Report 2024.pdf
pdf

You are a forensic equity analyst. Identify red flags and accounting risks in the attached
financial statements and MD&A section of Carabao, including revenue recognition, segment
reporting, leases, related parties, contingencies, stock-based comp, goodwill/intangibles across
the income statement, balance sheet and cash flow statement.

@ CRITICAL RED FLAGS

1. MASSIVE UK SUBSIDIARY IMPAIRMENT (Highest Risk)

Issue: The company recorded a THB 2,933 million impairment on its investment in Carabao
Holdings (Hong Kong) Limited in the separate financial statements, representing approximately
71% of the original investment cost (THB 3,452 million).
Red Flags:
e This follows a THB 718 million impairment in 2023 on the same subsidiary
Total impairment: THB 3,651 million over two years
Auditor specifically highlighted this as a Key Audit Matter due to "inability to achieve
expected profits" in the UK entity
e The UK market has consistently underperformed with revenues declining 13% YoY
e Suggests significant overvaluation at acquisition and poor due diligence
e Management's cash flow projections and growth assumptions appear overly optimistic
Accounting Risk: Future impairments may be needed. The remaining carrying value of THB 520
million goodwill on consolidated statements is also at risk.

2. EXTENSIVE RELATED PARTY TRANSACTIONS (High Risk)

Issue: The company has 18 different related party entities with pervasive transactions, all
controlled by the same family members (Sathien Sathientham family).
Key Related Party Transactions (2024):

Related Party Nature Amount (THB)
C.J. Express Group Sales 648 million
Tawandang Brewery 1999 Sales 174 million
TD Tawandang Sales 92 million
Hunan Double Energy (China) Sales 88 million*




TDM Logistics Service expenses 82 million

Mongol Co., Ltd Advertising (celebrity endorsement) 12 million/year

*Trade receivable of THB 50 million remained at year-end

Red Flags:
e Circular ownership structures: Multiple entities with overlapping ownership by same 5
individuals
e Self-dealing: Office leases, logistics services, product sales all within related party
ecosystem

e Pricing concerns: While auditors say "arm's length", no independent valuation or
benchmarking disclosed
e Revenue inflation risk: THB 648 million to C.J. Express (convenience stores owned by
related parties) - 3% of total revenue
e Celebrity endorsement: THB 12 million/year to Mongol Co. (owned by Mr. Yuenyong
Opakul) for using him as spokesperson - automatic renewal clause without market
testing
e China sales: Entire THB 88 million disappeared in 2024 - receivable went from THB 50
million to zero with no explanation
Accounting Risk: Related party revenues may not be at true market rates. Transactions could be
structured to shift profits within the family-controlled group.

3. REVENUE RECOGNITION COMPLEXITY (Medium-High Risk)

Issues Identified:
a) Complex Promotional Arrangements:
e Multiple discount schemes (2-for-18 Baht promotions, volume discounts, special
customer discounts)
e Accrued rebate expenses requiring significant estimation
e Auditor specifically noted revenue recognition as a Key Audit Matter due to complexity
b) Channel Diversity Creates Risk:
e Traditional trade, modern trade, cash vans, wholesalers, overseas distributors
e Different terms for each channel
e High risk of cutoff errors and channel stuffing
¢) Third-Party Product Distribution:
THB 7,621 million (37% of revenue) from distributing alcohol beverages for third parties
Up 18% YoY - extremely fast growth
Limited disclosure on margins and terms
Risk: Using beer products "as a marketing tool" suggests potential for disguised
promotional expenses
d) Geographic Concentration Risk:
e Domestic sales jumped 14% to THB 15,352 million
e Holding retail price at THB 10 - could lead to margin pressure and quality concerns



e CLMV revenues grew 8% but limited disclosure on credit terms and collectibility

4. SEGMENT REPORTING DEFICIENCIES (Medium Risk)

Issues:
e Only 3 reportable segments with minimal disclosure
e Segment 3 "Distribution of other products" (THB 860 million, down 11%) - no detail on
what these products are
No geographic segment disclosure despite 27% of revenue from overseas
No reconciliation between segment assets and consolidated assets
e Limited disclosure on inter-segment pricing and eliminations
Red Flag: Lack of transparency prevents analysts from assessing true profitability by geography
and product line.

5. GOODWILL & INTANGIBLES (Medium Risk)

Goodwill:

e Balance: THB 521 million (declined from THB 534 million)

e Single CGU assumption with limited disclosure

e Discount rate: 11.4%, Terminal growth: 2.9%

e No sensitivity analysis disclosed

e Given UK subsidiary's massive underperformance, goodwill may be overstated
Intangible Assets:

e Balance: THB 87 million

e Indefinite-lived intangibles: Manufacturing know-how not amortized
e Minimal disclosure on composition and impairment testing

e Risk: May require impairment if based on UK operations

6. LEASE ACCOUNTING (Low-Medium Risk)

Issues:

e Multiple related party office leases - CBD leases space to C.J. Express, TD Tawandang,
Tawandang 1999, etc.
Lease liabilities: THB 323 million (current) + THB 323 million (non-current)
Right-of-use assets: THB 385 million
Red Flag: All major leases are with related parties at rates claimed to be THB 350-500
per sqm
No independent appraisal disclosed
Creates circular cash flows within family-controlled entities

7. CASH FLOW STATEMENT CONCERNS (Medium Risk)
Red Flags:



e Short-term loans to related parties: Increased from THB o0 to THB 4,444 million on
separate statements
Operating cash flow quality: Large adjustments for non-cash items
Capital allocation: THB 138 million share capital reduction by subsidiaries - suggests
distressed operations

e Dividend policy: Paid THB 1,100 million despite massive impairments - poor capital
discipline

8. CONTINGENT LIABILITIES (Information Gap)

Issue: No disclosure of contingent liabilities or legal proceedings in the notes reviewed
e Large beverage companies typically face product liability, environmental, labor, and tax
disputes
e Complete absence of disclosure is unusual and potentially misleading

9. STOCK-BASED COMPENSATION

Issue: No stock-based compensation disclosed
e May indicate lack of performance-based incentives for management
e Could explain poor capital allocation decisions (massive UK overpayment)

SUMMARY RISK ASSESSMENT

Risk Area Severity Likelihood of Material Misstatement
UK Subsidiary Impairment CRITICAL Additional impairment likely
Related Party Transactions HIGH Pricing may not be at market rates
Revenue Recognition MEDIUM-HIGH Complex estimates, cutoff risk
Goodwill Overstatement MEDIUM UK performance suggests impairment
Segment Disclosure MEDIUM Insufficient transparency
Lease Accounting LOW-MEDIUM Related party pricing concerns




FORENSIC ANALYST RECOMMENDATIONS

6.
7.

Demand detailed CGU-level analysis for goodwill with sensitivity scenarios

Request independent valuation of all related party transaction pricing

Investigate UK subsidiary - request management's original acquisition model vs. actual
results

Analyze channel-level profitability - particularly alcohol distribution margins

Review short-term loans to related parties - appears on separate statements but not
discussed

Request legal proceedings schedule - absence is suspicious

Challenge discount rate assumptions - 11.4% may be too low given UK failure

Overall Assessment: While the company shows revenue growth, the massive UK impairment,
extensive related party transactions, and complexity of revenue recognition create significant
risks of earnings management and asset overstatement. The concentration of power in one
family across 18+ related entities raises serious corporate governance concerns.



