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Fair Value EUR13,5 (+7%)

Q4 trading statement: Jeronimo Martins commands respect!

NEUTRAL

We admire Jeronimo Martins’ exemplary model that should benefit from the move in favour of both
discount and proximity within the industry going forward. Once again, the retailer showed its class by
publishing its strongest LFL rates for two years at Biedronka (+3.8% in Q4), while Pingo Doce keeps
showing an impressive performance (+4.1% LFL excl. fuel). Within a sector suffering from anorexic
growth (a disruptive factor in a fixed-cost industry), Jeronimo is the best-in-class. Only the
uncertainty about the implementation of a retail tax in Poland and to a lesser extent the valuation
(22x 2016 P/E vs 16x for the panel or 15x excluding Tesco) prevent us from buying the stock.

Yesterday, Jeronimo Martins released its 2015 preliminary sales which work out rather in line with our
initial estimates (total sales of EUR13.73bn vs EUR13.69bn e). Beyond the expansion programme that
delivered in line with expectations (see table on next page), the overall performance remains driven by
strong LFL rates, both in Poland and Portugal. Elsewhere, Colombia (EUR122m annual sales vs
EUR118m e) and Hebe (EUR100m annual sales vs EUR100m e) also delivered in line with estimates.

In Poland, food inflation was negative in the first nine months of the year (-2.2%), but turned marginally
positive in October (+0.4%) and November (+0.1%). Against this backdrop, Biedronka put the emphasis
on improving its offer in a bid to grow its share of wallet. In the end, LFL sales growth worked out at
+3.8% in Q4 (vs +2.9% in 9M), driven by volumes (+5%e). It goes without saying, the banner grew its
market share. In the end, the LFL rate has improved all along the year, supported by strong volume
growth which more than compensated the basket deflation. Both the number of visits and the average
tickets contributed positively to the annual LFL performance of +3.2%. On the whole, impressive.

In Portugal, Pingo Doce and Recheio, sticking to their promotional strategy, obviously reinforced their
value proposition and outperformed their respective market. We would like to emphasise the
exceptional commercial performance by Jeronimo Martins, which, against the backdrop of declining
sales momentum all over Europe (see our recent report: Anorexic growth... the bigger the better!), is
able to show a +4.1% LFL Q4 sales growth excl. fuel (vs +4.7% in 9M) at Pingo Doce (!), driven by
volumes (+6% we believe). If we play the devil’s advocate, we could notice the sequential deceleration
at Recheio whose LFL sales growth worked out at +1.4% in Q4 (vs +4.2% in 9M). Let us not deceive
ourselves, this is another set of strong figures.

Why we remain cautious despite such performances

As a reminder, the Polish government may introduce a progressive retail tax of 0.5/2% on turnover with
a progression depending on revenues (implementation could be in Q2 2016). Hence, at this stage, our
understanding is that big retailers may be subject to a higher tax rate than their smaller competitors
(the initial plan was to introduce a tax representing up to 2.5% of the banner’s sales for the stores with
a selling area exceeding 250sqm). This scenario would meet with both the fiscal (budget) and social
(protection of the smallest players) targets of the government. On the one hand, we do believe that
Biedronka should be able to pass part of this tax to suppliers. On the other one, it seems complicated to
us to pass part of this tax on to consumers through homogeneous price increases (potential risk of
cross-elasticity), since different retailers could be subject to different tax rates depending on their
revenues. In short, at this stage, the lack of information leads to caution.

VALUATION

e Jeronimo Martins is showing a 21x 2016 P/E vs 16x for the panel (15x excluding Tesco)
NEXT CATALYSTS

e  Upcoming details about the retail tax in Poland (next week?)

®  Field Trip to Colombia (15&16 March 2016)



http://www2.bryangarnier.com/images/updates/pdf/BG_FOOD_EN_20151125.PDF

Performances at Jeronimo Martins’ main banner

BIEDRONKA Q1 Q Q3 Q4 2014 Q1 Q Q3 Q4 2015
Sales (EURm) 1953 2076 2162 2241 8432 2172 2327 2337 2369 9205
(1) LFL 2.7% 0.3% -1.3% 0.3% -0.8% 29% 24% 3.5% 3.8% 3.2%
(2) F/X 0.7% 0.8% 1.9% -0.6% 0.3% -02% 15% -03% 1.1% -0.1%
(3) Expansion 9.3% 11.2% 10.3% 9.1% 10.0% 8.5% 8.2% 4.9% 3.2% 6.1%
(1)+(2)+(3) % change 5.9% 12.3% 10.9% 8.8% 9.5% 11.2% 12.1% 8.1% 8.1% 9.2%
(1)+(3)% change tcc 6.6% 11.5% 9.0% 9.4% 9.1% 11.4% 10.6% 8.4% 7.0% 9.3%

Source: Group, BG estimates

PINGO DOCE Q1 Q2 Q3 Q4 2014 Q1 Q2 Q3 Q4 2015
Sales (EURm), store sales 743 812 835 844 3234 772 850 888 896 3406
(1) LFL (incl. fuel) 1.1% 1.9% -2.0% 1.1% 0.5% 3.4% 42% 4.0% 3.4% 3.8%
(2) Expansion 1.1% 1.0% 1.8% 0.8% 1.2% 0.5% 05% 23% 2.8% 1.6%
(1)+(2) % change 22% 2.9% -02% 1.9% 1.7% 3.9% 4.7% 63% 6.2% 5.3%

Source: Group, BG estimates
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Bryan Garnier stock rating system

For the purposes of this Report, the Bryan Garnier stock rating system is defined as follows:

Stock rating

Positive opinion for a stock where we expect a favourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential upside based on valuation), but also takes into account a number of
elements including a SWOT analysis, positive momentum, technical aspects and the sector backdrop. Every subsequent published update on the stock
will feature an introduction outlining the key reasons behind the opinion.

Opinion recommending not to trade in a stock short-term, neither as a BUYER or a SELLER, due to a specific set of factors. This view is intended to
be temporary. It may reflect different situations, but in particular those where a fair value shows no significant potential or where an upcoming binary
event constitutes a high-risk that is difficult to quantify. Every subsequent published update on the stock will feature an introduction outlining the key
reasons behind the opinion.

Negative opinion for a stock where we expect an unfavourable performance in absolute terms over a period of 6 months from the publication of a
recommendation. This opinion is based not only on the FV (the potential downside based on valuation), but also takes into account a number of

elements including a SWO'T analysis, positive momentum, technical aspects and the sector backdrop. Every subsequent published update on the stock

will feature an introduction outlining the key reasons behind the opinion.

BUY ratings 58,5%

Distribution of stock ratings

NEUTRAL ratings 32,3% SELL ratings 9,2%

Research Disclosure Legend

1 Bryan Garnier shareholding | Bryan Garnier & Co Limited or another company in its group (together, the “Bryan Garnier Group”) has a No
in Issuer shareholding that, individually or combined, exceeds 5% of the paid up and issued share capital of a company
that is the subject of this Report (the “Issuer”).
2 Issuer shareholding in Bryan | The Issuer has a shareholding that exceeds 5% of the paid up and issued share capital of one or more members | No
Garnier of the Bryan Garnier Group.
3 Financial interest A member of the Bryan Garnier Group holds one or more financial interests in relation to the Issuer which are | No
significant in relation to this report
4 Market maker or liquidity A member of the Bryan Garnier Group is a market maker or liquidity provider in the securities of the Issuer or No
provider in any related derivatives.
5 Lead/co-lead manager In the past twelve months, a member of the Bryan Garnier Group has been lead manager or co-lead manager No
of one or more publicly disclosed offers of securities of the Issuer or in any related derivatives.
6 Investment banking A member of the Bryan Garnier Group is or has in the past twelve months been party to an agreement with the | No
agreement Issuer relating to the provision of investment banking services, or has in that period received payment or been
promised payment in respect of such services.
7 Research agreement A member of the Bryan Garnier Group is party to an agreement with the Issuer relating to the production of No
this Report.
8 Analyst receipt or purchase The investment analyst or another person involved in the preparation of this Report has received or purchased No
of shares in Issuer shares of the Issuer prior to a public offering of those shares.
9 Remuneration of analyst The remuneration of the investment analyst or other persons involved in the preparation of this Repott is tied No
to investment banking transactions performed by the Bryan Garnier Group.
10 Corporate finance client In the past twelve months a member of the Bryan Garnier Group has been remunerated for providing No
corporate finance services to the issuer or may expect to teceive or intend to seek remuneration for corporate
finance services from the Issuer in the next six months.
11 Analyst has short position The investment analyst or another person involved in the preparation of this Report has a short position in the No
securities or derivatives of the Issuer.
12 Analyst has long position The investment analyst or another person involved in the preparation of this Report has a long position in the No
securities or derivatives of the Issuer.
13 Bryan Garnier executive is A partner, director, officer, employee or agent of the Bryan Gatnier Group, or a member of such person’s No
an officer household, is a partner, director, officer or an employee of, or adviser to, the Issuer or one of its parents or
subsidiaties. The name of such person or persons is disclosed above.
14 Analyst disclosure The analyst hereby certifies that neither the views expressed in the reseatch, not the timing of the publication of | Yes
the research has been influenced by any knowledge of clients positions and that the views expressed in the
report accurately reflect his/her personal views about the investment and issuer to which the report relates and
that no part of his/her remuneration was, is or will be, directly or indirectly, related to the specific
recommendations or views expressed in the repott.
15 Other disclosures Other specific disclosures: Report sent to Issuer to verify factual accuracy (with the recommendation/rating, No
price target/spread and summary of conclusions removed).

A copy of the Bryan Garnier & Co Limited conflicts policy in relation to the production of research is available at www.bryangarnier.com
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Important information

This document is classified under the FCA Handbook as being investment research (independent research). Bryan Garnier & Co Limited has in place the measures and atrangements required
for investment research as set out in the FCA’s Conduct of Business Sourcebook.

This report is prepared by Bryan Garnier & Co Limited, registered in England Number 03034095 and its MIFID branch registered in France Number 452 605 512. Bryan Garnier & Co
Limited is authorised and regulated by the Financial Conduct Authority (Firm Reference Number 178733) and is a member of the London Stock Exchange. Registered address: Beaufort
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This Report is provided for information purposes only and does not constitute an offer, or a solicitation of an offer, to buy or sell relevant securities, including securities mentioned in this
Report and options, warrants or rights to or interests in any such securities. This Report is for general circulation to clients of the Firm and as such is not, and should not be construed as,
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The information and opinions contained in this Report have been compiled from and are based upon generally available information which the Firm believes to be reliable but the accuracy of
which cannot be guaranteed. All components and estimates given are statements of the Firm, or an associated company’s, opinion only and no express representation or warranty is given or
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This Report may not be reproduced, distributed or published by you for any purpose except with the Firm’s prior written permission. The Firm reserves all rights in relation to this Report.
Past performance information contained in this Report is not an indication of future performance. The information in this report has not been audited or verified by an independent party and
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