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ANALYSIS OVERVIEW 

In a similar fashion to my first analysis, “ComfortDelGro: Is our transport giant breaking 
down?”, I have decided to do a deep dive into Duty Free International Limited (DFI) after 
Mr. Market sold down on DFI to a low of 0.275 (Current price) from 0.475 a year ago.  
 
As value investors, we constantly ask whether the business fundamentals have changed. What 
are DFI’s moat and competitive strength? Is DFI management returning value to 
shareholders? Is DFI strategizing to grow and improve the business?  
 
We underline our key thesis for DFI below: 
 

1. DFI Business model  
a. Strong Moat 
b. Surpass key competitor i.e Malaysia Airport Berhad in the duty free segment. 

2. Heinemann Minority Stake in DFI 
a. Heinemann as a well established global player in duty free 
b. 3 areas of benefits to reap in  

i. Revenue growth 
ii. Cost Management and  

iii. Capital Management 
c. DFI Cash Conversion Cycle improvement 

3. Maximizing shareholder value 
a. History of consistent dividend 
b. History of share buybacks 
c. Strong institutional presence in DFI 

4. Triple Whammy to DFI 
a. Thai Malaysia Border Flooding 
b. Demise of Thai Royalty King Bhumibol 
c. GST implementation  

5. Mentionable Macroeconomic factors to DFI 
a. MYR / USD Decline 
b. Tourist trends 

6. Conclusion 
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25/10/2017 Duty Free International:  
 
Duty Free International Limited (DFI) reports its Financial Year from 1 March to 28 
February. The latest FY2017 Annual Report covers a period from 1 March 2016 to 28 
February 2017.  
 
On 11 Oct 2017, DFI reported its 2H2018 Financial Statements for the period ending 31 
August 2017. 
 
Company Data  
Share price:    $0.275 as at 25/10/2017 
NAV:     S$0.153  
Dividend yield (3 Year Historic): 5.8% (FY2016), 9% (FY2017), 3% (2H 2018) 
Rolling EPS:    $0.017 
Shares outstanding:   1,218m 
Market Cap:    S$341m 
Rolling P/E:    16.22x 
P/B:     1.84x 
 
Duty Free International Limited Background 
Excerpt from DFI FY2017 Annual Report : Duty Free International Limited (“DFI” and 
together with its subsidiaries, the “Group”), one of the largest duty free trading group in 
Malaysia, has established a premium travel retail chain “The Zon” that is strategically located 
across Peninsular Malaysia. A duty free retail specialist with over 38 years of experience, The 
Zon has over 40 outlets at all leading entry and exit points, at international airports, seaports, 
international ferry terminals, border towns and popular tourist destinations. 

Approach to DFI Analysis - Stalwart and Cyclical 
According to “The Manual of Ideas” by John Mihaljevic, we can categorize companies into 6 
different generic types, namely, slow growers, stalwarts, fast growers, cyclical, turnaround 
and asset plays. Our strategy for DFI falls into a mix of stalwarts and cyclical companies. 
 
Stalwarts are large, well-established company offering long-term growth potential. Peter 
Lynch looks for stalwarts with a strong balance sheet, minimal debt, strong cash flow, 
growing dividends and earnings growth of 10% per year. Looking at DFI 2Q 2018 Financial 
Statements, DFI has high cash and bank balance of RM279m as compared to a debt of 
RM6m. The company also consistently generates strong free cash flow year on year, and have 
a record of consistent dividend payout to reward shareholders.  
 
Cyclical refers to companies which revenue and profits rise and fall in regular or predictable 
manner. As an operator of duty free shops across Malaysia’s many transit areas, it is logical to 
draw a conclusion that DFI sales fluctuate significantly on tourists’ arrival numbers.  
 
1. DFI Business Model 
In May 2011, DFI was listed on SGX Catalists Index through a reverse take over of Esmart 
Holdings Limited.  
 
Currently, DFI core business remains in over 40 duty-free outlets in 16 strategic locations 
around Malaysia. The company also owns Black Forest Golf and Country club situated with 
over 700 acres of leasehold land owned by DFI at the Malaysia-Thailand border.  
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Digesting DFI business model 

1. Simply put, DFI has a high barrier to entry due to the requirement to seek regulatory 
approval to operate in a duty free zone. DFI barrier to entry is due to the limited 
number of duty free locations Malaysia.   

2. Logically, duty free sales are highly dependent on local and international tourists due 
to its strategic entry and exit locations. The nature of its customers makes DFI more 
dependent on macro-economic factors such as currency, tourists’ numbers, goods & 
service tax policies to name a few.  

3. DFI purchases the inventories stocked on its shelves instead of using a consignment 
model. We have emailed DFI management regarding this business practice to seek 
further clarification. To us, this is the biggest headwind for DFI business model. The 
ability to manage capital efficiently and improve its cash conversion cycle will enable 
DFI to grow shareholders returns.  

 
Key Competitor – Malaysia Airport Holdings Berhad (MAH) 
Malaysia Airport Holdings Berhad manages a diversified business similar to Changi Airport 
Group. From MAH 2016 Annual report, their business segments consist of Aeronautical 
(49.5%), Non-Aeronautical (Airport services 26.6%), Duty free & Non-Dutiable goods 
(17.7%), Repair & Maintenance, Hotel and Agriculture. 
 
MAH is focused on airport related management and businesses regarding duty free sales. 
MAH wholly owned subsidiary in the duty free segment, Eraman Malaysia, has presence in 6 
airport locations in Malaysia. They are Kuala Lumpur International Airport, Penang Airport, 
Langkawi International Airport, Kuching International Airport, Kota Kinabalu International 
Airport and Labuan Airport.  
 
Zooming into MAH’s Duty free business segment  
2015 RM Margin% 2016 RM Margin% 
Revenue 3,870m  Revenue 4171m  
Profit before 
tax 

46m 1.18% Profit before 
tax 

183m 4.38% 

Duty free 
revenue 

673m  Duty free 
revenue 

741m  

Profit before 
tax 

-72.6m NA Profit before 
tax 

25.6m 3.45% 

 
Duty Free International Limited results 
2015 RM Margin% 2016 RM Margin% 
Revenue 604m  Revenue 632m  
Profit before 
tax 

84.8m 14.0% Profit before 
tax 

78.7m 12.4% 

 
2. Heinemann Minority Stake in DFI  
In May 2016, DFI shareholders unanimously approved a resolution to dispose up to 25% 
equity in DFZ Capital Bhd to Heinemann Asia Pacific Pte Ltd. DFZ Capital Bhd is the entity 
holding DFI duty free retailing business in Malaysia. The deal consist of a 10% equity interest 
for RM90.3m with an option to acquire a further 15% equity interest in DFZ, worth a total of 
RM239.3m. The minority stake included a board representation from Heinemann.  
 



	

	 4	

What’s in it for DFI?  
 
To quote DFI executive director Lee Sze Siang, “Going forward, we will be leveraging on 
their (Heinemann) resources and expertise in the areas of purchasing, merchandising, product 
assortment/costing, retail store management, distribution and logistics management.” (Source: 
http://www.thestar.com.my/business/business-news/2016/05/30/heinemann-to-buy-up-to-
25pcin-msias-largest-duty-free-outlet-operator/#ZqWXJ0JliuZjSrw8.99) 
 
Strong Global Player and Established Track Record For Growth 
Heinemann Asia Pacific was established in 2010 as a subsidiary of Gebr Heinemann group, a 
reputable duty free business in Europe. Excerpt from Gebr Heinemann website, “Globally, 
Gebr. Heinemann operates around 320 Heinemann Duty Free & Travel Value shops, fashion 
label boutiques under licence and concept shops at 77 airports in 28 countries. The company 
also runs shops at border crossings along with 28 shops aboard twelve cruise liners and two 
ferries. In 2016, we served more than 40 million customers across total sales space of 120,000 
square metres.” In 2016, Gebr Heinemann reported a turnover of $3.8b euros (RM18.9b), 
achieving a growth a 5.6% over 2015. Gebr Heinemann is well-established in the area of 
distribution, retail and logistic support globally.  
 
In 2014, Heinemann Asia Pacific won the tender to operate duty free stores in Sydney 
Airport. The contract was for 7.5 years, ending in 2022. Sydney Airport reported a 12.2% 
revenue growth from its duty free retail segment in 2016. For us, this track record provided 
certainty to investors on the management capability of Heinemann Asia Pacific. This is 
positive for DFI future retail sales growth. 
 
Just last month, Heinemann Asia Pacific has also won a competitive tender held by Airport 
Authority Hong Kong to operate the confectionary segment in Hong Kong International 
Airport. 
 
Benefits of Heinemann Strategic Stake 
In essence, by selling a minority stake to Heinemann Asia Pacific, DFI can reap benefits 
in 3 areas by leveraging on Heinemann’s network. 

A. Revenue growth 
a. Expertise regarding improved store layout and merchandise branding 
b. Access to wider product range and knowledge of consumer demands from 

sales trends of other duty free shops globally 
B. Costs Management  

a. Lower inventory purchase prices due to better supplier relationship and 
network  

b. Access to stronger distribution and logistic channels 
c. DFI cost of sales as a percentage of revenue averages 70% from 2010 to 2015. 

After the announcement of Heinemann minority stake and board representation 
in DFI, we see the percentage of cost of sales reduced to 67% in FY2016 and 
68% in FY2017. We expect for FY2018 to see a further 0.5% decrease in the 
cost of goods sold.  

d. Significance – A gross margin improvement of 1% result in a margin 
improvement of 8% net of tax. We have assumed a 0.5% reduction in costs of 
goods for the next 3 years followed by another 0.5% margin improvement 
subsequently to bring the percentage cost of goods to 67.0%. 
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C. Capital Management 
a. Efficient inventory management and merchandising frees up capital otherwise 

locked in inventory costs. 
b. DFI inventory value as percentage of cost of goods sold (COGS) rose from 

21% in FY2010 to 42% in FY2014.  
c. Inventory as % COGS is 31% (FY2015), 49% (FY2016), 31.5% (FY2017), 

24% (HY2018). 
i. According to DFI financial reporting dates, Heinemann Asia Pacific 

purchased the minority stake in FY2017.  
ii. Inventory value has decreased by RM100m from FY2016 to FY2017. 

As of HY2018, inventory value has decreased another RM50m. This 
significant decrease is not due to inventory write offs / impairments.  

iii. We forecast FY2018 inventory as % of COGS to remain at 24%. 
d. Significance – Capital, which are freed up by reducing inventory holdings has 

been used to pay off DFI accounts payables to suppliers. 
 
DFI Cash Conversion Cycle 
One of the tools to measure capital efficiency is Cash Conversion Cycle (CCC). This 
measures the number of days DFI takes to convert resources into cash flow.  
 
CCC = Days Inventory Outstanding (DIO) + Days Sales Outstanding (DSO) – Days Payable 
Outstanding (DPO) 
 
DIO – No of days to sell an inventory 
DSO - No of days to collect accounts receivables from customers 
DPO – No of days to pay accounts payable to suppliers 
 
Simply put, businesses would want to shorten their CCC and collect revenue from customers 
fast and pay suppliers slow to reduce net working capital required. The graph below shows 
the trend of DFI’s CCC, DSO, DIO and DPO. The data points indicated refers to the number 
of days in DFI’s cash conversion cycle.  
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In FY2016, before Heinemann’s minority stake, DFI’s CCC increased to 142 days with a 
DIO of 267 days. This means an inventory on DFI shelves will take an average of 267 days 
to sell! DFI business model sells goods to travellers and receive payment from customers on 
the spot. This naturally hedges its accounts receivables by collecting cash or credit payments 
from travellers at the point of purchase. DFI account receivable has a high probability of 
collectability since little or no credit is given to purchasing customers. DFI also collects its 
sales revenue as soon as goods are sold, resulting in a remarkable DSO of 6.35 days.  
 
In FY2017, a full year after Heinemann involvement, DFI CCC decreased to 82.7 days with 
a DIO of 169 days. On average, inventory on DFI shelves now take 3 months faster to sell! 
DSO improved to a shorter 3.7 days for DFI to collect the cash from its point of sale. 
 
Significance: The above CCC measurement tool shows that DFI experienced higher capital 
efficiency in FY2017. We expect this trend to continue looking at HY2018. In simple terms, 
this turns capital stuck in inventory into cash flow for DFI. We have seen from HY 2018 that 
DFI have used this cash flow to reduce Accounts Payables. In a business sense, DFI could be 
paying off suppliers to negotiate better inventory prices in exchange for shorter credit terms.  
 
3. Maximizing DFI shareholders’ value 
 
History of Consistent Dividends 
Below is a table of DFI dividend history and dividend yield over share price at the point of 
disclosure. 
Date Dividend Amount Share price Dividend yield 
18/10/2011 0.005 (FY ending 29/2/2012) 0.22 6.8% 
18/10/2011 0.0075 (FY ending 29/2/2012) 
3/2/2012 0.0025 (FY ending 29/2/2012) 
10/7/2012 0.01 (FY ending 28/2/2013) 0.27 7.4% 
6/10/2012 0.01 (FY ending 28/2/2013) 
25/6/2013 0.01 (FY ending 28/2/2014) 0.30 10% 
25/6/2013 0.01 (FY ending 28/2/2014) 
13/1/2014 0.01 (FY ending 28/02/2014) 
18/7/2014 0.01 (FY ending 28/02/2015) 0.29 8.6% 
13/10/2014 0.0075 (FY ending 28/02/2015) 
13/1/2015 0.0075 (FY ending 28/02/2015) 
7/5/2015 0.01 (FY ending 29/02/2016) 0.30 5.3% 
11/8/2015 0.006 (FY ending 29/02/2016) 
13/7/2016 0.0125 (FY ending 28/02/2017) 0.31 8.0% 
12/1/2016 0.0125 (FY ending 28/02/2017) 
12/7/2017 0.0035 (FY ending 28/02/2018) 0.28 3% (To Date) 
11/10/2017 0.005 (FY ending 28/02/2018) 
 
Significance: One of the reasons why Berkshire Hathaway has not paid out dividends to 
shareholders is because Warren Buffett believes shareholders are better off leaving their 
capital with Berkshire. Paying out high dividends signals to investors that DFI are willing to 
reward investors when there are few alternatives for the duty free business. Investors should 
take note that, with the minority stake taken up by Heinemann Asia Pacific to improve DFI 
capital management, we might see lower dividends as DFI explore more growth 
opportunities.  
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History of share buybacks 
 
Followers of DFI are well aware of the company’s aggressive share buybacks in the past.  
 
DFI first share buyback activity started in 12 Dec 2012. 
Period of buyback Total Shares bought  Average Market impact 
12/12/12 – 13/03/13 11,693,000 0.29 to 0.45 (55%) 
29/05/14 – 11/9/14 6,200,000 0.30 (0%) 
14/7/17 – 21/9/17 10,453,900 0.315 to 0.285 (-9.5%) 
 
Significance: We have placed a low reliance on share buybacks as a catalyst for DFI. 
 
Strong Institutional Presence via Placement Exercises 
Date No of shares Investors 
8/3/16 39,000,000 

(3.55%) 
Great Eastern, Kumpulan Sentisa Cemerlang Sdn Bhd, 
KSC Pte Ltd, Kenanga Investor Bhd, Heah Tien Huat  

24/3/16 5,500,000 (0.5%) Kenanga Investor Bhd, Affin Hwang 
17/3/16 114,435,000 (10%) Heinemann Asia Pacific Pte Ltd 
27/7/16 20,000,000  (1.7%) Great Eastern, Kumpulan Sentisa Cemerlang Sdn Bhd, 

KSC Pte Ltd, Meridian Asset Management, Oaklands 
Path Capital Management, IAM Traditional Asian 
Growth Fund 

26/8/16 30,000,000 (2.6%) Affin Hwang Asset Management Bhd 
12/1/17 2 Warrants for 5 

Shares Bonus issue 
 

17/3/17 34,150,000 (2.9%) Great Eastern, Kenanga Investment Bank Bhd, Old 
Peak Limited 

 
As of 25 October, Heinemann group and institutional funds hold a total of 242.65m shares 
through placement. This is approximately 20% of DFI total shares outstanding.  
 
Significance: Increasing institutional interest in DFI is a positive for minority shareholders 
like us. This is a positive development as it increases corporate governance. 
 
4. DFI Triple Whammy (well covered by existing analysts reports) 
 
A.  Thai Malaysia border flooding 
One of the headwinds to DFI business is the seasonal south Thailand flooding situation. DFI 
revenue declined 7.4% partly due to the flash floods occurring from Dec 2016 to early 2017. 
DFI operates a border town duty free shop, located in Bukit Kayu Hitam, which borders 
Southern Thailand. We are also aware that the Black forest Golf and Country Club own by 
DFI is also located in the same area.  
 
We believe this is a 6-month overhang on DFI businesses and this will improve with time. As 
value investors we really like it when time works for us. Similar flooding have occurred in the 
past, namely, Dec 2014 Southeast Asia flooding and July 2011 Southern Thailand flooding. 
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B.  Demise of Thai King Bhumibol 
Another overhang factor that will resolve with time. The mourning period of Thai King 
Bhumibol passing has just ended on 13 Oct 2017 with another 5 days ceremonial burial. We 
believe DFI should experience a positive catalyst as this headwind dies down. We believe 
DFI should factor in higher revenue for the quarter till 31 Dec 2017. 
  
C. GST Implementation  
One of the reasons for the 7.4% revenue decline is Malaysia 6% GST roll out. Although 
alcohol and tobacco are not taxed, other products in duty free shops such as chocolates and 
cosmetics are taxed GST. 
 
Although we are not consumer behavior experts, we think GST affects the price sensitive 
consumer more than tourists. To generalize, tourists spending habits are more impulsive and 
less price conscious. This should have only a minor impact on DFI sales. 
5. Mentionable Macroeconomic factors to DFI 
 
 A. MYR/USD decline 
DFI uses MYR as its functional currency. However, in its business operations, goods are 
purchased using USD and SGD. This led to an increased exposure in its foreign exchange 
which moved unfavourably against DFI. A lower MYR led to lower revenue collected, while 
costs of inventory became higher in MYR terms as DFI paid in USD or SGD for the same 
amount of goods.  
 
We think MYR has bottomed out with little room to depreciate if any. Again, we are not 
currency experts and there are numerous arguments for or against MYR. The biggest risk 
against MYR appreciating is political risks due to corruption scandal. We think this is 
unrelated to the fundamentals of Malaysia export orientated economy. On the other hand, 
stabilization of crude oil prices and thus Crude Palm Oil (CPO) prices will aid in the recovery 
of Malaysia economic fundamentals. 
 
B. Tourist trends 
Out of 16 DFI duty free locations, only 6 are located in airports around Malaysia. We believe 
by diversifying into bordertowns and port transit areas, DFI is able to capture a significant 
proportion of travellers as well.  
 
In 2016, 88.8m passengers passed through Malaysia’s airport. According to the Domestic 
Tourism Survey 2016 by Department of Statistic Malaysia, a total of 183m domestic visitors 
were recorded with a tourism revenue of RM74.77b. The number of trips also rose to 253.9m, 
a 8% rise from 2015 (235.2m). 
 
We are optimistic on DFI sales growth due to  

i) Balanced exposure to both airports and domestic transit areas 
ii) Growth in international tourism 
iii) Growth in local tourism with multiple trips per individual 
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Conclusion 
Our discounted cashflow model factoring in the above thesis led us to the following price 
target to buy DFI.  
 
Using DCF Free cash flow 10 years 
Buy DFI at 0.22 
 
Using DCF Free cash flow 10 years with a 10 x FCF exit multiple 
Buy DFI at 0.29 
 
As a conclusion, we would like to take some time to address the target price in an analyst 
report. How confident are broker reports in predicting a target price to SELL? Being a value 
investor and as a buyers in the equities market, we are always looking at what we can buy and 
how much we can buy it for.  
 
The idea that a high target price is a reason for us to buy into a stock is speculative in nature. 
As a result, we have always utilised a high margin of safety in our DCF to derive a purchase 
price. We leave it up to individual investors to determine your selling prices depending on 
your risk appetite. 
 
For now, see you at Duty Free International AGM next year! 


