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MASTERS IN FINANCE 

EQUITY RESEARCH  

Jeronimo Martins is a Portuguese retailer which 

operates in Portugal through its supermarkets (Pingo 

Doce) and Cash&Carry (Recheio), in Poland through 

its supermarkets (Biedronka) and more recently set 

up an operation in Colombia. The company is also 

involved in manufacturing (holdings in Unilever and 

Gallo) and services activities. 

 

 We start JM with a Buy recommendation and a 2015YE 

Target Price of EUR 10.95 with an upside of roughly 42%. We 

think that the stock trading at 14.1x 2015 Earnings Consensus 

despite not being in the deep value category is clearly close to its 

comps’ median (13.2x), which has not been usual in JM. 

Regardless of the poor earnings momentum JM is still generating 

a huge amount of cash keeping a Net Debt/Ebitda at substantial 

low levels. 

 2014 was a year of inflection for the Polish operation. For 

the first time since the late 90s Biedronka reported negative YoY 

LfL sales (-2.7%, 0.3% and -1.3% in Q1, Q2 and Q3, respectively). 

This was driven by intensive market competition and 

underperformance (increasing cannibalization from overrate 

expansion plan and limitations on reduced assortment has set a 

profitability gap between urban and non-urban stores). Our key to 

investment thesis is Biedronka which despite the poor earnings 

momentum still holds a very attractive format (food only, low 

capital, low cost and low prices). We are confident that JM’s new 

strategy to lift the shopping experience will put Biedronka back on 

track.  

 Portugal operation despite the difficult years of soft 

demand and lack of growth remains stable, with limited downside 

risks. 

 Colombia is an attractive market, with growing confidence 

around the operation which could potentially be an avenue for 

growth. Nonetheless more years are needed to assess the sales 

density (we forecast operational breakeven in 2019). 
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 2013 2014E 2015E 

Financials    

Revenues (€ mn) 11 829 12 514 13 317 

EBITDA (€ mn) 777 710 744 

Net Profit (€ mn) 382.3 302.6 311.7 

EPS (€) 0.61 0.48 0.50 
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EV/Revenues (%) 68.9% 65.1% 61.2% 
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Investment Case 

We start Jerónimo Martins with a Target Price of EUR 10.95 and a Buy 

recommendation, with an upside of 42%
1
. We think the stock trading at 14.1x 

2015 Earnings (Bloomberg Consensus) despite not being in the deep value 

category as yet is clearly closer to its comps’ median (13.2x) which has not been 

usual in JM in the recent past. Nonetheless even though the current poor 

earnings momentum JM is still generating a considerable amount of cash that 

allows to further expand in Colombia while keeping Net Debt/Ebitda within low 

levels of [0.41x;0.52x]. 

We expect no changes to trend of slow sales growth and margin pressure as yet. 

We believe competition should remain fierce in Portugal and Poland in the 

medium term with an ongoing effort on promotion and prices. This will force JM 

to focus even more on volumes. We expect operational margins in Biedronka to 

fall 100bps in 2014 to 6.8% and in Pingo Doce to fall 20bps to 5.5%, leading to 

consolidated Ebitda margin of 5.6% in 2014, minus 90bps YoY.  

The retail market in Portugal is mature and consolidated. Pingo Doce operation 

has been penalized by the soft demand owing to austerity measures of the 

recent years, nonetheless the operation has remained relatively stable with sales 

CAGR of roughly 3% during 2011-2014 and margins coming down from 6.4% in 

2011 to 5.5% expected in 2014. We believe this operation does not offer many 

downside risks, actually we expect margins in the long-term to improve slightly to 

close to 6%. 

In Poland we see scope for a gradual recovery of top line growth as the new 

Biedronka’s strategy meets success among the Polish consumer narrowing the 

gap between urban and non-urban stores. The stronger macro trends should 

also translate into a firmer demand, however we expect Biedronka in the long-

term, once the Polish market becomes saturated and mature, to converge to 

similar operational margins as the Portuguese operation. We believe the major 

uncertainty lies on the efficiency of the new Biedronka’s strategy to lift sales in 

2015 and 2016, so we elaborated a downside scenario where we considered a 

50bps Ebitda margin decrease in 2015 and 2016 (with everything else constant) 

and the negative impact would be EUR 20 cents on the valuation. 

Colombia is an interesting market with social mobility expanding, delivering a 

potential for high profitability. We believe in the medium term it will continue to be 

loss-making as we just estimate the operation to reach operational breakeven in 

                                                 
1
 JM stock price as of 6

th
 January 2015 of EUR 7.73 
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2019. We believe JM is confident about the potential of this venture which should 

over time compensate as Biedronka walks towards steady-state.  

Risk Factors  

The main downside risks are if the new strategy in Biedronka is not tailored 

enough to lift sales and narrow the profitability gap between urban and non-

urban stores, the intensification of the price deflation in Poland and Portugal and 

the execution risk in Colombia. The upside risks are if Colombia performs better 

than we estimated and if the Polish and Portuguese consumer demand recovers 

while deflation ends sooner than we anticipated.  

Valuation 

We employed a DCF model as our valuation tool, based on our forecasts for 

2014-26 (except for Ara where we enlarge the estimation period to 2014-2030). 

We used a discount rate based on WACC (please see exhibit 54 on page 26) 

and a terminal value based on perpetuity. The DCF model led us to a 2015YE 

Target Price of EUR 10.95 per share, which, in our opinion, reflects the value of 

the company in a more proper way than a peer comparison, as it includes future 

prospects. 

 

 

 

 

 

 

 

 

 

 

10,95 €
9,55 €

1,37 €
0,51 € 0,53 € 0,13 €

-1,12 €
Target
Price

Biedronka Pingo Doce Ara Recheio Joint
Ventures

Net Debt

Source: Nova Research 

Exhibit 1: Target Price Breakdown 
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Exhibit 4: JM EBITDA and EBIT 

mg evolution (%) 

Source: Company 
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Exhibit 3: EBITDA per operation 

evolution (EUR 000 000) 

Source: Company 

Company overview 

Jerónimo Martins is a Portuguese Food Retailing Group which operates in the 

Food Distribution, Manufacturing and Services sectors. The Group has market 

leadership positions in Poland, through its Discount chain Biedronka, and in 

Portugal, through the supermarket chain Pingo Doce
2
 and the Cash & Carry 

Recheio. Moreover the Group has launched in 2013 a new operation in 

Colombia with the Discount Retail chain Ara and in Poland, with the Hebe stores 

in the drugstore sector. In the Manufacturing segment the Group operates 

through joint-ventures established with Unilever Portugal/Unilever Jerónimo 

Martins and Gallo Worldwide
3
 (JM has a share of 45% with the holdinds being 

accounted as equity consolidated since 1
st
 January 2013 according to the IAS 

28). Also in Portugal the Group has developed other activity services that are 

complementary with the Food Retail
4
, it also represents and distributes 

international food products through Jerónimo Martins Distribuição de Produtos 

de Consumo and has several restaurant services
5
. After turbulent years in the 

begin of 2000, Jerónimo Martins was able to successfully re-invent their 

supermarket chain Pingo Doce and deliver a prosperous operation in Poland 

achieving a decade of sustain top line growth, with dominant market share and a 

consistent track record of market share gains being one of the best positioned 

European food Retailers
6
. 

Furthermore, the fast pace of sales growth has to be highlighted, from 2008 till 

2013 the Group sales grew at a CAGR of 11%, amounting to EUR 11 829m, 

while EBITDA has constantly increased at a CAGR of 10.4% to EUR 777m in 

2013. Additionally JM has consistently deliver extraordinary sales growth and 

operational margins in comparison with the sector
7
 (exhibit 5 and 6) these results 

are the outcome of the Group excellent execution ability, particularly in Poland, 

where the importance of this geography for the overall portfolio has consistently 

increased over the years, in 2003 it represented 29% of sales whereas for 2014 

the forecast is for Biedronka’s sales to represent 66%. In contrast, the 

Portuguese business has been losing significance in 2003 it represented 43% 

                                                 
2
 Pingo Doce belongs to the Group subsidiary Jerónimo Martins Retalho 51% owned by Jeronimo Martins and 49% 

owned by the Ahold group, the partnership started in 1992 
3
 3

rd
 largest olive oil brand in the world 

4
 Such as the Refeições no Sitio do Costume Restaurants, Take Away within Pingo Doce, Petrol Stations, healthcare 

stores Bem-Estar and the textile banners New Code and Spot 
5
 JM has 25 Hussel stores, 14 points of sale of the Jeronymo chain, 32 stores of Olá (ice-cream chain) and other 

Jeronymo Food with Friends restaurant in the end of 2013 
6
 In 2013 JM achieved the 16

th
 position in the 100 most Innovative companies in the World ranking by Forbes magazine 

and occupies the 76
th

 place in the 250 Greatest Worldwide Retail Companies in the overall “Global Powers of Retailing” 

ranking 
7
 Sector average is composed by 16 companies the same used in the Sector Valuation on page 38 

Exhibit 5: JM Sales growth vs. 

Sector average (%) 

Source: Company 

0

2 000

4 000

6 000

8 000

2007 2008 2009 2010 2011 2012 2013

Biedronka Pingo Doce Recheio

Exhibit 2: Sales per operation 
evolution (EUR 000 000) 

Source: Company 



 

 

JERONIMO MARTINS COMPANY REPORT 

 
 

 
  PAGE 6/41 
 

 

 

while for 2014 it will represent 26%, which reflects the maturity and consolidation 

of the Portuguese market and the strong performance of Biedronka. The Group 

has also had very strong earnings momentum which translates in a positive 

evolution of earnings per share, as one can see in exhibit 7.  

Company description 

Pingo Doce is the Group supermarket chain in Portugal with a network of 376 

food stores covering the whole country and a market share of 17% (2013)
8
. 

Pingo Doce is 51% owned by Jeronimo Martins whereas the rest 49% is owned 

by Ahold (please read the Shareholder Structure on page 14). 

This banner was created in 1980 and had some turbulent years in 2000. By this 

time the brand was perceived by customers as being expensive, delivering 

upmarket products at high prices and its store locations were inconvenient, this 

originated a drop in sales which lead to a strategic reposition of the banner and 

since then it has become one of the best in class in a consolidated market.  

In 2000 the new strategy followed in Pingo Doce was the Every Day Low Price 

policy (EDLP) which requires a great investment in price, by this time the number 

of product references was cut (from around seven to eight products offered by 

product the Group started to offer one to three brands
9
) in order to increase the 

bargaining power with suppliers and decrease operating costs leading to higher 

margin of maneuver to deliver lower prices in 2000. The offer was optimised and 

focused on Fresh Products, in its Private Label
10

 and in Meal Solutions. At the 

same time the stores were located near local housing to attract consumers and 

the new strategy was advertised leading to a rebranding of the banner. In 2008 

the Group acquired the Plus chain stores in Portugal and Poland, leading to a 

network increase of 75 stores in Portugal. 

From 2003-2013 Pingo Doce delivered a sales CAGR of 8.1% reaching EUR  

3.188bn in 2013 and an EBITDA CAGR of 2.1% achieving an EBITDA result of 

EUR 183m and an EBITDA margin of 5.7% in 2013 (exhibit 9). The sales per 

square-meter (exhibit 10) have registered a positive evolution in the past years. 

This excellent performance has to do with a very efficient allocation of the 

assortment whose format meets success among Portuguese consumers.  

After more or less 10 years of complete focus on EDLP strategy, as a response 

to the last three difficult years of soft demand the group introduced in 2012 a new 

price repositioning with an intense promotional component to strengthen sales 

                                                 
8
 Source: Company 

9
 Currently Pingo Doce offers 5.500 Stock Keep Units according to the Company 

10
 In 2014 Private Label represents 36% of the total sales according to the Company 

Exhibit 6: JM EBITDA mg vs. 

Sector average (%) 

Source: Company 

Exhibit 7: Net Earnings and Net 
Earnings per share evolution (EUR 

000 000) 

Source: Company 

Exhibit 8: Pingo Doce’s stores 

Source: Company 

Exhibit 9: Pingo Doce EBITDA mg 

Source: Company 
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volume. On the 1
st
 of May 2012, consumers benefited from 50% discount in 

ticket sales higher than EUR 100. The sales for 2012, as one can see in exhibit 

11, registered top line growth of 2.4%, extremely low when compared with the 

sales growth evolution of the past years, on the other hand, the EBITDA margin 

(exhibit 9) for 2012 decreased to 5.6% (less 80 bps when compared with 2011) 

which reflects a quite high investment in price and a disappointing sales growth 

evolution (exhibit 11 and 12). The company continued this strategy and in 2013 it 

started campaigns in several food products and launched in March a campaign 

with BP which provides discounts in fuel to consumers to be used in BP stations. 

In 2014 the promotions have not eased as the main competitor Sonae MC 

complains about the intensity of price competition in the market. Currently Pingo 

Doce’s strategy is to perceive the needs of consumers by means of promotional 

campaigns in categories and products that are key to consumers’ food basket. 

Due to the intensive competition (which is also a result of the maturity and 

consolidation of the Portuguese retail market) the price deflation and more 

importantly the softer consumer demand the most likely scenario is that the 

Group will continue focused on defending Pingo Doce’s market share and 

increase the chain’s competitive position. We believe that the Group will continue 

driving top line growth through investment in price to generate higher sales 

volumes, nonetheless we believe this operation has already achieved steady-

state and we foresee margins slightly improving to roughly 6% in the long-term. 

In Poland, the group operates through its main banner, the supermarket chain 

Biedronka, being the food retail leader with more than 2 500
11

 discount stores 

spread across the country and 1.2 billion sales tickets
12

. According to the last 

research data for September 2014 Biedronka is the market leader with a share of 

17%
13

, whereas 99% of the Polish consumers know the Biedronka brand and 

74% normally buy in Biedronka
14

. The group entered for the first time in Poland 

in 1995 with the acquisition of the cash & carry Eurocash (meanwhile sold in 

2004)
15

 aware of the potential of this economy Jerónimo Martins acquired in 

1997 the Biedronka chain, with 243 discount stores.  

The commercial model adopted was a “low cost supermarket model”: food only, 

low capital, low costs and low price. The management has over the past decade 

evolved the assortment with the increased sophistication of the Polish consumer 

and the store environment focusing in the EDLP policy. Biedronka’s stores have 

                                                 
11

 Source: Company in the end of 2014 
12

 Source: Company in the end of 2013 
13

 Source: Company 
14

 Source: Company, market research 2014 
15

 In 2004, it concluded the sale of Eurocash to a group of employees and ex-employees through a management buy-out, 

focusing the Group its operations in Poland on the successful Biedronka format 

Exhibit 11: Pingo Doce Sales and 

Sales growth evolution (EUR 000 000) 

Source: Company 

Exhibit 10: Pingo Doce Sales per sqm 

(EUR 000)  

Source: Company 

Exhibit 12: Pingo Doce LfL Sales 

growth (%) 

Source: Company 

Exhibit 13: Biedronka stores  

Source: Company 
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700-800 SKU’s
16

 and “In-and-Out” products
17

, which represent 15% of the 

assortment wherein 1/3 are non-food products. The Private Label has also been 

successfully implemented in Poland and represents 50% of the total sales
18

.  

The stores formats are relatively small with on average 650sqm, which requires 

a higher efficiency from the supply chain in order to have a reduced cost 

structure, as the stores have to be supplied more often and additionally to cut on 

the distance made by the trucks. The distribution centres are built close to the 

stores, with one centre supplying on average 150/200 stores. Furthermore 90% 

of the products are bought from Polish producers which also contribute to the 

reduction of the logistics costs and allows for a product to only take 24hours from 

the moment it is ordered to the moment it hits the shelf. The large scale of 

Biedronka in Poland and its reduced SKUs
19

 in stores has allowed for a higher 

bargaining power with suppliers which lead Biedronka to be perceived as the 

operator with the lowest prices
20

. 

From 2003-2013 Biedronka delivered a double digit sales CAGR of 23% reaching 

EUR 7 701m in 2013 and an EBITDA CAGR of 30% achieving an EBITDA result 

of EUR 600m in 2013 (vis-à-vis EUR 24m in 2003) and an EBITDA margin of 

7.8% in 2013. To sustain this top line growth Jerónimo Martins has been 

investing in store openings to increase proximity penetration in the market, from 

2007 to 2013 1348 stores were opened, at the same time the Group has 

continuously renewed the stores layout
21

 to increase consumers’ shopping 

experience. Since 2007 this operation receives the biggest share of investment, 

from 2003-2013 Biedronka’s investment increased at a CAGR of 33% and in 

2013 it received EUR 402m, 74.4% of the total while Pingo Doce only accounted 

for 14.1% (EUR 76m).  

The excellent performance of Biedronka is also reflected in the LfL
22

 sales 

evolution which were positive since the late 90s. Having said that, the year of 

2014 (exhibit 18) was difficult for this operation as Biedronka reported for the first 

time negative LfL in the 1
st
 quarter 2014. Part of this is explained by price 

deflation and toughening competition, which were common to all the Food Retail 

                                                 
16

 SKU’s: Stock Keeping Unit which are used by suppliers within their data management systems, to help track amounts 

of product in inventory 
17

 These are usually “campaign products” that are only on stores for a limited time period, for instance Portuguese “pêra-

rocha” is an “In-and-Out” 
18

 In 2014 
19

 Stock Keep Units 
20

 According to JM market research for 2014 62% of the Polish consumers consider Biedronka to be substantially 

cheaper (price<-5%) than the other competitors   
21

 In 2012 JM has strategically changed the layout of the stores by putting in the begin of the shop the fruits and the 

vegetables, this automatically made the sales of perishables to increase 
22

 Like-for-Like Sales: method of valuation that compares this year’s sales with last year excluding any effects of 

expansion, acquisition or any other event that artificially enlarge a company's sales 

 Exhibit 14: Biedronka Sales per 

sqm (EUR 000) 

Source: Company 

Exhibit 15: Biedronka EBITDA mg  

Source: Company 

Exhibit 17: Biedronka LfL Sales 

growth (%) 

Source: Company 

Exhibit 16: Biedronka Sales and Sales 

growth evolution (EUR 000 000) 

Source: Company 
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companies operating in Poland but also part of this is explained by JM’s 

underperformance as the strong expansion plan has set sales cannibalization 

and the reduced assortment offered by the chain did not please the Polish urban 

consumers.  

The first problems in Biedronka appeared in the 4
th
 quarter of 2013, when sales 

growth and LfL sales were behind market expectations, at that time the 

management justified this scenario as a softer demand and the economy cooling 

down, nonetheless in 2014 things did not get any better with negative LfL sales 

and a consistent underperformance of the operation. What we observe is a 

negative relation between margin investment and LfL evolution. For instance in 

the 3
rd

 quarter of 2014 vs. 3
rd

 quarter 2012 Biedronka invested 200 points in 

margin but the LfL were quite disappointing (exhibit 18 and 19).  

Up till 2014 JM has mostly opened stores in the rural areas where Biedronka has 

successfully evolved from a hard discounter to a soft discounter based on the 

socioeconomic evolution of its main client: the Polish consumer from non-urban 

areas. For instance in September 2014 the stores in non-urban areas 

represented 65% of the total network (exhibit 20). Nonetheless during 2014 

Biendronka’s expansion plan become focused in urban areas
23

. As we have said 

before top line growth was disappointing which according to what was disclosed 

by JM had to do with the fact that urban stores were underperforming non-urban, 

explained by the circumstance that the preferences of the urban Polish consumer 

are different from the non-urban, being the urban client more sophisticated and 

hardly identifies with the whole Biedronka’s “shopping experience”. 

Consequently, with the new stores behind estimated profitability in September 

2014, JM announced that the expansion plan for 2014 would stop in October, 

ending the year with around 155 stores versus the 300 store openings initially 

estimated for 2014. As what became clear, JM did not anticipated this profitability 

gap between urban and non-urban stores, in fact we believe the management 

took too long to identify the differences between urban and non-urban consumers 

as also as fine tuning a new strategy that would narrow the gap between the 

stores. Of course, the poor results momentum and the lack of strategy response 

from JM have made investors very apprehensive about the stock which has 

weighted in a strong devaluation during 2014 (please read Stock Performance on 

page 16).  

Finally in the 4
rd

 quarter of 2014 during the Biedronka’s Day the Group 

announced the new strategy that will be put in place for the years 2015-2017. The 

obvious change is the re-shape of the “shopping experience” with a stronger 

                                                 
23

 At least 75/80% of new store openings for 2015-2017 are in urban areas 

Exhibit 20: Store network 

breakdown in September 2014 

Source: Company 

Source: Company 

Exhibit 21: Biedronka Sales and 

Sales growth YoY by quarters 

Source: Company 

Exhibit 18: Biedronka LfL Sales 
evolution by quarters (%) 

Exhibit 19: Biedronka EBITDA mg 
evolution by quarters (%) 

Source: Company 
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assortment and upgraded stores, the stores will pass from an efficiency focused 

stores to a more engaging food stores
24

 another thing is that Biedronka will 

reduce its expansion plan (please read Biedronka’s New sSrategy on page 13 for 

further detail).  

Apart from the underperformance of the stores visible in the LfL sales growth as 

mentioned before, the Polish Food retail market during 2014 was particularly 

challenging, with fierce food competition from the other players and the 

dangerous combination of deflation at the top level and costs inflation (mainly 

wages and rents according to JM), which makes cost dilution very difficult. This 

scenario is not expected to ease in the medium-term, and due to this the 

company has preferred not to commit to a specific margin target for the full year 

of 2014. Nevertheless the step up in margin pressure in EBITDA during 2014 (70 

bps drop in Q1, 100 bps drop in Q2 and 140 bps drop in Q3, exhibit 16) and the 

new strategic focus on sales growth leads us to think that margins should remain 

under pressure in the foreseeable future and sooner or later this operation will 

converge to a mature and consolidated market, with Biedronka delivering 

operational margins similar to Pingo Doce.   

Additionally in Portugal the Group also owns the cash & carry Recheio. It is the 

leader in the cash & carry market and covers the country with 37 cash & carries 

and 4 Food Service Platforms. The Group focus its offer mainly in the Private 

Label and Perishables. Recheio is a supplier of clients from the traditional retail 

segment
25

 and the HoReCa
26

 channels. Nevertheless the last three years have 

been harming Recheio’s top line (exhibit 24 and 25) as the HoReCa channel is 

suffering from the severe fall of activity in the sector as restaurants and cafes 

close owing to recessive macroeconomic climate and also due to an increase in 

the restauration VAT in 2011 from 13% to 23%. At the same time, other formats 

from modern retail
27

 have been gaining market share due to their promotional 

driven strategy as they are more competitive because of their higher bargaining 

power with suppliers (usually have a higher network of stores) and are closer to 

the final customer.  To surpass these obstacles Recheio launched in 2009 the 

Amanhecer project, which started as a food products brand to be sold in 

traditional shops, however in 2011 due to its success 17 Amanhecer stores were 

opened, established as business partnership between Recheio and several 

traditional retailers who were already customers of the cash & carry. In 2013 

                                                 
24

 For instance, all the Biedronka stores will have an in-store bakery 
25

 Traditional retail refers to small retail dealers with limited specific geography presence, sometimes called the 

“neighborhood” shops where usually exists a higher involvement with the consumer during the sale  
26

 Hotel, Restaurants and Cafes 
27

 Modern retail refers to all the formats such as Discount stores, Hyper and Super-markets, Specialty stores, 

Convenience stores and Cash & Carry 

Source: Company 

Exhibit 22: Recheio stores 

Source: Company 

Exhibit 23: Recheio EBITDA mg 
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there were already 53 Amanhecer stores with 290 references of Amanhecer 

products. This project has been crucial not only to strengthen the relation with 

clients but also to strengthen sales. Recheio has also put in place strong 

promotional campaigns and it is focused in increasing sales by means of exports 

of the Private Label products, it is carrying prospect studies to export to 

Portuguese speaking African countries and European countries with large 

Portuguese communities. This commercial proposition allows Recheio to 

increase the number of customers leading to a long-term sustainability of sales, 

consequently we expect this operation to remain stable. 

In March 2013, the company entered in Colombia with the supermarket chain 

Ara, by the end of 2013 the group had inaugurated 36 stores and one 

distribution centre in the region of Eje Cafetero (exhibit 26).  

Colombia was the geography chosen after the Group had studied multiple 

geographies, not only countries in the LatAm but also Eastern European 

countries, manly the ones more proximate to Poland, however after a reasonable 

time studying these countries
28

 the company dismissed some options because 

the potential for growth was not in the level that they wanted and in a more 

specific case which was Ukraine they felt that despite being a market with 

potential the judicial foundations were still not perfectly defined and the 

openness to foreign investment was not the best, this was for sure the right 

decision if one takes in mind the geopolitical conflict involving Ukraine and 

Russia. 

The strategy followed in Ara is focused in mass market, food and investment in 

price. The Group has three store formats
29

 which are generally of small 

dimension and each store has around 15 employees. The management team 

has identified the specifications of the Colombian consumer and has adapted the 

shopping experience to be 100% Colombian. The stores are proximity food 

stores with strong presence in residential neighbourhoods. They combine a 

cheerful and colourful environment, are extremely focused on the contact with 

the customer and the suppliers are in their majority local. The Group has been 

showing increasing confidence with this operation, for instance 30% of the sales 

in Ara are Private Label sales which is a great achievement in a country where 

Private Label sales only account for 17%
30

. Nevertheless management is still 

fine tuning the commercial strategy and working on the cost side, Colombian 

people receive twice in the month so they have to be extremely efficient in 

stocking the stores in the right dates, additionally smaller stores also input more 

                                                 
28

 Usually JM sends a team to live and study the market for one year before making the decision 
29

 Attraction stores with 500sqm; stores in urban areas with 350-500sqm and neighborhood stores with <300sqm 
30

 Source: Company 

Source: El Universal 

Exhibit 26: Map of Colombia 

Source: Company 

Exhibit 24: Recheio Sales and Sales 

growth 

Exhibit 25: Recheio LfL Sales 

evolution 

Source: Company 
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from the logistics as they have to be supplied more often and additionally they 

have a scale problem, as they do not have a significant network of stores it is 

more difficult to bargain with suppliers.  We believe Colombia operation is still 

budding and few more years are needed for the company to reach operational 

breakeven (we estimate 2019), nevertheless the potential seems to be there, we 

believe the development of this operation will be similar to Biedronka’s operation 

and sooner the Group’s biggest investment share will transit from Biedronka to 

Ara.  

220 years of History  

Jerónimo Martins has 220 years of History and the Group has registered good 

years, bad years and great years. Even though the past 10 years have been of 

superior profitability the company has not been safe of sailing over troubled 

waters. Some might say this made them more wise in terms of anticipating the 

market problems and knowing the consumers’ preferences, which makes them 

more able to deliver a successful operation in Colombia. Besides its successful 

operation in Poland the Group has explored different geographies which turned 

out not to be ideal. As we mentioned before the Group acquired the cash & carry 

Eurocash in 1995 in Poland. In 1996 the Group bought the English sport retailer 

Lillywhites and in 1997 the Group starts its operations in Brazil with the 

acquisition of the Sé Supermercados. However not everything was going 

smoothly, between 1999 and 2002 the group was delivering negative results, 

firstly the operations abroad were not going according to plan and at the same 

time the Portuguese operation Pingo Doce was under heavy pressure. 

The harsh times lead to harsh decisions, the company had to strengthen its 

balance sheets, as the debt had an upscaling increase (almost EUR 1.3bn) as 

also as restructure the business portfolio and a new strategy that would put a 

term to the underperformance of Pingo Doce. The Group decided to only focus 

on their core business, selling all assets outside retailing and food segment. In 

2002 JM alienated the English business (Lillywhites) and the supermarket stores 

in Brazil. In Brazil JM admitted it was a premature strategic decision, since they 

did not have a profound knowledge of the market and were unable to reach scale 

in the country.  

What we believe is interesting to see is that ever since this episode JM has been 

very focused on maintain a strong balance sheet and a healthy financial position, 

achieving a quite comfortable position from 2011-2013 with Net Debt behind 

25% of Equity and Net Debt close to 0.50x EBITDA (exhibit 27 on next page). 

We do not believe JM will in the future compromise this position and its low 

levels of Debt should be one of its main strength.  

What went wrong in the 

Past… 
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Net Debt & Other Liabilities 402 365 295 616 703 815 519 438 438 593 665

Net Debt-to-EBITDA 0,52x 0,49x 0,41x 0,99x 1,33x 1,72x 1,48x 1,36x 1,39x 1,95x 2,36x

Net Debt-to-Equity 24,4% 24,3% 20,8% 54,4% 66,0% 87,5% 60,1% 57,1% 65,3% 104,2% 235,9%

20032013 2007 2006 2005 20042012 2011 2010 2009 2008
EUR 000 000

Exhibit 27: Net Deb evolution 

Source: Nova Research 

 

Biedronka’s New Strategy  

We believe the new strategy in Biedronka needs further attention given the fact 

that this is the main banner of the Group currently as so we will explore it in more 

detail. On the 13
th
 of November 2014 Jerónimo Martins did the Biedronka’s Day 

where the management presented the strategy they will follow for the years of 

2015, 2016 and 2017 in Poland. It was made clear that the number one priority 

of the Group is top line growth, they expect to reach EUR 11b sales only for 

Biedronka operation by 2017, to do this the management is focused on 

narrowing the profitability gap between urban and non-urban stores. Achieving 

EUR 11b in 2017 implies a CAGR 2013-2017 of 9.32% which in our believe is a 

bit optimistic given the toughening competition, the deflationary environment and 

the fine-tuning of the assortment. The obvious change in strategy is the increase 

in Biedronka’s offer, the assortment will increase by 40% and this will be a 

transversal increase to all stores and on the contrary of what was expected the 

urban stores will not have a more tailored offer, nevertheless they did not 

exclude occasional cases where an item can only be found in particular 

Biedronka stores. The percentage of “In-and-Out”
31

 products which represent 

15% of the store products, will decrease to 10% in order to decrease the 

complexity of the logistic, the non-food products which are in the “In-and-Out” 

category will also decrease from around 4/5% to 3%, also to decrease the cost 

structure. The company will focus on Fresh products, which currently only 

account for 18% of the total sales
32

 and will also engage in store upgrades, by 

for instance introducing in-store bakery to promote the “shopping experience”.  

Furthermore the store expansion plan was also cleared out and as we were 

expecting the 3.000 stores target will not be achieved in 2015. The management 

believes that there is still space to grow in Poland in the current Biedronka format 

(600 to 950 sqm), and expects to open 100 new stores per year from 2015 to 

2017, of which 75% to 80% are in urban areas. So there are no doubts that 

logistics complexity is an issue but now the company is completely aware of this. 

                                                 
31

 These are usually “campaign products” that are only on stores for a limited time period and are additional to the 

average store SKUs, for instance Portuguese “pêra-rocha” in Biedronka stores is an “In-and-Out” 
32

 In Portugal Fresh products are 35% of the sales. 

A clear plan… 

…more complexity to a 

successful simple model. 

A clear plan… 
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In 2017 Biedronka should have 2.900 stores in Poland and JM states that 

besides these stores there is still potential in the market to open between 200-

350 more Biedronka stores in the current format (600 to 950 sqm) mostly in large 

cities. Additionally the management is studying other potential models such as 

convenience stores (smaller formats with 250-400 sqm focused on Fresh 

products) and does not also exclude the franchising in smaller cities. One thing 

we can be sure that Biedronka will continue the investment in price in order to 

continue delivering the lowest prices in the market and will invest more in 

promotional campaigns. This event has cleared out some questions regarding 

the strategy Biedronka will follow in the next years, nevertheless few questions 

still remain unclear, mainly the potential of the opex savings. Consequently the 

clear inevitable complexity to what has been a remarkable simple format, the 

stepped up deflationary pressures challenges and the competitive backdrop 

make us believe that now more than ever margins will continue to be pressured 

down. JM has guided an EBITDA margin above 6.5% in 2015, 2016 and 2017, 

we believe the margin will be between [6.5%;6.7%] in 2015, 2016 and 2017 

representing an investment in margin of [110;130 bps] vs the 7.8% Ebitda margin 

of 2013. Nevertheless due to the intense competition in the market one thing we 

can be sure which is the company that repositions itself quicker should have a 

huge advantage regarding to its peers and we believe Biedronka despite had 

taken too long to react is now on track for a better performance.  

Shareholder structure 

Jerónimo Martins’ share capital is EUR 629,293,220 with all shares being 

ordinary. The company holds 859,000 shares as treasury shares, those were 

acquired in 1999 at the average price of 7,06 euros per share and represent 

0,1% of the total shares. The main shareholders as of 30
th
 October 2014 are 

Sociedade Francisco Manuel dos Santos, which owns 56.136% of the total 

shares and has the highest share of voting rights, Heerema Holding Company 

Inc.
33

 stands for 5,0% of the share capital, Aberdeen Asset Management
34

 is 

the second largest shareholder with 5,0%, Carmignac Gestion
35

 has 2.679%, 

BNP Paribas
36

 has 2.15% of the total shares and finally Blackrock Inc
37

 has 

1.87% of JM. 

                                                 
33

 Dutch-based multinational that operates in building industrial platforms for oil and gas transportation and acquired in 

2007 
34

 Asset management company based in the UK acquired in July 2014 
35

 French asset management company acquired in November 2010 
36

 Acquired in April 2013 
37

 30
th

 October 2014 
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Jerónimo 

Martins SGPS 

Portugal Poland Colombia 

JMR – Pingo Doce 
(51% owned by 

JM) 

Recheio (100% 

owned by JM) 

Services (100% 

owned by JM) 

Joint Ventures (45% 
owned by JM-Equity 

Consolidation) 

Biedronka (100% 

owned by JM) 

Ara (100% owned 

by JM) 

Source: Company 

Exhibit 28: JM Ownership structure 

In terms of ownership structure the Group has some partnerships with other 

companies in the operations. Jerónimo Martins consolidates Jerónimo Martins 

Retalho (Pingo Doce operation) nonetheless it only has a  stake of 51% whereas 

the remaining 49% belongs to Ahold Group (Dutch retailing company with 

operations in Europe and the United States) since 1992, whereas Biedronka, 

Recheio and more recently Ara are fully owned by the company as also the 

Services Activities. Regarding the 45% stakes in Unilever Jeronimo Martins and 

Gallo Worldwide, the Group accounts these joint ventures through equity 

consolidation whereas the remaining 55% belongs to Unilever.  

 

Corporate Governance 

Leading the management structure of Jerónimo Martins is the Board of Directors 

which in 2013 began the year compromising the chairman Alexandre Soares dos 

Santos and 10 Directors, whom was the Chief Executive Officer, Pedro Soares 

dos Santos. During 2013 Alexandre Soares dos Santos (79 year old and 

Chairman since 1996) resigned from Chairman being replaced by his son Pedro 

Soares dos Santos
38

. His son accumulated the role of CEO with that of Chairman 

reducing the number of Board of Directors to eight
39

. This organization will remain 

till the end of 2015 when the mandate of Chairman expires, nonetheless in 2016 

we would not be surprised if the organizational structure changes with the roles of 

Chairman and CEO being occupied by different persons. During 2014 Alan 

Johnson the Chief Financial Officer since 2012, resigned unexpectedly from his 

role being substituted by Francisco Javier Van Engelen Sousa as of 3
rd

 November 

2014. Ever since, Pedro Soares dos Santos has been concentrating in himself 

some of the organization roles, for instance with the cessation of Alan Johnson as 

CFO and responsible for the Investor Relations, the Chairman has personally 

undertake this role and whenever necessary, he is supported by his Chief of Staff, 

Ana Luísa Virgínia, who is in charge of representing him in his absence.  

One of the most contentious issues surrounding firms relates to succession 

decisions. There are a lot of research that show that the majority of the 

                                                 
38

 Nominated  in the Extraordinary General Meeting of the Shareholders on 13
th

 December 2013 
39

 Director António Borges passed away in 2013 
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(%) 1m 3m 12m

JMT PL -3,0% -1,5% -39,91%

SONAE SGPS -6,6% -5,2% -2,47%

PSI 20 Index -6,4% -11,7% -26,68%

SXRP Index 1,41% 11,1% -4,08%

Exhibit 29: Stock Price Performance 
(%)  

Source: Bloomberg 

companies are controlled by their founders or by the founders’ descendants
40

, 

which from an academic perspective has had few ambiguous
41

 opinions in the 

impact of family CEOs on the company performance. In fact, some Academic 

Papers state that family CEOs could perform better than other executives 

because they have higher nonmonetary rewards associated with the firms’ 

performance than non-family CEOs
42

, for instance Donnelly [1964] defends that 

they have more firm-specific knowledge and key stakeholders tend to trust more 

on them, furthermore few academics argue that family managers could have a 

long-term focus that non-family CEOs lack
43

. However, on the contrary some 

state that family CEOs might underperform because of tensions between family 

and business objectives
44

 and because of the fact they are selected from a small 

group of individuals
45

.  In the concrete case of JM, we believe that the devaluation 

of the stock (please read Stock Price Performance below) during 2014 was not 

only driven by the visible macro events that were impacting results but also due to 

the poor communication the CEO and Chairman, Pedro Soares dos Santos, had 

with the market that exacerbated the discredit of investors. The succession theme 

becomes now a hot topic in JM and a topic that deserves some carefulness, we 

would favour a more traditional governance where the Chairman and CEO’s role 

were occupied by different executives and preferably if one of them was not a 

family member. 

Stock Price Performance 

Generally JM stock is penalized by the announcement of lower than expected 

results in the Biedronka operation as one can see in exhibit 31. Saying that 2014 

was no exception, the stock devalued roughly 40% due to the underperformance 

of Biedronka but also due to the inability of JM to communicate with the market 

and manage expectations effectively which lead to a lack of confidence from the 

investors. For instance the stock devalued 13.5% on the 30
th
 of July after the 1

st
 

half 2014 conference call and the general idea was that JM was looking to the 

problem in Poland but seemed unable to find a solution.  

In fact, we believe that the underperformance of the stock is mainly due to its 

own execution problems and not so much due to the awful performance of PSI 

20 (-26.7%) neither from the European Retail Sector (SXRP Index) as it only 

went down by 4%. Moreover Sonae SGPS, in spite not being a pure retail player 

                                                 
40

 La Porta, Lopez-de-Silanes, and Shleifer 1999; Morck, Stangeland, and Yeung 2000; Claessens, Fan, and Lang 2000; 

Faccio and Lang 2002 
41

 Donnelley 1964 
42

 Kandel and Lazear 1992; Davis, Schoorman, and Donaldson 1997 
43

 Cadbury 2000 
44

 Christiansen 1953; Levinson 1971; Barnes and Hershon 1976; Lansberg 1983 
45

 Burkart, Panunzi and Shleifer 2003; Pe´rez-Gonza´ lez 2006 
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Exhibit 30: Jerónimo Martins, PSI 20 Index, Stoxx 600 
Retail Companies and Sonae SGPS - 2 year relative 

stock performance  

Source: Bloomberg 
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Exhibit 31: Jerónimo Martins - 3year absolute stock 

performance (EUR)  

Source: Bloomberg 

Weaker than 
expected 3Q 
2014 results – 
stop in Poland 
expansion plan 
and failure to 
commit with 
EBITDA mg 
guidance  
 

Weaker than 
expected 1H 
2012 results – 
slowdown in 
Poland 

Weaker than 
expected LfL 
sales growth 
in Poland 

we believe is a good proxy, went down by only 2% showing a much better 

performance than JM, this enforces the idea that JM’s stock was significantly 

penalized by Biedronka operation and a certain inability to manage expectations. 

 

Market Prospects 

Portugal is slowly recovering from the recession moving to a very shy the worst-

seems-to-be-behind scenario. GDP growth for 2013 was -1.4%, with estimates 

of Portuguese authorities of +1% for 2014 and OECD estimates of +0.8%. For 

2015 the future seems a bit brighter with estimates that GDP will grow in a range 

of [+1.2%;+1.5%] depending if is OECD or the Portuguese Government 

estimates. The unemployment rate has showed a positive trend during the year 

of 2014, for instance in the 3
rd

 quarter of 2014 the rate was 13.1%
46

 vs. 13.9% in 

the 2
nd

 quarter 2014, the estimates for 2014 are 13.7% from the OECD and from 

the Government, versus 16.4% in 2013, whereas for 2015 the Government 

expects 13.4% and OECD expects 12.8% (exhibit 32). The private demand 

seems to be rebounding with consumer expenditure increasing (exhibit 30). 

Inflation is expected to continue very low and in some product categories will 

register deflation (exhibit 34). 

Portugal food retail market is mature and consolidated, the last three years 

have been difficult as the private demand was depressed due to ongoing 

austerity measures. However the continuing stabilization of the economy and the 

election cycle (Portugal will have elections in September 2015) which has add 

some easiness to the austerity measures puts some room for a mild recovery of 

                                                 
46

 Employment increased to 2.1% in the 3
rd

 quarter 2014  

Exhibit 33: Portugal unemployment 

rate (%) 

Source: OECD  

Exhibit 32: Portugal GDP and 

consumers; expenditure (%) 

Source: OECD  
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the sector in the first half 2015 with consumer’s expenditure increasing 0.5% 

according to OECD estimates (exhibit 32).  

The Portuguese consumer is characterized by Kantar Worldpanel
47

 as “smart 

down trading shopper”, this consumer shops more often but in smaller amounts, 

fact that is corroborated by retailers that announced undisclosed ticket sales 

reduction in recent years. The decrease in disposable incomes in the past years, 

evident in the evolution of the average monthly income in exhibit 35 and GDP 

per capita in exhibit 36, has made price and affordability key issues for 

consumers. The Portuguese consumer is a "smart consumer", as he tends to 

always look for discounts and promotions in order to buy more for less. 

Consumers have always tried to look for the best deals, but this trend has gain 

higher dimensions, for instance in the past Portuguese consumers perceived 

promotions discreetly and with some “embarrassment" , right now ensuring the 

best deal is something accepted and wanted by most consumers
48

. 

Another issue that has been harming retailers’ top line is the food deflation, it has 

been concisely more pronounced in recent times (exhibit 34), in one hand it is 

explained by the aggressive promotional environment in the market but it is also 

explained by other factors such as the decrease in oil prices and the Russian 

ban on EU products. Since August 2014
49

 that Portugal is experiencing a sharp 

drop in the prices of fruit and vegetables, especially in “pera-rocha”
50

, carrots or 

apples as the European market is floated with fruits and vegetables that were 

produced to be exported to Russia. Russia is the second largest buyer of 

agricultural products from the EU and 73% of embargoed goods are supplied by 

the Member States of the EU. The excess supply allied with the good harvest of 

the year is pressuring down prices, which is not only affecting fruit and 

vegetables but also milk and pork. This conjuncture effect will be aggravated as 

time runs and Russia does not lift the sanctions.  

The Market Players 

In Portugal the Modern Food Retailers that are presented in the market are 

Sonae, Jerónimo Martins, Auchan (Jumbo&Pão de Açúcar)
51

 and Les 

Mousquetaires (Intermarché)
52

 in the Hypermarkets and Supermarkets segments 

                                                 
47

 Consultancy Company that provides insights in consumer’s behaviors 
48

 Figueiredo & Ribeiro, 2013, p. 10 
49

 Ban on agricultural products from EU set by Russia was on 8
th

 August 2014 
50

 According to Portuguese newspaper, Publico, the Portuguese Minister of Agriculture states that royal gala apples’ 

price drop 22% in November 2014 vis-à-vis November 2013 and pêra-rocha’s price drop 22% in November vis-à-vis the 

average of 2010-2012 
51

 32 hypermarkets by the end of 2013 
52

 230 supermarkets and hypermarkets in Portugal, all stores are franchised 

Source: iNE 

Exhibit 35: Portugal Average monthly 

income of employed population (EUR) 

Exhibit 36: Portugal GDP per 

capita (USD) 

Source: iNE 
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Exhibit 34: Portugal quarterly CPI 

inflation and Food inflation (%) 

Source: Bloomberg 
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and the Schwarz Group (Lidl)
53

 and Dia (Minipreço)
54

 in the Discount segment. 

Effectively there are no official market shares in Portugal (at least there are non-

paid sources or reliable enough for us to refer) and most of the players do not 

disclose results for their operations in Portugal which difficult this analysis. We 

believe that Sonae and Jerónimo Martins, both local companies, are the market 

leaders with close to 40% of the market, being Sonae MC the market leader 

(according to what was disclosed by the company in the 1H 2014 Conference 

Call) but with a small difference from Jerónimo Martins. Both companies have 

been announcing undisclosed market share gains in recent years and they have a 

comfortable difference in terms of share from the other players. 

Sonae MC has a network of large stores
55

 (very well placed, enforced by the fact 

that Sonae Sierra -50% owned by Sonae SGPS- manages the most important 

shopping malls in Portugal), a very strong loyalty card system and a large 

number of SKUs whereas Jerónimo Martins offers a smaller stores covering the 

whole country, focusing on its own brand and offers a lower number of SKUs. 

Sonae MC’s main asset is the strength in hypermarkets, in which its Continente 

banner is the leader, according to Sonae. They also have supermarkets 

Continente Modelo which are mainly located in residential and high-traffic areas 

of Lisbon, implying a higher cost per square meter relative to discounters. More 

expensive locations require a business model which differs from discounters, but 

this enables the company to sustain its loyalty amongst those consumers who 

are looking for nearby stores with a wide product assortment. 

One thing that both retailers have in common is the aggressive competition to 

defend their market shares, from the other players. Overall retailers operating in 

Portugal have consistently reduced prices as a way to leverage sales. For 

instance Sonae MC has enforced the use of their loyalty cards by doing 

promotions in products whose money will revert to the card, reporting for 2014 

that more than 90% of the sales are made with the loyalty cards. Interesting 

enough is also Lidl’s new strategy proposition in Portugal, according to an 

interview given by Lidl CEO for Portugal to Jornal de Negócios
56

 the retailer has 

been doing a re-branding of the chain passing from a hard discounter to a soft 

discounter, they have improved the shopping experience and increased the 

advertisement. One thing seems to be sure operational margin pressure from 

investments in price are common to the Portuguese retail market players.  

                                                 
53

 235 stores in Portugal in 2014 
54

 641 stores in Portugal by the end of 2013 
55

 Sonae has 465 stores (distributed by 584 000 sqm): 40 Continete hypermarket (total of 285 000 sqm), 11 Continete 

Modelo Supermarkets (total of 235 000 sqm), 37 C.Bom dia Supers (36 000 sqm) and 270 Other formats mainly 

pharmacy and coffee shops (total of 28 000 sqm)  
56

 On July 2014 
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Poland 

The Polish economy has had a temporary slowdown in 2012-2013 (exhibit 37), 

the GDP growth slowed to 1.7% in 2013 with inflation levels reaching historical 

low levels, price increases were 0.9% in 2013 vs. 4.3% in 2012. In 2014 the 

macro picture shows some signs of improvement with growing contributions of 

private consumption. Unemployment rates after a period of growth show some 

decline and the average salaries are growing (exhibit 40). Additionally the Polish 

consumer confidence surveys show a very solid improvement as real income set 

to improve. On the other hand, the recent bans on EU goods to Russia affects 

the Polish exports as Russia is one of Poland prime markets with 60%/70% of 

exports going there and the recession in Ukraine due to the geopolitical conflict 

has also slowed down the exports from Poland. Polish GDP still remains among 

the lowest in the E.U. region and 35% below the average of the European Union 

countries.  

The Food retail market despite this path of relatively growth in the Polish 

economy, remains immune to the general trends as deflation persists (exhibit 

39). The low price’s level has been driven by structural factors such as the 

aggressive competition from the retail market participants mainly focused on 

prices, the decrease in oil prices and more prominent the ban on EU exports to 

Russia set during 2014. Poland has been heavily affected with the bans on 

exports to Russia, for instance the country is the largest exporter of apples in the 

world exporting apples worth EUR 438m in 2013, of which 56%
57

 went to Russia. 

The ban on exports to Russia aligned with the good harvest of 2013 and 2014 

floods Poland with excess supply which of course pressures down domestic 

prices leading to deflation. Simultaneously retailers’ costs are experiencing 

slightly structural inflation as the economy rebounds and the price of rents and 

wages increase. All this being equal (i.e. excluding productivity gains) the 

combination of a negative price effect on the top line and operations cost inflation 

will automatically lead to squeezed margins. On the top of that this trend is not 

expected to end any time soon, which leads to think that Polish retailers will have 

to adapt their cost structure and this is something that takes time.  

Despite the years of 2012 and 2013 of slower growth the Polish consumers 

have on average seen their purchasing power increase (exhibit 41), but this does 

not necessary lead to an increase in the income allocated to food but to a 

change in consumption behaviour. They have evolved to a more sophisticated 

consumer towards shopping and eating attitudes being this evolution more 

evident in the urban areas. Polish people are working longer hours so 

                                                 
57

 Source: Poland’s minister of Agriculture 

Exhibit 37: Poland GDP and 

consumer; expenditure (%) 

Source: OECD 

Exhibit 38: Poland unemployment 

rate (%) 

Source: Bloomberg 

Exhibit 41: Poland GDP per 

capita (USD) 

Source: Bloomberg 

Exhibit 39: Poland quarterly CPI 

inflation and Food inflation (%) 

Source: Bloomberg 

-3%

0%

3%

6%

9%

Q1 2011 Q4 2011 Q3 2012 Q2 2013 Q1 2014

CPI Poland

Food Inflation

0%

3%

6%

Q1 2012 Q4 2012 Q3 2013 Q2 2014

POLAND AVERAGE
GROSS WAGES

Exhibit 40: Poland quarterly wage 

evolution (%) 

Source: Bloomberg 
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convenience has become more important as people are less willing to travel 

longer distances or spending longer hours shopping groceries in large stores. 

Additionally the houses in Poland are generally small so they do not dispose of a 

lot of space to storage the groceries, forcing them to shop in a frequent daily 

basis and using the food stores almost as their pantry. Another characteristic of 

the Polish consumer is that due to the uncertainty of the economic conditions in 

recent years, the consumer has become very price sensitive and less loyal to 

retail brands, similar to what happened in Portugal, ending up choosing the store 

that delivers lower prices. Due to these reasons smaller formats such as 

discounters and supermarkets are the ones gaining, according to exhibit 42 from 

2009 to 2013 Discounter presence in Poland has increased from 14% to 21% 

while Supermarkets passed from 13% to 15% of the Retail market, whereas all 

the other formats have been losing popularity. 

Interesting enough is to look to the percentage of Discounters in the Polish 

modern retail and comparing the penetration of Discounters in more developed 

economies such as Norway or Germany (exhibit 43), we believe that the Polish 

discounters still have some room to grow as their penetration is still low, being 

this beneficial for the Biedronka and Lidl format. Additionally the Polish retail 

market is still very fragmented with traditional retailers (small/neighbourhood 

grocery shops usually family managed) representing 46%, very high vis-à-vis the 

Western European average of 25% as one can see in exhibit 44, naturally as the 

Polish society evolves it is expected that modern retail penetration will still grow 

leading to opportunities for organic and inorganic growth.  

The Market Players 

Over the years several players with different store format have entered the 

market driven by the good economic climate of Poland and the Central Europe 

geography. Currently the top players are Jerónimo Martins (Discounter) which is 

also the market leader with 17% of the market
58

, Auchan (Supermarket), Tesco 

(Hyper+Super), Schwarz Group (Lidl and Kaufman-Discounter), Carrefour 

(Hyper+Super) and Metro (Supermarket). Effectively there are no official market 

shares in Poland (at least there are non-paid sources or reliable enough for us to 

refer) but we can ensure that several formats have been lost popularity over the 

years due to the change in the consumer behavior. For this reason large store 

operators such as Tesco or Carrefour have seen a decrease in sales in 2013, 

evident in exhibit 45, whereas Discount chains operators such as Biedronka or 

the Schwarz Group have successfully increased the top line (exhibit 45). 

Additionally and interesting enough is that smaller formats such as the 

                                                 
58

 Diclosed by JM on 9months results Conference Call 

Exhibit 44: Traditional Retailers vs. 

Modern Retailers 

Source: GFK and Company  

Exhibit 43: Discount penetration 

Source: Nielsen and Company 
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19% 19% 19% 18% 17%

14% 15% 17% 20% 21%

0%

50%

100%

2009 2010 2011 2012 2013

Specialized and Other Supermarkets (300-2500)
Small Formats Hypermarkets
Discounters

Exhibit 42: Structure of Polish 
Retail Market by Store Format 

Source: Nielsen, GFK, Company 
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Exhibit 45: Ranking of Polish 
Food Retailers by sales evolution 

2013 (PLN 000 000 000) 

Source: GFK and Nielsen 

convenience stores with 100-300sqm of the Eurocash Group have been gaining 

popularity in recent years increasing sales at a CAGR of 30% from 2006 to 2013 

as showed by exhibit 45.  

In 2013 due to the evident decline in top line Tesco has made a repositioning of 

prices becoming more promotional. For instance Tesco would advertise the price 

of their products and compare it with the price of other Retailers showing that 

Tesco’s prices were lower or equal as also as their offer is higher so consumers 

will find everything in their stores. After Tesco launched this campaign Lidl, 

Auchan and others followed this strategy making the competition extremely 

aggressive. Fact that is still evident in 2014 as according to PMR, in the first nine 

months of 2014, Lidl increased its advertising expenditures by 33.1% to PLN 

297.5m (EUR 61.60m), Biedronka increased 36.9% to PLN 174.8 (EUR 42m) 

and Auchan doubled the ads expenditure from PLN 13.3m in 2013 to PLN 27.7m 

(EUR 6.6m) in 2014. Whereas Tesco reduced the ad spending from 2013 to 

2014 by 42.8% to PLN 28m (EUR 6.7m), visible in exhibit 46. 

In the first nine months of 2014 according to what was announced by the 

Eurocash Group in the 9 months Results Conference Call, the players gaining 

market share are the ones still investing in store openings, such as Biedronka, 

Schwarz Group, Eurocash and Auchan. Carrefour, Metro and Selgros are 

stagnant players in terms of market share mainly because they are not opening 

any more stores. The trend in Poland is clearly for consolidation, Auchan has 

took over the Real hypermarkets of Metro in Poland in 2012, Aldi and Ahold have 

left their Polish operation nevertheless there is not more 

acquisitions/consolidation of the market due to the less favorable conjuncture.  

Colombia 

Colombia is the third most populated country in Latin America after Brazil and 

Mexico, with 48.93
59

 million inhabitants, where the population is relatively young 

(55% of population under 29 years old). The country is rich in natural resources 

highlight on oil, gas, coal, gold, silver and copper. This country has a robust 

economy with GDP based in services (55.6% in 2013), industry (37.8% in 2013) 

and agriculture (6.6% in 2013)
60

. In 2013 GDP grew 4.7% and the IMF projects 

the GDP for 2014 to converge to 4.8% and in 2015 to 4.8% with inflation 

remaining within the [2;3%]. The Business Monitor International forecasts that 

total GDP will increase 45% between 2014-2018 from forecasted USD 397b in 

2014 to USD 575b in 2018, creating growth in the national economy and 

increasing net income levels. The country has a stable political scenario, with 
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 World Bank 2014 
60

 CIA The World Factbook 

Exhibit 47: Colombia GDP 
(constant prices %) and Headline 

Inflation 

Source: IMF 

Exhibit 46: Advertising 
expenditure of Polish Market 

Retailers (PLN 000 000)  

Source: PMR 
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strong external relations
61

 and the fiscal system is sound, leading the major 

investment agencies to rate the debt of this country as investment grade
62

. On 

the other hand, Colombia’s main problem is the inadequate infrastructure, which 

requires major improvements to sustain economic expansion, and the level of 

criminality, resulting from high levels of unemployment (exhibit 48) and poverty
63

. 

Nevertheless the medium class has been growing, from 16.3% of population in 

2003 to 26.5% in 2011 (exhibit 49). 

The leading export product is petroleum, followed by coffee and cut flowers. 

Colombia's economic well-being depends heavily on the production of oil and 

gas, in 2013 export sales of Colombian crude, natural gas and products 

ballooned to USD 32.5b, nearly 10 times the USD 3.38b Colombia collected in 

2003. Petroleum sales in 2013 accounted for 56% of all export dollars, up from 

just 26% of the total in 2003. Nevertheless the drop in the price of this 

commodity during 2014 and the terror attacks (bomb attacks by some guerrillas 

in the 900-km Cano Limon pipeline, which has a peak capacity of 220,000 b/d) 

have led to a drop in the output and to a decline in the direct foreign investment 

in Colombian energy projects during 2014. Colombia welcomes Foreign 

Investment, the main commercial partner are the United States of America, both 

in exports (36.6% in 2013) and imports (24.2% in 2013
64

), the commercial 

relation between the countries was stablished in the 90s and since then few 

agreements for duty-free in some products have been settled. The openness of 

Colombia to the world economy especially to the US makes it more exposed to 

fluctuations in the world economy. 

Food retail Market 

Western style, large supermarkets are part of a noteworthy retail transformation 

in the last decade in Colombia with domestic and international grocery chains 

opening new stores, of varying sizes, at high rates. One of the main issues of 

Colombia is the penetration of the Informal market in Food Retail which is around 

52% (exhibit 51), this of course generates a huge potential for regional and 

international chains to enter in the market which the Government of Colombia 

sees with good eyes as they also have interest in eliminating the Informal 

market. Informal retailers are usually small storesmanaged by one member of 

the family, who earns no salary, pays no pension and has no health insurance. 

They focus on convenience buyers who buy what they need on a daily basis. 
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 According to the CIA The World Factbook, Colombia has signed or is negotiating Free Trade Agreements (FTA) with 

more than a dozen countries 
62

 Investment grades rating of Colombia by Moody’s are Baa3 in 2013 (positive), BBB (stable) by S&P in 2013 and 

BBB (stable) in 2014 by Fitch.  
63

 0.535 in Gini Index vs. 0.527 for Brazil and 0.481 for Mexico in 2012. 
64 CIA The World Factbook. 

Exhibit 48: Colombia unemployment 

rate (%) 

Source: IMF 

Exhibit 49: Colombia socio-economic 

income level (%) 

Source: Bancolombia 

Source: Bancolombia 

Exhibit 50: Colombia GDP per capita 

(USD) 
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Exhibit 51: Formal vs. Informal Retail 

Sector 

Source: ILACAD World Retail 

Competing with these small stores (almost kiosks that generally sell an incredible 

amount of SKUs for the limited space) has been one of the main challenges the 

retailers have faced when in Colombia enforced by the fact that these stores sell 

products individually, e.g. sell one cigarette instead of the whole pack.  This is 

extremely important when 32.7%
65

 of the population lives below the poverty line 

and do not have enough money to pay for a whole pack but only to pay for a part 

of it. Another problem for retailers is the challenging logistics since the country 

lacks infra-structure and the topography which alternates from very rugged 

landscape to plan lines allied with very dense forests imposes some restrictions.  

The Business Monitor International reports that Colombia's rapid growth of GDP 

has created increases in the size of the middle class and the proportion of 

disposable income per household. BMI
66

 forecasts forecasts that throughout 

2014-2018 the number of households above the USD 10k threshold will increase 

from 28.4% of the population to 40.2% of the population, indicating opportunities 

for modern retailers to expand throughout the period.  

Due to the specifications of the population mainly the low income demographics 

which represent the majority of the population, the store format that has proven 

to be successful in the country is the Discount Format.  Over 2013 Ara opened 

its first discounters and the discount stores Surtimax and D1 have continued 

expanding in popular neighborhoods in urban areas, in order to open locations in 

places that offer easy access to customers. Euromonitor expects this format to 

become stronger during 2014-2018 and is set to last beyond 2018. Additionally 

Euromonitor also forecasts that convenience stores are expected to be the most 

dynamic channel, with a projected growth rate of 24% in constant value terms, 

and a rate 26% in terms of outlet numbers during 2014-2018. For instance Éxito 

has already set an agreement with ExxonMobil to open 100 convenience stores 

in petrol stations and Éxito for his part is committed to buy petrol from 

ExxonMobil and distribute in the petrol stations operated by Éxito Group. 

 

The Market Players 

The retail market is dominated by Almacenes Éxito (Casino Guichard has 54.8% 

of Éxito) and by Cencosud. Éxito is the top player in modern grocery with a 

market share of 36.4%
67

, 470 stores and operates a diversity of store formats 

such as hypermarkets, supermarkets, convenience stores, discounters, and 

internet retailing. This has enabled the Group to achieve national coverage and 

                                                 
65

 Source: Indx Mundi 2012 
66

 Business Monitor Index 
67

 Source: ILACAD World Retail 2013 

Exhibit 52: Structure of Colombian 
Retail Market by Store Format 

Source: ILACAD World Retail 
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reach consumers in almost all income brackets. The retailer is also known by its 

aggressive and constant promotions. In 2013 its sales grew by 4.6% and 

achieved an EBITDA margin of 8.6%. The Group also offers additional services 

such as insurance policies or a travel agency. There has been a recent entrance 

of Chilean retailers, in 2013 the Chilean department stores
68 

player Ripley 

opened stores in Bogotá and Bucaramanga and the Chilean retailer Cencosud, 

which was already presented in Colombia through its home department brand 

Easy acquired Carrefour’s grocery retailing operations in 2012, which Cencosud 

transformed in Jumbo, Metro and Metro Express banners. Cencosud is the 

second largest operator with 92 stores
69

.  

The acquisition of Carrefour-Colombia by Cencosud in 2012 was of EUR 2b 

(Enterprise Value), this is more or less 20x EV/EBITDA and it is higher than for 

recent transactions in the food retailing industry, reflecting the potential for 

growth in Colombia. Carrefour opened its first store in Colombia in 1998, the 

company left Colombia due its new strategy of focusing on geographies and 

countries in which it holds or aims to develop a leading position.  

Valuation 

Sum of the Parts 

In order to value JM and find the appropriate price target, we used the Sum of 

the Parts model, which we considered as the most suitable model to value the 

Group as it operates in three different geographies with three different 

currencies. In the case of Biedronka and Ara, we decided to perform the 

valuation on their local currencies and convert the Enterprise Value to Euros, 

assuming a 2015 forward rate of 4.27 PLN/EUR and 2 700 COP/EUR. Our 

valuation leads to a Target Price 2015YE of EUR 10.95. 

DCF Model 

We employed a DCF model as our valuation tool which according to Damodaran 

(2006) “the value of an asset is the present value of the expected cash-flows on 

the asset, discounted back at a rate that reflects the riskiness of these cash-

flows”, he also adds that “using DCF models is an act of faith, as the analyst tries 

to estimate the intrinsic value of an asset by looking at its fundamentals”. What 

an analyst tries to do when using DCF models is to accurately forecast future 

cash-flows and then, discount them by an appropriate rate which directly links to 

the risk of those cash flows. Our DCF model was based on our forecasts for 
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 The department store top player is Falabella 
69

 72 hypermarkets and 20 express stores 

Market Share 2013

Exito 36,4%

Cencosud 12,6%

Olimpica 12,7%

Alkosto 10,5%

Almanaces La 14 4,4%

Makro 3,0%

Tiendas D1 1,0%

Exhibit 53: Colombian 

Retailers market share 

Source: ILACAD World Retail 

http://topics.bloomberg.com/colombia/
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2014-26 for Portugal and Poland and 2014-2030 for Colombia, as we expect 

these periods to properly catch what we expect to be the slowing down of the 

Portuguese operation as also the convergence to the steady-state of Poland and 

Colombia’s operations. We took into account the three different geographies 

where JM operates and used three different discount rates based on WACC
70 

(8.58% for Portugal, 9.01% for Poland and 10.69% for Colombia) to reflect the 

appropriate risk of each country and a terminal value based on perpetuity and 

the diluted number of shares. We choose WACC as not only is fairy suitable for 

JM characteristics but also due to the fact that this kind of model has the most 

widely spread usage in the practitioners’ world. The DCF model led us to a 

2015YE Target Price of EUR 10.95 per share. 

Key Assumptions 

 

 

 

 

 

 

 

 

 

Cost of equity 

As to the cost of equity the risk-free rate should be denominated in the same 

currency as the cash flows and it should be of a similar horizon to the valuation 

in question. As that so to the basis of the risk free rate we chose a 10 year 

government bond yield denominated in local currency. Nonetheless given the 

fact that the 10-year Government bonds of Portugal, Poland and Colombia are 

not risk-fee due to the credit rating we chose to use the 10-year German bond to 

Poland and Portugal, and the 10-year US Government bond for Colombia. 

However in the case of Poland and Colombia the bonds are not denominated in 
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 Weighted Average Capital Cost 

Exhibit 54: DCF Assumptions 

Source: Nova Research 

Portugal Poland Colombia

Risk Free rate 1,0% 3,0% 5,0%

Market Premium 6,0% 6,0% 6,0%

Unlevered Beta 0,90 0,90 0,90

Levered Beta 1,12 1,14 1,13

Country risk Premium 2,0% 0,0% 0,0%

Cost of Equity 9,96% 9,86% 11,75%

Cost of Debt 6,0% 8,0% 10,0%

Corporate tax rate 26,5% 19,0% 25,0%

After-tax Cost of Debt 4,4% 6,5% 7,5%

Spread 5,0% 5,0% 5,0%

Leverage 25,0% 25,0% 25,0%

WACC 8,58% 9,01% 10,69%

Perpetuity Growth Rate 1,75% 2,00% 4,00%

Real Perpetuity Growth Rate 0,25% 1,00% 2,00%

LT inflation 1,50% 1,00% 2,00%

WACC-g 6,8% 7,0% 6,7%
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local currency so we had to adjust
71

 the risk free rate to the inflation presented in 

the cash flows we computed. Nonetheless in the case of Portugal the country 

trades in the same currency of Germany but the operational risk is different, in 

that so using Damodaran literature we computed a country risk premium which 

should capture the additional risk brought by investing in a country different from 

the risk-free. It was computed by taking the default spread from the 10-year 

German rate vs. the Portuguese counterpart (2%=3%-1%). 

For the Beta calculation we decided to compute a Beta for each country JM 

operates, according to Damodaran this Beta should capture (or not) the 

additional risk to invest in a specific stock compared to the entire market. We 

decided to estimate the Beta based on a basket of comparable Food Retail 

companies with operations in similar markets. We took each company’s beta 

from Bloomberg and after removing leverage effect using each company’s 

capital structure we computed the beta unlevered of each company given a 

range of [0.58-1.29]. From the empirical research made, it was possible to see 

that the betas most analysts used surrounded more or less 1 and we conclude 

that the 0.9 is a good estimate of what would be the true beta of Jerónimo 

Martins.  We have applied Jeronimo Martins’ Capital Structure to get JM’s 

levered beta. Our capital structure is 25%, which is the Equity book value and 

the current level of net debt of the company. We consider it to be in the optimal 

level as we do not consider it to change in the future as the company is 

committed to have a strong balance sheet and want to keep a small leverage 

ratio. Regarding the market risk our choice relied on a more theoretical rate. 

Practitioners and theoreticians use several different figures but they mostly fall 

into the range between 4% and 6%. Our choice relied on 6% as the value used 

in Mckinsey and Company Corporate Valuation book
72

.  

Cost of debt 

Jerónimo Martins does not have a credit rating and its bonds are not traded on a 

regular basis so to estimate the cost of debt we estimated a synthetic rating 

based upon Portuguese companies Credit Default Swaps (CDS). We estimated 

the synthetic rating as a default spread based on the average of the CDS of other 

Portuguese companies, we believe JM cost of debt will be closer to its 

Portuguese peers than to the average of the spread of other companies operating 
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 McKinsey & Company, Corporate Valuation, Koller T., Goedhart M & Wessels D.   
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in the Food Retail Industry. Upon this synthetic rating we added the risk-free rate 

(the 10 year Government bond used for the cost of equity) and we estimated an 

updated pre-tax cost of debt for the Portuguese, Polish and Colombian operation.  

Terminal Value  

Regarding the Terminal Growth Rate, Damodaran says that the nominal risk free 

rate is a good measure for the perpetual growth rate. Our risk free rate for 

Portugal is 3% (adding the country risk premium) but we consider that it 

overestimates what JM can actually do in the long term. Our estimated 

Revenues growth rate in the last year of the explicit period grows 1.75%, hence 

we assume that this is already very close the steady-state and used the 

Perpetuity Growth Rate equal to 1.75%. We have done the same analysis for 

Poland, and we expect a Perpetuity Growth Rate equal to 2%, in line with the 

Estimated Revenues growth rate in the last year of 2.2%. For Colombia we were 

a bit more confident due to the potential of the market and estimated a perpetuity 

growth rate of 4%, as the risk free of Colombia is 5% and we estimated the 

revenues growth rate in 2030 to be 4.4%. 

Target Price 

In exhibit 55 we illustrate the resume of our SoTP valuation with a TP for YE2015 

of EUR 10.95, we present the value attributable to each operation, as one can  

see Biedronka is the most valuable asset, in terms of Enterprise Value it 

represents 74%, whereas Pingo Doce represents 17% and Recheio 4% and Ara 

accounts for 4%.  In our operational forecasts we did not include any 

Exhibit 55: Sum of the Parts Valuation 

Source: Nova Research 

SOP Valuation YE15

EUR 000 000
Enterprise 

Value
Stake

Attributable 

to JM
% Equity % EV

Portugal 1 745 1 745 25% 21%

Pingo Doce 1 415 100% 1 415 21% 17%

Recheio 331 100% 331 5% 4%

Poland

Biedronka 6 002 100% 6093 87% 74%

Colombia 

Ara 319 100% 508 5% 4%

Joint Ventures 81 81 1% 1%

Financial Investments & Other 0,14

BCP Shares (October) 0,14

Enterprise Value 8 147 116% 100%

Net Debt 708

YE14 Consolidated Net Debt 496

Dividends to be paid out in 2015 205

Minority Interests 555

49% of Equity Value of JMR 547

Minority Interests JMR 7,5

Equity Value 6 884

Shares (mn) 629

Price Target (€)  YE15 10,95
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acquisitions. In our SoTP valuation we account for the holdings in Unilever and 

Gallo Worlwide as Joint Ventures where we estimated the value for 2015 as 1x 

Book Value of 2013. JM has also 2.036m BCP shares which we valued at the 

market value in 2
nd

 January 2015 of EUR 7 cents per share.  

Operational Forecasts 

We believe 2014 was a year of inflection for Jerónimo Martins, with Biedronka 

operation showing clearly signs of maturity, Pingo Doce operation in steady-state 

and Ara still a budding business. We believe that FY 2015 will be broadly in line 

with 2014, with competitive environment and food deflation challenging top line 

and pressuring down margins. Our 2015 FY forecast is 10bps yoy operational 

margin decrease to 5.6% and 100bps decrease vs. 2013. In our view, the food 

prices deflation with cost inflation is the main swing factor. 

Pingo Doce 

In Portugal the food retail market is mature and consolidated. We think that 

Pingo Doce has been doing well with a commercial proposition that meets 

success among Portuguese consumers and a low cost model which as a result 

gives them the ability to sell for less, nevertheless we do not think that higher 

growth will came from this operation, in fact we believe top line growth and 

operational margins will evolve modestly. 

We believe the market is saturated and contrary to Pingo Doce’s strategy to 

open 10 stores per year from 2014 to 2016 we prefer to err on the side of 

cautions due to the saturation of the market and also due to the challenging 

macro environment and forecast 6 store openings in 2014 and 5 stores openings 

per year in 2015 and 2016. Afterwards we expect a moderate 2 store openings 

from 2017-2021 and from 2022 till 2024 we only expect 1 new Pingo Doce per 

year and afterwards we do not see any more scope for Pingo Doce’s stores in 

their current format. In terms of Capex we assumed that investments will be 

around 2-2.5% of sales, with Capex being mainly driven by store remodelling 

(layout conversions) and maintenance to impulse the sales per square meter 

growth.  

Still, even though the macroeconomic environment remains challenging, with soft 

demand, intense competition mainly driven by commercial promotions and the 

deflation in top line, we expect a mild recovery of the economy more weighted on 

the second half of 2014 and first half of 2015 with the election cycle and a 

stronger demand which we are expecting to boost sales growth to 2%-2.5%, 

nevertheless we are less optimistic in terms of a more moderate competitive 
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Consolidated Sales 6,0% 4,6% 22 015 17 282 15 028 14 105 13 317 12 514 11 829 10 683 9 838

YoY 3,5% 5,9% 6,5% 5,9% 6,4% 5,8% 10,7% 8,6% 11,5%

Pingo Doce Sales 2,3% 2,0% 4 155 3 706 3 487 3 411 3 333 3 250 3 188 3 070 2 996
Pingo DoceWeights Total 

Sales 19% 21% 23% 24% 25% 26% 27% 29% 30%

YoY 1,8% 2,1% 2,2% 2,3% 2,5% 2,0% 3,8% 2,4% 4,9%

Pingo Doce Sales Area 

(sqm) 1,1% 0,3% 485 731 479 822 473 913 470 466 465 542 460 126 454 880 451 898 449 700

YoY 0% 0,4% 0,7% 1,1% 1,2% 1,2% 0,7% 0,5% 0,3%

Pingo Doce Sales/Sqm 

(EUR/m2) 1,1% 1,7% 8 555 7 724 7 358 7 249 7 159 7 064 7 008 6 793 6 663

YoY 1,8% 1,7% 1,5% 1,3% 1,3% 0,8% 3,2% 1,9% 3,2%

Pingo Doce Stores 1,4% 0,3% 405 400 394 392 387 382 376 372 369

Stores openings 0 2 2 5 5 6 4 3 7

Pingo Doce EBITDA 1,4% 2,5% 245 222 199 191 183 178 183 171 192

Pingo Doce EBITDA margin 5,9% 6,0% 5,7% 5,6% 5,5% 5,5% 5,7% 5,6% 6,4%

EBITDA mg evol. 0,00pp 0,00pp 0,10pp 0,10pp 0,00pp -0,20pp -0,10pp -0,80pp -0,10pp

Pingo Doce D&A -4,3% -0,1% 85 76 79 86 93 101 98 101 98

Pingo Doce EBIT 7,4% 4,3% 160 147 120 105 90 77 85 70 95

Pingo Doce Capex 0,2% 3,1% 104 98 78 77 68 63 76 42 107

Capex/Sales 2,5% 2,6% 2,2% 2,2% 2,0% 1,9% 2,4% 1,4% 3,6%

EUR 000 000

CAGR    

13-16

CAGR   

16-26
2011A2026E 2020E 2017E 2016E 2015E 2014E 2013A 2012A

Source: Company Data and Nova Research 

Exhibit 56: KPI Pingo Doce 

backdrop, we believe investments in price are here to stay so we expect margins 

to be flat in 2014 and 2015 also impacted by deflation in top line. Consequently 

we foresee the operation to deliver positive sales growth, with a CAGR of 2.0% 

in the forecasted period driven by sales per sqm growth. We also expect a step 

down in operational margin pressure by 2016 driven by an easiness of deflation 

and efficient reallocation of the cost structure
73

. The ability of Pingo Doce to keep 

margins stable in the last years makes us believe that this operation will be able 

to sustain a close to 5.9% long-tern margin in the forecasted period, this margin 

is definitely lower than what we have seen prior to 2012 but we believe that the 

trend is for Portuguese consumer to continue very price-sensitive, always trying 

to buy more for less, and consequently company will prioritize sales volume. As 

we said before we do not expect this operation to contribute with higher growth 

levels to JM, we consider this is a stable operation and we expect the 

management team to continue executing well. 

 

                                                 
73

 JM announced that they will continue working on a very disciplined cost structure, nonetheless part of their costs are 

fix which requires a few more time to re-adjust this structure. Additionally the deflation in top line makes cost dilution 

much harder which impacts negatively margins and we assume an easiness of deflation in 2016 
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Recheio  

We have noted the decline in sales growth pace of Recheio for the last years [-

0.2%;+1,6%], this has to do with the decrease in disposable income families have 

been facing which in turn has been reflected in a very depressed HoReCa 

channel. Despite the economic environment remains unclear and this is still 

impacting on consumer confidence we see space for a mild recovery in the sector 

in the first half of 2015, which can give some sales momentum to the operation. 

We believe that Recheio’s sales will be positively impacted by new openings of 

“Amanhecer” stores as also as by Recheio’s Private Label. On the other hand we 

expect traditional retailers to suffer a harsh time due to the fierce price competition 

in the market and we do not expect them to follow price competition among the big 

retail chains. Therefore, we forecast a slow recovery of sales pretty much in line 

with expected inflation for the forecasted period. This behaviour reflects essentially 

the performance of existing stores as we do not expect any more stores openings. 

In terms of Capex we forecast this to be 2% of sales mainly driven by 

maintenance and we do not exclude few layout remodelling.  EBITDA margin 

evolution will be stable around 5.5%. We believe this operation to be relatively 

stable and its significance for JM’s overall sales to not be substantial. 

Exhibit 57: KPI Recheio 

Source: Company Data and Nova Research 

Consolidated Sales 6,0% 4,6% 22 015 17 282 15 028 14 105 13 317 12 514 11 829 10 683 9 838

YoY 3,5% 5,9% 6,5% 5,9% 6,4% 5,8% 10,7% 8,6% 11,5%

RecheioSales 0,2% 1,6% 944 854 817 807 799 796 803 791 792

Recheio Weights Total Sales 4% 5% 5% 6% 6% 6% 7% 7% 8%

YoY 1,8% 1,6% 1,2% 1,0% 0,5% -0,9% 1,6% -0,2% 4,9%

Recheio Sales Area (sqm) -0,2% 0,0% 128 665 128 665 128 665 128 665 128 665 128 665 129 295 129 295 128 975

YoY 0% 0% 0% 0% 0% 0% 0% 0% 0%

Recheio Sales/Sqm (EUR/m2) 0,3% 1,6% 7 337 6 641 6 351 6 276 6 213 6 185 6 213 6 116 6 144

YoY 1,8% 1,6% 1,2% 1,0% 0,5% -0,5% 1,6% -0,5% 3,2%

Recheio Stores 0,0% 0,0% 41 41 41 41 41 41 41 41 41

Stores openings 0 0 0 0 0 0 0 0 0

Recheio EBITDA -1,7% 1,6% 52 47 46 44 43 43 47 50 50

Recheio EBITDA margin 5,50% 5,5% 5,6% 5,5% 5,4% 5,4% 5,8% 6,3% 6,3%

EBITDA mg evol. 0,00pp 0,00pp 0,10pp 0,10pp 0,00pp -0,40pp -0,50pp 0,0pp 0,20pp

Recheio D&A -7,5% 2,4% 11 11 10 9 10 10 11 11 11

Recheio EBIT 0,0% 1,4% 41 36 36 35 34 32 36 39 38

Recheio Capex -2,7% 3,9% 19 16 14 13 12 10 14 4 13

Capex/Sales 2,0% 1,9% 1,7% 1,6% 1,5% 1,3% 1,7% 0,5% 1,6%

EUR 000 000

CAGR    

13-16

CAGR   

16-26
2026E 2020E 2017E 2016E 2015E 2014E 2013A 2012A 2011A
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Poland 

In Poland we believe the Retail Food market is walking towards consolidation 

with a greater overlap between retailers, we believe the top 5 players in Poland 

have a combined of more or less 40% market share and top 10 controls around 

50% of the market. The intense competition between the players has been 

intensified in the past 18 months
74

 translating in more risk for LfL and margins. 

This of course has made some players to exit the market and others to reduce 

their expansion plans. In fact in the first 9 months of 2014 only Biedronka, 

Scharwtz Group, Aldi and Netto were investing in Poland with store openings 

being the only groups gaining market share
75

. 

We believe that the decision of the Group to freeze the store openings for the 

last two months of 2014 ending the year with close to 155 stores instead of the 

300 stores expected and the reduction of store openings to 100 per year from 

2015-2017 means the Polish operation is walking towards maturity. Thus we 

expect stores openings to be reduced from 100 in 2017 to 50 stores from 2018 to 

2022 and afterwards we see scope for the company to open 5 stores in the 

current format between 2023 and 2026. The 3 000 stores target will be achieved 

in 2020 which is when we expect the operation to reach steady-state, and by 

2026 the company will have 3 123 stores. This reduction of the expansion plan is 

of course due to the unsatisfactory results Poland operation achieved during 

2014 and we expect a reduction in top line growth from teen growths to single 

digit growth due to the challenging deflation and the decrease of store openings. 

The Group opened 270 stores on average per year from 2008-2013 and had a 

sales CAGR of 17%, we expect this number to decrease from now one as less 

stores are opened per year (exhibit 58).  

Additionally, we believe that margin contraction is inevitable, we foresee Poland 

to deliver EBITDA margins in line with the Pingo Doce operation of 5.9% by 

2022. Despite Biedronka being the market leader, it is not immune to the 

toughening competition and the challenging food retail environment, with 

headwinds of deflation. Firstly the 18 last months were of very intense 

competition, mostly focused on price, and softer consumer demand, Biedronka’s 

new commercial proposition to lift Biedronka’s offer means the Group is focused 

in top line growth, which with consumers being very strong value oriented and 

pricing strategies from competitors keep being dominated by promotions, 

translates in more commercial initiatives for Biedronka if the chain wants to 

maintain its price gap to its major competitors. Furthermore, with the new 

                                                 
74

 End of 2013 
75

 Source: Company 
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Consolidated Sales 6,0% 4,6% 22 015 17 282 15 028 14 105 13 317 12 514 11 829 10 683 9 838

YoY 3,5% 5,9% 6,5% 5,9% 6,4% 5,8% 10,7% 8,6% 11,5%

Biedronka Sales 7,4% 3,7% 13 774 11 309 10 200 9 553 8 960 8 297 7 701 6 730 5 786

Biedronka Weights Total 63% 65% 68% 68% 67% 66% 65% 63% 59%

YoY 2,2% 5,0% 6,8% 6,6% 8,0% 7,7% 14,4% 16,3% 20,4%
Biedronka Sales (PLN) 8,5% 5,2% 68 526 55 809 45 490 41 269 37 902 35 197 32 324 28 113 23 841

YoY 2,7% 6,1% 10,2% 8,9% 7,7% 8,9% 15,0% 17,9% 24,2%

Biedronka Sales Area 

(sqm) 7,3% 1,7% 2 055 889 1 941 577 1 805 952 1 728 452 1 650 952 1 556 120 1 400 522 1 207 099 1 033 821

YoY 0% 2% 4% 4% 5% 7% 13% 14% 14%

Biedronka Sales/Sqm 

(EUR/m2) 0,2% 1,9% 6 700 5 825 5 648 5 527 5 427 5 332 5 499 5 575 5 597

YoY 2,0% 2,9% 2,2% 1,8% 1,8% -3,0% -1,4% -0,4% 3,2%

Biedronka Stores 4,7% 1,3% 3 123 2 998 2 848 2 748 2 648 2 548 2 393 2 125 1 873

Stores openings 5 50 100 100 100 155 268 252 224

Biedronka EBITDA 2,2% 2,4% 813 690 663 640 590 567 600 552 458

Biedronka EBITDA margin 5,90% 6,1% 6,5% 6,7% 6,6% 6,8% 7,8% 8,2% 7,9%

EBITDA mg evol. 0,00pp -0,20pp 0,00pp 0,10pp -0,20pp -1,00pp -0,40pp 0,30pp 0,30pp

Biedronka D&A 12,8% 4,7% 303 226 204 191 179 163 133 106 95

Biedronka EBIT -1,3% 1,3% 510 464 459 449 411 404 467 447 363

Biedronka Capex -10,0% 1,5% 340 248 303 293 284 365 402 390 313

Capex/Sales 2,5% 2,2% 3,0% 3,1% 3,2% 4,4% 5,2% 5,8% 5,4%

2012A
CAGR    

13-16

CAGR   

16-26EUR 000 000
2011A2015E2016E2017E2020E2026E 2013A2014E

Exhibit 58: KPI Biedronka 

 

Source: Company Data and Nova Research 

commercial strategy we believe the cost structure will also increase as the model 

becomes more complex. This of course puts pressure on margins which we do 

not see to ease in the long-term mainly due to the market saturation. The 

persistency of deflation, which was firstly market driven by the competition but it 

was exacerbated by the European conjuncture is harming top line, with an 

increasing cost inflation, as macroeconomic environment improves, rents, wages 

and/or energy’s prices start to increase. This mix outcome has a dangerous 

effect in terms of cost dilution. JM has a fixed cost structure at a certain stage 

that of course it can adjust, but not immediately. And this should hamper 

Biedronka profitability during 2014 and 2015, in the sense that Biedronka should 

not be able to make an immediate reaction to deflation by adjusting its cost 

structure when there is inflation in wages and rents. So, having deflation at top 

line has a major impact in EBITDA margins. Because, costs cannot be diluted 

the same way as they are if there is an inflationary environment. We see scope 

for a stronger macro environment and for easiness of deflation nevertheless we 

see no tangible signs of an improving environment as yet as we predict slow 

sales pace and margin pressure for 2014 and 2015 and a more positive view on 

2016 onwards, with stronger consumer demand. 

In terms of Capex, Biedronka is opening less stores so we expect the Capex to 

be lower in 2014 of around EUR 365m which is well behind the company 
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guidance of EUR 600m given in the begin of 2014. We assumed investments in 

outlet on average to cost EUR 1.5m (as what was disclosed by the company). 

We expect the company to spend EUR 882 m in Capex between 2015-2017 and 

to allocate 49% of the capital expenditures with store remodeling (upgrading the 

network as part of the new strategy to improve the shopping experience). In the 

medium-long term as fewer stores are being opened we anticipate that the 

network improvements will increase as a way to elevate sales per sqm, and we 

assumed that the number of stores being upgraded per year will increase as we 

reach 2026. 

Downside Scenario 

The major downside risk in Poland is if the fine tuning of the new strategy put in 

place by JM turns out to take more time than we forecasted and the profitability 

gap between urban vs. non-urban stores continues to increase.  If we admit all 

the other variables remain constant but the management is unable to promote 

top line growth in 2015 and 2016 (admitting that in 2017 they were able to 

correct the problem) than investments in price and/or advertising should be 

higher leading to a step up margin pressure which we estimate as a drop of 50 

bps in 2015 and 50 bps in 2016. The net impact of this scenario in our valuation 

would be of less roughly EUR 20 cents or 2% downgrade to our 2015YE Target 

Price, ceteris paribus. 

Colombia 

The company is clearly making a big bet by entering in Colombia, as Polish 

operation starts to give the first signs of maturity, Colombian operation will be 

important to ensure the Group continues to deliver top line growth and strong 

operational margins. The Group has made a good move by entering with a hard-

discounter format as it allows them to participate in the lower income level of the 

population that is usually covered by informal retailer stores which in our view 

makes sense in a market where social mobility is expanding. We believe the 

Group will use a strategy similar to Poland, thus fine tuning stores format and 

assortment and at the medium-term the most common is to assume that JM will 

acquire other supermarket chain (the same strategy when bought Plus operation 

in Portugal and Poland) or to accelerate store openings (what happened in 

Poland) to increase scale. Recall that this is the first time the company is 

entering a new geography through organic growth.  

In our view this venture offers as many risks as opportunities, in one hand it is 

undoubted the potential of the Colombian market, with good consumption per 

capita, a good economic climate and a strong outlook for growth and retail. On 
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the other hand this potential has made and will continually make other players to 

enter this market increasing competition and potentially saturating the market, 

additionally Colombia players are quite strong and will try to defend their 

positions which can make this operation more expensive. Moreover, this 

operation will reach breakeven faster or slower depending on the scale, with 85 

stores in Colombia in 2014 the bargaining power of Ara with suppliers is still very 

limited that is why achieving scale will be so important to ensure the success of 

the operation and to guarantee a “Poland II”. 

Our estimates are based on JM’s Investor Day 2013, 2014 FY numbers and 

comparisons with Biedronka performance over the years and peers’ newsflow. 

Recall that Ara business has low visibility and we believe more time is need to 

assess the sales density, thus emphasize early numbers could lead to erratic 

changes in valuation.  

Regarding stores openings, we considered that in 2014 Ara will end the year with 

86 stores, in 2015 it will have opened 156 stores (150 was the target stablished 

by JM in 2013), and from 2016 it will start opening 150 stores per year 

accelerating the expansion plan. We believe the square meter per store will be 

around 450
76

. Of course Biedronka pace of expansion plans will be reduced by 

2017 and the investment allocation will suffer a readjustment, with Ara 

continually monopolizing a higher share of the Group’s Capex. We forecast 1 

456 stores in 2026 and 1 656
77

 stores in 2030 motivated by the growth prospects 

of the country and the increase of the middle class population leading to an 

increase of the country’s disposable income. We believe that with this expansion 

plan Ara will achieve EBITDA breakeven in 6 years
78

 in 2019 afterwards we 

expect an evolution of margins similar to the Biedronka operation
79

, with positive 

margins of 6% in 2025 and 7% in 2030. The EBIT margins will be negative for a 

bit longer due to depreciations overcoming EBITDA. In the medium term we 

expect the start-up costs of Ara and the margin reduction of the Polish operation 

to impact negatively the overall EBITDA of the company.  

In order to estimate the sales for Ara we looked to the sales per square meter 

performance of other companies operating in the Food retail market in Colombia 

and we also looked to the performance of Biedronka over the years. We 

analyzed the supermarket chains Éxito, Tiendas D1
80

 and Olimpica.  

                                                 
76

 Since the stores have currently between 300-600sqm and Biedronka stores have on average 650 sqm 
77

 Biedronka with 17 years of operation had ~2500 stores.  
78

 According to the company 6/7 years will be needed to achieve breakeven 
79

 We are expecting JM to replicate Biedronka’s model and the know-how acquired in the Polish operation will be very 

valuable to determine the operating performance of Ara 
80

 Tiendas D1 is a private supermarket chain partly owned by the Koba International Group   
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Consolidated Sales 6,0% 4,6% 22 015 20 590 17 282 15 028 14 105 13 317 12 514 11 829

YoY 3,5% 3,3% 5,9% 6,5% 5,9% 6,4% 5,8% n.a.

Ara Sales 123,7% 22,9% 3 787 3 000 2 340 1 283 401 212 104 52 19

Ara Weights Total Sales 14% 11% 7% 3% 2% 1% 0,4% 0,2%

YoY 13,4% 12,9% 35,1% 88,9% 103,2% 100,6% 174,7% n.a.
Ara Sales (COP bn) 127,1% 28,2% 19 151 14 113 10 005 4 425 1 182 588 276 111 50

YoY 6,8% 18,4% 19,9% 42,3% 100,8% 112,8% 149,9% 120,3% n.a.

Ara Sales Area (sqm) 78,9% 15,9% 733 950 632 700 542 700 351 450 148 950 92 700 54 450 27 450 16 200

YoY 3% 8% 9% 24% 61% 70% 98% 69% n.a.

Ara Sales/Sqm (EUR/m2) 25,1% 6,0% 5 160 4 741 4 312 3 650 2 690 2 287 1 916 1 894 1 168

YoY 2,0% 5,3% 3,6% 9,2% 17,6% 19,4% 1,2% 62,1% n.a.

Ara Stores 92,3% 14,3% 1 656 1 456 1 256 856 406 256 156 86 36

Stores openings 50 100 100 150 150 100 70 50 36

Ara EBITDA 21,5% n.a. 275 180 117 32 -40 -42 -31 -23 -24
Ara EBITDA margin (Biedronka breakeven, peers 

margin) 7% 6% 5% 3% -10,0% -20,0% -30,0% -44,5% -125,0%

6 years to reach EBITDA breakeven (2019)

4 years to reach EBITDA breakeven in Poland (2001)

Years 17 13 11 7 4 3 2 1 0

Ara D&A 98,7% 12,6% 79 75 73 58 24 15 9 5 2

Ara EBIT 29,7% n.a. 188 103 43 -25 -62 -56 -40 -29 -26
Ara Capex 51,9% -0,8% 107 145 147 214 178 119 80 45 34

Capex/Sales 2,8% 4,8% 6,3% 16,7% 44,4% 56,2% 77,1% 87,5% 179,6%

EUR 000 000

CAGR   

16-30

CAGR    

13-16
2026E2030E 2024E 2020E 2017E 2016E 2014E 2013A2015E

Exhibit 59: KPI Ara 

Source: Company Data and Nova Research 

Highlight to the format Tiendas D1 and Surtimax (owned by Éxito Group), a hard 

discounter very similar to what we believe will be the strategy of Ara. Both chains 

are relatively recent in the market
81

. Both stores offer products through proximity 

channel or hard discount, and also sell private label.  

D1 has around 425 sqm per store, Surtimax has 522 sqm per store, whereas 

Olimpica and Éxito supermarkets are larger formats with sqm per store between 

1 137and 2 553 sqm.  

 

By observing exhibits 60 and 61 one can see that sales per sqm of Surtimax 

increased at CAGR of 27% from 2008-2012 whereas D1 sales per sqm 

increased 65% from 2012-2013. We believe Ara will replicate this excellent 

performance and we estimate by 2017 (with 4 years of operation) that Ara will 

have EUR 2 262 sales per sqm and 406 stores, behind Biedronka operation with 

4 years (2001) which had EUR 2 911 sales per sqm, we are aware that GDP per 

capita today for Colombia is higher than it was in 2001 for Poland
82

 and this can 

impact the sales per sqm positively nonetheless we prefer to err on the side of 

cautions due to currently low visibility of the venture. Even so we recognize the 

potential of this operation specially the fact that JM already has the know-how 

from Biedronka operation so they will be more efficient in fine-tuning the strategy 

                                                 
81

 Tiendas D1 started operating in Colombia in 2009 
82

 GDP per capita in Poland in 2001 was USD 4991 in 2013 GDP per capita for Colombia is USD 7 831 
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JM/Ara 406 256 156 86 36

Exito 468 427 351 299 260 264

Hypermarkets: Exito 237 224 190 128 89 87

Supermarkets: Pomona, Carulla 85 79 75 79 89 94

Discount Stores: Surtimax 146 119 78 54 47 14
Tiendas D1 230 143 n.a. n.a. n.a.

Olimpica 232 219 223 211 203 212

2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

Biedronka (11 years of operation) 1 359 1 045 905 805 725 672 638 621 589 579

Store network
2017E 20082012 2010 20092016E 2015E 2014E 2013 2011

Exhibit 60: Colombia store network 

JM/Ara 2 262 1 899 1 533 1 344 1 168

Exito (supermarkets) n.a. 5 443 4 788 4 414 3 598 3 825

Discount Stores: Surtimax n.a. 3 800 3 379 2 872 2 245 1 483

Tiendas D1 1 587 963 n.a. n.a. n.a. n.a.

Olimpica n.a. n.a. n.a. 4 792 4 080 3 760

2008 2007 2006 2005 2004 2003 2002 2001 2000 1999

Biedronka (11 years of operation) 5 457 4 834 4 048 3 627 3 196 3 004 3 166 2 911 2 123 1 439

Sales per sqm (EUR) 2017E 2016E 2015E 2014E 2013 2012 2011 2010 2009 2008

Source: Nova Research 

Exhibit 61: Colombia sales per square meter (EUR) 

Net Debt & Other Liabilities -299 362 409 428 500 512 532 496 402 365 295

Net Debt/EBITDA -0,24x 0,37x 0,46x 0,48x 0,60x 0,64x 0,71x 0,70x 0,52x 0,49x 0,41x

EUR 000 000
2014E 2013A 2012A 2011A2026E 2020E 2019E 2018E 2017E 2016E 2015E

Exhibit 62: Net Debt and Net Debt/Ebitda 

Source: Nova Research 

in Colombia, the fact that at some point the operation gains traction and the fact 

that modern retail is very low in the country which should contribute to a better 

performance of new stores than in more mature markets.  

 

 

 

 

 

 

 

 

 

 

Net Debt 

We expect JM to maintain its strong balance sheet and healthy financial position. 

We foresee in our estimations that the operating cash flow the Group generates 

is sufficient to face the level of investment needed to continue operations and 

further expand the store network in Poland and develop the Colombian venture. 

Our forecasts take into account an expected dividend of EUR 0.337 per share to 

be paid in 2015 related to net results of 2014 and the dividend policy of the 

Group, which states a pay-out ratio between 40-50% of net results. According to 

this we estimate that the Net Debt of the Group will increase in 2014 and 2015, 

starting to decrease afterwards. We also expect that during 2015-2026, unless 

the Group decides to further expand operations into new geographies and 

increase its investment, the pay-out ratio will rise for values around 60-80% 

(exhibit 62).  
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Exhibit 63: JM P/E evolution (x) 

Source: Factset 

Div. Yield

TTM 2014E 2015E 2016E 2014E 2015E 2016E 2014E 2015E 2016E

Sonae 1,06           2 110        3,3% 6,4x 5,9x 5,5x 12,1x 10,6x 9,1x 13,6x 10,7x 9,2x

Distribuidora Internacional 5,29           3 445        3,0% 7,9x 7,7x 7,0x 12,0x 12,4x 11,0x 13,7x 13,5x 11,9x

Carrefour SA 23,5           17 263      2,6% 7,8x 7,3x 6,8x 12,5x 11,6x 10,6x 15,9x 13,8x 12,2x

Tesco PLC 175,7         18 028      7,1% 10,9x 8,8x 8,4x 20,0x 17,0x 14,7x 10,1x 11,9x 12,1x

Koninklijke Ahold NV 14,21         12 709      11,3% 6,9x 6,6x 6,5x 11,6x 11,0x 10,7x 16,0x 14,6x 14,2x

Metro AG 24,63         8 036        n.a. 5,4x 5,2x 5,1x 9,0x 8,6x 8,4x 14,6x 11,6x 10,1x

Casino Guichard Perrachon 74,01         8 371        4,2% 7,2x 6,7x 6,2x 10,4x 9,5x 8,7x 15,4x 13,2x 12,0x

Sainsburry PLC 226,40       5 474        8,5% 4,5x 4,9x 5,0x 7,7x 8,9x 9,0x 8,1x 9,4x 9,6x

Delhaize Group 57,17         5 873        2,7% 5,6x 5,2x 5,0x 11,1x 9,5x 8,9x 14,3x 12,9x 11,8x

X5 Retail Group 15,50         3 387        n.a. 6,3x 5,8x 5,0x 9,5x 8,7x 7,5x 13,8x 12,2x 9,7x

Lenta LTD-REG S 6,50           2 251        n.a. 9,7x 7,5x 6,0x 11,5x 9,0x 7,4x 18,3x 14,0x 10,9x

Magnit PJSC 11 350,00 15 751      2,2% 11,6x 10,0x 8,2x 14,9x 13,0x 10,5x 19,5x 17,0x 13,7x

Dixy Group 415,90       761            n.a. 4,5x 3,8x 3,3x 7,3x 6,2x 5,4x 11,1x 8,7x 7,0x

Almanaces Exito SA 26 400,00 4 070        2,0% 9,7x 8,6x 7,9x 16,2x 14,0x 12,5x 24,3x 20,6x 19,6x

Cencosud SA 1 490,00   5 628        1,1% 9,4x 8,5x 7,7x 12,2x 10,9x 9,7x 16,7x 13,1x 11,4x

Jeronimo Martins 7,91           4 978        3,9% 7,6x 7,3x 6,7x 12,1x 11,9x 10,9x 14,7x 14,1x 12,5x

3,2% 7,4x 7,0x 6,3x 11,8x 10,7x 9,4x 14,6x 13,2x 11,8x

Eastern 

Europe

LatAm

Total Median

P/E

Iberia

Western 

Europe

EV/EBITDA EV/EBIT
Company

 Last Price

(LCY) 

 Market 

Cap (€m) 

Exhibit 64: Peers Multiples 

Source: Bloomberg Consensus as of 10-12-2014 

Sector Valuation 

To complement our report we decided to perform an analysis on comparable 

companies’ valuation based on multiples. We used comparable companies that 

operate in the Food Retailing Industry and in the same geographies as Jerónimo 

Martins operates: Iberia, Eastern and Western European companies which are 

companies operating in mature and emerging markets as a benchmark for JM’s 

Colombian operation. In exhibit 63 we can see that JM’s EV/EBITDA and 

EV/EBIT are above the total median for 2015 and 2016 but are in line with its 

Iberian and Western peers. Looking to the Price Earnings ratio 2015 E we can 

see that the stock is trading at premium of 6.8% when comparing with the total 

median, nonetheless JM valuation has always been quite demanding as one can 

see in exhibit 63, during 2013 the company traded on average at 19.3x P/E and 

in 2014 the company traded on average at 16.5x P/E. We believe that despite 

the stock is not in the deep value category, this is a good entry point to buy 

Jeronimo Martins’ shares since we believe JM is still generating a considerable 

amount of Cash Flows despite its poor earnings momentum, which will allow it to 

further expand in Colombia and Poland and generate higher growth while 

keeping the Net Debt at low levels. Furthermore we believe the valuation is 

becoming compelling enough to compensate for the current uncertainties and 

the growth prospects are tangible. 
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Fixed Assets 5,2% 3,4% 5 840 5 032 4 826 4 627 4 437 4 179 3 977 3 792 3 588

Financial Investments&Others -8,4% 0,0% 100 100 100 100 100 100 100 130 130

Working Capital 2,0% 4,0% -2 613 -2 091 -1 998 -1 944 -1 872 -1 768 -1 680 -1 671 -1 667

WC % of sales -11,9% -12,1% -12,3% -12,4% -12,5% -12,5% -12,6% -13,4% -14,1%

Invested Capital 7,0% 2,9% 3 327 3 042 2 928 2 782 2 665 2 511 2 397 2 252 2 051

Net Debt & Other Liabilities -299 362 409 428 500 512 532 496 402

Minorities 3,2% 2,8% 387 330 320 311 302 293 284 275 267

Equity 7,3% 6,6% 3 238 2 350 2 198 2 043 1 863 1 706 1 581 1 480 1 383

Capital Employed 7,0% 2,9% 3 327 3 042 2 928 2 782 2 665 2 511 2 397 2 252 2 051

EUR 000 000
2026E 2020E 2019E 2018E

CAGR 

13-16

CAGR 

16-26
2013A2017E 2016E 2015E 2014E

Source: Nova Research 

Exhibit 66: Balance Sheet 

Total Revenues 6,0% 4,6% 22 015 17 282 16 313 15 672 15 028 14 105 13 317 12 514 11 829

YoY % 3,5% 5,9% 4,1% 4,3% 6,5% 5,9% 6,4% 5,8% 10,7%

EBITDA 0,8% 4,7% 1 261 965 899 899 836 796 744 710 777

EBITDA mg 5,7% 5,6% 5,5% 5,7% 5,6% 5,6% 5,6% 5,7% 6,6%

Depreciation&Amortisation 6,4% 4,7% 474 371 347 335 317 301 291 279 249

Depreciation as % Sales 2,2% 2,1% 2,1% 2,1% 2,1% 2,1% 2,2% 2,2% 2,1%

EBIT -1,8% 4,7% 785 595 553 565 522 497 454 431 525

EBIT mg 3,6% 3,4% 3,4% 3,6% 3,5% 3,5% 3,4% 3,4% 4,4%

Net financial costs 17 -38 -40 -47 -49 -51 -48 -38 -39

Gains/Losses in Aff. Comp./Joint Ventures 0 14 14 14 14 14 14 14 19

Financial results 17 -24 -26 -33 -35 -37 -34 -24 -22

EBT -2,9% 5,7% 802 572 527 532 487 460 420 407 503

Taxes (-) 188 134 124 125 114 108 99 96 111

Net Income before minorities 614 437 403 407 373 352 321 311 393

Minority Interests (-) -4,9% 1,2% 10,0 9,6 9,4 9,2 9,0 8,9 8,7 8,6 10,3

Net Income -3,5% 5,8% 603,53 427,63 393,84 397,87 363,65 343,30 312,71 302,57 382,26

Net Income mg 2,7% 2,5% 2,4% 2,5% 2,4% 2,4% 2,3% 2,4% 3,2%

EPS -3,5% 5,8% 0,96 0,68 0,63 0,63 0,58 0,55 0,50 0,48 0,61

Dividends 0,2% 8,9% 483 299 276 239 218 206 219 212 205

Payout Ratio 4,0% 2,9% 80% 70% 70% 60% 60% 60% 70% 70% 53%

Growth Rates

Sales 3,5% 5,9% 4,1% 4,3% 6,5% 5,9% 6,4% 5,8% 10,7%

EBITDA 4,7% 7,4% -0,1% 7,5% 5,0% 7,0% 4,8% -8,6% 5,1%

EBIT 6,4% 7,7% -2,2% 8,4% 4,9% 9,6% 5,3% -17,9% 4,6%

Net Income 7,7% 8,6% -1,0% 9,4% 5,9% 9,8% 3,4% -20,8% 6,0%

EUR 000 000
2026E 2020E 2017E2019E 2018E

CAGR 

13-16

CAGR 

16-26
2016E 2015E 2014E 2013A

Exhibit 65: Income Statement 

Source: Nova Research 

Financial Statements 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 

JERONIMO MARTINS COMPANY REPORT 

 
 

 
  PAGE 40/41 
 

 

 

(+)EBITDA 0,8% 4,7% 1 261 965 899 899 836 796 744 710 777

(-)Capex -2,4% 1,9% 607 576 545 523 573 502 445 484 540

   Capex  % of sales 3% 3% 3% 3% 4% 4% 3% 4% 5%

   Assets Av. Life 12,3 13,6 13,9 13,8 14,0 13,9 13,6 13,6 14,4

EBITDA - Capex 7,0% 2,9% 654 389 353 376 264 295 299 227 237

(-)Working capital change -84 -92 -54 -72 -103 -89 -9 -4 -41

(-)Net interest paid -17 38 40 47 49 51 48 38 39

   Net Interest Rate 0 0 0 0 0 0 0 0 0

(-)Taxes Paid -0,8% 5,7% 188 134 124 125 114 108 99 96 111

(+/-)Others * 0 14 14 14 14 14 14 14 19

FCf 17,3% 9,1% 567 323 258 290 218 238 176 111 147

(-)Dividends 1,1% 7,4% 448 276 239 218 206 219 212 205 212

FCf after dividends n.m. 20,0% 119 47 19 72 12 19 -36 -94 -64

Net Debt & Other Liabilities 8,4% n.m. -299 362 409 428 500 512 532 496 402

Net Debt/EBITDA -- 0,37x 0,46x 0,48x 0,60x 0,64x 0,71x 0,70x 0,52x

CAGR 

13-16

CAGR 

16-26
2018E 2017E 2013A2016E 2015E 2014E

EUR 000 000
2026E 2020E 2019E

Source: Nova Research 

Exhibit 67: Cash Flow Map 

Debt-to-Assets -- 11,9% 14,0% 15,4% 18,8% 20,4% 22,2% 22,0% 19,6%

Debt-to-Equity -- 13,5% 16,2% 18,2% 23,1% 25,6% 28,5% 28,3% 24,4%

Debt-to-EBITDA -- 0,37x 0,46x 0,48x 0,60x 0,64x 0,71x 0,70x 0,52x

EBITDA cover -- 25,5x 22,6x 19,0x 17,2x 15,6x 15,7x 18,6x 20,0x

Working Capital / Invested Capital -78,5% -68,7% -68,3% -69,9% -70,2% -70,4% -70,1% -74,2% -81,3%

Working Capital / Oper. Revenues -11,9% -12,1% -12,3% -12,4% -12,5% -12,5% -12,6% -13,4% -14,1%

Capex / Oper. Revenues 2,8% 3,3% 3,3% 3,3% 3,8% 3,6% 3,3% 3,9% 4,6%

RoIC (after Statutory Tax) 17,3% 14,4% 13,9% 14,9% 14,4% 14,6% 13,9% 14,1% 18,8%

RoIC (pre-tax) 23,6% 19,6% 18,9% 20,3% 19,6% 19,8% 18,9% 19,1% 25,6%

EBIT / Revenues 3,6% 3,4% 3,4% 3,6% 3,5% 3,5% 3,4% 3,4% 4,4%

Revenues / Capital Employed 6,62x 5,68x 5,57x 5,63x 5,64x 5,62x 5,56x 5,56x 5,77x

RoE 19,1% 18,8% 18,6% 20,4% 20,4% 20,9% 20,4% 21,1% 29,5%

Net Margin 2,7% 2,5% 2,4% 2,5% 2,4% 2,4% 2,3% 2,4% 3,2%

Asset Turnover 6,62x 5,68x 5,57x 5,63x 5,64x 5,62x 5,56x 5,56x 5,77x

Financial Leverage 102,7% 129,4% 133,2% 136,2% 143,0% 147,2% 151,6% 152,1% 148,4%

2013A2016E 2015E 2014E2017E
EUR 000 000

2026E 2020E 2019E 2018E

Source: Nova Research 

Exhibit 68: Multiples 
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Disclosures and Disclaimer 
 

Research Recommendations 

Buy Expected total return (including dividends) of more than 15% over a 12-month 
period. 

Hold Expected total return (including dividends) between 0% and 15% over a 12-month 
period. 

Sell Expected negative total return (including dividends) over a 12-month period. 

 
 
This report was prepared by Carlota Seladas, a student of the NOVA School of Business and 
Economics, following the Masters in Finance Equity Research – Field Lab Work Project, exclusively 
for academic purposes. Thus, the author, which is a Masters in Finance student, is the sole 
responsible for the information and estimates contained herein and for the opinions expressed, 
which reflect exclusively his/her own personal judgement. This report was supervised by Professor 
Rosário André (registered with Comissão do Mercado de Valores Mobiliários as financial analyst) 
who revised the valuation methodology and the financial model. All opinions and estimates are subject 
to change without notice. NOVA SBE or its faculty accepts no responsibility whatsoever for the content of this 
report nor for any consequences of its use.  
 
The information contained herein has been compiled by students from public sources believed to be reliable, 
but NOVA SBE or the students make no representation that it is accurate or complete, and accept no liability 
whatsoever for any direct or indirect loss resulting from the use of this report or its content. 
 
The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion 
about the subject company and its securities. He/she has not received or been promised any direct or indirect 
compensation for expressing the opinions or recommendation included in this report.  
 
The author of this report may have a position, or otherwise be interested, in transactions in securities which 
are directly or indirectly the subject of this report. 
 
NOVA SBE may have received compensation from the subject company during the last 12 months related to 
its fund raising program. Nevertheless, no compensation eventually received by NOVA SBE is in any way 
related to or dependent on the opinions expressed in this report. 
 
The Nova School of Business and Economics, though registered with Comissão do Mercado de Valores 
Mobiliários, does not deal for or otherwise offers any investment or intermediation services to market 
counterparties, private or intermediate customers.  
 
This report may not be reproduced, distributed or published without the explicit previous consent of its author, 
unless when used by NOVA SBE for academic purposes only. At any time, NOVA SBE may decide to 
suspend this report reproduction or distribution without further notice.  
  


