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Recommendation: Short (No Change)

Price: £3.29 Market Cap: £7.3bn Ticker: KGF LN
3m Average Daily Volume (USD): $36m 2 Year Price Target: £2.10 Forecast Return: 36%
Valuation Metric: FY'20 PE undiscounted Current Multiple: 16x Target Multiple: 10x

Investment Thesis

e French business is struggling. Store visits show that Castorama and Brico Depot stores are quieter and more
difficult to shop in than larger rival Leroy Merlin.

e  Price survey suggests discounter Action undercuts Castorama by 33%.

e  Profits for French business expected to fall by nearly 50% over next three years.

¢ Combined with weak B&Q business, overall net income expected to fall from £584m in FY'17 to £440m in FY'20.

e Reducing price target from £2.25 to £2.10, providing 36% downside.

Problems in France

We have previously highlighted Kingfisher's problems in France here, here and here and Q117 results there were dreadful.
Like for likes were down 4.3% at Castorama and 6.8% at Brico Depot, an appalling result when compared to the Banque de
France data which showed a 1% decline in the overall French DIY market.

We visited stores around Lille on 25t and 26! May 2017 - two warm and sunny days in early summer - to test our thesis that
there are fundamental weaknesses in the French business, rather than just a one-off bad period. In our video last week we
highlighted our main findings which we give more detail on here.

The stores visited were Castorama Lille Hellenness, Castorama Bondues, Castorama Englos, Brico Depot Lille, Leroy Merlin
Villeneuve d'Ascq, Leroy Merlin Lesquin and Action, Lille South.

Overall, Kingfisher stores were quieter than rival Leroy Merlin. Signage was poor, particularly in Castorama and it was
extremely difficult to find anything. Stores were in much better shape than B&Q in the UK, however do not provide as good a
shopping experience as Leroy Merlin.

We have downgraded our French estimates and now expect the French business to see profits contract by nearly 50% over
the next three years. We reduce our price target from £2.25 to £2.10 and reiterate our Short recommendation with 36%
downside.

Store Visits

We made the following general observations, and these are highlighted with our selection of photos from the trip.

e Castorama stores were tidy and more up to date in terms of décor than B&Q in the UK. Lighting was good and the aisles
were wide and easy to navigate. Displays were generally tidily arranged. The whole Castorama estate was refurbished in
recent years so perhaps this is not a surprise.

o Both Castorama and Brico Depot stores were quiet, whereas Leroy Merlin was extremely busy. The Leroy Merlin car park

was almost completely full whereas the Castorama stores were all half empty. Brico Depot was particularly quiet. Tills at
Leroy Merlin had queues that were three to four people long.
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Exhibit 1: Leroy Merlin, Villeneuve d’'Ascq, Lille. Full Car Park, Clear Signage, Packed with Customers
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Source: The Analyst Lens

Source: The Analyst Lens
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Exhibit 3: Brico Depot Lille — Quiet Car Park & Store
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Source: The Analyst Lens

e Despite being more modernised than B&Q, Castorama in particular did suffer from the B&Q problem of being difficult to
find things. Store signage was often non-existent and competed for attention with more distinctive signs for product offers
hanging from the ceiling. Meanwhile Leroy Merlin was easy to navigate with clear signage at the end of each aisle.

Exhibit 4: Castorama — Can You Read These Prices?!
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Source: The Analyst Lens

e In Castorama, pricing for individual items is put on small digital displays which are incredibly difficult to see and it is
difficult to relate a particular display to each particular item. Some items have no prices shown at all. Leroy Merlin pricing
was much clearer.

e Most items in Castorama and Brico Depot had a reasonable amount of stock displayed, with little evidence of gross

overstocking. However we did observe a small proportion of out of stock items. Leroy Merlin appeared to have very few
items out of stock.
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Exhibit 5: Castorama — Spot the Random Coathangers

Source: The Analyst Lens

e Random coat hangers were found at various places in the store. We struggled to see why they were actually there.

e Service levels in the stores appeared good with countless store assistants in Castorama, Brico Depot and Leroy Merlin.
This is very different from B&Q in the UK where assistants are difficult to find.

e Across the store, Leroy Merlin appeared to have more extensive product ranges across all categories than either
Castorama or Brico Depot.

e Castorama and Brico Depot websites are difficult to use. The search functions are particularly awkward and we see some
items entered twice.

e Batteries and light bulbs in Castorama and Brico Depot were of the same brands as those found in B&Q (these were the
first “unified categories”) although the pack sizes did vary between them. For Varta branded batteries, B&Q was on average
22% cheaper than Castorama for identical items and it is this price differential that may indicate why margins are higher
in France than in the UK. B&Q has so far faced more competition from discounters and online in the UK than the French
business, hence Kingfisher UK gross margins were down by a total of 190 b.p. over the last three years compared to
France where they were up 20 b.p. over the same period. We expect Kingfisher will need to cut pricing in France to respond
to the increased price pressure.
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Exhibit 6: Varta AA Batteries on offer at Castorama and Leroy Merlin Websites

Variation of AA Battery Castorama Leroy Merlin

€ €
AA-4 4.99 4.99
AA-4+1 5
AA-6 6.99
AA-6 6.99
AA - 6 + 2 gratis 6.99
AA-8 8.99
AA - 8 + 4 gratis 8.99
AA - 12 + 4 gratis 13.99
AA - 12 + 4 gratis 13.99
AA - 14 + 6 gratis 17.99
AA-20 17.99
AA-24 14.00
AA Max Tech - 4 5.80
AAMax TechLR6-4 5.99
AA Max Tech LR6 - 4 + 2 gratuit 5.80
AA Max Tech LR 6 - 5 + 3 gratis 6.99
AA Max TechLR6 -8 10.99
AA Max Tech LR6 - 8 + 4 gratis 5.99
AA Long Life - 2 7.60
AA Long Life-4 14.9 14.90
AA Long Life Extra LR6 - 16
AA rechargeable 900 maH - 4 15.90
AA rechargeable 2100 maH -6 24.90

AA rechargeable 2100 maH - 4
AA rechargeable 2400 maH -4

AA rechargeable 2600 maH - 4 22.95
AA Professional Lithium - 2 7.90
AA Professional Lithium - 4 12.35

Source: Castorama and Leroy Merlin Websites, 2 June 2077

e ForVarta batteries, prices were identical at Castorama compared to Leroy Merlin. Castorama have more SKU's than Leroy
Merlin, and the websites show 40 and 35 SKU's respectively. However many of the different SKU's of Castorama are just
different pack sizes of the same type of AA battery. Leroy Merlin actually have a better range than Castorama and have
Varta Professional batteries (much more powerful than the standard) which Castorama do not have. Leroy Merlin also
have AA rechargeable batteries separately available but we could not find these on the Castorama website.

e Overall Leroy Merlin and Castorama are similarly priced, but Leroy Merlin has a bigger product range and stores that are
easier to navigate. More customers in the store was clear evidence of which company people prefer to shop in. Leroy
Merlin of course have the advantage that they are headquartered in France, therefore we would expect them to be stronger
in their home market than Kingfisher who are UK listed.
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Exhibit 7: Action, Rue Clemenceau, Lille. Packed Car Park & Cheap DIY Products In Store

Source: The Analyst Lens

Exhibit 8: Products Available in Action, Rue Clemenceau, Lille vs Castorama Website

Product Action Castorama Discount
€ €

20m hose reel 29.95 49.95 -40%
20cm plant pot 2.29 1.20 91%
Reclining garden chair 17.95 19.95 -10%
Lawn food, 5kg 3.89 15.90 -76%
Interior plant food, 1L 0.99 3.80 -74%
Secateurs, 12cm 2.69 1.90 42%
Gardening gloves 0.99 2.50 -60%
Garden saw - cordless 34.99 69.99 -50%
Hand saw 2.99 3.65 -18%
Palm electric sander 19.95 39.99 -50%
Electric drill 12V 29.95 15.99 87%
Universal silicone, 310ml 1.99 2.45 -19%
Silicone holder 2.99 2.80 7%
Wood glue, 250g 1.97 2.60 -24%
Paint roller, 25cm 1.49 3.95 -62%
Masking tape, 40m x 25mm 1.29 3.95 -67%
Extension lead, 15m, 4 sockets 15.95 17.90 -11%
Total 172.31 258.47 33%

Source: Action, Rue Clemenceau, Lille, Castorama website. Cheapest Items Chosen Where Choice Available

e In addition to other DIY chains, there is growing price competition from discounters such as Action plus online operators
such as Amazon. The Lille branch of Action had a reasonable selection of basic DIY items, including paint, hand tools and
light bulbs and critically were undercutting the cheapest available products at Castorama by 33% on average. The biggest
differences were for lawn and interior plant food where the Action products were one quarter the price at Castorama.
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So customers who are price sensitive choose a discounter or online, whereas those wanting a premium shopping experience
with the biggest range and the most well laid out stores go to Leroy Merlin. Castorama and Brico Depot have nothing unique
for customers. We here have only looked at Leroy Merlin but the French DIY market has many other competitors, for example
Mr Bricolage and Bricorama, so if Kingfisher is slipping behind on its offer then it will continue to lose market share as we have
seenin Q1'17.

France Estimates & Impact on Valuation

Exhibit 9: France Estimates

(o][] New
FY'15 FY'16 FY'17 FY'18e FY'19e FY'20e FY'18e FY'19e FY'20e
Castorama €m €m €m €m €m €m €m €m €m
Stores 103 102 102
Revenue 2291 2076 2308 2368 2309 2251 2356 2285 2216
% Change -7.3% -9.3% 11.2% 2.6% -2.5% -2.5% 2.1% -3.0% -3.0%
% Change CC -1.7% 0.1% -2.4% -2.5% -2.5% -2.5% -3.0% -3.0% -3.0%
LFL -1.4% -0.2% -3.0%
Brico Depot
Stores 114 118 119
Revenue 1841 1710 1946 2048 2048 2048 1986 1927 1869
% Change -5.8% -7.2% 13.8% 5.2% 0.0% 0.0% 2.1% -3.0% -3.0%
% Change CC -0.1% 2.5% -0.1% 0.0% 0.0% 0.0% -3.0% -3.0% -3.0%
LFL -3.2% -0.5% -2.3%
Total
Revenue 4132 3786 4254 4415 4356 4298 4342 4211 4085
% Change -6.6% -8.4% 12.4% 4.0% -3.0% -3.0% 4.0% -3.0% -3.0%
% Change CC -1.0% 1.2% -1.4%
LFL -2.3% -0.4% -2.7%
Retail EBIT 349 311 353 318 261 215 304 232 184
Margin 8.4% 8.2% 8.3% 7.2% 6.0% 5.0% 7.0% 5.5% 4.5%

Source: The Analyst Estimates

We were previously negative on France, expecting sales reductions in Castorama and an overall fall in margin from 8.3% in
FY'17 to 5.0% in FY'20. In light of the negative findings from our French store visits and the Q118 results, we adjust our
estimates for the French segment down further, with FY20 EBIT estimates reduced by 15%. That means we expect French
profits to fall by nearly 50% between FY'17 and FY'20.

As part of these assumptions, French gross margin in FY'17 is assumed to be in line with the group at 37%. We see that
dropping to 35% by FY'20 as price cuts are implemented. With revenues at constant currency falling by 3% p.a. and operating

costs flat. This results in operating profits falling from £353m by just under half.

Our total Kingfisher net income estimate is reduced from £463m to £440m and valuing on 10x FY'20 earnings our price target
is reduced from £2.25 to £2.70. This gives 36% downside from today.

Conclusion

Kingfisher's French business provides an inferior shopping experience to larger rival Leroy Merlin and customers agree, with
Leroy Merlin stores being considerably busier on our visits. Meanwhile discounters and online continue to undercut on price.

We therefore reiterate our Short recommendation with a lower £2.10 price target, providing 36% downside from today.
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Important Information and Disclaimers

The accompanying documents have been prepared and issued by The Analyst Research LLP (“The Analyst). This research is confidential and
is intended only for use by persons to whom it has been directly distributed by The Analyst. This research is strictly confidential and must not be
distributed to any third party by the recipient named in the watermark.

The Analyst is a limited liability partnership authorised and regulated by the Financial Conduct Authority ("FCA") of the United Kingdom (firm
reference number 605593) and registered as an investment adviser in the United States of America by the U.S. Securities and Exchange
Commission (registration number 801-76777). Registered office: Arthur House, Chorlton Street, Manchester, M1 3FH. Trading address: 35
Bedford Road, London, SW4 7EF.

THE ACCOMPANYING DOCUMENTS ARE MARKETING COMMUNICATIONS. The documents are not independent investment research and have not been
prepared in accordance with legal requirements designed to promote the independence of investment research and, in producing these documents, The
Analyst is not, and has not been, subject to any prohibition on dealing ahead of the dissemination of these documents.

The accompanying documents are intended only to promote the investment research and related advisory services of The Analyst, by using examples and
case-studies to give potential clients of The Analyst a sample of The Analyst’s investment research services and how such services will be provided. The
examples used may be actual investment researchissued previously and/or research inrelation to hypothetical situations.

WITHOUT PREJUDICE TO THE FOREGOING, THESE MARKETING DOCUMENTS DO NOT RECOMMEND OR SUGGEST ANY INVESTMENT
STRATEGY, DO NOT CONSTITUTE INVESTMENT ADVICE AND MUST NOT BE TREATED AS DOING SO BY RECIPIENTS OF THIS DOCUMENT.

The accompanying documents are issued by The Analyst only to and/or are directed only at (and The Analyst's services will be made available
only to) persons who are “professional clients” or “eligible counterparties” (as defined in the rules of the FCA). Persons of any other description
(including, without limitation, persons who are “retail clients” for the purposes of the FCA Rules) must not act or rely on this material, and the
services of The Analyst will not be available to such persons.

All content within these marketing documents (including text, trademarks, illustrations, photographs, graphics, designs, arrangements etc.)
are protected by copyright and other protective laws. The marketing documents should not be passed on, duplicated nor reproduced in whole
or in part under any circumstances without The Analyst’s express written consent.

The information in the accompanying documents is provided for information purposes only and is not comprehensive. These accompanying
documents are not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation which
would subject The Analyst to any registration or licensing requirement within such jurisdiction. The financial instruments described in these
accompanying documents research may not be eligible for sale in all jurisdictions or to certain categories of investors.

The Analyst gives no undertaking that it will update any of the information, data and opinions in this document. The Analyst may at its
discretion decide to provide you with further data or material but makes no representation that such further data or material will be calculated
or produced on the same basis, or in the same format, as this material.

The Analyst's methodology for determining valuations and price targets may include, but are not restricted to, the following methodologies:
analyses of market risk, growth rate, revenue stream, discounted cash flow (‘DCF”), earnings before interest, tax, depreciation and
amortisation ("EBITDA"), earnings per share (“EPS"), cash flow (“CF"), free cash flow (“FCF”), enterprise value (“EV")/EBITDA, price-earnings
ratio (“PE"), PE/growth, price/CF, price/FCF, premium (discount)/average group EV/EBITDA, premium (discount)/average group PE, sum-of-
the-parts (“SOTP”), net asset value ("NAV"), dividend returns and return on equity (‘ROE").

The investments described in the accompanying documents place an investor's capital at risk (i.e. an investor might lose some or all of the
amount invested). Past performance is not necessarily a guide to future performance and an investor may not get back the amount originally
invested. The price, value of, and income from, any of the financial instruments mentioned can rise as well as fall and may be affected by
changes in economic, financial and political factors. The accompanying documents do not seek to provide an exhaustive statement of the
risks associated with the investments or types of investments referred to. All information is provided AS IS with no warranties and confers no
rights. If a financial instrument is denominated in a currency other than the investor's home currency, a change in exchange rates may
adversely affect the price of, value of, or income derived from the financial instrument described in this report. In addition, investors in
securities such as American Depositary Receipts (“ADR”s), whose values are affected by the currency of the underlying security, effectively
assume currency risk. Please note that in particular the bases and levels of taxation may change.

Any prices stated in this research are for information purposes only and do not represent valuations for individual securities or other
instruments. There is no representation that any transaction can or could have been affected at those prices. Different assumptions, made
by The Analyst or any other source, may yield substantially different results. The accompanying documents are intended to be for information
and marketing purposes only and are not intended to constitute, and should not be construed as, investment advice. These documents have
no regard for the specific investment objectives, financial situation or needs of any person. Recipients of these documents should seek their
own independent financial advice. They are not and should not be construed as a recommendation, offer or solicitation for the purchase or
sale of any financial instrument.

No liability is accepted by The Analyst for the reliability, accuracy or completeness of such information. In no event will The Analyst be liable
to any person for any direct, indirect, special or consequential losses or damages of any kind arising out of any use of or reliance on the
information in the accompanying documents, including without limitation, any loss of profit, business interruption, loss of programs or data
on your equipment or otherwise. This does not exclude or restrict any duty or liability that The Analyst has to its customers under the relevant
regulatory systems.
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