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DISCLOSURE APPENDIX AT THE BACK OF THIS REPORT CONTAINS IMPORTANT DISCLOSURES, ANALYST CERTIFICATIONS, LEGAL ENTITY DISCLOSURE AND THE STATUS OF NON-US ANALYSTS. US Disclosure: Credit Suisse does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Investors should consider this report as only a single factor in making their investment decision.
 6 February 2017 Europe/Netherlands
 Equity Research Food Retail
 Ahold Delhaize (AD.AS) Rating OUTPERFORM Price (01 Feb 17, €) 19.76 Target price (€) 24.50 Market Cap (€ m) 25,318.3 Enterprise value (€ m) 29,602.8 Target price is for 12 months.
 Research Analysts
 Stewart McGuire, CFA
 44 20 7888 6531
 [email protected]
 Edward J. Kelly, CFA, CPA
 212 325 3241
 [email protected]
 INITIATION
 A powerhouse, well-positioned for the future
 ■ We initiate on Ahold Delhaize with an Outperform rating. The company is
 an operational leader, with high group margins, strong like-for-like sales
 growth, best-in-class free cash flow generation and a history of returning
 cash to shareholders. The company was formed in July 2016 from the
 merger of Koninklijke Ahold and Delhaize Group, creating a US-centric
 business and giving rise to €500m of potential synergies.
 ■ Significant hidden value within online operations. Ahold Delhaize has
 two leading online grocery platforms – Peapod in the US and ah.nl in the
 Netherlands – plus an online general merchandise business in Benelux. We
 expect these three companies to have a combined revenue CAGR of 19%
 from FY16E to FY20E. We value online operations at €3.2bn.
 ■ Key risks include not achieving synergy targets and slower LfL growth.
 The company has a near-term synergy target of €220m for FY17; we also
 forecast positive LfL growth in each of its main segments from FY17-FY20.
 More broadly, we see two main sector risks in the US: (i) increasing
 competition (Walmart and Aldi at the low end; Whole Foods and Trader Joe's
 at the high end); and (ii) a channel shift to smaller stores and online.
 ■ Our in-depth market analysis supports structurally higher US margins.
 Ahold Delhaize dominates most of the US metropolitan markets in which it
 operates – a key factor in maintaining high margins. Even if competition
 increases and shopping habits change, the company's market positioning
 and competitive history support our revenue and margin forecasts.
 ■ Our target price is €24.50. We use a 60/40 weighting of: (i) 11.5x FY18e
 Underlying EBIT plus the value of online operations (together, €25.51); and
 (ii) the Credit Suisse HOLT® warranted price of €23. Our blue sky scenario
 shows further potential upside to €28.27, while our grey sky scenario of
 €17.70 highlights the limited downside risk.
 Share price performance
 The price relative chart measures performance against the
 AMSTERDAM EXCHANGE INDEX which closed at 479.6
 on 01/02/17
 On 01/02/17 the spot exchange rate was €1/Eu 1.-
 Eu.93/US$1
 Performance 1M 3M 12M Absolute (%) 0.1 -0.4 -3.8 Relative (%) 0.6 -10.5 -19.8
 Financial and valuation metrics
 Year 12/15A 12/16E 12/17E 12/18E Revenue (€ m) 62,598.0 62,134.0 65,077.9 66,821.6 EBITDA (€ m) 3,968.0 4,044.7 4,325.1 4,652.8 Adjusted net income (€ m) 1,456.70 1,503.96 1,669.65 1,883.76 CS EPS (adj.) (€) 1.12 1.15 1.30 1.53 Prev. EPS (€) ROIC (%) 10.8 8.2 8.5 9.6 P/E (adj.) (x) 17.7 17.3 15.2 13.0 P/E rel. (%) 93.3 87.5 95.9 92.9 EV/EBITDA (x) 7.2 7.3 6.8 6.3
 Dividend (12/16E, €) 0.46 Net debt/equity (12/16E,%) 18.4 Dividend yield (12/16E,%) 2.3 Net debt (12/16E, € m) 3,616.5 BV/share (12/16E, €) 15.4 IC (12/16E, € m) 23,242.7 Free float (%) 98.8 EV/IC (12/16E, (x) 1.3 Source: Company data, Thomson Reuters, Credit Suisse estimates
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 Ahold Delhaize (AD.AS)
 Price (01 Feb 2017): €19.76; Rating: OUTPERFORM; Target Price: €24.50; Analyst: Stewart McGuire
 Income statement (€ m) 12/15A 12/16E 12/17E 12/18E
 Revenue 62,598 62,134 65,078 66,822 EBITDA 3,968 4,045 4,325 4,653 Depr. & amort. (1,680) (1,705) (1,787) (1,834) EBIT 2,288 2,363 2,539 2,818 Net interest exp. (377) (385) (360) (360) Associates - - - - PBT 1,821 1,933 2,149 2,428 Income taxes (322) (381) (476) (545) Profit after tax 1,499 1,552 1,672 1,884 Minorities - - - - Preferred dividends - - - - Associates & other (42) (48) (2) (0) Net profit 1,457 1,504 1,670 1,884 Other NPAT adjustments (254) (236) (93) (85) Reported net income 1,203 1,268 1,577 1,799
 Cash flow (€ m) 12/15A 12/16E 12/17E 12/18E
 EBIT 2,288 2,363 2,539 2,818 Net interest (377) (385) (360) (360) Cash taxes paid (336) (393) (476) (545) Change in working capital 117 (313) 127 111 Other cash and non-cash items 1,881 2,089 2,197 2,244 Cash flow from operations 3,573 3,362 4,025 4,269 CAPEX (1,578) (1,806) (1,800) (1,750) Free cashflow to the firm 1,995 1,556 2,225 2,519 Acquisitions (161) (20) 0 0 Divestments 69 95 0 0 Other investment/(outflows) (226) 388 (103) (27) Cash flow from investments (1,896) (1,343) (1,903) (1,777) Net share issue/(repurchase) (85) 9 (1,000) (1,100) Dividends paid (561) (615) (602) (755) Issuance (retirement) of debt (537) (309) 0 0 Cashflow from financing (1,711) (1,392) (1,992) (2,245) Changes in net cash/debt (3,360) (256) 131 247 Net debt at start 0 3,360 3,616 3,486 Change in net debt 3,360 256 (131) (247) Net debt at end 3,360 3,616 3,486 3,239
 Balance sheet (€ m) 12/15A 12/16E 12/17E 12/18E
 Assets Total current assets 8,342 8,298 8,993 9,314 Total assets 33,248 39,477 40,194 40,373 Liabilities Total current liabilities 8,775 9,579 10,270 10,455 Total liabilities 19,114 19,851 20,542 20,727 Total equity and liabilities 33,248 39,477 40,194 40,373
 Per share 12/15A 12/16E 12/17E 12/18E
 No. of shares (wtd avg.) (mn) 1,302 1,313 1,288 1,235 CS EPS (adj.) (€) 1.12 1.15 1.30 1.53 Dividend (€) 0.43 0.46 0.59 0.69 Free cash flow per share (€) 1.53 1.18 1.73 2.04
 Key ratios and valuation 12/15A 12/16E 12/17E 12/18E
 Growth/Margin (%) Sales growth (%) 15.6 (0.7) 4.7 2.7 EBIT growth (%) 12.8 3.3 7.4 11.0 Net income growth (%) 13.0 3.2 11.0 12.8 EPS growth (%) 18.6 2.3 13.2 17.6 EBITDA margin (%) 6.3 6.5 6.6 7.0 EBIT margin (%) 3.7 3.8 3.9 4.2 Pretax profit margin (%) 2.9 3.1 3.3 3.6 Net income margin (%) 2.3 2.4 2.6 2.8
 Valuation 12/15A 12/16E 12/17E 12/18E
 EV/Sales (x) 0.5 0.5 0.5 0.4 EV/EBITDA (x) 7.2 7.3 6.8 6.3 EV/EBIT (x) 12.5 12.5 11.6 10.4 Dividend yield (%) 2.18 2.33 2.97 3.49 P/E (x) 17.7 17.3 15.2 13.0
 Credit ratios (%) 12/15A 12/16E 12/17E 12/18E
 Net debt/equity (%) 23.8 18.4 17.7 16.5 Net debt to EBITDA (x) 0.8 0.9 0.8 0.7 Interest coverage ratio (x) 6.1 6.1 7.1 7.8
 Company Background
 Ahold Delhaize is a food retailer, with stores along the east coast of the US & in seven European countries. AD's operations are presented in five segments: Ahold USA, Delhaize USA, Netherlands, Belgium and Central/Southern Europe
 Blue/Grey Sky Scenario
 Our Blue Sky Scenario (€) 28.27
 Our Blue Sky fair value is based on higher synergies and better than expected margin recovery at Delhaize US and in Belgium, which drive a 5% (€140m) increase in EBIT. We increase our EBIT multiple by 1.0x and our online revenue multiple to 1.5x from 1.0x to reflect Ahold Delhaize's market-leading position. The HOLT weighting, which fades returns over time is reduced to 30%.
 Our Grey Sky Scenario (€) 17.70
 Our Grey Sky fair value is based on lower synergies and no margin recovery at Delhaize US or in Belgium, which drives a 15% decrease in our EBIT forecast (-€420m). We decrease our EBIT multiple by 2.0x and our online revenue multiple to 0.5x from 1.0x to reflect the downturn in Ahold Delhaize's operations and the lack of profit visibility from online. The HOLT weighting, which drives a higher valuation based on historical growth falls to 20%.
 Share price performance
 The price relative chart measures performance against the AMSTERDAM
 EXCHANGE INDEX which closed at 479.6 on 01/02/17
 On 01/02/17 the spot exchange rate was €1/Eu 1.- Eu.93/US$1
 Source: FTI, Company data, Thomson Reuters, Credit Suisse Securities (EUROPE) LTD. Estimates
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 Key charts
 Figure 1: Ahold Delhaize space breakdown (2017E) Figure 2: US grocery market: Size and channels
 Source: Company data, Credit Suisse research, Supermarket News, Food Institute, MVI Source: Company data, Credit Suisse research, Supermarket News, Food Institute, MVI
 Figure 3: US store distribution profile Figure 4: US market share by metro area
 Source: Company data, Credit Suisse research Source: Metro Market Studies, Credit Suisse research
 Figure 5: Ahold Delhaize online businesses Figure 6: Operating profit and margin growth
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse estimates
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 Summary investment case Ahold Delhaize is a food retailer that operates medium-sized supermarkets and smaller
 convenience stores. Geographically, the company's business mix is dominated by its large
 US divisions, which generate 64% of operating profit, in comparison to its next-most
 important market, the Netherlands, at 24%.
 The company is an operational leader, with high group margins (approaching 4%), strong
 LfL sales growth, best-in-class free cash flow generation, the lowest leverage within the
 sector, and a history of returning cash to shareholders. We forecast Ahold Delhaize will
 return €5.4bn of capital in the form of dividends and buybacks from FY17 to FY19.
 The merger that created the company in 2016 should also lead to €500m of realisable
 synergies – a potential ~20% increase in operating profit. We believe that the merger is a
 textbook example of complementary assets, a close cultural fit and operations that allow
 for increased efficiencies over time.
 We expect Ahold Delhaize to generate consistently sector-leading margins owing to:
 ■ A highly-concentrated store estate, which drives dominant positions within trade areas;
 ■ Optimally-sized supermarkets – not hypermarkets – that are less levered to non-food;
 ■ A high mix of own label products, which raises overall margins;
 ■ Realisable synergies; and
 ■ A leading, multi-pronged approach to online, both in food and non-food.
 The key risk to traditional grocery profitability in the US is a reduction in operating margin.
 We expect this to come from increasing competition (at both the low end and high end of
 the market), and channel shifts away from supermarkets to convenience stores and online.
 However, even in such a scenario, we view Ahold Delhaize as the best-positioned to
 withstand such an event due to its history of competing head to head with low-price
 competitors in its home market, their leading online operations, and a relatively
 homogeneous estate of smaller supermarkets.
 Figure 7: Capital return profile Figure 8: Lease adj. ND / EBITDAR
 Source: Credit Suisse estimates Source: Company data, Credit Suisse estimates
 Conclusions
 We view Ahold Delhaize as the premier food retailer in our universe. It has, through
 prudent decision-making and good management, found itself with a well-diversified, yet
 concentrated portfolio of businesses in tier-1 jurisdictions. Ahold Delhaize has delivered
 consistent growth, cash generation, cash returns, and prudent capex with little difficulty.
 We see its position as defensible, and expect robust cash generation for the medium to
 long term.
 2016e 2017e 2018e 2019e
 Free cash flow 1,218 1,861 2,155 2,307
 Yield @ €20/share 4.8% 7.6% 9.1% 10.1%
 Dividends 615 602 755 852
 Yield @ €20/share 2.4% 2.5% 3.2% 3.7%
 Buybacks 0 1,000 1,100 1,100 1.0x
 2.0x
 3.0x
 4.0x
 5.0x
 6.0x
 CY11 CY13 CY15 CY17e
 Sainsbury
 Morrisons
 Carrefour
 AholdDelhaize
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 Introduction Ahold Delhaize (AD) is an international food retailer based in the Netherlands. Operations
 are dominated by its large US business, which generates 64% of operating profit,
 compared with its next-most important market, the Netherlands, at 24%. The company
 was formed on 25 July 2016 through the combination of Royal Ahold and Delhaize Group,
 with the intention of providing numerous strategic advantages, including the ability to offer
 an expanded range of goods and services, complementary regional growth, enhanced
 scale, and more robust cash generation.
 The company also has significant operations in Belgium and five other European countries
 along with a JV in Indonesia, as shown in Figure 9.
 Figure 9: Ahold Delhaize's global footprint
 Source: Company data, Credit Suisse research
 If the merger works as planned, AD will be able to innovate, offer more own-brand
 products, expand its store formats, provide a comprehensive online offering and give
 employees enhanced career opportunities. The resulting company will be better able to
 compete in its key regions and strengthen its overall market position.
 Doing so will not be easy. The markets AD operates in are extremely competitive, and are
 getting more so. Unlike most other retail sectors, food retail is very much a 'local
 monopoly' market. It is a losing proposition to have the world's best supermarket 15km
 away from your customers. Being big can help, but it does not guarantee success, as we
 have seen in the UK with Tesco and Asda, the two market leaders that have suffered
 falling market share and in Tesco's case, much lower profitability. For over two years,
 structural shifts in the UK market, driven by high-end shops, low-end shops, convenience
 and online have had a significant impact on the operating metrics for the market leaders.
 We see many of these same issues intensifying in AD's core US market, albeit at a slower
 pace than in Europe. We split this report into two broad sections – US and Europe – and
 analyse each independently with respect to competitive positioning.
 Romania
 2% of space
 Mega Image – 218 stores
 Shop & Go – 261 stores
 Serbia
 2% of space
 Maxi – 210 stores
 Tempo – 12 stores
 Shop & Go – 161 stores
 Czech Republic
 6% of space
 Albert – 330 stores
 Indonesia
 1% of space (net)
 Super Indo – 136 stores
 51% owned
 Portugal
 3% of space (net)
 Pingo Doce – 399 stores
 49% owned
 Greece
 3% of space
 Alfa-Beta – 233 stores
 AB Food Market – 65 stores
 AB Shop & Go – 12 stores
 ENA – 12 stores
 USA
 65% of space
 Various banners
 ~2000 stores
 Netherlands
 10% of space
 Various banners
 ~2000 stores
 Belgium
 8% of space
 Various banners
 ~900 stores
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 Key areas of focus
 Ultimately, we are trying to predict share price movements, and in food retail, these tend to
 correlate highly with like-for-like ('LfL') sales1. As we discuss later, LfL sales at some of
 AD's divisions have been mixed, which may imply near-term headwinds, even though we
 believe the shares look inexpensive at current levels.
 Both Ahold and Delhaize generated good results prior to the merger, and that is the
 minimum the market is anticipating on a combined basis. Management expects annual
 run-rate synergies of €500m to be fully realised in the third year from completion of the
 merger, with €350m in one-time costs required to achieve them.
 We believe the key operational questions are:
 ■ How well is AD positioned vis-à-vis potential structural challenges?
 ■ What are the relevant macroeconomic factors in play within their core markets?
 ■ Where will growth come from?
 ■ What is the probability of AD reaching its synergy target?
 ■ How much capital will AD return to shareholders, and in what form?
 1 Like-for-like sales, LfL sales, comparable store sales, comp store sales, comps, same store sales and SSS all refer to the same
 concept – the change in the sales of a stores that have been open for more than a year. These concepts differ from identical store sales or ID sales, as only stores that are unchanged from year to year are included in ID sales, whereas stores that have been renovated, expanded or replaced can be included in LfL sales. AD is no longer reporting ID sales. The difference between the two measures for a large retailer like AD is de minimis.
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 Part I: US market dynamics US food retail is highly competitive, characterised by intense price competition, growing
 pressure on profit margins, store growth, online expansion, the entry of non-traditional
 competitors and market consolidation. The market is very large (>$1tn) and highly
 fragmented, with only one company that can credibly lay claim to competing nationally
 (Walmart).
 From 2011 through 2015, food and drug retail industry revenues increased at an average
 annual rate of 1.0%, driven in part by improving macroeconomic factors, including GDP
 growth, rising household disposable income, improving consumer confidence, lower
 unemployment and an increase in overall population.
 Figure 10: US grocery market ($bn) Figure 11: Market share by store type
 Source: BEA + food and sundry sales from WMT, TGT, Kmart, COST, BJ's, Sam's Club, dollar stores, drugstores
 Source: Company data, Credit Suisse research, Supermarket News, Food Institute, MVI
 The following trends have already had an impact on sales growth and profitability across
 the industry. We expect some of these trends to become structural.
 ■ Changing customer tastes. There is an increasing focus on fresh, natural and
 organic offerings as health and wellness converge. This requires a broader assortment
 and higher quality offerings. This, in turn, has resulted in the blurring of conventional
 and alternative format food retailers.
 ■ Changing role of own brands. Own brand offerings are expanding in scope to include
 premium, organic and 'free-from', although we note own brand penetration struggles. In
 general, own brand offerings have a higher gross margin than similarly positioned
 products of national brands.
 ■ Loyalty programmes and personalisation. Food retailers are increasing their focus
 on loyalty programmes that target the delivery of personalised offers to their
 customers. Food retailers are also expected to seek to strengthen customer loyalty by
 introducing technology to make finding, purchasing and receiving personalised benefits
 easier.
 ■ Convenience as a differentiator. Customer convenience is important for traditional
 grocers that must differentiate themselves from other mass retailers, club stores and
 other food retailers. Online and mobile applications for home delivery, pickup and
 digital shopping solutions are being developed to promote convenience.
 ■ Macroeconomic factors. Inflation and deflation play key roles in grocery profitability
 given the high fixed cost base. The causes of either inflation or deflation may vary (i.e.
 commodity costs, labour, weather, crop cycles or competition), but the impact is
 similar. The US market continues to experience deflation, which may continue, thereby
 putting pressure on the relatively high operating margins.
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 Market share and geographical analysis
 Looking at market share trends in more detail we can see just how fragmented the market
 is. Only two players control more than 10% of the market (Walmart and Kroger), and there
 is almost 30% of the market unaccounted for within "Regionals, Independents & Other".
 Figure 12: US market share trends
 Source: Company data, Credit Suisse research, Supermarket News, Food Institute, MVI
 The sheer size and fragmentation of the market is a material problem when trying to
 analyse the competitive environment for an individual retailer. Grocery is a network of
 regional oligopolies. A grocer that is, for example, number 6 in every market in the US
 would be big, but not strong; being top 2 in a smaller number of markets is more profitable.
 In order to determine how AD fits into the broader food retail environment, we have looked
 at its competitors in the states and the metropolitan areas in which it operates. Our
 consolidated state-by-state footprint for AD is shown in Figure 13, and includes the
 dispositions required by the FTC as part of the merger remedies. The maps support the
 thinking that this merger was compelling – the footprints of the two store estates intertwine
 neatly, with AD now having a concentrated, regionalised footprint.
 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
 Kroger 8.7% 9.0% 9.0% 9.1% 9.1% 9.4% 9.8% 10.1% 10.1% 10.7% 10.6%
 Albertsons 5.0% 1.1% 0.8% 0.5% 0.5% 0.4% 0.4% 0.4% 2.0% 2.7% 5.7%
 Ahold Delhaize 5.6% 5.1% 5.0% 4.9% 4.9% 4.8% 4.8% 4.7% 4.4% 4.3% 4.3%
 Publix 3.0% 3.0% 3.0% 2.9% 2.9% 2.9% 2.9% 2.9% 3.0% 3.1% 3.2%
 Spartan Stores 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.4% 0.8% 0.7%
 Supervalu 1.5% 3.8% 4.4% 4.1% 3.7% 3.3% 2.6% 0.5% 0.5% 0.5% 0.5%
 Roundy's -- -- -- -- 0.4% 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%
 Weis Markets 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3% 0.3%
 Safeway 5.1% 5.5% 5.4% 5.3% 4.8% 4.7% 4.7% 3.7% 3.6% 3.6% --
 Harris Teeter 0.4% 0.4% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% 0.5% -- --
 Total: Tradi t ional Grocery 30.0% 28.4% 28.5% 27.9% 27.4% 27.1% 26.7% 23.6% 25.1% 26.4% 25.6%
 Walmart 15.6% 16.3% 17.1% 18.2% 18.7% 19.0% 18.9% 18.9% 18.8% 19.1% 19.3%
 Target 2.1% 2.6% 2.7% 2.9% 3.0% 3.2% 3.3% 3.4% 3.3% 3.3% 3.4%
 Kmart 0.9% 0.8% 0.8% 0.7% 0.7% 0.7% 0.6% 0.6% 0.5% 0.4% 0.4%
 Total: General Retai lers 18.6% 19.6% 20.6% 21.8% 22.4% 22.8% 22.8% 22.9% 22.7% 22.9% 23.0%
 Costco 4.5% 3.9% 3.9% 4.1% 4.1% 4.2% 4.2% 4.6% 4.7% 4.9% 5.1%
 Sam's Club 3.5% 3.4% 3.4% 3.6% 3.6% 3.5% 3.5% 3.5% 3.6% 3.6% 3.5%
 BJ's 0.7% 0.7% 0.7% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%
 Total: Warehouse Clubs 8.6% 8.0% 8.1% 8.4% 8.4% 8.4% 8.5% 8.9% 9.0% 9.2% 9.4%
 Walgreens 2.2% 2.3% 2.4% 2.5% 2.6% 2.7% 2.8% 2.8% 2.7% 2.7% 2.7%
 CVS 1.5% 1.7% 1.8% 1.9% 2.0% 2.1% 2.0% 2.1% 2.0% 2.0% 1.9%
 Rite Aid 0.9% 0.9% 1.0% 1.0% 1.0% 0.9% 0.9% 0.9% 0.8% 0.8% 0.8%
 Total: Drug Stores 4.6% 4.9% 5.3% 5.4% 5.5% 5.7% 5.7% 5.7% 5.6% 5.5% 5.3%
 Dollar General 0.8% 0.8% 0.8% 0.9% 1.0% 1.1% 1.2% 1.2% 1.3% 1.4% 1.5%
 Dollar Tree 0.2% 0.2% 0.2% 0.3% 0.3% 0.3% 0.4% 0.4% 0.4% 0.4% 0.9%
 Family Dollar 0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.7% 0.8% 0.8% 0.8% --
 Total: Dollar Stores 1.7% 1.7% 1.7% 1.8% 2.0% 2.1% 2.3% 2.4% 2.5% 2.6% 2.4%
 Whole Foods 0.7% 0.8% 0.8% 1.0% 0.9% 1.0% 1.1% 1.2% 1.3% 1.4% 1.5%
 Trader Joe's 0.5% 0.6% 0.6% 0.7% 0.7% 0.8% 0.9% 1.0% 1.1% 1.2% 1.3%
 Sprouts -- -- -- 0.1% 0.1% 0.2% 0.2% 0.2% 0.2% 0.3% 0.3%
 The Fresh Market 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.2% 0.2% 0.2%
 Total: Specialty Formats 1.3% 1.4% 1.6% 1.9% 1.9% 2.1% 2.3% 2.6% 2.8% 3.1% 3.3%
 ALDI 0.6% 0.7% 0.7% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 1.0% 1.1%
 Save-A-Lot 0.8% 0.8% 0.8% 0.8% 0.7% 0.4% 0.5% 0.4% 0.4% 0.5% 0.4%
 Total: Hard Discount ing 1.4% 1.5% 1.5% 1.6% 1.5% 1.2% 1.2% 1.3% 1.2% 1.5% 1.5%
 Regionals, Ind. & Other 33.9% 34.4% 32.7% 31.2% 30.8% 30.5% 30.4% 32.7% 31.0% 28.9% 29.5%
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 Figure 13: Consolidated Ahold Delhaize US store footprint
 Source: Company data, www.ftc.gov, Wikipedia, Credit Suisse research
 Figure 14: Ahold and Delhaize pre-merger store footprint
 Source: Company data, Credit Suisse research
 Connecticut 91 91 3.6 25 low
 Delaware 6 23 -4 25 0.9 28 low
 District of Columbia 7 7 0.7 10 high
 Georgia 26 26 10.2 3 high
 Kentucky 3 3 4.4 1 high
 Maine 54 54 1.3 42 low
 Maryland 104 79 -27 156 6 26 low
 Massachusetts 132 27 -9 150 6.8 22 medium
 New Hampshire 34 34 1.3 26 low
 New Jersey 63 63 9 7 high
 New York 106 51 -5 152 19.8 8 high
 North Carolina 511 511 10 51 low
 Pennsylvania 158 8 -5 161 12.8 13 medium
 Rhode Island 26 26 1.1 24 medium
 South Carolina 114 114 4.9 23 medium
 Tennessee 30 30 6.6 5 high
 Vermont 17 17 0.6 28 low
 Virginia 91 301 -42 350 8.4 43 low
 West Virginia 3 18 -4 17 1.8 9 high
 Total 787 1296 -96 1987 110.2 18
 Ahold DelhaizeStores per 1m
 peopleTotalDisposals
 Population
 (millions)
 Growth
 potential
 Ahold
 Delhaize (Food Lion)
 Delhaize (Hannaford)
 Delhaize was largely focused on the southern states
 (Virginia, North Carolina and South Carolina), but
 also had stores along the eastern seaboard stretching up to Maine.
 Ahold added critical mass in Maryland,
 Massachusetts and Pennsylvania. They knit together a network of ~2,000 stores that covers ~⅓ of the
 US population over 19 contiguous states.
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 AD has more stores than any of its competitors in 12 of the 19 states in which it operates.
 In those states where AD does not have a leading estate footprint, it is likely to be either
 the number 2 player (DC, VT, NJ, WV) or in non-coastal southern states (TN, GA, KY).
 Figure 15: Store counts for key competitors by state
 Source: Company data, Credit Suisse research
 The most granular data we have is at the metropolitan market level. The 19 states in which
 AD operates are divided into 94 markets (vs. 385 for the whole of the US2), ranging in size
 from 80,400 people (Hinesville-Ft Stewart, GA) to 19.1m (New York City). Figure 16 shows
 the 24 competitors that have at least 100 stores within those markets3.
 Figure 16: Supermarket competition in AD's metro markets
 Source: Metro Market Studies, Credit Suisse research
 In addition there are 2,380 supermarkets not represented in the chart that are part of the
 "Regionals, Independents & Other" category.
 2 Metro Market Studies provides data on 385 metro areas, which excludes Hawaii. Store numbers will not match state-level totals
 because not all stores are located within a metro area.
 3 Excludes convenience stores and wholesale operations
 Connecticut 3.6 91 13 4 20 3 6
 Delaware 0.9 25 6 2 20 3 1 1
 District of Columbia 0.7 7 3 4 13 1 1
 Georgia 10.2 26 187 173 52 24 11 182
 Kentucky 4.4 3 86 114 13 9 3
 Maine 1.3 54 19 21 5 3
 Maryland 6 156 28 13 72 39 12 10
 Massachusetts 6.8 150 27 78 39 3 6
 New Hampshire 1.3 34 18 28 9 4 1
 New Jersey 9 63 26 82 44 10 17
 New York 19.8 152 80 16 71 16 18
 North Carolina 10 511 183 159 49 23 8 14
 Pennsylvania 12.8 161 115 52 65 24 10
 Rhode Island 1.1 26 5 8 4 1
 South Carolina 4.9 114 99 36 19 12 4 56
 Tennessee 6.6 30 132 119 31 16 5 39
 Vermont 0.6 17 1 19 1
 Virginia 8.4 350 125 111 40 58 17 17
 West Virginia 1.8 17 39 42 6 5
 Total 110.2 1987 1192 773 453 528 183 119 291
 Target PublixSam's Club CostcoPopulation (m) Ahold Delhaize KrogerWalmartAlbertsons
 Safeway
 Food Lion
 Stop & Shop
 Giant / Martin's
 Giant Food
 Hannaford
 Walmart
 Target
 Aldi
 KrogerLehighPublix
 Harris-Teeter (now Kroger)
 Shop Rite
 Save-A-Lot
 Bi-Lo
 Quality Foods
 A&P
 BJ's Wholesale Club
 Key Food
 Sam's
 Weis Markets
 Whole Foods
 Shaws
 Ingles Markets
 Royal Farm Stores Safeway Associated Grocers Trader Joe's
 Pathmark
 ● As of YE2015● 94 Metro areas● 6,570 strores● (ex-convenience)
 Ahold Delhaize
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 Within its metropolitan markets, AD's market share is high, averaging 23%, which rises to
 37% in the metro areas that encompass 50% of stores.
 Figure 17: Ahold Delhaize – top 50% of metro areas by market share
 Source: Metro Market Studies, Credit Suisse research
 For metro areas in the lower half of AD's operating area, market share averages 14%.
 Figure 18: Ahold Delhaize – bottom 50% of metro areas by market share
 Source: Metro Market Studies, Credit Suisse research
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 Market share is correlated to store count. Its Food Lion banner has the most number of
 stores overall, and AD leads materially on a consolidated basis, with 1,756 stores in the
 metro areas analysed vs. 563 for second-placed Walmart. We can see this theme of "a
 network of regional oligopolies" in Figure 19.
 Figure 19: Ahold Delhaize market share (92 of 94 metro areas)
 Source: Metro Market Studies, Credit Suisse research
 Store types
 AD trades under five store banners plus Peapod.
 Figure 20: Ahold Delhaize operates under multiple banners
 Source: Company data, Credit Suisse research. Prior to dispositions related to the merger.
 Ahold Delhaize
 Other
 Two metro areas in western Tennessee are not shown on the map . They are at the low-end of the market share spectrum
 Division Banner Location Number Size Range (ft2) Space
 (1)
 Ahold Stop & Shop New England 218 8,600 - 58,000 12%
 Ahold Stop & Shop New York Metro 205 10,800 - 56,000 11%
 Ahold Giant Landover mid-Atlantic 169 10,800 - 57,000 9%
 Ahold Giant Carlisle(2) mid-Atlantic 196 18,000 - 70,000 14%
 Delhaize Food Lion Southeast, mid-Atlantic 1,100 24,000 43%
 Delhaize Hannaford Northeast 188 20,000 - 55,000 11%
 (1) Estimated using the mid-point of the store size range
 (2) Martin's stores are included within Giant Carlisle
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 Operational performance
 Sales performance at Ahold US has been weaker than Delhaize US, partially due to the
 base effect of prior years' poor performance at Delhaize operations. Initiatives at Delhaize
 US have been undertaken to improve results, which we are beginning to see.
 Figure 21: Ahold US LfLs Figure 22: Delhaize US LfLs
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse research
 On a two-year stacked basis, both divisions posted positive results.
 Figure 23: Ahold US 2-year LfLs Figure 24: Delhaize US 2-year LfLs
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse research
 Both Ahold and Delhaize were undergoing improvement programmes within their
 respective store estates at the time of the merger. The most extensive repositioning
 relates to Food Lion (Delhaize US), which started in 2013 and is ongoing. So far, 380
 stores have been completed (29% of stores, 37% of sales) and 160 are planned for 2017.
 We expect capex per store to peak at $1.8m per store in 2017.
 Figure 25: Food Lion store revamp programme
 Source: Company presentation
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 The focus of the programme is to improve top line and sales densities, which should
 ultimately improve margins. Prior to the merger, Delhaize US and Ahold US margins were
 similar; however, care must be taken when looking at pro forma numbers due to the non-
 cash adjustments (Figure 26 shows an underlying operating profit margin spread of
 ~50bps even though underlying EBTIDA margins are almost identical at 6.6%; we discuss
 this in more detail in the valuation section).
 The programme covers a wide spectrum of initiatives, including:
 ■ More attractive layout in produce;
 ■ Additional seafood focus;
 ■ Refined value added meat offering;
 ■ Additional organics;
 ■ More local / ethnic offering;
 ■ Updated scheduling; and
 ■ Productivity tools.
 Within three of the areas that have
 completed the programme (Wilmington,
 Greenville and Raleigh), average weekly
 sales per store increased 10%, 3% and
 8% from 2014 to 2016, respectively. Our
 positive LfL sales outlook is based in part
 on the fact that the bulk of Food Lion
 stores are still to benefit from the sharper strategy.
 We expect the knowledge gained from the Food Lion repositioning will feed into other
 banners over time. For example, the Ahold US stores had numerous waves of price cuts
 and a focus on fresh, but would benefit from Food Lion strategies with respect to organic,
 local and ethnic offerings.
 Online grocery operations: Peapod
 Peapod is the largest online grocery retail platform the US, with 2015 sales of ~€590m,
 covering ~17% of US population (>50m people). It was founded in 1989 and grew using a
 combination of its own facilities and agreements with grocery retailers, including Ahold's
 Stop & Shop and Giant Food banners.
 Ahold purchased 51% of the firm in 2000, and was fully acquired by Ahold in 2001, at
 which point Peapod cancelled the agreements with all other non-Ahold grocers.
 Strategically, Peapod straddles the various
 online grocery business models. Where
 AD has no stores, it relies on centralised
 distribution (i.e. Chicago). In other areas, it
 uses a small "ware-room" attached to a
 store, which allows it to fulfil orders from a
 dedicated area while using some of the
 store's infrastructure. It also operates an
 in-store picking model in some areas.
 It offers both home delivery (~2/3 of sales)
 and click and collect in the areas it serves,
 which include its existing store footprint on
 the eastern seaboard plus Chicago and
 the Midwest. Peapod is co-branded with
 the Ahold US store banners.
 Figure 26: Pro forma underlying
 operating margin (%)
 Source: Company data, Credit Suisse research
 Figure 27: Peapod warehouse
 Source: Company presentation
 3.0
 3.5
 4.0
 4.5
 1Q15 2Q15 3Q15 4Q15 1Q16 2Q16 3Q16
 Ahold US
 Delhaize US
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 Figure 28: Eastern seaboard Peapod coverage
 Source: Company data, Credit Suisse research
 As online grocery grows, we like the fact that Peapod has experience with a warehouse-
 driven model, as it will become increasingly economic to enter adjacent markets without a
 bricks and mortar presence.
 The use of various models has been driven by a desire to reduce the costs of growth,
 especially capital dedicated to online operations. As AD pointed out at the recent CMD,
 the capital cost of its online operations are lower than "best-in-class" automated facilities
 (which we believe to be Ocado).
 Figure 29: Peapod has reasonably good operating metrics
 Source: Company data, Credit Suisse research
 We have a positive bias for any model away from in-store picking, which we estimate to be
 loss-making in nearly all forms. One of the reasons we prefer the centralised operating
 model for online grocery is the opportunity for continuous improvement. There is little the
 sector can do to materially improve the level of productivity for in-store picking. Ocado
 (and other centralised facilities) on the other hand continues to reduce capex per unit of
 capacity and increase all-in productivity. AD has stated that Peapod generates EBITDA
 margins of 3-5% in "dense" areas, but there is no other disclosure.
 Boston
 New York City
 Philadelphia
 Harrisburg
 Baltimore
 Washington DC
 Peapod Ah.nl "Best in Class" Ocado (CFC4)
 All in productivity - 135 150-160 200+
 Item completeness - 99.6% ~99% 99%+
 Driver timeliness - 99.0% ~95% ~95%
 Capex - ~€10m >€100m ~€120m
 Capacity (orders per week) - 35k - 200k
 Product range 12,000 - - 48,000
 Delivery slots 2 hour - - 1 hour

Page 17
                        

6 February 2017
 Ahold Delhaize (AD.AS) 17
 Competition (Part 1): The traditional, big grocers
 It is tempting to focus on those market participants with the largest share in order to
 understand the competitive environment. We look at this group only briefly for three
 reasons: they are reasonably well understood, they are independently researched, and
 most importantly, we expect any changes within this group to be incremental rather than
 radical.
 We classify traditional competition into four areas: general retailers (Walmart, Target),
 traditional grocers (Kroger), warehouse clubs (Costco, Sam's Club), and specialty formats
 (Whole Foods, Sprouts). Together, these formats constitute almost 60% of US food retail.
 ■ Walmart/Sam's Club – 22.8% market share. Walmart is the only true national grocery
 retailer in the US, with over 5,000 stores and industry-leading market share. It is not a
 traditional grocer. It started primarily as a general merchandise store and added fresh
 food to drive traffic. Walmart is geared to larger stores, with Supercenters averaging
 approximately 178,000ft2 (separate from its Sam's Club format, which averages
 88,000ft2), and unlike trends we see in Europe, recently exited its smaller format
 Walmart Express stores. Exposure to smaller format stores will now be solely through
 its Neighborhood Market stores, at ~42,000ft2.
 Recent headlines have focused on the $3.3bn acquisition of Jet.com, an e-commerce
 site launched in July 2015. The purchase appears to signal that Walmart is serious
 about competing online after seeing e-commerce sales growth decelerate for the past
 five quarters. The company targeted 20-30% online sales growth for the back half of
 2016 and the high end or above that range over the next few years given recent
 investments.
 Walmart has committed to aggressively lowering prices over a multi-year period to re-
 establish price leadership. The company stated at its October 2015 analyst day that it
 plans to invest "several billion dollars" in price over the next three years, with the
 majority of the work to be done in 2017 and 2018. Walmart then reiterated this plan at
 its analyst day in 2016 and guided to declining gross margins.
 Given the growing importance of the food category in driving traffic to stores, ongoing
 price cuts in this area may be necessary to defend against growing competitive
 headwinds across retail. The company is unlikely to cut all prices, but will likely instead
 focus on key value items for which it can cut prices more sharply. We see Walmart's
 pricing actions as potentially disruptive to the industry, forcing competitors to respond
 in an attempt to maintain traditional gaps to Walmart's prices.
 ■ Kroger – 10.6% market share. Kroger is the 2nd
 -largest grocery retailer in the US and
 is the nation's largest traditional supermarket. It operates over 2,750 supermarkets in
 35 states plus the District of Columbia. We believe Kroger is probably most impacted
 by the current environment; our 2016 and 2017 EPS estimates of $2.07 and $2.15 are
 below consensus estimates of $2.11 and $2.24, respectively. We remain concerned
 about the company’s ability to meet consensus estimates given decelerating industry
 volumes driven in part by trade spending cuts by CPG players. That being said, we
 recently raised our target price to $33 from $29; although we see earnings risk near
 term, material downside seems unlikely given the backdrop of easing deflation and the
 company’s positive leverage to tax reform.
 ■ Costco – 5.1% market share. Costco is the world's 2nd
 -largest retailer with 506 of its
 725 outlets located in the US. It is the 4th-largest grocery retailer in the US. Its business
 is based on a membership model, which encompasses almost 50m households, 87m
 total cardholders and $2.7bn in annual membership fees. The fees offset the low gross
 margin (~11%), which means shelf-edge pricing is typically low, and also provides an
 incentive for repeat shopping.
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 ■ Target – 3.4% market share. Target has historically struggled in the food category,
 instead focusing its attention on signature categories (i.e. style, baby, kids, and
 wellness) to drive growth. However, the company will likely have a hard time driving
 sustainable comps going forward without improving trends in non-signature categories,
 which represent about two-thirds of total revenue. Target rolled out its PFresh format in
 2006 but a weak fresh offering and execution issues resulted in an unimpressive
 shopping experience and relatively low sales productivity. Although a successful
 repositioning of the category will not be easy, management clearly recognises its
 shortfall in food and is focused on improving the experience. The first step is to
 improve the fundamentals, including taking time out of the supply chain, reducing out-
 of-stocks, providing better training for employees, and revamping overall execution.
 Fresh will no doubt be a key category, but it’s the most difficult operationally.
 ■ Walgreens Boots Alliance – 2.7% market share. In recent years, front-end sales
 have lagged behind historical levels, owing to the saturation of the retail pharmacy
 industry and the emergence of more cost effective retailers of pharmacy and/or front-
 end products, including mass merchandisers (Walmart, Costco), food stores (Kroger),
 other small box concepts (Dollar), and Internet retailers (Amazon). Walgreens has
 sought to leverage its 8,000+ retail pharmacy footprint with new concepts, including
 grocery, to drive higher store traffic. The food concept has worked best in urban
 markets that it terms "oases", where access to fresh, healthier food may be limited.
 The successful completion of the Rite Aid merger this year may add to its opportunity
 with the addition of another 3,600 pharmacy locations, although we note under new
 management, Walgreens has emphasised new health and beauty store formats over
 other front end concepts. Despite its reported market share, Walgreen’s comparable
 front-end stores have continued to fall short of its past experience.
 ■ Large, non-public supermarkets. Publix (3.2% market share) is an employee-owned
 supermarket chain with over 1,100 stores located primarily in the Southeast. The
 company, which is growing square footage at approximately 2% annually (+18 net new
 stores in 2015), generated $32.4bn in revenue in 2015. Wegmans is a small, private,
 family-owned grocer that operates 92 stores in the mid-Atlantic and New England
 regions and booked $7.9bn in 2015 sales. The company has built strong customer
 loyalty through a fun shopping experience, efficient supply chain, and attractive
 assortment in fresh and prepared foods. HEB, also privately held, has over 350 stores
 through Texas and parts of Mexico. According to Supermarket News, HEB generates
 ~$23bn in annual revenue. The company is known for its unique private label products,
 localised assortment, strong produce and beverage selections, and high-quality
 customer service.
 ■ High-end specialty retailers. We expect high-end/niche food retailers to capitalise on
 food buying trends, but only Whole Foods Market (WFM, 1.5% market share) is large
 enough to register nationally. The main area of interest for WFM recently has been the
 launch of its "365" concept, which is a smaller, more convenient offering that is focused
 on lower-cost fresh food, produce, and prepared food, with a higher proportion of own
 label. Success in the format would boost the growth profile of the overall chain, for
 which management has a 1,200-store target. In addition, WFM is looking to correct its
 poor value perception by testing various methods of price investment (e.g. narrowing
 gaps on key value items, promotions, digital coupons, affinity programme), funded by
 category management as well as much-needed cost cuts at the SG&A level. Gross
 margin has contracted for the past six quarters on a year-over-year basis. Our recent
 survey results indicate the company has made some progress but still has much to do
 to improve its price image.
 For more information, we refer you to a selection of our published research in Figure 30.
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 Figure 30: Selected US research
 Walmart Steady Quarter in a Tough Environment; Seems Prudent to Lower Q4 Expectation
 The Enemy of My Enemy Is My Friend: WMT to Acquire Jet.com
 Target Lowering Estimates on Disappointing Holiday Sales
 Playing from Behind as Industry Headwinds Intensify; Assuming with Neutral Rating
 Kroger Trade Spend Optimization an Underappreciated Headwind
 Guidance Cut Again as Deflation Headwind Intensifies; Near-Term Visibility Still Low
 Costco COST: Momentum Poised to Re-Accelerate; Assuming with Outperform Rating
 Lots Of Little Things That Help Us Here
 Whole Foods Adding to the U.S. Focus List
 Store Analysis Indicates Some Price Premium Warranted
 Sector Food Deflation Continues to Ease as Headline CPI Improves in December
 Food Retail: Trade Spending Cuts an Underappreciated Concern
 Source: Credit Suisse equity research
 Competition (Part 2): The disruptors – Aldi and Lidl
 Perhaps controversially, we view Aldi and Lidl, with a combined market share of only 2.4%
 as the most significant threat to the domestic grocery sector. They are collectively referred
 to as "Discounters" (or "hard discounters"), although a more accurate term would be
 "limited assortment, low promotional food retailers". We will refer to them as Discounters
 out of convention4.
 Pricing is clearly the main element of the Discounters' value proposition. A pricing survey
 done in July 2016 by Bloomberg Intelligence found that Aldi items averaged about 19%
 less than the comparable Walmart items sold in the New Jersey area – a troubling statistic
 for Walmart. This is a similar pricing gap the Discounters have created within the UK (as
 benchmarked to Tesco, Sainsbury, Asda and Morrisons). But as the UK has shown,
 pricing is not the only part of the value equation.
 The Discounters have a fundamentally different business model, a strong track record of
 international growth and access to significant capital. The US market enjoys structurally
 high margins (for now), which is exactly the backdrop that the Discounters are looking for.
 We recognise that rapid growth in a market as large as the US is challenging. But we think
 caution is still warranted; in the UK, Aldi and Lidl combine for only 10% market share but
 profitability of the whole sector has been impacted significantly over the past two years. All
 of the major UK grocers have replaced their CEOs and have embarked on some radical
 strategy shifts. Because of the very high operational leverage in food retail, the effects are
 felt at the operating profit line much more intensely than at the revenue line.
 The key questions facing the US grocers are:
 ■ Will the US be subject to similar competitive forces as Europe?
 ■ If so, at what point will these effects be felt?
 To answer these questions, we explore the background and operating characteristics of
 the Discounters, which are likely to be familiar to European clients, but much less so to our
 North American clients.
 Aldi: Two companies in one
 Starting with Aldi, we note that it is two distinct, global discount supermarket chains with a
 combined ~10,000 stores in 18 countries. Based in Germany, the chain was founded by
 brothers Karl and Theo Albrecht in 1946, and was split in 1960 into two separate groups,
 which became Aldi Nord and Aldi Süd.
 4 While there are differences between Aldi and Lidl, those differences are subtle, and in the context of US competition, irrelevant.
 Trader Joe's, which is 100% owned by Aldi, is in many ways the most critical part of the puzzle, which we will look at in detail later in this section.
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 Figure 31: Aldi Nord and Aldi Süd outlets within Europe
 Source: Company data, Credit Suisse research
 The two companies operate independently, each within specific areas although both
 divisions' names may appear on certain store brands or when negotiating with contractor
 companies as if they were a single enterprise. Combined annual turnover is estimated at
 more than $86bn, making it the 7th-largest retailer in the world.
 Aldi's German operations consist of Aldi Nord's ~2,500 stores in western, northern, and
 eastern Germany, and Aldi Süd's 1,600 stores in western and southern Germany – there
 is no direct geographic overlap of the two businesses in Germany. Within the rest of
 Europe, Aldi's two arms do not mix, with each country allocated to either Aldi Nord or
 Aldi Süd.
 Lidl: A bigger version of Aldi
 Lidl is even larger than Aldi, and now stands as the world's 4th-largest retailer (and the
 world's largest non-US retailer) with estimated revenues of over US$100bn.
 Adding Lidl's European stores onto the European map, we see just how densely populated
 the region is with discount supermarkets (and we are excluding other discount banners,
 such as Dia, Netto and Leader Price because they have no plans to enter the US). The
 takeaway is that this format is well established and controls a large part of the non-
 domestic grocery business throughout Europe. It also provides a practical target for what
 might be considered an upper limit to their store count (and consequently, market share)
 within the US.
 UnitedKingdom
 670
 Ireland130
 Germany4,260
 Denmark220
 Poland105
 Portugal47
 Spain260
 France915
 Switzerland180
 Austria450 Hungary
 110Slovenia
 80
 Belgium
 449
 Netherlands
 498
 Aldi Nord
 Aldi Süd
 Aldi Nord and Süd
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 Figure 32: Combined Aldi and Lidl store footprint in Europe
 Source: Company data, Credit Suisse research
 Even with large store counts, density analysis shows that there is still room to grow.
 Figure 33: Aldi + Lidl store densities
 Source: Company data, Credit Suisse research
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 combined, which
 would imply market share of almost 20%
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 How do they do it?
 Both Aldi and Lidl have grown into these powerhouses by following their founders' tenets
 of efficiency, frugality and focus.
 Discounters have three fundamental policies designed to achieve a high quality-to-price
 ratio: (i) a limited assortment; (ii) extremely efficient operations; and (iii) a high percentage
 of private label goods. These cornerstones were created when the companies were
 founded and have permeated their culture ever since. In many ways, the three are
 interrelated.
 ■ Limited assortment: Having a limited assortment is the Discounters' single-most
 important principle and is the driving force behind the model. Selling just one or two
 types of most items makes it easier for a customer to decide whether to purchase,
 speeds up shopping trips and increases throughput. It also allows the company's
 buyers to focus on the truly high-volume items and eliminates store manager inventory
 decisions. A small assortment reduces overall system complexity and materially
 reduces the required store footprint, allowing stores to be located in a larger number of
 locations with much smaller catchment area requirements.
 ■ Efficient operations: The supply chain is lean and fully integrated into the business
 model. Homogeneous store layouts are engineered for their simplicity. Everyday low
 prices mean low promotional effort and consistent inventory replenishment; 90% of
 product is cross-docked at the warehouse without entering inventory. Retail-ready
 packaging allows pallets and boxes to go from lorry to shop floor with minimal handling.
 Every product is a best seller, so they have great on-shelf availability. Aisles and
 shelves are designed to fit the products so no space is wasted. Own brand goods allow
 them to optimise packaging and incorporate multiple bar codes so scanning is
 extremely quick. At the check-out, shoppers have to bag their own groceries in limited
 space, which forces rapid exits, reduces non-productive space, and lowers staff costs.
 ■ Own label: Own (or private) label goods are a key point of differentiation for all grocers
 as they cannot be copied, unlike other parts of the value proposition. By bringing the
 majority of brands in-house, the Discounters are able to eliminate the additional
 business spend around the product (e.g., marketing, advertising, promotion) and focus
 only on the two most important factors: quality and price. Own brand products have
 lower costs, provide leverage with suppliers and bypass middlemen. The packaging is
 often similar to major brands—they are not 'no-name' or cheap—and products are sold
 under names that consumers may not perceive as owned by Aldi or Lidl. Corporate
 buyers can be very selective of suppliers and implement their own quality controls, and
 base decisions purely on price/quality/volume without any consideration of branded
 vendor relationships, relative pricing or relative product positioning.
 UK case study: The shift to premium quality
 At least part of the success of the Discounters in the UK came from an economic shift (the
 'Great Recession' in 2008/09), which the Discounters continued to capitalise on well after
 the end of the financial crisis. As the economy recovered and disposable incomes rose,
 we could have expected a negative impact on Discounters' growth rates, but that has not
 been the case.
 It requires a significant shift in consumer sentiment to accept that low prices and high
 quality are not mutually exclusive. In the UK, Aldi and Lidl's own-label products were rated
 4-stars by Which? magazine5 in March 2015, behind only the high-end grocers M&S and
 Waitrose.
 5 A UK consumer magazine that independently tests and ranks consumer goods, similar to Consumer Reports in the US.
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 A UK trade publication, The Grocer, conducts a yearly analysis of over 1,100 products and
 allocates gold and silver awards in 69 different own-label categories. Aldi and Lidl were the
 clear winners for the second year in a row, as shown in Figure 34. This price/quality
 combination has been the main driver of their rapidly-growing market share in the UK.
 Figure 34: UK own label food awards
 Source: The Grocer, Kantar Worldpanel, Credit Suisse research
 Over 30% of Aldi shoppers are now from the very highest AB demographic6 vs. only 12%
 in 2013 as Aldi and Lidl use deals on items like champagne, fine wines, smoked salmon,
 fresh crab and pâté jars to lure in new customers. None of the incumbents is immune to
 this skimming off their customer base as almost 30% of Waitrose shoppers visit an Aldi or
 a Lidl in a typical week.
 Aldi is adjusting its assortment and value
 proposition in order to leverage its already
 strong price perception to retain existing
 customers, attract incremental customers
 and increase average spend. It is targeting
 the 15% who claimed they would never
 buy fresh meat or fish from a discounter.
 Initiatives already underway include
 expanding fresh, adding brands, improving
 convenience, augmenting quality, adding a
 low-end range and installing bakeries. Last
 Christmas Aldi offered a £94 hamper that
 was modelled on a high-end offering from
 Fortnum & Mason (including the
 packaging). Aldi also has a ‘boutique’ wine
 range that includes a price point of £9.99,
 more than double the cost of its normal
 range; Lidl is already there (Figure 36).
 Both companies expect shoppers will have
 the confidence that they are getting the
 best price at whatever quality level is on
 offer. And we see this trend continuing,
 with initiatives in Germany and Australia focusing on ingredients, freshness and choice
 more than price.
 6 "A" is classified as upper middle class (higher managerial, administrative or professional), while "B" is classified as middle class
 (intermediate managerial, administrative or professional)
 2015 2016
 Gold Silver Total Gold Silver Total
 Aldi 5.4% 13 12 25 19 23 42
 Lidl 4.0% 13 23 36 15 12 27
 Tesco 25.3% 12 13 25 13 12 25
 Asda(1) 13.1% 14 7 21 10 5 15
 M&S 3.4% 8 2 10 5 3 8
 Co-op 5.4% 4 9 13 3 3 6
 Morrisons 9.9% 1 2 3 1 5 6
 Iceland 2.1% 2 0 2 2 3 5
 Sainsbury 14.1% 0 0 0 0 0 0
 (1) Asda is 100% owned by Walmart
 Market
 Share
 Figure 35: Aldi's Christmas hamper
 Source: Aldi
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 Figure 36: Lidl's upmarket feel Figure 37: Venison meatballs
 Source: Credit Suisse research Source: Credit Suisse research
 Frugality as a philosophy
 The pervasive culture of frugality is consistent with the Discounters' lean business models.
 The stores are usually built on secondary sites with basic fixtures to keep capital costs
 low. Staffing levels are minimal, with reports that a store can be run with as few as 4
 people. The authors of the book, Bare Essentials, attempted to distil Aldi's operating
 practices into the following list:
 Figure 38: Aldi's "Doing Without" Checklist (translated)
 Source: Dieter Brandes & Nils Brandes, Bare Essentials: The Aldi Way to Retail Success, 2nd edition
 The $1T question: Can this happen in the US?
 By far the biggest question around the applicability of this business model to the US is
 whether the US consumer is ready and willing to substitute own labels for branded goods.
 The UK is clearly different in this regard, with premium-quality food – especially fresh –
 already being heavily-weighted towards own label. M&S and Waitrose have been the
 highest quality supermarkets for years, and consumers are used to buying those own
 labels as a mark of high quality. In the US, we see brands as much more entrenched. In
 fact, own label goods have been losing ground to branded goods since early 2015.
 Brands have gained ~30 bps of market share gains at the expense of private label in
 2016, although share losses look to have stopped by year-end (Figure 39).
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 Figure 39: US private label market share has been declining for almost 2 years
 Source: Company data, Credit Suisse research, BLS, Thomson ONE, Nielsen
 It is clear that the relatively poor performance of private label has not stopped Aldi from
 growing. It has been in the US since 1976 and has reached 1,610 stores (1.1% market
 share). We could classify this as a successful expansion, but hardly revolutionary.
 Perhaps there is a natural limit. Aldi already has numerous stores in the Midwest –
 Chicago, Indianapolis, Detroit – with secondary focus in Washington DC, Atlanta and
 Florida. In order for Aldi (or Lidl) to grow from here, store density must increase materially.
 Figure 40: Aldi store estate in the US
 Source: Company data, Credit Suisse research
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 We think the key issue is the perceived lack of quality within own label foods. Our US
 Staples research team's view is that consumption trends for private label will remain at a
 cyclical low because consumers do not feel a particular sense of urgency to trade down to
 lower quality products at this time. As long as the US consumer views brands as inherently
 superior, this aversion to own label will likely remain.
 As we have seen above, the discounters have effectively moved upmarket in the UK, and
 are doing so in other European strongholds. Aldi can do the same in the US; Lidl has yet
 to open any stores in the US and so it can form its image from scratch.
 But there is already an outlier in the US that requires more in-depth analysis: Trader Joe's.
 Trader Joe's: A Trojan horse?
 In our view, Trader Joe's is the most important grocery retailer in the US when it comes to
 competitive dynamics, consumer trends and shifting channels. It was purchased by Aldi
 Nord in 1979, but has retained the same style and strategy as it had when it was founded
 in 1958.
 Although the chain is still small (1.3% market share), it is large enough to provide insights
 into consumer sentiment. And unlike many of its smaller peers, Trader Joe's is almost
 national in scope, with outlets in almost every state (Figure 41).
 Figure 41: Trader Joe's – 470 locations in 43 states
 Source: Company data, Credit Suisse research
 Customer satisfaction is very high, with Consumer Reports ranking Trader Joe's 3rd
 out of
 68 supermarkets in 2015. Wegmans and Publix (also private companies) ranked 1st and
 2nd
 , respectively. Other notables include Costco (6th), Aldi (14
 th), Whole Foods (15
 th),
 Hannaford (21st), Kroger (31
 st), Target (45
 th), Food Lion (52
 nd), Giant (56
 th), Stop and Shop
 (60th), and Walmart (67
 th).
 Growth remains reasonably strong. Five years ago, Trader Joe's had just under 350
 stores; today it has 470 stores – a 6.4% CAGR. Compared to Aldi, growth at Trader Joe's
 has been fairly muted, but both have been growing faster than the market.
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 Figure 42: Store numbers for Aldi (including Trader Joe's) and Lidl
 Source: Company data, Euromonitor, Credit Suisse research
 The reason we are so fixated on Trader Joe's is due to the significant proportion of own
 label products that are targeted at mid to high end consumers. At 70%, own label
 penetration is similar to the top end of the UK market. This proves that there is a
 willingness for the US consumer to move to own brands if the offer is compelling enough.
 Trader Joe's has been able to capture something that has, so far, eluded the mainstream
 US supermarkets' own label offer (although AD's US operations are getting close).
 Figure 43: Own label sales: US proportion still relatively low (2017E)
 Source: Company data, Credit Suisse estimates
 Unsurprisingly, the Trader Joe's story conveys a philosophy that is very similar to the one
 espoused by Aldi:
 "…we started packaging innovative, hard-to-find, great-tasting foods under
 the “Trader Joe’s” name. That cut our costs and saved you money. Still does.
 And that’s important, because “Value” is a concept we take very seriously.
 And by ‘Value,’ we mean great everyday prices on all of our great products —
 no sales, no gimmicks, no clubs to join, no special cards to swipe... How do
 we do it? We buy direct from suppliers whenever possible, we bargain hard
 -
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 to get the best price, and then pass the savings on to you. If an item doesn’t
 pull its weight in our stores, it goes away to gangway for something else. We
 buy in volume and contract early to get the best prices. Most grocers charge
 their suppliers fees for putting an item on the shelf. This results in higher
 prices... so we don’t do it. We keep our costs low — because every penny we
 save is a penny you save. It’s not complicated. We just focus on what matters
 — great food + great prices = Value. (www.traderjoes.com/our-story)."
 Interestingly, we could not find a single reference to Aldi on the Trader Joe's website,
 either in the "Our Story" section or in the "Timeline" section.
 Trader Joe's has been able to establish a clear, upmarket feel within its own label range,
 similar to what we have seen at Aldi Süd when it moved up the quality curve in the UK
 (and it is Aldi Süd that operates the Aldi-branded stores within the US)7. We expect US
 operations to also move up the product quality curve in order to try capturing that growth.
 None of the discounters is a threat – yet
 Of Aldi's 1,600 US stores, 402 are within AD's metropolitan areas. Lidl has yet to open any
 stores in the US, but it is recruiting heavily, with a base in Virginia. We expect it to open up
 to 150 stores by the end of 2018, which we estimate would represent 0.1% market share
 in the US – almost a rounding error. However, a report from Business Insider stated that
 the first three distribution centres for Lidl will be in Cecil County, Maryland; Mebane, North
 Carolina; and Fredericksburg, Virginia – areas that are in the heartland of AD territory
 (Figure 44).
 Figure 44: Ahold Delhaize stores with potential Lidl DC overlap
 Source: Company data, Business Insider, Credit Suisse research
 7 Even in Germany, where both arms of Aldi operate, there is a clear delineation as to which part of Germany belongs to Aldi Nord
 and which belongs to Aldi Süd. The US is the only jurisdiction globally where Aldi Nord (via Trader Joe's) and Aldi Süd stores operate in the same geographic area.
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 Assuming Lidl will be fully contained initially with those same areas, the impact on local
 market share may be ~0.2%. That is still not enough to be concerned about, but based on
 European density figures, we expect the addressable market for Aldi and Lidl to be much
 larger. At the low end, in countries like Australia, Spain, Sweden and the UK, Aldi and Lidl
 store densities average ~18 per 1m people; at the high end, countries like Austria,
 Belgium and Ireland average almost 70 per 1m people (we exclude their home market of
 Germany, which has 88 stores per 1m people).
 If Aldi, Lidl (and Trader Joe's) achieved a store density closer to the low end, (~25 per 1m
 people), the US could expect a footprint of ~8,500 stores, which would increase their
 combined market share from 2.4% currently to almost 8%8. We expect this level of growth
 would take 15-20 years at sustained peak levels of development – a significant challenge.
 However, as we have seen in the UK, the pressure of rapid discounter growth can be felt
 in pricing much earlier than it is seen in market share changes. We believe Aldi, Lidl and
 Trader Joe's will continue to be successful and grow. Where their share comes from and
 how fast it is gained are the key questions. AD's experience in competing with Aldi, Lidl
 and other discounters in its "home" markets gives it a marked advantage over US
 incumbents. We also see AD's store estate as being more insulated from discounter
 competition due to more manageable store sizes and better locations. The risk to big-box
 retailers, as we saw with Tesco and Asda in the UK, is much greater, in our view.
 Price levels
 The challenges we face trying to determine overall price levels in the US are even greater
 than those we face in Europe. There are more competitors, more discrete regions, and
 larger disparities between branded and own label goods.
 We have consistently argued that price deflation in the UK is a misnomer; we are really
 referring to competition. However, in a market as large as the US with overlapping
 competitors, the impact of competition can cascade into adjacent geographies. We also
 recognise that input cost volatility within the US market has driven price changes, the
 outcome of which is still stable margins (an outcome that we would expect when prices are
 not falling due to competition).
 Nielsen supermarket industry sales trends (which mostly track CPG categories) continued
 to disappoint for the most recent four-week period ended 31 December, rounding out a
 year of weak volumes and lackluster pricing trends. Sales for the channel fell 1.4% y/y but
 demonstrated a modest sequential improvement from the prior period's 2.4% y/y decline.
 Figure 45: 2016 Industry trends
 Source: The Nielsen Company, BLS, Credit Suisse research
 Volume growth picked up slightly following three months of deceleration but remained
 negative on a y/y basis at -1.0%. Price/mix growth worsened modestly to -0.4% y/y as
 deflation in key categories showed no signs of abating. It appears weak sales trends
 8 Based on Aldi growing from 1,600 stores to 4,500 stores, Trader Joe's growing from 470 stores to 1,000 stores and Lidl growing
 from 0 stores to 3,000 stores. We assume Lidl market share per store will be the same as Aldi market share per store. Trader Joe's market share per store is higher due to size and mix.
 Jan Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Dec
 Sales 1.2% 1.8% 0.7% 2.7% -0.5% 0.4% 1.4% 0.1% -0.4% -0.7% -0.6% -1.2% -2.4% -1.4%
 Rolling 3 mo. sales avg. 1.7% 1.6% 1.2% 1.7% 1.0% 0.9% 0.4% 0.7% 0.4% -0.3% -0.6% -0.8% -1.4% -1.7%
 2 Yr Stacked Sales YoY 2.2% 5.0% 2.7% 5.0% 0.6% 2.6% 3.5% 1.8% 2.3% 1.5% 1.3% 0.9% -0.5% -0.2%
 3 Yr Stacked Sales YoY 3.6% 6.1% 4.4% 3.4% 4.1% 3.0% 4.5% 2.5% 3.4% 2.9% 3.2% 3.0% 1.6% 0.8%
 Volume -0.1% 0.3% -0.7% 2.2% -1.9% -0.2% 1.0% -0.2% -1.0% -0.7% -0.8% -1.2% -2.3% -1.0%
 Price/Mix 1.3% 1.4% 1.4% 0.5% 1.4% 0.7% 0.4% 0.3% 0.5% 0.0% 0.3% 0.1% -0.1% -0.4%
 CPI Food @ Home -0.4% -0.5% -0.3% -0.5% -0.3% -0.7% -1.3% -1.5% -1.7% -1.9% -2.2% -2.3% -2.2% -
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 observed during the Thanksgiving period extended later into the holiday season. Overall,
 we continue to be cautious on food retail given deflation, competition, and ongoing
 softness in unit volumes despite an attractive pricing environment.
 We don't need to look very far back to see the impact of deflation on the food retail sector.
 The business models have high fixed cost structures with natural underlying inflationary
 pressures. Companies typically need to generate ~2% LfLs simply to tread water in
 EBITDA – difficult to do in an environment where retail prices are not going up. The most
 recent deflationary period of 2009/2010 highlights this issue: as deflation set in, sales
 across the industry slowed, promotional levels increased as companies chased volume,
 and profit margins deteriorated. Even Kroger, the most successful company in US food
 retail over the last few years, has only recently recaptured its lost profit margin from that
 period.
 We want to think that the companies learned from their mistakes (a price war in response
 to deflationary-driven topline weakness is just a race to the bottom). But that is exactly
 what we've been seeing in the UK environment, and is a potential microcosm of what can
 happen in the US.
 It has taken at least a year longer for the UK to see deflation moderate, and that has
 largely been driven by Brexit and the subsequent fall in sterling. While we expect US
 deflation to abate this year, we see increased competition as a cause of deflation – a state
 that can endure longer than may be expected.
 Branded vs. private label pricing
 Despite two consecutive years of ingredient deflation, average retail pricing for branded
 food and beverage products remains above the prior year (Figure 46). This is due to a
 concerted effort on the part of the branded companies to put more scrutiny on the ROI of
 their promotional spending.
 Figure 46: Price / mix in branded remains more robust than own label
 Source: Nielsen xAOC including Convenience
 In comparison, private label price/mix has declined ~3%, probably in part due to the efforts
 of grocery retailers to use their own brands to stimulate stronger consumer traffic. If this
 strategy were causing significant declines in volume or market share losses to private
 label, then the brands would have to rethink this strategy.
 We showed the effect of this in Figure 39, as brands gained share in every period since
 early 2015. The detailed data is shown in Figure 47, which shows reasonably steady
 penetration, but weak price, mix and volume characteristics.
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 Figure 47: Private label trends: Volume did not respond to 2016's price cuts
 Source: The Nielsen Company, BLS, Credit Suisse research
 We see the behaviour of CPG companies as key to the length and magnitude of the
 current deflationary cycle for retailers. Visibility on a further deterioration in meat and dairy
 prices is low, but centre-of-store seems to carry significant risk. While CPG companies
 have been rational and continue to capture some price increases, their input costs have
 fallen materially. The Credit Suisse Packaged Goods team tracks raw material and
 packaging costs for the large CPG companies, and estimates that input costs were down
 7% on average at the end of 2015, and a further 3% in 2016. While input costs are down,
 Nielsen data for these same companies still show prices up 0.6% at retail in the most
 recent four-week period.
 The current gap between CPG pricing at retail and their input costs is now at its highest
 level since 2009. The gap in 2009 eventually compressed when CPG companies began to
 use their lower costs in an attempt to gain volume through promotions and other price
 initiatives. Eventually pricing at retail for these companies fell, and the food retail industry
 transitioned into the largest period of overall food-at-home deflation in recent history.
 US Consumer behaviour
 Is there a move towards smaller stores?
 The final issue that compounded the pain felt by the Discounters' expansion in the UK, but
 is not yet particularly acute in the US, is the notion of channel shifts. Customers moving
 away from traditional big-box supermarkets or hypermarkets to smaller supermarkets/
 convenience stores but also to online – exacerbated the margin issues in the UK sector.
 AD has experience running smaller supermarkets and actively shunned the trend in the
 1990s and 2000s to build hypermarkets.
 Figure 48: Ahold Delhaize small store operations and concepts
 Source: Company presentation
 Jan Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Dec
 Private Label Penetrat ion 18.9% 19.2% 18.7% 18.4% 18.3% 18.2% 18.1% 18.1% 18.2% 18.1% 18.4% 18.3% 18.5% 18.3%
 PL YoY Change (bps) -92 -76 -94 -85 -73 -85 -107 -94 -103 -111 -115 -91 -82 -57
 PL $ Growth -3.5% -2.1% -4.1% -1.8% -4.3% -4.0% -4.2% -4.8% -5.7% -6.4% -6.5% -5.9% -6.5% -4.4%
 PL Unit Growth -3.0% -1.7% -4.5% -1.0% -4.0% -3.2% -2.8% -2.5% -3.5% -3.7% -4.1% -3.0% -3.1% -1.7%
 PL Price/Mix -0.5% -0.4% 0.3% -0.8% -0.3% -0.8% -1.4% -2.3% -2.2% -2.7% -2.4% -2.9% -3.5% -2.7%
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 We have yet to see a material shift in consumer behaviour to smaller stores in the US. As
 noted earlier, Walmart recently exited its smaller store trial. AD's experience in small
 stores within Europe and its test concepts in the US allow it to prepare for, if not lead, any
 shift to smaller, closer-to-the-customer offerings.
 Other economic issues
 The three most relevant macroeconomic issues for AD investors are the outlook for the
 USDEUR exchange rate, grocery price inflation and US policy (in particular, US tax reform
 and import duties). We also note that trade spending is a broader sector headwind.
 ■ Exchange rates. Our Global Equity Strategy team sees the USD as overvalued by
 19% versus the EUR, the highest level of overvaluation since 2003. Given that 2/3 of
 AD's operating profit is generated in the US, the risk to earnings is substantial. It is not
 clear how much the market would penalise the company for any earnings miss due to
 translation issues, and we believe that current valuation levels already allow for some
 USD weakness in the future.
 ■ Grocery price deflation. Food at home CPI deflation moderated in December to 2.0%
 from 2.2% in November. While the two-year stack slipped an additional 60bps to
 -2.5%, the headline improvement should continue to remain in focus for investors, with
 better pricing still on the table for food retailers in 2017. Almost all categories except
 produce showed improvement, including protein (-5.4% vs. -6.0% last month), dairy
 (-1.3% vs. -1.7%), cereals (-0.7%, flat vs. last month) and bakery (-0.7%, flat vs. last
 month). More positively, unlike the deflation we have seen in the UK, the most recent
 deflation in the US has largely been commodity-price led (dairy, eggs, meat, milk). AD
 has stated that this has not affected margins.
 ■ US policy. Headline risk is likely to remain, although the net effect of the main two
 issues is minimal, in our view. A border tax looks worrying on the surface but the
 impact on food retail would be less than on general retail (up to 70% of general
 merchandise may be imported, whereas food production is largely domestic at ~80%).
 Removing the cost of directly imported product from the expense base for tax purposes
 would reduce earnings, but that headwind is likely to be more than offset by tax
 reforms that benefit food retailers. We expect any net upside to be reinvested into the
 offer, thus making policy profit-neutral.
 ■ Trade spending decline. Trade spending represents 6-7% of sales for a grocer and
 15-20% of sales for CPG companies. Vendor money is an integral business practice,
 as it supports a retailer's advertising/promotional activity and drives sales. CPG
 management teams have shifted their focus from volume growth and market share to
 margins and returns. The catalyst for this structural change has been consolidation,
 better use of data analytics, and the increased involvement of high-profile strategic
 investors. In the end, companies are cutting low-return promotional schemes that fail to
 drive long-term brand and shareholder value.
 Conclusion: Relatively safe and well-positioned
 In every way we have looked, AD is the best prepared US grocer for Discounter
 expansion, own label growth, a shift to online and a move to more convenience offerings
 primarily due to its experience in dealing with all of these issues in its home market.
 As shown in Figure 32, there are ~1650 Aldi and Lidl stores located in Belgium and the
 Netherlands, all of which are within exceptionally dense catchment areas. AD has inherent
 expertise in own brand offerings in its European operation that would be able to support
 expanded own brand penetration in the US if customer trends dictate. AD operates small
 stores throughout its network, and has one of the most developed online grocery offerings
 globally.
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 Part II: European market dynamics AD's 'home' countries are the Netherlands and Belgium, where it operates ~3,000 stores.
 AD enjoys the clear number 1 position in the Netherlands, and is now in a virtual tie for
 second place with Carrefour in Belgium. At almost 30% of the market, we see the
 opportunity for growth limited in the Netherlands.
 In Belgium, however, we expect a combined Ahold and Delhaize to be better able to
 navigate the cultural hurdles within the country and exploit the merged entity's expertise in
 online fulfilment to grow overall market share. More importantly, the opportunity to achieve
 Netherlands-type operating margins in Belgium provides material upside.
 Figure 49: Market share: Netherlands Figure 50: Market share: Belgium
 Source: Euromonitor Source: Euromonitor
 Figure 51: Op. margin: Netherlands Figure 52: Op. margin: Belgium
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse research
 The Netherlands
 AD's Albert Heijn banner is the leading grocery retailer in the Netherlands. The company
 continues to open new supermarkets to improve proximity to consumers and is also
 expanding its convenience store operation, AH-to-Go. AD owns the leading alcoholic
 beverage specialist (Gall & Gall) and one of the largest drugstore chains, Etos. We
 discuss AD's pure-play online operation, bol.com, in the online section of the report.
 We do not see an easy path for AD's competitors in the Netherlands. AD has almost
 everything valuable to a retailer in its home market: scale, tier 1 locations, the leading non-
 food online portal, the leading online food business, adjacent verticals and high, consistent
 operating margins.
 2012 2013 2014 2015 2016
 Ahold Delhaize  - - - - 27.7
 Ahold 26.5 27.6 26.8 27.5 -
 Jumbo 17.4 15.5 13.7 13.6 13.9
 Lidl 6.0 6.6 7.3 7.6 7.7
 Aldi 6.1 5.9 6.0 5.9 6.0
 Sperwer 4.8 4.8 4.8 5.0 5.1
 Detailresult 2.6 2.5 2.6 2.6 2.6
 Coop 2.2 2.3 2.4 2.4 2.4
 Sligro 2.1 2.1 2.1 2.0 2.0
 Others 32.3 32.7 34.3 33.4 32.6
 Total (%) 100.0 100.0 100.0 100.0 100.0
 2012 2013 2014 2015 2016
 Colruyt 18.3 18.8 18.8 19.2 19.7
 Carrefour 16.0 15.4 15.4 15.5 15.6
 Ahold Delhaize  - - - - 15.1
 Delhaize 14.8 15.1 14.6 14.5 -
 Ahold 0.2 0.3 0.6 0.8 -
 Aldi 8.0 8.0 8.3 8.4 8.3
 Lidl 4.7 4.7 5.1 5.1 5.2
 Louis Del. 4.2 4.2 4.1 4.0 4.0
 Spar 2.2 2.2 2.3 2.2 2.2
 Other 31.5 31.4 30.9 30.1 29.8
 Total (%) 100.0 100.0 100.0 100.0 100.0
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 Figure 53: Key brands and statistics (FY15 actual, current store counts)
 Source: Company data, Credit Suisse research
 Albert Heijn has a strong national presence in the Netherlands, with almost 1,000 grocery
 outlets primarily located in shopping malls or city centres. AH-to-Go stores are mainly
 located in denser, more urban areas and carry a substantial assortment of ready-to-eat
 products. AD is also running a pilot project with BP, which marks its third attempt to gain a
 foothold in forecourt retailing after unsuccessful collaborations with Shell and Esso.
 Albert Heijn’s value share in grocery retailing rose by ~1% between 2014 and 2016 to 28%
 and it remains the leading player in terms of both outlets and value sales. In convenience,
 the company ranked second behind Spar. Albert Heijn positions its various retail brands as
 mid- to premium-priced, and targets high levels of customer service and high-quality
 products. Promotional activity is frequent, in part to counter the effects of discounters Aldi
 and Lidl, which together control almost 14% of the market.
 The supermarket format is the single most important source of revenue, generating more
 than 85% of its total in-store grocery sales in 2016. The channel also remained dominant
 in terms of outlets, with around 90% of all grocery outlets being supermarkets.
 Figure 54: LfL sales growth (%) Figure 55: 2-year LfL stack (%)
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse research
 Belgium
 With the addition of Ahold's small presence in Belgium added to Delhaize's strong
 position, AD is in a virtual tie with Carrefour for the number two position in Belgium, behind
 market leader Colruyt. AD operates supermarkets under the Delhaize banner, as well as
 convenience operations under the Shop & Go and Proxy banners.
 The Netherlands(1)
 €12.7bn sales
 €578m operating income
 2,163 stores:
 47% Albert Heijn
 25% Etos (drug stores)
 28% Gall & Gall (wine / liquor)
 52 Click and Collect sites
 102,000 employees
 (1) Includes some operations in Belgium and Germany
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 Figure 56: Key brands and statistics (FY15 actual, current store counts)
 Source: Company data, Credit Suisse research
 After two sub-par years, Delhaize showed signs of a recovery in 2016. The company
 opened five Proxy outlets and it invested strongly in organic products: According to trade
 sources, sales of its organic private label Bio Delhaize have seen strong growth in 2016.
 At the end of 2016, the company also declared its intention to close all of its Red Market
 outlets and to rebrand them into Proxy and AD Delhaize.
 Aldi and Lidl combine for a 13.5% share of the market – similar to the level they hold in the
 Netherlands. According to Euromonitor, the Belgian market has been subject to a
 "premiumisation" trend, as better GDP growth and a rise in household annual disposable
 income prompted consumers to move up the quality curve. In June 2016, Coca-Cola,
 M&M’s, Kinder and Nutella became available in Aldi. In addition, in an effort to compete
 with supermarkets, Lidl opened a web shop. In 2016, market leader Colruyt opened a
 second premium Cru supermarket outlet, seven new Bio-Planet outlets and a supermarket
 focused on organic products, Bio C’Bon.
 The divide between northern and southern regions of Belgium remains relevant, with some
 companies operating only in northern part of the country (including Ahold), while others
 operating only in southern Belgium and Brussels. The different languages mean that
 packaging must be available in the local language and cultural differences manifest
 themselves in different tastes. We expect Delhaize's expertise in the region to benefit the
 pre-existing Ahold stores.
 Figure 57: LfL sales growth (%) Figure 58: 2-year LfL stack (%)
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse research
 Belgium(1)
 €5.0bn sales
 €106m operating income
 765 stores:
 19% Delhaize Supermarkets
 30% AD Delhaize Affiliates
 32% Proxy
 19% Shop & Go
 (1) Includes some operations in Luxembourg.
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 AD's Belgian operations have been on a re-engineering path since 2014 after a sharp
 reduction in operating income (2015: €106m; 2013: €198m). Headcount is down by 2,083
 employees (exceeding its target of 1,800) and it has adapted wage measures and
 benefits. The customer value proposition has improved, market share has increased and
 €80m of savings are expected by the company in 2018. We expect pro forma EBIT margin
 to increase from 1.8% in 2015 to 2.2% in 2018.
 Central and Southern Europe
 Central and Southern Europe ("CSE") is a 5-country region consisting of the Czech
 Republic, Portugal, Romania, Serbia and Greece. AD holds a leading position in four of
 these five markets and together, they account for €7.0bn of revenue or 11% of group
 revenues9. Prior to the merger, Ahold operated in the Czech Republic and owned a 49%
 stake in the leading Portuguese supermarket; Delhaize operated in Romania, Serbia and
 Greece. Together they form a disparate group of assets that are largely independent
 (Figure 59).
 Figure 59: Central and southern Europe
 Source: Company data, Credit Suisse research
 Revenue, LfL sales and market share levels have been good. On an underlying basis,
 margins have also been robust, averaging over 4% in the past 12 months.
 Figure 60: LfL sales growth (%) Figure 61: 2-year LfL stack (%)
 Source: Company data, Credit Suisse research Source: Company data, Credit Suisse research
 9 Including the 49% of revenue from AD's Portuguese JV not typically included in Group revenue
 Romania
 Mega Image – 218 storesShop & Go – 261 stores
 Serbia
 Maxi – 210 storesTempo – 12 storesShop & Go – 161 stores
 Czech Republic
 Albert – 330 stores
 Portugal
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 Greece
 Alfa-Beta – 233 storesAB Food Market – 65 storesAB Shop & Go – 12 storesENA – 12 stores
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 Operating margins can be driven by scale
 For scale to be effective, both higher density and greater store numbers are beneficial. In
 Europe, scale outside of the major economies necessarily means crossing borders, and
 we are less fond of isolated assets – synergies are more difficult to realise. This is not new
 information to the grocers – Ahold has a history of supplementing its store estate, most
 recently in 2014 when it bought 49 stores in the Czech Republic from SPAR.
 The size of AD's CSE markets is relatively small compared with its other businesses. The
 Czech Republic is the most important region in the segment, at <3% of group revenues.
 However, we believe there is a strong strategic case to be made for growing its CSE
 presence – via acquisition. The key target in our view is Tesco's eastern European
 business, which has characteristics that make a transaction compelling:
 ■ With revenues of €7bn (~10% of AD group sales), the Tesco assets are big enough to
 be meaningful, but not so big as to materially stretch the balance sheet.
 ■ The transaction would form a contiguous bloc, from Poland to Serbia/Greece, which
 would provide a material opportunity to exploit economies of scale. The only region of
 overlap is the Czech Republic, where the combined market share of AD and Tesco
 would be only slightly higher than the current market leader, suggesting only moderate
 competition issues.
 ■ Tesco is a mid-tier player in three of the four countries in which it operates, implying
 that investment is needed to grow into a leading player. We expect Tesco's European
 operations to remain capital constrained for as long as UK performance is generating
 sub-industry margins.
 ■ Tesco is not a forced seller but our analysis shows that Tesco has a relatively weak
 balance sheet. Its most recent asset sale process (dunnhumby) was withdrawn.
 Sterling weakness makes any bid look increasingly attractive (down ~10% vs. the euro
 since June 2016). We would expect any reasonable offer to be seriously considered.
 ■ AD generates significant cash and has plenty of balance sheet flexibility. An acquisition
 that fits within its core business and geographies is rarely available, especially one that
 can benefit from AD's capital and regional focus.
 ■ The transaction only makes sense now that Ahold and Delhaize have merged. Prior to
 the merger, the geographical fit would have been much less compelling and the
 transaction size would have been financially challenging for either Ahold or Delhaize.
 Figure 62: Eastern European operations of Ahold Delhaize and Tesco
 Source: Company data, Euromonitor, IMF, Credit Suisse estimates; Revenue column is actual data – FY15 for AD, FY16 for Tesco. Operating margins are FY15 for AD, Credit Suisse estimates for Tesco
 Revenue Operating GDP per
 Country (€bn) Margin % Rank Population capita (USD)
 Czech Republic 1.8 1.5% 15.0 2 10.5 33,200
 Romania 4.5 5 19.8 22,300
 Serbia 15.7 1 7.1 14,200
 Greece 10.2 1 10.8 26,800
 Portugal 1.8 16.6 1 10.3 28,500
 Czech Republic 1.4 10.5 4 10.5 33,200
 Poland 2.4 5.2 4 38.4 27,700
 Slovakia 1.4 17.5 3 5.4 31,200
 Hungary 1.7 14.3 1 9.8 27,200
 (1) Underlying. In FY15, Delhaize incurred other, non-underlying opex that resulted in an operat ing margin of -2.0%.
 (2) Est imated. Tesco last reported European operat ing profit in FY15, which included Republic of Ireland & Turkey
 4.4%(1)
 1.5%(2)
 Market Share
 3.4 Ahold
 Delhaize
 Tesco
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 The question that needs to be asked in any acquisition is whether new owners can do
 anything sufficiently different from the existing owners such that value is created. This
 transaction provides numerous avenues for a more focused, larger-scale operator to
 create value. The added benefit is that the seller has a clear use of proceeds, while the
 buyer has an excess of capital and is looking to deploy it.
 We are comfortable with the strategic rationale of the transaction, but the financial aspects
 are difficult to quantify. First, the disclosure of the European operations for both AD and
 Tesco are very limited – we do not even get a revenue breakdown for three of AD's
 regions. Second, the macroeconomic environment has been sufficiently stressed since the
 financial crisis that profitability has been weak. Until we have a good understanding of
 steady-state margins, determining the correct price to pay is beyond the scope of this
 analysis.
 At a high level, pan-European grocers trade on 0.3x to 0.5x EV / Sales – not a metric that
 we are particularly comfortable with since it gives us no indication of profitability – but it is
 a metric that is easy to apply. Applying this valuation range to Tesco's assets gets us to an
 estimated value of €2.1bn to €3.5bn.
 Figure 63: Potential fit between Tesco and AD
 Source: Company data, Credit Suisse research
 Hungary
 Tesco sales: €1.7bn
 Slovakia
 Tesco sales: €1.4bn
 Czech Republic
 Tesco sales: €1.4bn
 AD sales: €1.8bn
 Poland
 Tesco sales: €2.4bn
 Ahold Delhaize + Tesco
 Ahold Delhaize
 Tesco
 Romania
 Serbia
 Greece
 AD sales: €3.4bn
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 Part III: Online Online businesses within AD are expected to reach €2.3bn in sales in FY16, 4% of total
 sales. While small (and still lossmaking), online is both a key part of AD's growth strategy
 and an important defensive channel.
 Currently, online consists of three main segments: a general merchandise site within the
 Netherlands and Belgium (bol.com), and two online grocery sites – peapod.com in the US
 and nl.com in the Netherlands. We discussed Peapod in the US section of the report; ah.nl
 is the equivalent operation in the Netherlands, with a service that reaches almost 90% of
 Dutch households. However, the main driver of online growth is bol.com.
 Figure 64: Online segment snapshot
 Source: Company data, Credit Suisse estimates for 2016, Euromonitor
 AD has given a number of explicit and implied forecasts for its online businesses, including
 an online CAGR of 19% over the next four years (€2.3bn to €4.6bn from 2016 to 2020).
 We estimate that bol.com will grow at a CAGR of +27% from 2016 to 2020, while ah.nl
 and Peapod will likely grow at +20% and +11%, respectively on our estimates, over the
 same period.
 Figure 65: Online growth to continue Figure 66: Bol.com leading growth
 Source: Company data Source: Company data, Credit Suisse estimates (the breakdown is Credit Suisse's estimate)
 Using company guidance we can estimate the growth profiles of each division, as well as
 overall online growth.
 bol.com Peapod.com ah.nl
 Established 1999 1989 1987
 2016 sales €1.2bn €730m €370m
 Market share rank #1 #1 #1
 Percentage of online sales 52% 32% 16%
 2016 growth 46% 23% 36%
 Average items / order 1.8 55 74
 Range >10 million 18,000 28,000
 EBITDA margin (%) ~3%2-3% (-2% in growth
 markets)
 2-3% (-2% in growth
 markets)
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 Figure 67: Online growth (€bn) Figure 68: Growth by division (€m)
 Source: Company data, Credit Suisse estimates Source: Company data, Credit Suisse estimates
 Bol.com: A general merchandise leader
 Bol.com is the largest general merchandise retailer in Netherlands and Belgium with 2015
 sales of ~€820m that we expect to reach €1.2bn in 2016E. Founded in 1999 by German
 retailer Bertelsmann, it was sold to a group of German investors in 2002 before being
 acquired by Ahold in 2012 for €353m (~1.0x EV / sales).
 The company grew by 22% on average in the five-year period up to mid-2015, more than
 twice as fast as the Dutch e-commerce market. With growth of over 35% in 2015, bol.com
 overtook Wehkamp as the leading e-commerce business in Netherlands, leaving Amazon
 well behind in the 5th place with flat e-commerce market share over the last 4 years .
 Growth was driven by a five-pronged strategy of category growth, branding, marketplace
 (3rd
 -party) expansion, personalisation and geographic expansion.
 ■ Category growth. When Ahold acquired bol.com in 2012, the product range consisted
 of 17 categories with books, electronics and entertainment accounting for most of
 sales. Since then, bol.com has expanded the product range significantly, entering new
 categories at a rapid pace. New ranges proved to be a powerful driver of growth. In
 2014, non-legacy ranges (categories introduced after 2009) grew by +84%10
 driving as
 much as ~62% of bol.com total growth in 2014.
 ■ Branding. Even normalising for higher market share, customer count for bol.com is far
 ahead of its main competitors. We see growth being driven by wallet share more than
 new customers over the near term. Bol.com has become a brand synonymous with
 online shopping in Netherlands and Belgium.
 ■ Marketplace (3rd
 -party) retailers. In 2012, bol.com introduced 3rd
 party retailers to the
 bol.com platform under the "Plaza" brand name. A marketplace adds new categories
 and expands the product range within categories. Third-party sales contributed 16% of
 total bol.com sales by the end of 2014, the last year in which sales were broken out,
 and have risen to approximately 33% currently, according to the company.
 ■ Geographic expansion. bol.com entered the Belgian market in 2011 and is today the
 market leader in a fragmented Belgian e-commerce market. Sales doubled in both
 2013 and 2014 with Belgian sales reaching 13% of total bol.com sales by the end of
 2014. Company disclosures indicate strong growth in 2014 (113% for 10 months to
 November 2014). On our estimates, this implies expansion in Belgium contributed
 ~31% to bol.com growth in 2014.
 10 Growth rate is disclosed by the company for 10-month period to October 2014 (Company presentation, 2014).
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 Numerous sources have the e-commerce market growing by 10-15% in Netherlands
 and Belgium. According to Euromonitor, bol.com is market leader with only 5.2%
 market share while top 10 e-commerce players hold only 25% of the market. We see
 the fragmented Belgian non-food e-commerce market providing a valuable opportunity
 to consolidate sales and grow share in a growing market.
 ■ Personalisation. Bol.com offerings are uniquely personalised, with 200 FTEs working
 across the "shopping experience" team. AD is able to attract top IT talent, which is
 often a challenging task, as we have seen with other grocery retailers.
 Figure 69: Category expansions since inception
 Source: Company data, Credit Suisse research
 Figure 70: Bol.com leads branding Figure 71: Customer penetration
 Source: Eurib 2015, Hendrik Beerda 2016 Source: Euromonitor, Credit Suisse research
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 Figure 72: Online as a % of total retail Figure 73: bol.com importance to rise
 Source: McKinsey, Euromonitor, Forrester, Ahold research, Credit Suisse estimates
 Source: Company data, Credit Suisse estimates
 The impact of online on LfL sales
 Ahold includes online sales as part of its segment sales – something that we have been
 critical of in Tesco's reporting.
 The key issues is that LfL figures are used
 as a proxy for margin, as they indicate the
 level of operational leverage. The lack of
 profitability in AD's online segment
 underscores why we do not believe these
 sales should be reported within store LfLs.
 Explicit disclosure of their impact would be
 a good alternative, which is the route
 Sainsbury and Morrisons have chosen.
 AD does provide ad hoc commentary, and
 we would like that to be more formalised.
 From Ahold's pre-merger disclosure, we
 can estimate that online was the most
 significant contributor to Ahold's LfL
 growth in 2015. It was the main driver of
 LfL growth in Netherlands, at +2.0% of the
 +3.2% reported number and drove the
 majority of LfL growth at the group level, at
 +0.9% of the +1.6% reported number.
 It is worth noting that the majority of online growth at AD was from bol.com – the general
 merchandise part of the business. This is a much easier business to execute compared to
 grocery – item values are higher, there are fewer of them, there is no temperature chain
 issues and deliveries can be done unattended, making the logistics materially easier, and
 therefore less margin dilutive.
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 Figure 74: Ahold LfLs driven by online
 (2015)
 Source: Company data, Credit Suisse research
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 Part IV: Credit Suisse PEERs PEERs is a global database that captures unique information about companies within the
 Credit Suisse coverage universe based on their relationships with other companies – their
 customers, suppliers and competitors. The database is built from our research analysts’
 insight regarding these relationships. Credit Suisse covers over 3,000 companies globally.
 These companies form the core of the PEERs database, but it also includes relationships
 on stocks that are not under coverage.
 For more information, see our November 2016 PEERs report: A chain reaction: Supply
 chain strategies.
 Figure 75: Ahold Delhaize PEERs map
 Source: Credit Suisse PEERs
 https://plus.credit-suisse.com/r/V6get11AF-WElY95
 https://plus.credit-suisse.com/r/V6get11AF-WElY95
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 Part V: Valuation Our €24.50 target price is a based on a 60-40 combination of our multiple analysis and
 HOLT. We use an 11.5x multiple of FY18e Underlying EBIT to value the store-based
 grocery operations and a 1.0x multiple of sales to value AD's online businesses. We
 typically prefer operating profit (or NOPAT) for valuation metrics, because they provide
 better insight into the health of the underlying business.
 However, it should be noted that the purchase price allocation effects from the merger
 have created an additional (and volatile) D&A line in the income statement. This has a
 material effect on EBIT – €118m in 2017 and €111m in 2018 – and we compensate for this
 by incorporating an additional 0.5x to our multiple; the merger effects on EBITDA are
 negligible.
 Comparable companies
 We view the US grocer Kroger as the best comparison to Ahold Delhaize. Kroger is 100%
 US domiciled, and so overlaps with the bulk of AD's geography. It is a large and efficient
 operator, similar in scale to AD. AD's margins are higher, reflecting the margin benefits
 from its European operations. Kroger trades at 12.2x FY18 consensus estimates.
 Within Europe, we consider Carrefour as AD's closest competitor. However, Carrefour
 trades on only 8.6x FY18e EBIT, reflecting a declining market share trend in its home
 market and challenges in its overseas markets. Tesco, the only other large publicly-traded
 grocer in Europe is still undergoing a turnaround, and so trades at an elevated multiple
 (13.2x FY19 consensus EBIT). We do not think either represents an appropriate peer for
 valuation purposes.
 AD, in our view, deserves a premium multiple due to its strong, consistent, cash
 generation, a management team that is tightly aligned with shareholder interests, and its
 low risk profile. While this would imply a target multiple closer to Kroger, we recognise that
 European investors will still look at locally-listed competitors. We have included Colruyt for
 context as it dominates the Belgian market.
 Overall, we believe 11.5x is an undemanding target multiple, and has scope for further
 expansion.
 Figure 76: Comparable companies
 Source: Company data, Credit Suisse estimates, Datastream consensus for Colruyt
 Key forecasts: LfLs and operating margin
 The key elements of LfL sales are market growth, market positioning and price levels. The
 margin uplifts are primarily driven by realised synergies.
 In Figure 77 we show the USA as a single line item. AD will continue to report Ahold USA
 and Delhaize USA separately for the near term, but we expect those business will merge
 over time; until then, we forecast the divisions separately in our model.
 Market EV 2017 Div. EBIT (m) EV/ 2018e
 Cap. (m) (m) Yield % 2015a 2018e 2018e EBIT
 Kroger N €29,806 €42,354 1.4% 3.0% 3.1% €3,466 12.2x
 Carrefour N €17,182 €24,825 3.6% 3.2% 3.5% €2,877 8.6x
 Colruyt N/R €6,762 €6,498 2.4% 5.6% 5.5% €522 12.5x
 Ahold Delhaize O/P €25,318 €29,602 3.2% 3.8% 4.1% €2,818 10.5x
 Average (ex-AD) €17,917 €24,559 2.4% 3.9% 4.0% 11.1x
 Average €19,767 €25,820 2.6% 3.9% 4.1% 11.0x
 Company RatingEBIT Margin
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 Figure 77: LfL sales forecasts
 Source:, Credit Suisse estimates
 Figure 78 shows our main financial forecasts. Note the revenue uplift in the US segment
 for 2017e is significantly affected by USDEUR strength.
 Figure 78: Sales, operating income and margin forecasts
 Source: Company data, Credit Suisse estimates
 The uplift in underlying operating income is significant – from €2.1bn in 2015 (pro forma) to
 €3.0bn in 2019e – a remarkable 9% CAGR. However, the majority of this uplift comes from
 synergies, which we model as fully realised by FY19. For comparison, the following table
 removes all synergies from our forecast.
 Figure 79: Forecasts excluding all synergies
 Source: Company data, Credit Suisse estimates
 Although AD still demonstrates operating profit growth (reflecting its competitive position,
 extensive online operations and scale), the rate of growth excluding synergies slows to a
 more sedate 4.3% CAGR (and only 2.5% from FY16e to FY19e).
 1Q17e 2Q17e 3Q17e 4Q17e FY16e FY17e FY18e FY19e
 USA 1.6% 1.2% 2.1% 1.9% 1.6% 1.7% 1.5% 1.5%
 o/w Peapod 0.2% 0.2% 0.2% 0.2% 0.3% 0.2% 0.2% 0.2%
 Netherlands 3.4% 3.4% 3.4% 3.4% 3.7% 3.4% 3.8% 4.1%
 o/w bol.com 1.6% 1.6% 1.6% 1.6% 2.9% 1.6% 1.8% 2.1%
 o/w ah.nl 0.7% 0.7% 0.7% 0.7% 0.8% 0.7% 0.9% 1.1%
 Belgium 1.8% 1.8% 1.4% 1.4% 2.5% 1.6% 1.9% 2.0%
 CEE 3.3% 3.3% 3.3% 3.3% 3.3% 2.6% 3.0% 2.3%
 2015PF 2016e 2017e 2018e 2019e 2015 2016e 2017e 2018e 2019e
 USA 38,255 39,005 41,157 41,976 42,606 1.0% 2.0% 5.5% 2.0% 1.5%
 Benelux 17,483 17,811 18,352 19,026 19,771 4.9% 1.9% 3.0% 3.7% 3.9%
 Other 5,143 5,318 5,569 5,820 6,009 11.6% 3.4% 4.7% 4.5% 3.3%
 Group 60,881 62,134 65,078 66,822 68,387 2.8% 2.1% 4.7% 2.7% 2.3%
 2015PF 2016e 2017e 2018e 2019e 2015PF 2016e 2017e 2018e 2019e
 USA 1,410 1,518 1,671 1,835 1,922 3.7% 3.9% 4.1% 4.4% 4.5%
 Benelux 649 743 747 822 878 3.7% 4.2% 4.1% 4.3% 4.4%
 Other 194 203 224 243 253 3.8% 3.8% 4.0% 4.2% 4.2%
 Corporate & adj. -143 -125 -103 -83 -79 -0.2% -0.2% -0.2% -0.1% -0.1%
 Group 2,110 2,340 2,539 2,818 2,975 3.5% 3.8% 3.9% 4.2% 4.4%
 Underlying operating income Margin
 Sales Growth
 2015PF 2016e 2017e 2018e 2019e 2015 2016e 2017e 2018e 2019e
 USA 38,255 39,005 41,157 41,976 42,606 1.0% 2.0% 5.5% 2.0% 1.5%
 Benelux 17,483 17,811 18,352 19,026 19,771 4.9% 1.9% 3.0% 3.7% 3.9%
 Other 5,143 5,318 5,569 5,820 6,009 11.6% 3.4% 4.7% 4.5% 3.3%
 Group 60,881 62,134 65,078 66,822 68,387 2.8% 2.1% 4.7% 2.7% 2.3%
 2015PF 2016e 2017e 2018e 2019e 2015PF 2016e 2017e 2018e 2019e
 USA 1,410 1,506 1,525 1,555 1,605 3.7% 3.9% 3.7% 3.7% 3.8%
 Benelux 649 740 712 756 803 3.7% 4.2% 3.9% 4.0% 4.1%
 Other 194 202 213 222 230 3.8% 3.8% 3.8% 3.8% 3.8%
 Corporate & adj. -143 -126 -129 -133 -136 -0.2% -0.2% -0.2% -0.2% -0.2%
 Group 2,110 2,322 2,320 2,401 2,501 3.5% 3.7% 3.6% 3.6% 3.7%
 Underlying operating income Margin
 Sales Growth
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 Figure 80: Forecast vs. consensus
 Source: Credit Suisse estimates, the BLOOMBERG PROFESSIONAL™ service
 Synergies
 The success or failure of the merger will be judged primarily on management's ability to
 achieve its €500m synergy target. There are a number of reasons to be optimistic about
 the likelihood of success. We think revenue synergies are also available but not explicitly
 included, such as online growth, brand extensions and customer wallet growth.
 ■ Lower risk than in other large-scale mergers. There is no major rebranding effort for
 the broader store estate, and the two US business will continue to run separately for
 the near term.
 ■ High level of scrutiny. Management has had a significant amount of time to reassess
 its synergy target since it was first published and has a track record of prudent
 forecasts. During the accounting information session held on 10 October 2016, the
 company stated "we know there's €500 million available". AD has stated that its cost
 base in the US is high vs. Kroger.
 ■ Complementary fit. The geographic fit is highly complementary, offering recognisable
 logistics savings and competitive benefits. Culturally, the two precursor organisations
 were both large international operations that were being run just 230km from each
 other, in neighbouring countries.
 ■ The €500m "ceiling" is somewhat artificial. Management has stated that achieving
 anything above this figure would be reallocated back into the offer, either into price or
 service. We believe the company is giving itself (understandably) a degree of wiggle
 room. For a company that is generating well over €2bn of cash each year and is buying
 back shares, if an investment in the offer is required, then we believe it should – it
 should not wait to see if synergies allow it to do so. Consequently, we believe that
 potential synergies are higher than €500m.
 ■ A percentage of sales target is simplistic, but comparable across companies. As
 the basis for the level of synergies, using a percentage of sales is straightforward, as
 we show in Figure 81. The target level of synergies is at the low end of percentage of
 sales, which seems reasonable, but the different levels of operating margin between
 food retail and other forms of retail makes comparisons more challenging. We believe
 synergies from a food retail merger should be at the lowest end of the range, and this
 gives us comfort that the targets are achievable.
 Note that we have two Tesco entries: its recently announced acquisition of Booker and
 the cost-savings announced at the interims in October. While Tesco's cost-savings
 programme did not arise from a corporate action (making "synergies" that much more
 difficult to realise), we believe the amount of savings Tesco is targeting underscores
 the validity and achievability of AD's target.
 2016e 2017e 2018e 2019e
 Group revenue
 CSe 62,134 65,078 66,822 68,387
 Consensus 62,269 65,091 66,831 68,211
 CSe vs. consensus -0.2% 0.0% 0.0% 0.3%
 EBIT
 CSe 2,340 2,539 2,818 2,975
 Consensus 2,259* 2,467 2,714 2,880
 CSe vs. consensus - 2.9% 3.8% 3.3%
 * FY16 consensus is pro forma; FY16 CSe are acutal for Q1-Q3
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 ■ Synergies are tangible, all of which come from the cost side. The seven main
 synergies are all in areas that are tangible: (i) standardised pricing; (ii) volume; (iii)
 lower overhead in relationship management; (iv) reducing number of own label
 suppliers; (v) GNFR11
 procurement; (vi) head office staffing; and (vii) distribution. Our
 estimate of how the individual cost break down are show in Figure 82.
 Figure 81: Synergy comparisons Figure 82: Synergy breakdown
 Source: Company data, Credit Suisse research Source: Credit Suisse estimates
 The synergies are to be phased in over three years. We use the company's estimate of
 phasing of costs and realised synergies as follows:
 Figure 83: Synergy and cost phasing
 Source: Company data, Credit Suisse estimates
 Capital returns
 AD leads our coverage universe in capital returns, with an established dividend policy and
 consistent share buybacks.
 Figure 84: Capital return profile
 Source: Credit Suisse estimates
 11 Goods Not For Resale, such as pallets, POS systems, packing materials, shopping carts, logistics cages, shelving, etc.
 Tesco Booker 0.3%
 Ahold Delhaize 0.7%
 PVH Warnarco 1.2%
 Dollar Tree Family Dollar 1.4%
 Tesco* 1.4%
 Zales Signet 1.5%
 Office Depot Office Max 3.2%
 Average 1.4%
 * Not merger related. Assumes 50% of company plan is realised
 Synergies as a % of combined sales FY17e FY18e FY19e
 US 29% 56% 67%
 EU 9% 18% 21%
 Global Support Office 5% 10% 12%
 Total 44% 84% 100%
 G&A 14% 28% 33%
 Indirect sourcing 5% 10% 12%
 Sourcing 24% 46% 55%
 Total 44% 84% 100%
 Year 1 Year 2 Year 3 2015 2016 2017 2018 2019
 % of total synergies 40% 80% 100% 0% 4% 44% 84% 100%
 Costs incurred 250 100 0 -23 -145 -129 -53 -
 Cumulative synergies achieved:
 Company guidance 200 400 500 0 20 220 420 500
 CS estimates 0 19 219 419 500
 as a % of sales 0.3% 0.6% 0.7% 0.0% 0.0% 0.3% 0.6% 0.7%
 2016e 2017e 2018e 2019e FY16-FY19 CAGR
 Free cash flow 1,218 1,861 2,155 2,307 24%
 Yield @ €20/share 4.8% 7.6% 9.1% 10.1% 28%
 Dividends 615 602 755 852 11%
 Yield @ €20/share 2.4% 2.5% 3.2% 3.7%
 Buybacks 0 1,000 1,100 1,100
 Avg. share price - € 21 € 24 € 27
 Shares cancelled - 47.6 45.8 40.7
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 ■ Dividends. We expect AD to pay near the top end of its stated dividend policy, which
 is 40% to 50% of underlying net income from continuing operations. Our estimated
 dividend progression is shown in Figure 84. From FY16e to FY19e, we expect an 11%
 CAGR.
 ■ Buybacks. The company has committed to €1bn of buybacks for 2017, which we view
 as an important signal regarding the ability to achieve their synergy targets as well as
 general confidence in operations. We expect the buyback programme to continue
 beyond FY17.
 ■ Free cash flow. FCF visibility is high and the shares are trading at an inexpensive
 7.6% FCF yield, rising as synergies are realised.
 This capital return profile is consistent with management's performance metrics. The key
 short-term performance measure is underlying operating margin, while long-term
 performance is based on return on capital and total shareholder return ('TSR').
 We profile the incentive structure with the corporate governance section in later in the
 report on page 55.
 Balance sheet flexibility
 Ahold Delhaize maintains a conservative, flexible balance sheet. Current levels of capital
 spending are well within current cash flow, ensuring continued balance sheet strength.
 The key measure of leverage within food retail is lease-adjusted Net Debt to EBITDAR12
 .
 AD targets a ratio of ~2x, it is currently below this, as shown in Figure 85. With more than
 €1.6bn earmarked for capital returns in FY17 alone, we expect AD to be able to manage to
 this target, which is a key threshold for an investment grade rating from S&P.
 Figure 85: Lease-adjusted Net Debt / EBITDAR
 Source: Company data, Credit Suisse estimates
 AD's balance sheet allows for a liberal spending plan for 2017, which is expected to be a
 peak capex year due to one-offs and the merger (Figure 86). Although capex may decline
 in FY18, we expect it to stay relatively high as logistics infrastructure spend remains
 elevated and Food Lion initiatives are rolled out.
 12 We use S&P's definition of this ratio, which is: (Gross Debt – Cash + NPV of rent commitments + post-retirement adjustments +
 multi-employer pension adjustments) / (EBITDA + adjustments for rents + other adjustments). Note that we would much prefer for S&P to use Capitalised Net Current Rent Expense rather than NPV of rent commitments, as this would more fairly represent the leverage as a going concern by eliminating the differentials in lease portfolio duration between companies.
 1.0x
 2.0x
 3.0x
 4.0x
 5.0x
 6.0x
 7.0x
 CY11 CY12 CY13 CY14 CY15 CY16 CY17e CY18e
 Tesco
 Sainsbury
 Morrisons
 Carrefour
 Casino
 Ahold Delhaize
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 From a debt repayment perspective, the €800m of maturities in 2018 and 2020 are euro-
 denominated, while the balance of debt (€1.6bn) is USD-denominated. These proportions
 match operating income currencies, thereby forming a natural currency hedge.
 Figure 86: Capex profile (€m) Figure 87: Debt maturity profile (€m)
 Source: Company data, Credit Suisse estimates Source: Company data
 Online operations
 The companies we show in Figure 88 have some similarities with AD's online operations
 (ADO), and so we believe are useful in looking at relative valuations. Each one is growing
 quickly – on average at approximately the same rate as ADO – and continue to invest,
 much like bol.com, ah.nl and Peapod.
 We are using a 1.0x EV/Sales multiple to value ADO, which appears conservative relative
 to the metrics in the table.
 Our lower multiple is mainly for three
 reasons: (i) the addressable market of
 ADO is materially smaller than the majority
 of the businesses shown, particularly
 Alibaba and Amazon; (ii) the margins we
 expect from bol.com are lower than
 luxury/fashion retailers such as Yoox-NAP
 or Zalando; and (iii) a significant portion of
 ADO is from online food, where Ocado is
 the global leader, yet trades at the lowest
 multiple in the group, at 1.1x 2017e
 EV/Sales. It could be argued that ADO
 should also attract a private company
 discount, although we believe the ability to
 access inexpensive capital from the Ahold
 Delhaize group provides it with an inherent advantage.
 At 1.0x FY18e sales ADO has a value of €3.2bn, equivalent to €2.62/share. If we were to
 exclude the value of online from current valuation (1.0x FY17e of €2.7bn), AD is trading on
 9.5x FY18e EBIT.
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 Figure 88: EV / Sales multiples
 Source: Company data, Credit Suisse estimates
 Company 2016 2017e 2018e
 Alibaba 16.5x 10.6x 7.5x
 Amazon 2.8x 2.3x 1.9x
 Asos 2.9x 2.3x 1.9x
 Ocado 1.2x 1.0x 0.9x
 Yoox-NAP 1.6x 1.4x 1.1x
 Zalando 2.2x 1.7x 1.3x
 Avg. 4.5x 3.2x 2.4x
 Avg. (ex-Alibaba) 2.1x 1.7x 1.4x
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 Credit Suisse HOLT
 HOLT provides the ability to aggregate economic returns and compare regions and
 industries consistently across time13
 . Given the high exposure to the US, we compare AD
 to its European as well as US retail peers to assess the relative value creation in each
 region. The HOLT warranted price of Ahold Delhaize using our forecasts is €23/share.
 In Figure 89 and Figure 90, we show aggregate European food retail returns relatively
 higher than those in the US, although both markets show implied returns (the green dot)
 are expected to fall.
 Figure 89: Aggregate CFROI – EU food retailers Figure 90: Aggregate CFROI – US food retailers
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 Breaking down the performance into sales, margin and asset turnover, we can see that
 sales are much more volatile in the EU (largely driven by f/x fluctuations). Sales growth in
 the US has been consistently positive over the last 20 years.
 Figure 91: Sales growth % – EU food retailers (USD) Figure 92: Sales growth % – US food retailers
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 13 The HOLT methodology uses a proprietary performance measure known as Cash Flow Return on Investment (CFROI®). This is
 an approximation of the economic return, or an estimate of the average real internal rate of return, earned by a firm on the portfolio of projects that constitute its operating assets. A firm's CFROI can be directly compared against its real cost of capital (the investors' real discount rate) to see if the firm is creating economic wealth. By removing accounting and inflation distortions the CFROI allows for global comparability across sectors, regions and time, and is also a more comprehensive metric than the traditional ROIC and ROE.
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 European food retail margins are higher than those in the US although they have fallen in 4 out
 of the past 5 years; US margins have been lower, but more stable. The European sector's
 recent struggles have been focused on the UK, where discounter penetration and negative-
 margin online operations have been increasing. From a macroeconomic perspective, the US
 economy has outperformed Europe, helping to maintain more stable margins.
 Despite 60% revenue exposure to the US, Ahold Delhaize has managed to generate
 margins to a level comparable to European peers, capitalising on its dense and large-
 scale store estate. This margin protection has been at the expense of asset efficiencies,
 which are poor for all European food retailers, as shown in Figure 95.
 Figure 93: EBITDA margin % – EU food retailers Figure 94: EBITDA margin % – US food retailers
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 Figure 95: Asset turnover – EU food retailers Figure 96: Asset turnover – US food retailers
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 Consensus and market expectations: Ahold Delhaize vs. peers
 Using a median-weighted peer group14
 , we can assess AD's current positioning.
 The aggregate of peers boasts high returns averaging ~10% with steady, GDP levels of
 growth. AD has seen an upward trend in returns to ~7.7%, with recent growth in the last
 three years being a differentiating factor.
 In Figure 97, consensus expectations (the pink bars) for AD are for stable returns at 6.4%,
 while the market is pricing in relatively conservative returns of 5.1% at T+5 (the green dot).
 This is a level that the company has consistently surpassed since 1995.
 14 Peer group consists of Carrefour, Casino, Colruyt, DIA, Jeronimo Martins, Kroger, Sainsbury, Target, Tesco and Walmart
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 Figure 97: Ahold Delhaize CFROI expectations Figure 98: Selected group of peers
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 Figure 99: Ahold Delhaize asset growth Figure 100: Peer asset growth
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 Analysing the drivers of economic return
 To understand where economic returns are generated, we disaggregate the asset base of
 the group and view asset utilisation by asset type (Figure 101) and then plot that versus
 cash flow margins (Figure 102).
 Figure 101: Modest asset efficiencies (last full year)
 Source: Credit Suisse HOLT Lens™
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 AD has a relatively low asset efficiency – better than its UK peers (and Casino), but
 lagging the US large-caps. However, it has higher than average margins, as we see in the
 bubble chart. In many ways, this underpins the merger strategy of Ahold and Delhaize;
 together, they can realise synergies that would allow them to invest in efficiencies, which
 should drive asset turns. The goal will be to move towards Kroger or Walmart without
 sacrificing material amounts of margin.
 Figure 102: AD has high cash flow margins relative to large-cap peers
 Source: Credit Suisse HOLT Lens™
 In Figure 103, we look at market implied returns (the green dots) compared to consensus
 forecasts (the pink columns) and history (10-year CFROI is dark blue; 1-year is light blue).
 Figure 103: Market expectations are relatively undemanding
 Source: Credit Suisse HOLT Lens™
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 The market implied returns for Ahold Delhaize are below consensus and below recent
 history, putting it at the less demanding end of the scale. This may be due to lower
 synergy targets being incorporated into expectations.
 We can also use HOLT to plot invested
 capital (price to book) against the near-
 term corporate profitability (forecast
 CFROI). The linear regression shows
 potentially overvalued share prices (above
 the line) and undervalued share prices
 (below the line). Ahold Delhaize sits
 comfortably just below the line.
 Our forecasts through HOLT
 Ahold Delhaize has generated returns
 above the cost of capital for 19 out of 20
 years of history. The recent merger of
 Royal Ahold and Delhaize Group within
 the HOLT model suggest a positive change in economic profit and a value accretive
 decision.
 We forecast top line expectations of 4.7% in 2017 to 2.3% by 2020. Operating margins at
 the company have seen consistent improvement over the past 3 years; our forecasts
 suggest this trend will continue, improving 66bps from the current 6.5% to 7.2% by 2020
 as merger synergies are achieved. With limited reinvestment required going forward, this
 translates into improved CFROI levels from 6.9% in 2017 to 7.6% by 2021.
 Beyond the five-year explicit forecast period, HOLT uses a fade DCF model to arrive at the
 warranted price, assuming the CFROI and discount rate fade to 6%, while asset growth
 fades to 2.5%–incorporating the economic reality of competition, which causes the CFROI
 and growth rate to regress to the mean. We apply a fade rate of 5% versus the default rate
 of 10% to account for expectations of longer sustainability of returns.
 These assumptions suggest a HOLT Warranted Price of €23, comparable to our target
 price of €24.50.
 Figure 105: Ahold Delhaize – HOLT analysis
 Source: Company data, Credit Suisse estimates, Credit Suisse HOLT
 Current Price: EUR 19.76 Warranted Price: EUR 22.96 Valuation date: 02-Feb-17
 Sales Growth (parallel % point change to forecasts) Dec 15A Dec 16A Dec 17E Dec 18E Dec 19E
 EUR -2.0% -1.0% 0.0% 1.0% 2.0% Sales Growth, % 15.6 -0.7 4.7 2.7 2.3
 EBITDA Mgn, % 6.4 6.5 6.7 7.0 7.1
 Asset Turns, x 1.37 1.3 1.3 1.3 1.3
 CFROI®, % 7.7 7.2 6.9 7.3 7.5
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 Asset Grth, % 15.9 2.0 2.9 2.2 0.6
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 Figure 104: P/B vs. CFROI
 Source: Credit Suisse HOLT Lens™
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 Figure 106: CFROI & Discount Rate (%) Figure 107: Sales Growth (%)
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 Figure 108: EBITDA margin Figure 109: Asset turns (x)
 Source: Credit Suisse HOLT Lens™ Source: Credit Suisse HOLT Lens™
 HOLT governance analysis
 Based on HOLT's governance model Ahold Delhaize scores +7 – the highest score
 possible and one of only four European companies in our HOLT database to do so.
 Figure 110: Best-in-class governance (scale: -8 to +7)
 Source: Credit Suisse HOLT Lens™
 Royal Ahold’s management incentive score has improved since 2012 as the company
 adjusted its remuneration policy to become more transparent.
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 AD’s remuneration policy comprises of three elements: a base salary, an annual cash
 incentive and a long-term equity-based component. As shown in Figure 111, the annual
 short-term incentive plan aims to reward above-target performance depending of both
 operational and growth metrics: net sales growth (30% weight), operating margin (30%
 weight) and operating cash flow (30% weight) and one individual measure (10% weight).
 Although there is a risk of "unprofitable" growth with these measures, the long-term
 incentive plan reduces that risk.
 The long-term equity based plan focuses on sustained shareholder wealth creation.
 Performance is calculated using Return on Capital (RoC) and Total Shareholder Return
 (TSR) hurdles over a three-year time horizon and against the peer group. The inclusion of
 a RoC metric in addition to the traditional TSR hurdle ensures management is not
 rewarded or punished for market moves they cannot control and measurement is not
 distorted by peer group selection.
 Together these metrics ensure management is measured on both income statement and
 balance sheet metrics.
 Figure 111: KPI are well-aligned to shareholder requirements
 Source: Company presentation, Credit Suisse research
 Potential improvements
 Management may want to consider two modifications to its incentive structure. The first
 would be to add an ROIC measure adjusted for leased assets; this would bring some
 focus on Ahold’s modest CFROI and would ensure performance is measured
 independently from financing decisions. Second, we might argue that statutory operating
 margin would be more appropriate than underlying.
 Blue sky / grey sky
 The blue sky and grey sky details are shown in Figure 112 as they compare to our base
 case valuation.
 Our blue sky fair value is based on higher synergies and better than expected margin
 recovery at Delhaize US and in Belgium, which together drive a 5% (+€141m) increase in
 EBIT. We increase our EBIT multiple from 11.5x to 12.5x and our online revenue multiple
 to 1.5x from 1.0x to reflect Ahold Delhaize's market-leading position. The HOLT weighting,
 which fades returns over time is reduced to 30%.
 Our grey sky fair value is based on lower synergies and no margin recovery at Delhaize
 US or in Belgium, which drives an 15% decrease in our EBIT forecast (-€423m). We
 decrease our EBIT multiple by to 9.5x from 11.5x and our online revenue multiple to 0.5x
 from 1.0x to reflect the downturn in Ahold Delhaize's operations and the lack of profit
 visibility from online. The HOLT weighting, which drives a higher valuation based on
 historical growth falls to 20%.
 Underlying Operating
 Margin
 Sales Growth
 Operating Cash Flow
 Individual KPIs
 Return on Capital
 Relative Total
 Shareholder Return
 Sustainable Retailing (DJSI / Healthy Sales)
 Financial Non-Financial Financial Non-Financial
 Short-term Incentive Plans Long-term Incentive Plans
 30% 30% 30% 10% 40% 40% 20%
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 Figure 112: Grey sky, base case and blue sky valuation calculations
 Source: Credit Suisse estimates, Credit Suisse HOLT
 Risks
 Food retail is a highly competitive, low-margin business. The large fixed asset base makes
 food retail particularly sensitive to changes in volume or price – hallmarks of a business
 with high operational leverage. The key risks are:
 ■ Increased competition. As noted within the report, Walmart is the largest retail
 company in the US market and has traditionally been the price leader. With the rise of
 the European discounters in the US, that price leadership is under threat, which could
 lead to a price war that will envelop numerous other players, including AD. In Europe,
 the main competitive risks come from Jumbo, Colruyt and the discounters.
 ■ Failure to achieve synergy targets. We incorporate the full €500m of synergies into
 our model by FY19. A reduction in that target or confirmation that the synergy targets
 were unlikely to be met would have an adverse impact on AD's share price.
 ■ Slower online growth. Online is one of the main drivers of AD's top-line growth and
 any slowdown in that growth should be expected to have a negative impact on AD
 shares. In addition, the mix of online is important, as online grocery is inherently lower
 margin than online general merchandise, so significant growth in online grocery,
 particularly if it cannibalises profitable store sales may also be seen as a negative.
 ■ Macroeconomic risks. Additional medium-term risks come from translation effects
 should the USD depreciate vs. the euro, and food price deflation, which has a negative
 effect on operational leverage.
 ■ Lower than expected cost savings. The self-help programmes that are in addition to
 synergies are part of our margin improvement thesis.
 ■ Pension issues. Longer term, we highlight the risks associated with AD's multi-
 employer post-employment plan in the US, which are difficult to quantify.
 € Grey Sky Base Case Blue Sky
 Baseline 2018e EBIT 2,818 2,818 2,818
 Blue sky / grey sky adjustment (423) - 141
 EBIT (m) 2,396 2,818 2,959
 Multiple 9.5x 11.5x 12.5x
 EV (m) 22,759 32,412 36,992
 less: FY17e Net Debt (including pension) 4,154 4,154 4,154
 Equity value of grocery (m) 18,605 28,258 32,838
 Per share value of grocery 15.06 22.88 26.59
 2018e revenue of online businesses (m) 3,240 3,240 3,240
 Multiple 0.5x 1.0x 1.5x
 Equity value of online (m) 1,620 3,240 4,860
 Per share value of online 1.31 2.62 3.93
 Total equity value (m) 20,225 31,498 37,698
 Share o/s 1,235 1,235 1,235
 Value per share 16.38 25.50 30.52
 HOLT value 23.00 23.00 23.00
 HOLT % 20% 40% 30%
 Blended multiple valuation / HOLT price 17.70 24.50 28.27
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 Part VI: Financial model
 Figure 113: Summary income statement (€m, EPS in €)
 Source: Company data, Credit Suisse estimates
 FY15PF FY16e FY17e FY18e FY19e FY20e
 Net Sales
 USA 38,252 39,005 41,157 41,976 42,606 43,245
 Netherlands 12,624 13,101 13,566 14,150 14,798 15,413
 Belgium 4,859 4,710 4,786 4,876 4,973 5,080
 CSE, Other 5,146 5,318 5,569 5,820 6,009 6,190
 Total Group net sales 60,881 62,134 65,078 66,822 68,387 69,928
 Cost of sales (45,848) (47,889) (49,038) (50,132) (51,346)
 Gross profit 16,286 17,189 17,784 18,255 18,583
 Gross profit margin 26.2% 26.4% 26.6% 26.7% 26.6%
 Selling and distribution expenses (12,864) (13,408) (13,702) (13,996) (14,353)
 Admin costs & other operating expenses (1,369) (1,363) (1,375) (1,342) (1,174)
 Operating income (EBIT) 1,899 2,053 2,418 2,707 2,917 3,056
 Operating margin % 3.3% 3.7% 4.1% 4.3% 4.4%
 Financial costs (430) (390) (390) (390) (390)
 Profit before taxes 1,623 2,028 2,317 2,527 2,666
 Income taxes (381) (476) (545) (594) (626)
 Tax rate -23% -24% -24% -24% -24%
 Share of income in JV 26 26 26 26 26
 Net income from continuing operations 1,202 1,268 1,577 1,799 1,959 2,065
 Reported basic EPS 1.00 1.27 1.51 1.73 1.92
 Reported diluted EPS 0.97 1.23 1.46 1.67 1.85
 Underlying EBITDAR 5,008 5,334 5,689 5,912 6,103
 Underlying EBITDAR margin (%) 8.1% 8.2% 8.5% 8.6% 8.7%
 Group rents (963) (1,009) (1,036) (1,060) (1,084)
 Underlying EBITDA 3,862 4,045 4,325 4,653 4,852 5,019
 Underlying EBITDA margin (%) 6.3% 6.5% 6.6% 7.0% 7.1% 7.2%
 Depreciation and amortisation (2,295) (2,471) (2,498) (2,435) (2,450)
 Underlying operating income (EBIT) 2,155 2,363 2,539 2,818 2,975 3,100
 Underlying operating margin (%) 3.5% 3.8% 3.9% 4.2% 4.4% 4.4%
 Avg. number of basic shares (m) 1,272 1,247 1,194 1,139 1,084
 Avg. number of diluted shares (m) 1,308 1,288 1,235 1,180 1,124
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 Figure 114: Summary balance sheet (€m)
 Source: Company data, Credit Suisse estimates
 FY15 FY16e FY17e FY18e FY19e FY20e
 PP&E 12,329 12,693 12,586 12,390 12,205 11,991
 Investment property 678 674 674 674 674 674
 Goodwill 6,182 11,590 11,719 11,772 11,772 11,772
 Other intangible assets 4,121 4,875 4,875 4,875 4,875 4,875
 Investments in JVs and equity interest 266 265 265 265 265 265
 Total fixed assets 23,576 30,097 30,119 29,976 29,791 29,577
 Deferred tax assets 690 766 766 766 766 766
 Other non-current assets 640 316 316 316 316 316
 Total non-current assets 24,906 31,179 31,201 31,058 30,873 30,659
 Stocks 3,152 2,917 3,281 3,332 3,372 3,449
 Debtors 1,477 1,332 1,533 1,556 1,593 1,628
 Income tax receivables 47 71 71 71 71 71
 Other current assets 427 384 384 384 384 384
 Short term deposits 729 219 219 219 219 219
 Other current financial assets 98 398 398 398 398 398
 Cash at bank and in hand 2,405 2,921 3,051 3,298 3,653 3,997
 Non-current assets held for sale 7 56 56 56 56 56
 Total current assets 8,342 8,298 8,993 9,314 9,746 10,202
 TOTAL ASSETS 33,248 39,477 40,194 40,373 40,619 40,861
 Loans payable (current portion of l-t debt) 278 724 724 724 724 724
 Income taxes payable 152 95 95 95 95 95
 Accounts payable 5,310 4,836 5,527 5,712 5,902 6,035
 Other current liabilities 2,600 3,537 3,537 3,537 3,537 3,537
 Provisions 435 387 387 387 387 387
 Total current liabilities 8,775 9,579 10,270 10,455 10,645 10,778
 Debt 3,878 3,818 3,818 3,818 3,818 3,818
 Other non-current liabilities 3,326 3,207 3,207 3,207 3,207 3,207
 Pension obligation 516 668 668 668 668 668
 Deferred income taxes 1,627 1,605 1,605 1,605 1,605 1,605
 Provisions 992 974 974 974 974 974
 Total non-current liabilities 10,339 10,272 10,272 10,272 10,272 10,272
 TOTAL LIABILITIES 19,114 19,851 20,542 20,727 20,917 21,050
 Total Equity (incl. minorities) 14,134 19,626 19,652 19,646 19,702 19,811
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 Figure 115: Summary cash flow statement (€m)
 Source: Company data, Credit Suisse estimates
 FY15 FY16e FY17e FY18e FY19e FY20e
 Reported EBIT 2,014 2,053 2,418 2,707 2,917 3,056
 Depreciation, amortisation & impairments 1,739 1,956 1,908 1,945 1,935 1,964
 - (Gain)/loss on sale of fixed assets 9 10 - - - -
 - Share based comp. & other adjustments 47 52 50 50 50 50
 Change in current assets and liabilities 117 (313) 127 111 113 21
 Change in working capital 314 121 - - - -
 Change in provisions (111) - - - - -
 Changes in other current assets & liabilities (86) - - - - -
 Income tax paid (336) (393) (476) (545) (594) (626)
 Operating cash flow from discontinued ops (17) (3) - - - -
 Operating Cash Flow 3,573 3,362 4,025 4,269 4,421 4,464
 Capital expenditure (1,578) (1,806) (1,800) (1,750) (1,750) (1,750)
 Divestments 69 95 - - - -
 Acquisition of businesses (net) (161) (20) - - - -
 Divestment of businesses (net) 16 (1) - - - -
 Changes in short-term deposits (251) 502 - - - -
 Div idends from JVs and equity investees 21 27 26 26 26 26
 Interest received 23 - - - - -
 Restructuring & other (35) (155) (129) (53) - -
 Cash Flow from Investing Activities (1,896) (1,343) (1,903) (1,777) (1,724) (1,724)
 Free Cash Flow 1,592 1,218 1,861 2,155 2,307 2,350
 Interest paid (412) (418) (390) (390) (390) (390)
 Repayment of debt (537) (309) - - - -
 Payments of financial lease commitments (104) (57) - - - -
 Div idend (ordinary + preferred shares) (561) (615) (602) (755) (852) (906)
 Share buybacks / capital repayment (196) (74) (1,000) (1,100) (1,100) (1,100)
 Shares 111 89 - - - -
 Increase in minority interest - (6) - - - -
 Proceeds from LT debt - - - - - -
 Changes in short term loans payable - - - - - -
 Change in derivatives 4 (5) - - - -
 Others (16) 3 - - - -
 Cash flow from financing activities (1,711) (1,392) (1,992) (2,245) (2,342) (2,396)
 Effect of Forex 86 (18) - - - -
 Net change in cash & cash equivalents 52 609 131 247 355 344
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