channelnewsasia.com/news/singapore/hdb-‐builds-‐new-‐generation/2167610.html  
§ http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.203.2437&rep=rep1&type=pdf  
§ http://population.sg/resources/population-‐composition/#.VjCJ8hArKAw  
§ http://www.tablebuilder.singstat.gov.sg/publicfacing/createSpecialTable.action?refId=3900&exportType=csv  
§ http://www10.hdb.gov.sg/fi10/fi10320p.nsf/ar2014/pdf/HDB_Key%20Statistics_13_14_d9_HiRes.pdf  
  

No.   Items   Sheng  Siong   NTUC   Cold  Storage  

1   Songhe  white  rice  5kg   $14.50   $14.50   $16.40  

2   Coke  Light  6x330ml  cans   $4.70   $4.70   $5.40  

3   Colgate  Advanced  White  Single   $3.50   $3.60   $3.50  

4   Johnson's  BB  Wipes  3x75S   $11.95   $17.10   $13.00  

5   Mamil  Gold  Step  3  1.6KG   $71.00   $71.00   $71.00  

6   Attack  Colour  Ultra  3kg   $12.50   $12.50   $12.95  

7   Carlsberg  Green  Label  12S  x  2   $49.80   $56.50   $63.90  

8   Knife  Cooking  Oil   $5.50   $5.50   $9.15  

9   Maggi  Garlic  Chilli   $2.20   $2.20   $2.25  

10   Mili  longan   $2.55   $2.55   $2.65  

11   Nestle  Honey  Stars   $5.15   $5.65   $5.65  

12   Skippy  Peanut  Butter  Chunky  340g   $4.95   $4.95   $5.20  

13   Marigold  100%  Fresh  Milk  2L   $4.90   $4.95   $5.95  

14   Ferrero  Rocher  Collection  T24   $13.50   $13.50   $17.95  

15   Tiger  Lager  Beer  6  Can  pack   $15.90   $15.90   $17.15  

16   Nescafe  Gold  Decaff  200g   $13.90   $14.90   $14.95  

17   Clear  Men's  Shampoo  Antihairfall  700ml   $15.70   $15.70   $16.15  

18   Dove  Hair  Fall  Control  700ml   $11.70   $11.50   $11.50  

19   Panadol  Extend  for  Muscle  and  Joint  18S   $7.50   $7.50   $7.75  

20   Off  Insect  Repellant  170g   $8.80   $8.80   $8.80  

   Total   $280.20   $293.50   $311.25  

   Prices  as  of  19/10/2015   Discount   (4.7%)   (11.1%)  


