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Market Profile

Market Cap (BRL 000.000) 13,808
Shares Outstanding (000.000) 191
52WK Price Range (BRL/Share) 8.39-87.30
Volume (000 shares) 2,027
1 YR Return 533.04%
Earnings per share (BRL) (TTM) 1.17
5 YR Dividen Yield 0.67%
Beta (LTM) 1.28

Ownership per individual

Luiza Helena Trajano Indcio Rodrigues 18.70%

Ismael Borges Trajano 6.24%

Fernando Henrique Borges Trajano 6.24%

Gisele Trajano 5.81%

Flavia Bittar Garcia Faleiros 8.85%

Fabricio Bittar Garcia 8.89%

Franco Bittar Garcia 8.87%

Others 36.39%

Forecast Summary

Net Revenues (BRL 000.000)
EBITDA (BRL 000.000)
Net Income (BRL 000.000)
EPS (BRL)

EV/EBITDA (x)

P/E (x)

Net Debt/EBITDA (x)

ROE

ROIC

Dividend Yield

FCFF Yield

Sector: Retail
Industry: Electric Appliances

Valuation Date: October 20t", 2017 Current Price: BRL 72.45

Recommendation: HOLD Target Price: BRL71.78
Stock Exchange: BM&FBOVESPA Downside: -0.92%
|

Highlights

We begin coverage on Magazine Luiza S.A (MGLU3) with a HOLD recommendation and a
12m price target of BRL 71.78 per share and a downside of -0.92%. Magazine Luiza is the 2nd
largest durable goods retailer of Brazil.

Already priced. From current closing price. Based on our DCF model, we see MGLU trading at
a11.7xEV/EBITDA and 41.8x P/E in 2018. We expect a prosperous future of the company as
a combination of three main factors: (i) The secular e-commerce growth that should double
market size to BRL 90 billion by 2022 and still present room for e-commerce penetration in
total retail sales compared to mature economies, (ii) MGLU'’s truly omnichannel and profitable
business model that continues to grow and deliver above average returns and (iii) MGLU’s
strong digital and online presence pushed by the marketplace platform expansion that should
reach a relevant proportion of online’s GMV in next 5 years. The HOLD recommendation
comes from the conclusion that we are not alone and the market has already priced MGLU'’s
bright future, leaving a small upside.

Secular Growth. Despite the recession, Brazilian e-commerce secular growth continued and
the market grew at a20,1% CAGR,411-2016, F€aching a BRL 47.2 billion size in 2016. While lack
of experience in the B2C business has led players to spend much more time and money (on
acquisitions, technology, headcount, and working capital) to get things off the ground, today
the successful online players are the ones who have a “Digital DNA”, such as MGLU and
Mercado Livre.

Why Magazine Luiza? While most industry players are taking a toll on cash generation, MGLU
is one of the few businesses in a financially healthy position generating cash (see Exhibit 18).
With the equity follow on fresh capital, Magazine is ready to finance its marketplace and
B&M'’s expansion through retail upcoming finer years.

Main risks to our positive view. The main risks that could significantly alter our base case
scenario are: (i) Amazon more furiously trying to gain market share, forcing MGLU to
drastically reduce take rates and to sacrifice cash as it tries to compete, (ii) further
deterioration of Brazil's fiscal scenario leading to higher interest rates and slower recovery of
the credit and labour market, (iii) a low probability but high impact risk would be the exit of the
current CEO, Frederico Trajano, which lead the digital transformation process, and remains
essencial to MGLU's prosperity. Please see Investment Risk section for a closer analysis on the
company’s exposure to risks.

2015A 2016A 2017E 2018E 2019E 2020E 2021E
9,766 10,216 12,057 13,341 14,638 15,559 16,687
423 676 945 1027 1229 1420 1673
-66 87 302 315 483 673 766
-0.3 0.5 1.6 1,68 2,57 3,59 4,08
33,8x 20,8x 13,4x 12,1x 9,9x 8,2x 6,7x
-207x 157x 45x 43x 28x 20x 18x
1,7x 0,6x -1,0x -1,1x -1,2x -1,3x -1,4%
-11.3% 13.9% 15.1% 14.1% 19.0% 22.5% 22.5%
15.2% 33.6% 50.7% 52.2% 63.4% 74.9% 89.9%
0.2% 0,0% 0.5% 0.5% 1.2% 1.7% 2.5%
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Exhibit 1: Business Model Synergies

Physical Retail

705 conventional stores
125 virtual stores

10 distribution centers
571 cities

E-commerce
21.8 MM visits per
month

+550K SKUs
Marketplace

+80K SKUs B2C

Financial Services

3.3 MM Luizacredcards
R$ 4.8 Bl Luizacred
portoflio

Source: Company's data. *As of Jun/2016.
Exhibit 2: MGLU’s Net Revenue Breakdown

= Physical Retail

= Online Retail

Source: Company's data, team's estimates.

Exhibit 3: MGLU'’s Stores Network
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Exhibit 4: Total visits per months on its website
(millions of users, as of 8/15/17)
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Amazon
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Source: SimilarWeb
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Business description

Magazine Luiza is the 2nd largest durable goods retailer of Brazil, operating with 830
physical stores distributed in 15 states and an online channel. Founded in 1957, MGLU has
been listed in B3 since 2011 as a member of “Novo Mercado”, a category of high corporate
governance level. The company’s operation focuses exclusively in Brazil, without any short
term international expansion plan.

MGLU's business is divided in three fronts (see Exhibit 1), all of them contributing to improve
the company’s business model synergy:

1 Brick and Mortar. Represented 67% of net revenues (see Exhibit 2) and 62% of EBITDA in
2Q17, growing at a 11% CAGR,419-2016- COnventional stores, that average 712 sqm, are
placed in well attended locations equipped with large inventories and physical showcases,
providing high sales capacity and superior customer experience. While the virtual stores,
that average 150 sqm, are distributed in less busy locations, without showcases (expect for
smartphones) or high inventory costs, aiming to increase the company’s capillarity (see
Exhibit 3). Both store-models are part of MGLUs “digital platform with physical presence
and human touch” strategy.

1 E-Commerce (B2C + Marketplace). Represented 25% of net revenues and 38% of EBITDA
in 2Q17, growing at an impressive 30% CAGR,410-2016- MGLU’s e-commerce as in August
2017 had 21.8 millions of user visits per month (see Exhibit 4). Besides it’s B2C model that
accounts for most of e-commerce GMV, a third-party seller (3P) marketplace platform was
launched at the end of 2016. MGLU has been working to increase its online sales and
solidify the efficiency of this cash machine.

1 Financial Services (Luizacred|Luizaseg|Consércio Luiza). Represented 7% of net
revenues and 14% of operating profit in 2Q17. Covering financial services, insurance and
consortium, the segment mainly aims increased customer loyalty. With BRL 4.8 billions in
total portfolio and 8.4% in NPL 90, Luizacred (financial services) financed 23% of MGLU'’s
2Q17 GMV through Luiza’s card and 7% through Direct Consumer Credit (CDC). Luizaseg,
the insurance segment, is one of the nation's leaders of extended warranty products.

Truly omnichannel operation. A deeper look into the company’s business model allow us to
best understand the reason of such performance.

9 Preemptive distribution. MGLU has adapted to the third wave of retail, handing over
control to consumers through a truly omnichannel distribution. After integrating the
acquisitions of Lojas Maia and Bau da Felicidade in 2010 and 2011, it laid the foundations
to become a digital company using B&M stores to offer Brazilian customers the best
possible omnichannel experience, instead of just a traditional hardline retailer present in
ecommerce. Offline retail accounts for 68.2% of net revenue (proforma), being the main
distributor of financial services, which improves shopping through superior payment
methods and insurance. Besides the enhanced experience of offline retail, that comes from
a combination of presentation control, salesperson services and visual, touchable and
soundable engagement, MGLU is tailoring its B&M stores expansion to improve
online/offline integration. Additional stores increase the company's capillarity and enables
the online distribution to farther cities, diluting overall SG&A. In addition, store pick-up
enables online purchases to be picked at physical stores allowing a faster delivery option
for consumers and a large freight cost reduction of MGLU.

I E-commerce that works. MGLU'’s strong B2C operations and management’s effort in
expanding its marketplace platform is developing a winning online business. With top-
notch execution in the digital transformation process and the creation of a successful
omnichannel platform, MGLU is expanding its product portfolio (800k SKUs) and services
offered (Magalu envios, Magalu fulfillment and Magalu ads), preserving service quality and
profitability. Accounting for an estimated 5% of total GVM, its marketplace already has
250 sellers, and the company has been very diligent in demanding a superior service level
toits sellers.

Control of the value chain. From online to offline, MGLU integrates its sales channels
through a single backoffice, with its distribution logistics supported by +1.000 third-party
logistics operators, 10 Distributions Centers (DCs) and 830 Shoppable Distribution
Centers (SDCs) throughout the country. Also, the DC'’s have a Cross-Docking process,
which enables the products to be received and redirected dismissing the storage process. This
"Luiza Network" provides faster and cheaper last mile delivery and supports a strong
omnichannel strategy, letting the consumer decide the best place and moment to pick any
product. Additionally, Fulfillment By Magalu (FBM) allows online customers to choose
shipping from either the seller or directly from MGLU or even pick-up the product at the store.
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Exhibit 5: Industry Drivers Growth
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Exhibit 6: Industry Players’ Priorities
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Source: NoVarejo.

Exhibit 7: F&A Top 20 Players Market Distribution
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Source: NoVarejo.
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Exhibit 8: Top 4 Players Concentration
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Source: NoVarejo.
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Also, the DC'’s have a Cross-Docking process, which enables the products to be received and
redirected dismissing the storage process.

“Tech stock” disguised as retailer. In 2014 MGLU created Luizalabs to develop products and
services, in-house, focused in optimization and integration of B2C, Offline and Marketplace
channels to strengthen the digital inner culture. The lab, holding +300 software engineers,
incorporated backoffice systems and acquired the “Integra Commerce”, responsible for the
integration between sellers and marketplace platform, which brought features as sell
management, pricing, inventory and freight management and product roadmap tracking. The
result: Luizalabs do more than 1.7 billions of API calls per month, helping to deliver almost 30
deploys per day.

Industry Overview

Thelast three years, the worst in Brazilian retail history, reduced industry revenues, margins
and financial health, forcing the survivors to cut costs and have a more rational and efficient
approach. Households have resorted to e-commerce as a price comparison platform, looking
for better deals and redefining their purchasing experience.

Durable demands stability. As a highly cyclical segment, furniture and appliances retail grew
in the last decade at a 12,4% CAGR,4p3_2013 above the GDP CAGR;(¢3_2013 Of 10.8%, before
following to be the second most damaged retail segment in the 2015-2017 recession. In the
last three years, the industry was pulled down by a large decrease in employed population,
available income, credit concession and consumer confidence (see Exhibit 5). While the
biggest 350 retailers combined opened 2.700 B&M stores last year, furniture and appliances
stores decreased from 6.178 in 2015 to 5.940 in 2016, due to its big sensitivity to economic
cycles, labor and credit markets. The steady downfall was stopped in April 2016 and for
coming years retail growth is expected to drive for GDP Growth.

Survival of the fittest. Price wars increased, pushing down industry margins. Market leaders
prioritized increasing efficiency, control of the value chain and better understanding customer
behaviour (see Exhibit 6). MGLU delivered through superior execution and gained market
share (see Exhibit 7). The Brazilian retail market concentration is following the global trend,
according to Ibevar, the biggest 20 retailers account for 20% of all market while in USA, the
top 20 companies represent 36% of market size. In Brazil, between the biggest retail markets,
furniture and appliances is the third most concentrated segment (see Exhibit 8). We foresee a
slower path to market consolidation, led by those truly capable in adapting their business
models, such as Magazine Luiza.

Good horizons. The furniture and appliances domestic market is huge. Despite TVs and fridge
household penetration being already near 98% levels, according to NoVarejo, families are
coming out of the recession with a greater desire to renew these products. Other white goods,
such as stoves, washing machines and freezers present opportunities due to its lower
penetration levels of 47%, 57% and 17%, respectively.

Secular Growth. Despite the recession, Brazilian e-commerce secular growth continued and
the market grew at a 20,1% CAGR,411-2016 (S€€ Exhibit 9), reaching a BRL 47.2 billion size in
2016. In Brazil, most internet players started out as retailers. Only the large ones had enough
capital to invest heavily in working capital and cover huge freight costs (expensive logistics and
free freight offered for various categories), thus being able to subsidize their structurally
unprofitable B2C platforms as newcomers. While lack of experience in the B2C business has
led players to spend much more time and money (on acquisitions, technology, headcount, and
working capital) to get things off the ground, today the successful online players are the ones
who have a “Digital DNA”, such as MGLU and Mercado Livre.

The digital future. Furniture and appliances leaders adapted to consumer increasingly price
and products information access and expanded their sales to more digital and online channels
(see Exhibit 10). E-Bit projected Brazilian e-commerce growing 17% in 2017, prompted by a
rise in price and volume of electronics, already well explored by MGLU. Even with the fast
growth in Brazilian e-commerce market, online penetration of all retail sales remains well
below than that of mature economies (see Exhibit 11).

Bigger showcase and less costs. Following one of the major trends on display at Brazilian
online retailers, large retailers such as B2W, Walmart, Cnova, MGLU, Mercado Livre and
Netshoes invested on marketplace platforms to cut COGS by an inventory reduction. Besides
benefiting from the long tail and covering a bigger product portfolio than a B2C model, due to
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Exhibit 9: E-commerce market CAGR419-2016 (%)
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Exhibit 10: E-commerce Revenues Market Share
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Exhibit 11: E-commerce as % of retail sales, 2016
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Exhibit 12: Smartphones’ and Internet Penetration in
Brazil
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decentralization, the tendency of the marketplace is to reduce rent expenses or purchase of
physical spaces destined to the stock of goods.

Omnichannel means logistics. While better macro prospects, more online spending per user,
greater smartphones’ and internet penetration (see Exhibit 12) are key to the internet’s
secular growth in Brazil, the most successful players should be those with the best platform
and logistics. US e-commerce leader, Amazon, success came mainly from its investments in
building distribution centers closer to consumers, improving shipping efficiencies, and
reducing friction to make purchases in north america. Logistics is one of the main bottlenecks
of Brazilian e-commerce as the lack of high quality service operators and high investments
makes it difficult to build a verticalized structure. While 94% of B2W deliveries in 2016 were
made via its own logistics structure, MGLU operates through a great number of third party
distributors, similar to Amazon’s US operations, which integrates with its B&M operations
resulting in a more asset-light and efficient business model.

Competitive Positioning

In a dynamic and rivalrous market, MGLU’s competitive advantages are the cornerstone of
its rising positioning within the industry.

Changing titans. As a people intensive and low margins business model there are relevant
entry barriers for new and small players. Growing as a B&M retailer requires large capital
investments as retail’s low margins demands size to dilute SG&A and to reduce suppliers
power, but size demands distribution logistics investments. A company entrance in the B&M
furniture and appliance segment demands capital abundance to even start the challenge of
competing with the titans. MGLU already established an efficient operation that gained
market share even in adverse conditions, able to evoke in price wars challenging any
newcomer. While online presence requires large IT and distribution logistics investments, the
entrance of a new e-commerce competitor, and especially through a marketplace platform,
represents arisk to both B&M and online retailers, such as MGLU. But MGLU's large user base
and already significant website traffic presents an important competitive advantage over
smaller players due to the increasing costs of advertising in the internet.

Head start. MGLU'’s good scale represents a competitive advantage against any newcomer,
since the company is a large client for the main Furniture and Appliances suppliers.
Furthermore, in order to benefit from even bigger discounts the company pulverized its
suppliers so that there is no dependency.

Size is not everything. Despite being a titans market, retail’s highly competitive environment
demands constant adaptation for the maintenance of leadership. The services offered are
barely differentiated between players and customers have a high bargaining power. More
important than size is execution, B2W, brazilian e-commerce ancient leader, still maintains an
unprofitable B2C operation. MGLU’s adaptation in developing the only truly omnichannel in
the industry, ensures big competitive advantages in comparison with an average competitor.
(see Exhibit 13). CNova is another player that benefits from high traffic on its websites but is
taking a toll on cash flow generation due to internal issues, such as the recent write-offs,
inaccurate controls and the integration with Via Varejo. MGLU’s top execution promoted
them to become one of the highest-grade players in Brazilian e-commerce (see Exhibit 14) at
the same time as being one of the fastest growing brazilian retailers with more profitable
operations than its peers (see Exhibit 15).

The giant is here, what now? Amazon has just started selling electronics in Brazil, but the titan
isn’t exactly a newcomer. Amazon is currently in the second stage of its successful playbook
strategy: 1st B2C; 2nd Marketplace; 3rd Fulfillment by Amazon; 4th Amazon Prime. Although
Brazil presents a good opportunity with its secular e-commerce growth, international players
face idiosyncratic entry barriers such as: intricate regulatory requirements, high and complex
taxes, and challengeable logistic bottlenecks, making harder to replicate the same playbook
strategy used in other countries here in Brazil. The next step of the American giant in Brazil
shouldn’t necessarily mean the doom of local market players as its success will be highly
dependent on its learning curve in the country and all-in should lead to a gradual investment
in the country. We expect the company’s gradual expansion pace to be similar to what
happened in markets such as France and ltaly, in which Amazon faced well-established
competitors, but succeed to become a top 3 players.

Substitute products. With the advent of the internet, there is a risk of suppliers overcoming
the need of retailers or marketplace platforms and increasing their B2C sales. Whirlpool,
owner of the famous Brastemp brand, already has B2C websites such as Brastemp and Consul.
But the challenges in becoming a significant retailer, such as those presented before, ensues a
low risk by substitute products to MGLU'’s business, short and long term wise.

4
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Exhibit 13: Porters’ Five Forces Analysis*
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Exhibit 14: Consumers’ evaluation of websites’ quality
- LTM (as of 13 October, 2017)

E-commerce (B2C)

B2W (americanas.com) 7.5
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Netshoes 6.77
Walmart - Online 5.77
Cnova (pontofrio.com) 3.8
Cnova (casasbahia.com) 3.6
Cnova (extra.com) 3.54
Source: Reclameaqui.com
Exhibit 15: MGLU'’s superior profitability
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Exhibit 16: Changes in Players’ Employee Productivity
and Revenue per store
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Exhibit 17: E-commerce Sales (USD billions)
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Investment Summary

We begin coverage on Magazine Luiza S.A (MGLU3) with a HOLD recommendation and a 12m
price target of BRL 71.78 per share and an downside of -0.92% from current closing price.
Based on our DCF model, we see MGLU trading at a 12.1x EV/EBITDA and 43.2x P/E in 2018.
We expect a prosperous future for the company as a combination of three main factors: (i) The
secular e-commerce growth that should double market size to BRL 90 billion by 2022 and still
present room for e-commerce penetration in total retail sales comparing to mature
economies, (ii) MGLU'’s truly omnichannel and profitable business model that continues to
grow and deliver above average returns and (iii) MGLU'’s strong digital and online presence
pushed by the marketplace platform expansion that should reach a relevant proportion of
online’s GMV in next 5 years. The HOLD recommendation comes from the conclusion that we
are not alone and the market has already priced MGLU'’s bright future, leaving no upside.

Credit Cycle. The credit and labour markets recovery combined with the drastic decrease in
interest rates led by the end of Brazilian inflationary inertia, should rebound furniture,
appliances and electronics (FA&E) demand, especially in “Class C” consumer segment, thus
escalating MGLU'’s revenues and margins.

Not the usual store. In addition to MGLU'’s strategy in using smaller and cheaper stores, the
digital transformation of its B&M stores has been bringing down SG&A expenses. MGLU's
clerks have inventory information and payment methods at the touch of their fingers,
drastically reducing sales time per seller as can be seen in the increase in employee
productivity and revenue per store, in comparison to peers (see Exhibit 16).

Room to grow. The positive macro outlook in coming years (see Appendix 4 for our
Macroeconomic Assumptions) should propel MGLU’s B&M expansion. Moreover, after
comparing F&A stores per “Class C” citizens to MGLU'’s stores distributions by geographical
region it was observed room for expansion. After this year sixty stores planned expansion, that
currently focus in completing its Northeast expansion, we expect the company to pursue
upscaling its Mid-West operation, due to the region potential and prior companies’ comments.
(See appendix 5 for further information of the expansion plan). We expect it to be a well-
executed process and to increase omnichannel synergies through greater capillarity and
logistics network.

Right time and place. Inthe comingyears, the increasing e-commerce penetration in Brazilian
retail sales should be driven by improved economic outlook; higher consumer spending in
online platforms; rapid penetration of smartphones and broadband connections; and
companies’ desire to enhance consumers’ online experience. According to Forrester, the
market should grow at a CAGR,416_2021 Of 12,4% and even then, it will still be much smaller
than that of mature countries, such as USA (see Exhibit 17). In addition to the expected market
growth, MGLU is the main retailer investing in content marketing and fostering digital
inclusion while capturing these internet newcomers to its e-commerce platform.

Solid financials. While most industry players are taking a toll on cash generation, MGLU is one
of the few businesses in a financially healthy position generating cash (see Exhibit 18). With
the equity follow on fresh capital, Magazine is ready to finance its marketplace and B&M'’s
expansion throughout retail upcoming finer years.

It's genetic. MGLU'’s digital and innovative DNA built the only truly omnichannel in the
industry. The company pioneered many times, but recent years initiatives resulted in today's
good scaled, profitable and asset-light business. The big investments on a growing
marketplace platform should enable MGLU to keep gaining market share without jeopardizing
margins in the coming years. Superior execution should play a major role in the long term, and
we believe MGLU is well set to deliver above-average returns and be a winning player in
Brazilian e-commerce's secular growth.

Ready to fight. Although retail is highly competitive, it is not that easy to achieve the
competitive advantages that Magazine Luiza currently holds, rooted in its business model and
technological culture. Amazon will challenge its competitive positioning but MGLU's already
established supply chain logistics, relevant website traffic and head start makes it well
prepared to face Amazon gradual competition.

Main risks to our positive view. The main risks that could significantly alter our base case
scenario are: (i) Amazon more furiously trying to gain market share, forcing MGLU to
drastically reduce take rates and to sacrifice cash as it tries to compete, (ii) further
deterioration of Brazil’s fiscal scenario leading to higher interest rates and slower recovery of
the credit and labour market, (iii) a low probability but high impact risk would be the exit of the
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Exhibit 19: News Flow, Historical Prices and
Projections (BRL)
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current CEO, Frederico Trajano, which lead the digital transformation process, and remains
essencial to MGLU’s prosperity. Please see Investment Risk section for a closer analysis on the
company’s exposure to risks.

Rousseff Re-

elected in Brazil 01/01 - Fred

Trajano takes
overas CEO

$0,00
abr/11

Source: Bloomberg.
Exhibit 18: Players’ Net Debt / EBITDA (2Q17)
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Exhibit 20: DCF Breakdown
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Exhibit 21: Cash and CAPEX Evolution
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Valuation

Our valuation arrives at a BRL 71.78 target price, driven by our DFCF to Equity model (see
Exhibit 20). The discounted cash flow model was used due to the undesirable high historical
volatility of the company’s multiples. But as a sanity check, we performed a Relative Valuation,
as we believe that it can provide additional information about the level of cheapness or
expensiveness of the asset.

One value to rule them all: Our base case model consisted on estimating each segment
operational income, before assembling them to come up with one Free Cash Flow. We avoided
a sum-of-the-parts valuation since we believe that Magazine Luiza should be analyzed as
whole. MGLU’s omnichannel business model makes its B&M and online operations highly
dependent on each other aswell to the financial services segment, that does not generate
significant cash flows and has a more strategic nature. We opted for a Free Cash Flow to Equity
model since we foresee a change in capital structure as a result of the recent common stock
issue and a deleveraging from the significant expected cash flow growth.

In order to better understand where we see operational income growth potential, we broke
down our key assumptions and estimates for each of Magazine Luiza segments.

I Brick and Mortar: more stores to come. As signed by the company, stores opening
numbers for coming years should return to pre IPO levels. We expect VVAR's to continue
to focus on premium stores expansion instead of “Class C” stores, as observed in the
decrease in total storesin 2Q17, leaving MGLU better positioned to penetrate unexplored
cities. We expect MGLU to open more 57 virtual stores and 169 conventional stores until
2022, adding up to more than 638 thousand square meters. After the consumption
recovery pushing SSS growth and the expansion in low consolidated cities, we expect
B&M'’s revenue per square meter to grow at areal 3.4% CAGR,y17_2022- Theresultisa B&M
revenue real growth of 7.1% CAGR,y17_202, and a gain in market share.

I E-commerce: Market place. The expected Amazon’s gradual pace in the country
shouldstill let a high growth in Magazine Luiza online operations. Given management
focus on internet operations and that the e-commerce market itself is expected to
rapidly grow at a 12.4% CAGR,417—2022, We estimate MGLU'’s online GMV reaching
BRL 11 billion in 2022, a 66.1% CAGR;017-2022(2017-2022), similar with recent
quarters growth. This should represent 12.6% of market share, in comparison to the
~6% current level. Much of this growth should be pushed by an increase in market
place penetration in online GMV, which we estimate to be 5% today. We believe that
after Amazon entrance in the Brazilian electronics segment last Wednesday, MGLU
will be forced to lower its marketplace take rate to 10% next year, the same level
charged by the American rival. This rate should let Magalu’s marketplace rates
competitive in coming years, as it shoots to reach and surpass its peers that already
average 25% market place penetration of their online GMV operations. We expect a
take rate hike to 10.5% from 2022 on, made possible by an increase in customer and
suppliers loyalty that should result from MGLU’s larger scale, high service quality and
superior logistics distribution.

fFinancial Services. Although not financially relevant to our valuation, this is a strategic
segment that boosts Retail Sales, especially B&M's. To project top line growth, we
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Exhibit 22: Cost of Equity Decomposition

Risk free rate 0.38%
Re-levered beta 1.36

Market risk premium 5.69%
Country risk premium 2.40%

Source: USTreasury, Damodaran, Ipea Data.

Exhibit 23: Scenarios Output

| Bull | Base | Bear

New Stores* 242 226 209
B&M BRL/Sgm *CAGR 3.93% 3.4% 2.8%
é;/fel:/larket Place Take 12% 10.4% 9.5%
panket Place 76 of 48%  42%  32%
Online GMV CAGR* 21.5% 22.4% 18.3%
Revenue CAGR* 9.5% 9.8% 8.4%
EBITDA CAGR* 16.2% 15.6% 12.4%
EBITDA Margin ** 11.1% 10.7% 9.7%
Avg ROIC* 72.9% 72.8% 65%
EPS CAGR* 26.3% 25.3% 20.7%
FCFE ** 929 924 776
P/E** 13.5x 14.1x 17x
EV/EBITDA** 5.1x 5.3x 6.3x
Target Price (BRL)** 84.3 71.8 59.1
Upside/Downside 16.37% -0.85%  -18.4%

Source: Company’s data, team’s estimates. *2017-2022,
**2022.

Exhibit 24: Multiple’s Range
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Exhibit 25: MGLU’s SSS, Ecommerce and EBITDA
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maintained the historical financial services to retail revenue proportion. We are projecting
areal CAGR,017-2021(2017-2021) of 8.28%.

Capex: Enough Money in The Bank. The B&M and online expansion should not harm the
company’s financial health given the recent equity raised and the expected cash from
operations being more than enough to cover expected Cash Expenditures (see Exhibit 21).
Similar to 1H17, for 2H17 and 2018 we expect investments in new stores of BRL 1746 per
square meter and store renewals of BRL 98 per mature square meter, higher than last years
due to the digital transformation of the B&M stores. We foresee anincrease in IT investments
next to 0.6% of Net Revenue due to the expansion of the online operations and logistics
investments near BRL 1630 per new square meter, in line with historical numbers.

Cost of Equity. The discount rate was estimated through the Capital Asset Pricing Model
adjusted to country risk (see Exhibit 22). Since we used real value projections, the risk-free
rate estimated was based on the 0.38% 10-Year US Treasury Inflation Protected Securities
rate. To account for the different operations, we weighted “retail (general)” and “retail
(online)” industry unlevered betas by B&M and online take on consolidated revenue,
estimating a re-levered beta of 0.9 for 2017. As changes in the capital structure are expected,
we used a re-levered beta for each of the next 10 years. The expected market risk premium
was defined to be 5.69% (Damodaran’s), which lead us to an 8.09% preliminar cost of equity.
Finally, we included a country risk premium of 2.40% (EMBI+). We obtained a Cost of equity
of 10.49% in 2017, expected to reach 8.88% in 2027 as beta reach closer to 1 and there is a
reduction in leverage. (see Appendix 3)

Growth in perpetuity. We assumed a real perpetuity growth rate of 2% for Magazine Luiza, in
line with the projected Brazilian GDP growth potential.

Antecipation of different scenarios. We estimated the target price for more 2 different
scenarios in case things move more positive or negative than expected (see Exhibit 23).

 The Bull Case. This scenario anticipates a weaker and slower Amazon pace in the country,
meaning the maintenance of current 12% market place take rate and a 48% market place
penetration in total GMV in 2022. The cash abundance and inferior execution of MGLU'’s
peers could mean a faster and stronger expansion of its offline operations combined with
the dilution of S&GA due to its strong omnichannel operation. The resultis an EBITDA,,,
margin of 11.1% and a ROIC of 104.1%, suggesting a target price of BRL 84.25.

Y The Bear Case. We estimated a scenario where Amazon and B2W competition reduces
MGLU’s marketplace gain of market share and forces a higher take rate reduction to 9.0%.
Additionally, we are faced with a weaker macroeconomic recovery and slower than
expected B&M expansion. It results in a lower increase in overall revenues and a slower
pace of marketplace penetration in total GMV, followed by an increase in sales expenses
as a response to more adverse conditions. The result is an EBITDA,,,margin of 9.7% and
a ROIC of 93.8%, suggesting a target price of BRL 59.05.

Relative valuation. In order to do a "sanity check" in our DCF valuation we applied a relative
valuation analysis based on the median Blended Forward EV/EBITDA weighted by FA&E and
e-commerce similar traded companies. The EV/EBITDA multiple was used instead of P/E due
to the historical high volatility and incompatibility to the segment’s average of the latter (see
Appendix 7 for complete analysis).

I EV/EBITDA: We expect a 11.9x multiple in YE18, compared to the median 6.7x multiple
for FA&E peers and 19.7x median in the e-commerce segment (see Exhibit 24). Utilizing
their blended forward multiples, this means a share price ranging from BRL 39.5 and BRL
109.4, respectively. We weighted multiples by the FA&E and e-commerce take on MGLU’s
revenue and arrived at a BRL 61.3 target price, that implies a -12.5% downside.

I As management focuses to increase online GMV in the future, this weighted relative
valuation approach should result in higher target prices, as e-commerce median multiples
tend to be bigger than FA&E ones.

Financial Analysis

Overview: The gold pot. MGLU is coming out of the recession with a solid financial position,
as it cash flow generation continues to grow. With plenty of cash to finance online and offline
expansion, in coming years the company should face growing revenues, higher margins and an
even bigger reduction in leverage.
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Exhibit 25: MGLU'’s Online Operations

___________ | 2017 | 2018 | 2022 |

Online GMV* 4,249.2 51178 11,667.7
% of Total GMV 31% 33% 47%
B2C GMV* 4,053.17 4,657.18 6,767.24
% of Online GMV 95% 91% 58%
Gross Margins 23% 23% 23%
EBITDA Margins 13% 14% 17%
parketplace 196 461 49000
% of Online GMV 5% 9% 42%
Take Rate 12% 10% 11%
Gross Margins 100% 100% 100%
EBITDA Margins 22% 26% 41%

Source: Company’s data, team’s estimates.
*BRL 000.000

Exhibit 26: Market Place Sensitivity Analysis
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Exhibit 27: Income Statement - Waterfall
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Source: Company’s data, team’s estimates.
Exhibit 28: Spread Between ROIC and WACC
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Economics of a business. To better understand the market’s increased bullish view on MGLU,
we analyzed and estimated each segment operational income evolution (see Appendix 1). The
offline operations have had a history of high SSS growth, excluding these recession years, that
were essential to push for MGLU’s EBITDA margins growth as it surpassed peers’ levels. But
the reason MGLU'’s margins evolved from modest to above average was their e-commerce
growth and more recently, the start of marketplace operations (see Exhibit 25).

The hype. We estimated that the fast growing B2C operation will achieve 12.6% EBITDA
marginin YE17.But the apple of the market’s eye is in the marketplace’s ~22% EBITDA margin
(teams estimate), that should reach closer to a ~41% EBITDA margin and 42% of online GMV
in 2022, according to our base case scenario. This is a very scalable business model as COGS
are inexistent and the operations have lower SG&A, compared to the B2C operations (see
Exhibit 25). To illustrate the importance of the marketplace in our valuation model, we applied
a take rate and a marketplace penetration sensitivity analysis and for viewing purposes, we
assumed marketplace penetration would follow a constant Growth Rate (see Exhibit 26).

Costs. The current LTM pro forma gross margins are near 34%. In addition to the marketplace
growth and the implementation of in store pickup, COGS became more controlled as
management kept adapting sales mix and freight as necessary. Another synergies from the
omnichannel business model was letting online consumers to return products at the stores,
reducing return costs. CIP estimated that, in 2016, e-commerce and F&A accounted for 63.1%
of all of the total retail’s BRL 8 billion return costs.

SG&A. Of SG&A, sales expenses account for 74%, wages for 34% and rent for 11%. About 70%
of B&M stores SG&A comes from wages. Last year, MGLU reached similar revenue levels of
Y 14, while employs added up to 20 thousand employees versus the 24 thousand of the latter
year. This was possible due to the stores digitalization and e-commerce growth that should
help taking EBITDA margins near 11% levels in 2022 (see Exhibit 27).

Palpable returns. As the result of the superior execution of a well-designed business, the
company holds the biggest ROIC and ROE between its peers, as well as the only positive ROIC
and WACC spread (see Exhibit 28). In our base case scenario, we foresee ROIC reaching
impressive 105.4% levels in 2022, mainly due to the great cash generation. This reinforces our
thesis that MGLU will increase its dominance in the market and present a competitive position
regarding its rivals.

Net Working Capital. Recession brought an increase in Days of Sales Outstanding leading
MGLU toincrease the anticipation of accounts receivable. Additionally, as inventory increased
so did Days of Payables Outstanding. In 2016, the difference between the payment and
receiving period increased to 21 days. In our base case scenario, we foresee an improvement
in stock coverage pushed by demand recovery, along with more favorable Days of Payables
Outstanding, resulting from the reduced suppliers power of bargain. The average cash
conversion cycle should be next to -23 days.

Cash: Value creating advantage. Magalu reported in the 2Q17, a net income of BRL 72 million,
the highest in the firm's quarter history. All of the above-mentioned factors are opening the
way to make Magalu one of the best cash machines of brazilian retail. As a result of recent
initiatives, the average cash from operations over revenues were higher inthe Y14-Y17 versus
the Y11-Y17 period. Not only MGLU ROIC and margins have surpassed Via Varejo and B2W'’s,
but since 2011 it generated more cash as a % of revenue than its peers and the disparity
continues toincrease. We expect FCFF to achieve BRL 308 millionsin YE17 and BRL 1.3 billion
inten years from now.

Ownership mindset. The company has drastically increased its financial health and should
remain in alow debt level. MGLU will be financing most part of its expansion with the BRL 1.14
billion from the recent follow on and after that it should be backed with its significant cash
generation. Historically, management has had a conservative approach in financing its
operations, favoring a lower leveraged position. After the recent seventh series debenture
issue, in the end of this fiscal year, 63% of debt will have a short duration. As the company
signed no intent in growing inorganically, we foresee the company issuing new bonds with the
main purpose to stretch debt maturity. This should mean a -1.24x average Net Debt/Ebitda
between 2017 and 2022, leading to an increase in credit rating as the chance of default or
bursting its 3x Net Debt/EBITDA covenants are reduced (see Appendix 6). Although not
desired, debt financing should be cheaper to MGLU's than to its peers, as VVAR and B2W Net
Debt/Ebitdain 2Q17 reached 2.6x and 3.6x, respectively.

Luiza Cred. Luiza Cred’s operation is the most significant of the financial segment, accounting
for 74.4% of the services revenue. In 1H17, the joint venture net margins reached 11.9% in
comparison to the 8.5% 1H16 margins. We expect the recovery of the credit quality of the
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Exhibit 29: Debt Levels
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Source: Company’s data, team’s estimates.
Exhibit 30: Risk Matrix
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Exhibit 31: Fiscal Scenario
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Exhibit 32: Public Debt Evolution

Gross Public Debt
73,7% of PIB

Net Public Debt
52,04% of PIB
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Source: Central Bank.

portfolio to push for a projected 8.9% CAGR (2017-2022) revenue growth, in line with the
expected retail growth. However, proforma wise, financial services should remain not
financially relevant with the main purpose of being a strategic segment.

Investment Risks

The main threats that could significantly damage our estimated fair price are market,
macroeconomics, operational and legal risks. The matrix probability-impact (see Figure 35)
clarify the importance of each risk, even though some could be mitigated by the company.

Market Risk | Kraken has awakened (MR1)

Despite the continuous increase in MGLU's performance, a fiercer competition scenario due

to new entrants (especially Amazon), could damage the company margins, ROE, volume,

market share and marketplace expansion.

Y Ready, set, go. This month, Amazon announced an expansion of the brazilian marketplace
products’ variety to electronics goods, including TVs, computers, cell phones, tablets,
between others. Already starting the race with more than 150 sellers, the american
juggernaut launched aggressive promotions, offering a 10% take rate to most sellers and
even 5% for others, giving customers up to 10x without interest payments options, in
addition to a free kindle ebook for each electronic product purchased.

Y Important differentials and barriers. Amazon is distinguishing itself from competition
mainly through a combination of three things: (i) A sophisticated business intelligence
platform, allowing sellers to monitor competitors' prices; (ii) The requirement of Amazon'’s
sellers shipping products in no more than two days after the purchase, while the big
competitors average up to 7 days. (iii) The intention to subsidize the receivables
anticipation costs as the only player to do so.

I Looking to the future. Amazon'’s threat in gaining a massive amount of market share can
be resumed in: (i) Amazon investing heavily in logistics and fulfillment, as it has the
knowledge and cash to do so; (ii) Launch of Amazon Prime in the brazilian market; (iii) An
increase on its range of products traded in the marketplace combined with a superior
service and customer experience.

Amazon will confront well-established players, having a great probability to become one of top
5 of Brazil's e-commerce, needing to invest in logistics to achieve the same USA’s standard
quality.

Macroeconomic Risk | Brazil’s election, the prelude of a strong economy, or not? (MER1)

Between the possibility of new political scandals and an expected ongoing economic recovery,
next year’s election, can define the future of the brazilian economy. For the next mandate, a
strong and reform adherent government, that could push the fiscal reform agenda, can lead to
a more favourable economic scenario and strongly benefit consumption and MGLU
performance (beta 1.28 LTM). But, vote intentions show the opposite, as presented by Credit
Suisse and Datafolha, which puts Lula as the next president in 4 of 5 scenarios (see Figure Z).
The fear of a less reform adherent candidate results from the worsening economic that lies in
a non-reformed brazilian future. This could worsen economic stability and harms the retail
outlook.

The fiscal situation in Brazil is delicate. There has been a considerable primary deficit (see
Exhibit 31) and a rapid increase in net and gross public debt (see Exhibit 32). Although we
expect interest rate (SELIC) toreach 7% in YE17, 6.5% in YE18 before returningto 9% in Y19,
the non-approval of the Pension Reform can force COPOM to raise the SELIC rate ahead of
our baseline scenario, undermining credit and confidence in the Brazilian economy. This could
even lead to a downgrade in Brazil’s credit risk. This could result in a slower than expected
MGLU’s Growth and in an increase in the cost of capital.

Macroeconomic Risk | Class “C”, the master of results (MER2)

As presented in Industry Overview, retail is highly sensible to credit level. But “Class C” credit,

highly sensible to economic cycles, is especially important to MGLU.

1 No economic recovery, no success. If the economic recovery becomes slower than
expected, we expect slower than expected revenue growth and a deterioration of
Luizacred’s portfolio that could additionally harm Magalu’s operations, since the purchase
of durable goods is largely made in payment terms using credit.



CFA Institute Research Challenge

10/20/17

Exhibit 33: Statutory and Executive Board

Executive Managment

CEO/President Frederico Trajano Indcio*
Vlce—Pr.eSIdent of Fabricio Bittar Garcia*
Operations

CFO & IRO Roberto Bellissimo Rodrigues*
Ch_lef Controller Maria Isabel Bonfim de Oliveira*
Officer

Executive Human
Resources Directo
Executive Director Eduardo Galanternick
of E-commerce
Executive Directol .

Decio Sonohara
of Infrastructure
Executive
Commercial Office
Chief Technology
Officer

Luiza Helena Trajano
Indcio Rodrigues

Patricia Pugas

Luiz Fernando Rego

André Fatala

Chairman

. . Marcelo José Ferreira e
Vice Charmain sil
ilva

Board Member Carlos Renato Donzelli

Board Member José Antdnio Palamoni

Independent

.p Betdnia Tanure de Barros
Advisor
Independent R R

_p Inés Corréa de Souza
Advisor
Independent

_p José Paschoal Rossetti
Advisor

Source: Company’s data.
*Statutory Directors.

Operational Risk | E-commerce security must be up-to-date (OR1)

The future of Magazine Luiza is mainly given by its positioning in e-commerce, influenced by
the CEO’s vision, with a traffic per month of ~21M (SimilarWeb). As the platform continues to
grow, the website, payments method and data safety becomes increasingly relevant. Any risk
associated to the platform stability and security can damage the brand and compromise
substantially the business operational results. For those risks, Magazine Luiza has no
insurance in compensation of losses.

Operational Risk | Marketplace growth as a greater challenge (OR2)

Despite the high marketplace’s margins, there’s a concern of cannibalism between 1P and 3P
channels, since the marketplace’s portfolio presents alternatives to the same products sold by
MGLU. Moreover, an exponential growth of Marketplace’s GMV could become a logistics
problem, overloading the supply chain and damaging consumer experience.

Operational Risk | High dependency to Fred’s leadership (OR3)

Since 2000’s, Frederico Trajano has had an important role in all digital breakthroughs of the
company: (i) E-commerce channel - B2C; (ii) Luizalabs; (iii) Magazine vocé, the social e-
commerce; (iv) Lu, the virtual attendant; (v) Marketplace channel. In addition to the retail
analyst experience, Fred developed a deep understanding of the waves of retail and its
innovations, that greatly contributed to the digital transformation of Magazine Luiza. As the
digitalization becomes significantly more important, so does the dependency to Fred’s
leadership, although it’s very unlike his departure from office in coming years.

Legal Risk | Potential changes in tax (PIS and CONFINS) on Products (LR1)

In order to achieve the economic objective of primary surplus, the Government has promoted
some changes in tax regime, which can impact the operational results of Magazine Luiza.
Among the changes that may materially affect the business there’s a potential increase of PIS
and COFINS that could impact future net revenue.

Management & Governance

The Trajano’s family empire. Magazine Luiza is mainly leaded by two families - Trajano and
Garcia -, both connected through family ties of the sisters Luiza and Maria Trajano. The niece
of Luiza Trajano, Luiza Helena, is currently the chairman of the Board of Directors, with 18.7%
of total shares, followed by six other family members with an average of 7.5% of shares each.
Notably, the controller LTD Participacées (owns 57.5% of MGLU) elects the executive board,
that is divided in 61% in Trajano’s hand and 39% in Garcia’s hand, as configured in the
shareholders agreement. With a legacy of continuous growth (6.8% CAGR net revenue since
IPO), the family has implemented a great work culture that resulted in many management
awards, especially being 19 years among the best companies in the Great Place to Work
ranking.

Fred, a high-class CEO. Much of the company’s competitive edge and business model
innovations came from the experienced work and influence of Frederico, elected CEOQ in 2016,
who has been working on the digital transformation of Magazine Luiza since early 2000’s.
Elected by Forbes as one of 25th best CEQ’s 2017 of Brazil, Frederico rely on an executive
board that average 15 years in company experience. Management has proved resilience and
strong capacity of execution against important milestones: (i) Dilma’s impeachment, (ii)
Brazil's biggest recession, (iii) Creation of Luizalabs and (iv) the launch of the marketplace
platform.

The torch is still firm. Maintaining the charismatic leadership that guide ~21k employees is a
challenge already mentioned by Luiza Helena, the queen of retail in Brazil, who sees succession
as animportant matter as she is stills connected to the company operations. Historically, there
has been synergies between family members who control the company, which guaranteed the
“luiza way” company’s culture and a low turnover rate that failed to ~30%. Also, according to
the “Top Executive Compensation 2011” study, HR consulting firm HayGroup and Magazine’s
results of 2016, the company, as a member of “Novo Mercado”, has a variable and aggressive
compensation executive program, above the retail average of ~35%.

10
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Appendix 1: Income Statements

PROFORMA:

In BRL Millions 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E

18.478 19.815 21.675 23.529 24.679

Gross Revenues 12.228

Taxon revenues -1.725
% of revenue -14%

Net revenues 10502
%YoY

COGS -7218
%YoY

Gross profit 3284
Gross Margin

SG&A -2667

EBITDA 617
EBITDA Margin 6%

D&A -115

EBIT 502
EBIT Margin 5%

Financials Results -307

Operating Profit 195
Operating Profit Margin 2%

IR/CS -66

Net Income 129
Net Margin 1%

RETAIL:

In BRL Millions

Gross Revenues 11.469

Taxonrevenues -1.721
% of revenue -15%

Net revenues 9747
%YoY

COGS -7080
%YoY

Gross profit 2667
Gross Margin

SG&A -2063

EBITDA 604
EBITDA Margin 6%

D&A -114

EBIT 490

BRICK & MORTAR:

In BRL Millions

Gross Revenues 9.593

Taxon revenues -1.384
% of revenue -14%

Net revenues 8209
%YoY

COGS -5881
%YoY

Gross profit 2327
Gross Margin

SG&A -1889

EBITDA 439
EBITDA Margin 5%

D&A -83

EBIT 356

EBIT Margin

4%

11.286
-1.520
-13%
9766
-7%
-6562
-9%
3204
-67%
-2781
423
4%
-126
297
3%
-415
-119
-1%
53
-66
-1%

2014A 2015A

10.455
-1.516
-14%
8940
-8%
-6390
-10%
2549
-71%
-2085
464
5%
-125
339

2014A 2015A

8.396
-1.145
-14%
7251
-12%
-5078
-14%
2173
-70%
-1894
279
4%
-92
187
3%

12.079
-1.863
-15%
10216
5%
-6732
3%
3485
-66%
-2809
676
7%
-139
537
5%
-407
130
1%
-43

87

1%

11.324
-1.858
-16%
9465
6%
-6572
3%
2893
-69%
-2178
714
8%
-133
581

8.600
-1.368
-16%
7232
0%
-4841
-5%
2391
-67%
-1926
465
6%
-89
376
5%

14.250
-2.193
-15%
12057
18%
-8015
19%
4043
-66%
-3098
945
8%
-154
791
7%
-367
424
4%
-152
272
2%

13.470
-858
-6%
12612
33%
-7868
20%
3414
-73%
-2432
982
8%
-147
835

9.393
-1.444
-15%
7949
10%
-5306
10%
2643
-67%
-2041
602
8%
-80
522
7%

15.773
-2.432
-15%
13341
11%
-8877
11%
4465
-67%
-3438
1027
8%
-173
873
7%
-498
406
3%
-191
212
2%

14.914
-2.410
-16%
12504
-1%
-8711
11%
3775
-70%
-2703
1072
9%
-166
906

10.210
-1.569
-15%
8641
9%
-5768
9%
2873
-67%
-2203
670
8%
-89
581
7%

17.380
-2.741
-16%
14638
10%
-9693
9%
4945
-66%
-3717
1229
8%
-191
1082
7%
-556
530
4%
-217
311
2%

16.445
-2.576
-16%
13869
11%
-9525
9%
4183
-70%
-2910
1273
9%
-184
1089

11.133
-1.771
-16%
9362
8%
-6225
8%
3136
-67%
-2327
809
9%
-97
712
8%

-2.919
-16%

-3.127
-16%

-3.421
-16%

-3.711
-16%

-3.892
-16%

15559 16688 18254 19818 20787

6%
-10241
6%
5319
-66%
-3898
1420
9%
-202
1220
8%
-597
628
4%
-245
380
2%

17.486
-2.882
-16%
14604
5%
-10063
6%
4509
-69%
-3087
1422
10%
-195
1227

11.917
-1.908
-16%
10010
7%
-6656
7%
3353
-67%
-2441
912
9%
-104
809
8%

7%
-10893
6%
5795
-65%
-4121
1673
10%
-218
1457
9%
-641
821
5%
-305
513
3%

18.752
-3.205
-17%
15547
6%
-10703
6%
4928
-68%
-3253
1675
11%
-211
1464

12.565
-2.011
-16%
10553
5%
-6992
5%
3562
-66%
-2539
1022
10%
-109
913
9%

9%
-11821
9%
6433
-65%
-4482
1951
11%
-243
1710
9%
-702
1014
6%
-366
645
4%

20.515
-3.485
-17%
17030
10%
-11613
9%
5486
-68%
-3533
1953
11%
-235
1718

13.233
-2.118
-16%
11115
5%
-7336
5%
3779
-66%
-2635
1144
10%
-115
1029
9%

9%
-12753
8%
7065
-64%
-4855
2209
11%
-267
1944
10%
-763
1187
6%
-421
763
4%

22.272
-3.691
-17%
18581
9%
-12528
8%
6037
-68%
-3827
2211
12%
-258
1952

13.945
-2.232
-16%
11712
5%
-7730
5%
3982
-66%
-2741
1241
11%
-121
1120
10%

5%
-13343
5%
7444
-64%
-5068
2376
11%
-281
2097
10%
-802
1302
6%
-456
843
4%

23.363
-3.837
-16%
19526
5%
-13108
5%
6368
-67%
-3990
2378
12%
-272
2106

14.458
-2.314
-16%
12143
4%
-8015
4%
4129
-66%
-2810
1318
11%
-126
1193
10%

25.189 25.788 26.014
-3.968 -4.058 -4.084
-16% -16% -16%
21221 21730 21930
2% 2% 1%

-13579 -13858 -13930
2% 2% 1%
7642 7872 7999
-64% -64% -64%
-5193 -5336 -5416
2449 2536 2583
12% 12% 12%
-287 -294 -295
2163 2244 2290
10% 10% 10%
-819 -840 -849
1350 1411 1448
6% 6% 7%
-469 -486 -495
878 922 951

4% 4% 4%

2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E

23.848 24.417 24.633

-3.952 -3.955 -2.415
-17% -16% -10%
19896 20462 22218
2% 3% 9%
-13340 -13613 -13684
2% 2% 1%
6545 6751 6870
-67% -67% -69%
-4094  -4212  -4284
2450 2538 2585
12% 12% 12%
-278 -285 -285
2172 2253 2300

2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E

14.734 15.087 15.513
-2.359 -2415 -2.483
-16% -16% -16%
12376 12672 13030
2% 2% 3%
-8168 -8363 -8600
2% 2% 3%
4208 4308 4430
-66% -66% -66%
-2867 -2935 -3014
1340 1374 1417
11% 11% 11%
-128 -131 -135
1212 1242 1282

10% 10% 10%
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E-COMMERCE:

In BRL Millions 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E
Gross Revenues 1.876 2.059 2724 4077 4703 5.312 5569 6.188 7.282 8327 8905 9.113 9.330 9.120
Tax on revenues -338 -371 -490 -744 -858 -966  -1.007 -1.111 -1.298 -1474 -1.572 -1.604 -1.638 -1.596
% of revenue -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -17%
Net revenues 1538 1689 2233 3332 3846 4346 4562 5077 5984 6853 7333 7509 7692 7524
%YoY 10% 32% 49% 15% 13% 5% 11% 18% 15% 7% 2% 2% -2%
COGS -1199 -1312 -1731 -2562 -2944 -3299 -3406 -3711 -4277 -4798 -5093 -5172 -5250 -5085
%YoY 9% 32% 48% 15% 12% 3% 9% 15% 12% 6% 2% 2% -3%
Gross profit 340 376 502 770 902 1047 1156 1366 1707 2055 2239 2337 2442 2439
Gross Margin -78% -78% -77% -77% -76% -75% -73% -71% -70% -69% -69% -68% -68%
SG&A -174 -191 -253 -391 -500 -583 -646 -713 -898 -1086 -1180 -1227 -1278 -1271
EBITDA 166 185 249 380 402 464 509 652 809 970 1060 1110 1165 1168
EBITDA Margin 11% 11% 11% 11% 10% 11% 11% 13% 14% 14% 14% 15% 15% 16%
D&A -31 -34 -45 -67 -77 -87 -91 -102 -120 -137 -147 -150 -154 -150
EBIT 135 151 205 313 325 377 418 551 689 833 913 960 1011 1018
EBIT Margin 9% 9% 9% 9% 8% 9% 9% 11% 12% 12% 12% 13% 13% 14%
B2C:
Gross Revenues 1.876 2.059 2724 4053 4.657 5220 5389 5871 6767 7.592 8059 8183 8.306 8.045
Tax on revenues -338 -371 -490 -742 -852 -955 -986  -1.074 -1.238 -1.389 -1475 -1.497 -1.520 -1.472
% of revenue -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18% -18%
Net revenues 1538 1689 2233 3311 3805 4265 4403 4797 5529 6202 6584 6685 6786 6572
%YoY 10% 32% 48% 15% 12% 3% 9% 15% 12% 6% 2% 2% -3%
COGS -1199  -1312  -1731 -2562 -2944 -3299 -3406 -3711 -4277 -4798 -5093 -5172 -5250 -5085
%YoY 9% 32% 48% 15% 12% 3% 9% 15% 12% 6% 2% 2% -3%
Gross profit 340 376 502 750 861 965 997 1086 1252 1404 1491 1513 1536 1488
Gross Margin -78% -78% -77% -77% -77% -77% -77% -77% -77% -77% -77% -77% -77%
SG&A -174 -191 -253 -333 -333 -333 -333 -333 -333 -333 -333 -333 -333 -333
EBITDA 166 185 249 417 529 633 664 753 919 1072 1158 1181 1204 1155
EBITDA Margin 11% 11% 11% 13% 14% 15% 15% 16% 17% 17% 18% 18% 18% 18%
D&A -31 -34 -45 -66 -76 -85 -88 -96 -111 -124 -132 -134 -136 -131
EBIT 135 151 205 351 453 548 576 657 808 947 1026 1047 1068 1024
EBIT Margin 9% 9% 9% 11% 12% 13% 13% 14% 15% 15% 16% 16% 16% 16%
MARKET PLACE:
In BRL Millions 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E
Gross Revenues - - - 24 46 92 180 316 515 736 846 931 1.024 1.075
Tax on revenues - - - -3 -5 -11 -21 -36 -59 -85 -97 -107 -118 -124
% of revenue -12% -12% -12% -12% -12% -12% -12% -12% -12% -12% -12%
Net revenues - - - 21 41 82 159 280 455 651 749 824 906 951
%YoY - - - - 96% 100% 95% 76% 63% 43% 15% 10% 10% 5%
COGS - - - - - - - - - - - - - -
%YoY - - - - - - - - - - - - - -
Gross profit - - - 21 41 82 159 280 455 651 749 824 906 951
Gross Margin - - - 0% 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
SG&A - - - -16 -30 -56 -103 -169 -271 -382 -432 -468 -507 -525
EBITDA - - - 5 11 25 56 111 184 270 317 355 399 427
EBITDA Margin 22% 26% 31% 35% 40% 41% 41% 42% 43% 44% 45%
D&A - - - 0 -1 -2 -3 -6 -9 -13 -15 -16 -18 -19
EBIT - - - 4 10 24 53 105 175 257 302 339 381 408
EBIT Margin 20% 24% 29% 33% 38% 39% 39% 40% 41% 42% 43%
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Appendix 2: Balance Sheets

In BRL Millions 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E
Cash &Equivalents 863 1115 1418 2460 2186 2425 2811 3220 3723 4304 4941 5662 6427 7214
Receivables 618 435 581 688 731 802 850 914 1000 1086 1136 1163 1191 1202
Common Stock 1473 1353 1597 1757 1946 2125 2238 2388 2591 2795 2917 2976 3037 3053
Other Current Assets 442 457 324 324 324 324 324 324 324 324 324 324 324 324
Current assets 3396 3361 3920 5228 5186 5676 6223 6846 7638 8509 9317 10125 10979 11793
Investments 281 297 294 294 294 294 294 294 294 294 294 294 294 294
Fixed Assets 566 579 560 668 722 751 759 779 812 855 888 905 912 914
Intangibles 489 507 513 513 513 513 513 513 513 513 513 513 513 513
Other Long term assets 520 759 814 814 814 814 814 814 814 814 814 814 814 814
Long term assets 1855 2141 2181 2289 2343 2372 2379 2400 2433 2475 2509 2526 2533 2534
Total assets 5251 5502 6101 7517 7529 8048 8602 9245 10071 10984 11827 12651 13512 14327
Loans and Financing 1712 1823 1849 1515 1044 974 916 908 908 908 908 958 1008 1058
Suppliers 1790 1894 2365 2745 2991 3267 3441 3671 3983 4298 4484 4576 4670 4694
Other liabilities 1082 1209 1265 1265 1265 1265 1265 1265 1265 1265 1265 1265 1265 1265
Total liabilities 4583 4926 5479 5525 5301 5505 5623 5844 6157 6471 6657 6799 6943 7018
Social Capital 586 597 578 1948 2184 2498 2936 3357 3871 4470 5125 5808 6525 7266
Capital Reserve 82 29 44 44 44 44 44 44 44 44 44 44 44 44
Accrued profits 0 -50 0 0 0 ] 0 0 0 0 0 0 0 0
Owners' equity 668 576 622 1992 2228 2542 2980 3401 3915 4513 5169 5852 6569 7310
Total liabilities and shareholders equity 5251 5502 6101 7517 7529 8048 8602 9245 10071 10984 11827 12651 13512 14327

Appendix 3: Ke Decomposition

Comparable Sectors

Sector: Currency Levered D/E Tax rate Unlevered
Retail (General) uUsD 1,05 39,57% 22,22% 0,8
Retail (Online) USD 1,23 9,63% 8,46% 1,1

2017 Levered beta calculation

Risk free rate (1) 0,38% .

Re-levered bota v Unlevered Beta Retail (General) 0,8
Market risk premium (2) 5,69% % of B&M Revenue 68;85%
Country risk premium (3) 2,40% Unlevered Beta Retail (Online) 1,1
Ke-real 10.49% o of E-commerce Revenue Expected 31,15%
Notes Weighted Unlevered Beta 0,9
(1) 10-Year US Treasury Inflation Protected Target D/E 76,2%
(2) Source: Damodaran Tax rate 34%

(3) Source: EMBI+
Re-levered beta 1,36

Year 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027
D/E 76% 47% 38% 31% 27% 23% 20% 18% 16% 15% 14%
% Ecommerce 31% 33% 36% 38% 42% 47% 51% 53% 54% 54% 54%
Re-levered beta 1,36 1,19 1,15 1,11 1,10 1,10 1,10 1,09 1,08 1,08 1,07
Ke 10,49% 9,56% 9,32% 9,10% 9,06% 9,04% 9,02% 8,96% 8,94% 8,92% 8,88%
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Appendix 4: Macro Assumptions

2022E 2023E 2024E

2025E

2026E

2016A 2017E 2018E 2019E 2020E 2021E
IPCA (%) 6,3% 3,0% 4,1% 3,9% 4,0% 4,0%
Brazilian GDP (%) YoY -3,6% 0,6% 2,5% 2,0% 2,0% 2,0%
Selic (%) 13,8% 7,3% 6,5% 9,0% 9,0% 9,0%

LAME VVAR MGLU Population Class "C" PIB (BRL)

Rondénia 10 0 0 140.368 R$ 34.031.000
Acre 2 0 0 44.230 R$ 13.459.000
Amazonas 9 0 0 203.373 R$ 86.669.000
Roraima 3 0 0 30.926 R$ 9.744.000
Para 37 0 0 352.692 R$ 124.585.000
Amapa 3 0 0 50.059 R$ 13.400.000
Tocantins 8 5 0 87.462 R$ 26.189.000
Northeast 246 91 192 2.303.594 R$ 805.098.000
Maranhio 30 4 1 210.678 R$ 76.842.000
Piaui 10 3 4 125.010 R$ 37.723.000
Ceara 41 14 33 329.280 R$ 126.054.000
Rio Grande do Norte 13 6 14 175.603 R$ 54.023.000
Paraiba 15 4 24 158.738 R$ 52.936.000
Pernambuco 57 12 40 417.863 R$ 155.143.000
Alagoas 10 5 14 123.716 R$ 40.975.000
Sergipe 8 4 0 103.089 R$ 37.472.000
Bahia 62 39 62 659.617 R$ 223.930.000
Southeast 630 695 399 8.052.880 R$  3.174.691.000
Minas Gerais 99 129 101 1.771.080 R$ 516.634.000
Espirito Santo 23 15 0 357.471 R$ 128.784.000
Rio de Janeiro 190 169 0 1.861.692 R$ 671.077.000
Séo Paulo 318 382 298 5.924.329 R$ 1.858.196.000
South 122 89 223 3.731.127 R$ 948.453.000
Parana 56 41 101 1.288.963 R$ 348.084.000
Santa Catarina 28 24 60 1.012.027 R$ 242.553.000
Rio Grande do Sul 38 24 62 1.430.137 R$ 357.816.000
Midwest 95 86 16 1.457.375 R$ 542.632.000
Mato Grosso do Sul 12 16 14 243.955 R$ 78.950.000
Mato Grosso 19 18 0 319.384 R$ 101.235.000
Goias 34 34 2 600.679 R$ 165.015.000
Distrito Federal 30 18 0 293.357 R$ 197.432.000

Exhibit 34: Number of stores that could be open

by state network
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Appendix 5: Expansion Plan

To better understand MGLU's expansion
plans, we chose to conduct a study on the
characteristics of the states where the
company has stores. Thus, we can better
understand where the company should
expand in the coming years.

We sought to map the number of MGLU
stores and some of their competitors
(LAME4, Casas Bahia and Ponto Frio of Via
Varejo) by state (according to companies'
data). Analyzing the B&M stores demand,
we verified the distribution of Class C
throughout Brazil (according to IBGE) in
order to cross data between concentration
of total stores and Class C inhabitants.
Thereby, we understood the states where
has a latent demand and, consequently, a
potential to expand B&M, also presenting a
adequate number of MGLU stores
expected per state (see Exhibit).

It is important to stress that we excluded
Rio de Janeiro (RJ) from the study because
Magazine Luiza does not intend to expand
there in the medium term, once there are
high rates of thefts of goods.

Exhibit 35: After Expansion Plan: MGLU'’s stores
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Appendix 6: Evolution of Leverage

Exhibit 36: Evolution of Leverage

2017E

2018E

=QO==Debt / Equity

2019E 2020E 2021E

Appendix 7: Relative Valuation

2022E

=0O==Net Debt / EBITDA

2023E

E 20

20Z4E 20 6E 20Z7E

Ticker @  Country @ Market cap BRUE BF P/Rd Fv1PRd Fv2 P BF Ev/eBiTiRFY1 EviEBITRE-v2 EvieBi TR BF Ev/EBI M
Magazine Luiza SA* MGLU3 Brazil 13.478.628.334 1" 450 43,2 128" 134" 12,1 16,9
Magazine Luiza SA** MGLU3 Brazil 13.478.628.334 30,7 36,7 28,2 13,3 14,0 12,6 15,5
rniture, Aplliances and Electronics
Via Varejo VVAR3 Brazil 9.984.252.323 9,1 14,8 8,2 8,2 9,8 7,8 10,5
Best Buy Co Inc BBY USA 52.627.308.804 13,2 13,7 13,0 5,6 55 5,6 7,5
Sector Average 1117 143 10,6 6,9 77”7 6,7 9,0
Sector Median 117 143 10,6 69 " 77" 6,7 9,0
Ecommerce
B2W Companhia Global do Varejo BTOW3 Brazil 9.487.790.530 -- - 12,8 16,1 12,0 20,0
Amazon.com Inc AMZN USA 1.519.048.855.292 65,4 90,6 61,2 20,8 26,7 19,7 82,9
Cnova NV CNV France 6.040.408.834 -- - 51,7 -- 38,8 --
Sector Average 654 " 90,6 61,2 284" 2147 235 51,4
Sector Median 654 " 90,6 61,2 208" 214" 19,7 51,4
Lojas Americanas SA LAME4 Brazil 27.795.769.690 35,3 66,9 31,3 10,4 11,9 10,1 14,3
El Puerto de Liverpool SAB de LIVEPOL1 Mexico 32.568.542.863 -- - 10,7 11,8 10,4 12,6
Sector Average 35,3 : 66,9 31,3 10,6 : 11,8 : 10,2 135
Sector Median 35,3 66,9 31,3 10,6 11,8 10,2 135
Lojas Renner SA LREN3 Brazil 26.736.974.775 29,6 34,4 27,8 16,4 18,4 15,5 21,0
Cia Hering SA HGTX3 Brazil 4.821.321.857 18,8 20,1 18,5 15,9 18,2 15,5 21,4
Marisa Lojas SA AMAR3 Brazil 1.787.793.351 32,0 94,8 27,0 6,0 7,4 5,6 16,3
Arezzo Industria e ComercioSA  ARZZ3 Brazil 4.742.331.546 28,8 33,0 27,7 19,0 21,7 18,3 21,9
Grupo Sanborns SAB de CV GSANBOB1 Mexico 8.458.920.842 12,0 12,6 11,9 7,0 7,5 6,9 8,9
Restoque Comércio e ConfecgBes LLIS3 Brazil 1.931.841.121 22,4 78,9 19,0 7,5 8,4 7,4 11,1
Ripley Corporacién SA RIPLEY Chile 6.216.125.538 19,0 19,3 18,6 19,3 20,3 18,9 --
SACI Falabella FALAB Chile 74.925.865.169 24,0 26,4 23,4 13,6 14,7 13,3 17,1
Drogasil SA RADL3 Brazil 25.955.124.160 39,3 47,6 37,4 19,2 22,9 18,4 26,4
Wal-Mart Stores Inc WMT USA 816.892.032.631 18,9 19,6 18,6 8,8 9,0 8,8 12,9
Sector Average 245" 387 23,0 133" 149" 12,9 17,4
Sector Median 232" 207 212 148" 165" 14,4 17,1

(%]
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Appendix 8: Management

Luiza Helena Trajano Inacio Rodrigues. Chairman of the Board of Directors since 2009. Ms. Trajano began her professional career at
Magazine Luiza in 1960 passing through all the departments of the group. Niece of the founders Luiza Trajano Donato and Pelegrino
José Donato, Trajano assumed the position of CEO in 1991-2009 pioneering e-shopping in Brazil with “virtual showrooms” in rural
and poorer areas. Later, member of the Board of Directors since 2005, she assumed the Chairman in 2009, position that has held
until today. Mother of the actual CEO, Frederico Trajano, Trajano has a bachelor's degree in Law from the Faculdade de Direto de
Francain 1972 and has been a member of the Strategic Superior Council of FIESP (Federacdo das Industrias do estado de Sdo Paulo),
the Conselho de Desenvolvimento Econdmico e Social (CDES) and Chairman of the Board of Directors of LuizaSeg Seguros.

Marcelo José Ferreira e Silva. Vice-chairman of the Board of Directors since 2016. Mr. Silva had passages at Arthur Andersen & Co,
Grupo Bompreco, G. Barbosa and Casas Pernambucanas, being at last, CEO of Magazine Luiza 2009-2016. Silva has a bachelor's
degree in Economics from the Federal University of Pernambuco, Accounting from the Catholic University of Pernambuco and post-
graduate in Financial Administration from the Fundacao de Ensino Superior de Pernambuco. He is also a member of the boards of
Oticas Carol, Reunidas Raymundo da Fonte and Grupo Silvio Santos.

Carlos Renato Donzelli. Counselor of the Board of Directors since 2009. Mr. Donzelli began his professional career at Luiza Factoring
in 1995, later managing the financial department of the Holding MTG Administracdo e Assessoria and of the Magazine Luiza, finally
assuming the position of Chief Financial Officer of MGLU. Donzelli has a bachelor's degree in Administration from the Faculdade de
Ciéncia Econémicas, Contdbeis e Administrativas de Franca, postgraduate in Financial Administration from the Instituto Nacional
de Pés-Graduacao and master in Business Management from Faculdade de Ciéncia Econémicas, Contabeis e Administrativas de
Franca.

José Antonio Palamoni. Counselor of the Board of Directors since 2005. Mr. Palamoni began his professional career at Magazine
Luiza in 1963, assuming in 1991 the Executive Officer position of the Luiza Group, which actively participates in the Board of
Directors of the holding company, also being managment conseil member of Luizacred since 2002. Palamoni has graduated as an
accounting technician in financial mathematics, leadership, strategic management and taxation at the Instituto Francano de Ensino
in1961.

Betania Tanure de Barros. Independent counselor of the Board of Directors since 2017. Ms. Barros is a recognized
lecturer/researcher in culture management, having passages at INSEAD (France), TRIUM (New York University, London School of
Economics, HEC) and London Business School (England). She has written books, articles, papers and even cases published, including
in Harvard Business Review. Barros has ongoing projects in ArcelorMittal, Banco Santander and Banco Central do Brasil, and also is
member of Board of Directors of Marisol SA, Grupo RBS and Medial Satude. Mr. Barros has a bachelor's degree in Psychology in
PUC/MG, postgraduate in through Henley Management College and doctorship at Brunel University.

Inés Corréa de Souza. Independent counselor of the Board of Directors since 2009. Ms. de Souza began her career in the areas of
costs, budget and planning at General Electric of Brazil between 1973 and 1975, later passing through Vale do Rio Doce, Banco UBS,
as in the last president. De Souza hashas a bachelor's degree in Administration at Fundacao Getulio Vargas (FGV), having Executive
MBA in Finance by Instituto Brasileiro de Mercado de Capitais (IBMEC). Also an independent counselor in the Board of Directors of
Manserv Investimentos e Participacoes, STOGAS, Radix Engenharia e Software.

José Paschoal Rossetti. Independent member of of the Board since 2016. Mr. Rossetti, since 1970s, has acted as consultant and
manager of strategic planning processes in about 50 companies in the country. In recent years, it has been conducting work on
structuring corporate governance systems in large companies, being also member of the Boards of Directors in the Groups Fleury
Medicina e Saude, Boticario, Tangara Foods, Orteng and Santa Cruz. He is professor and researcher in Macro Environment, Impacts
of Macrochanges on Business and Strategic Formulation.

------------------------ -- -- Board of Directors --mmmmne-

Frederico Trajano Inacio Rodrigues. CEO since 2016. Mr. Frederico began his professional career analysing the retail and consumer
goods sectors at Deutsche Bank Securities, later worked analysing the sectors of technology, internet and telecommunications at
Westsphere Equity Investors. Started at Magazine Luiza in 2000, assuming the e-commerce department. After, had passages as
Marketing Director, Commercial Director, Executive Director in Sales and Marketing and, currently, CEO. Also Frederico is a
member of the Board of Directors of Luizaseg Seguros, since 2005. Mr. Frederico has a degree in business administration from
Fundacao Getulio Vargas and a specialization in Finance from the University of California - Berkeley
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Fabricio Bittar Garcia. Vice President of Operations since 2016. Mr. Garcia began his professional career in the commercial sector
of the Company in 1996 having experiences as Assistant Purchasing Manager, Deputy Director of Purchasing, Commercial Director
and currently, Commercial and Operations Vice President. Also, Garcia is an alternate member of the Board of Directors of
Luizacred. Mr. Garcia has adegree in business administration at the Centro Universitario de Franca (Uni-FACEF) and a specialization
in business administration at the Universidade de Sao Paulo.

Roberto Bellissimo Rodrigues. CFO and IRO since 2010. Mr. Roberto began his professional career at Capital market sector in
Bradesco BBI. In 2001, at Magazine Luiza, assumed the Coordination in the Budget Department, Controllership Manager,
Controllership Officer and, in 2010, the Financial and Investor Relations Departments. Also Roberto is a member of the board of
directors of Luizacred. Mr. Roberto has a degree in business administration from Fundacao Getulio Vargas.

Maria Isabel Bonfim de Oliveira. Chief Controller Officer since 2010. Ms. Maria Isabel began his professional career as accountant
in 1982, later Manager of Budget Department, Director of Controlling and currently, Director of Administration and Control. Also a
member of the board of directors of Luizaseg Seguros. Ms. Maria Isabel is accounting technician by the Instituto Francano de Ensino.

Patricia Pugas. Executive Human Resources Director since 2016. Ms. Pugas began her professional career at Supermar
Supermercados, being HR and Inbrands director, also working at Companhia Energética do Maranhao. Ms. Pugas has adegreein Law
by Universidade Federal da Bahia, with a specialization in Civil Law from the Instituto Brasileiro de Estudos Juridicos and an MBA in
People Management from Fundacao Getulio Vargas.

Eduardo Galanternick. Executive Director of E-commerce since 2015. Mr. Galanternick began his professional career at
Carrefour.com, having occupied CMO position in B2W before being e-commerce director of MGLU since 2011. Mr. Galanternick
has a degree in business management by PUC of Rio de Janeiro, with executive MBA in the FAAP.

Decio Sonohara. Executive Director of Infrastructure since 2015. Mr. Sonohara began his professional career at Andersen
Consulting (now Accenture) and, after, Carrefour. Mr. Sonohara has a degree in production engineering at Universidade de Sao
Paulo.

Luiz Fernando Rego. Executive Commercial Officer since 2016. Mr. Rego began his professional career at Bompreco Supermercados,
Walmart, Carrefour and Censused . Mr. Rego has a degree in business administration at Universidade Federal da Bahia with MBA in
Marketing at ESPM of Sao Paulo.

André Fatala. CTO since 2016. Mr. Fatala began his professional career at Submarino, passing at Predicta, finally entering in
Magazine Luiza at 2010 in the ecommerce team. Mr. Fatala is technician in Data Processing by the Escola Técnica Estadual de Sao
Paulo (Etec/SP).
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Appendix 9: Dupont Analysis
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Appendix 10: Foward Estimates
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2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E

EV/IEBITDA (X) 23,4x 33,8x 20,8x 13,4x 12,1x 9,9x 8,2x 6,7X 5,5X 4,6x 4,0x 3,6x 3,2x 2,9x
PIE (X) 105,8x -207,4x 157,2x 45,0x 43,2x 28,2x 20,2x 17,8x 14,6x 12,5x 11,4x 11,0x 10,4x 10,1x
FCF yield (%) 12,3% 2,2% 2,5% -0,2% -1,4% 3,0% 4,6% 5,5% 6,8% 7,9% 8,6% 9,4% 9,9% 10,2%
Dividend yield (%) 0,2% 0,2% 0,0% 0,6% 0,6% 1.2% 1,7% 2,5% 3,1% 3,6% 3,9% 4,1% 4,3% 4,5%
Net Debt/EBITDA (x) 1,38x 1,67x 0,64x| -1,00x -1,11x -1,18x -1,33x -1,38x -1,44x -1,54x -1,70x -1,92x -2,14x -2,38x
ROIC (%) 21,8% 15,2% 33,7% 50,8% 52,2% 63,4% 75,0% 89,9% 105,4% 118,5% 125,6% 128,0% 132,6% 134,7%
ROIC (%) 2.0 21,8% 15,2% 33,7% 50,8% 52,2% 63,4% 75,0% 89,9% 105,4% 118,5% 125,6% 128,0% 132,6% 134,7%
ROE (%) 19,2% -11,4% 13,9% 15,2% 14,1% 19,0% 22,6% 22,5% 23,9% 24,1% 23,1% 21.2% 19,9% 18,4%

Net Income 129 (66) 87 302 315 483 673 766 934 1.088 1.192 1.241 1.304 1.347
(+) D&A 115 126 139 140 167 181 188 190 195 203 214 222 226 228
() Capex (96) (158) (124) (248) (221) (209) (195) (210) (228) (245) (248) (239) (233) (230)
(+) Working Capital (181) 280 216 113 14 25 13 16 23 24 15 5 5 @
FCFF (33) 183 317 308 275 479 679 762 924 1.071 1.174 1.229 1.302 1.343
(+) Changes In Debt 1.712 112 25 (334) (470) (71) (58) ®) - - 50 50 50
FCFE 1.679 294 343 27) (196) 409 621 754 924 1.071 1.174 1.279 1.352 1.393
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The CFA Institute Research Challenge is a global competition that tests the equity research and valuation,
investment report writing, and presentation skills of university students. The following report was submitted
bya team of university students as part of this annual educational initiative and should not be considered a
professional report.

Disclosures:

Ownership and material conflicts of interest:

The authors, or a member of their household, of this report does not hold a financial interest in the securities of this company.

The authors, or a member of their household, of this report does not know of the existence of any conflicts of interest that might bias the
content or publication of this report.

Receipt of compensation:

Compensation of the authors of this report is not based on investment banking revenue.

Position as a officer or director:

The authors, or a member of their household, does not serve as an officer, director or advisory board member of the subject company.

Market making:

The authors does not act as a market maker in the subject company’s securities.

Disclaimer:

The information set forth herein has been obtained or derived from sources generally available to the public and believed by the authors to be
reliable, but the authors does not make any representation or warranty, express or implied, as to its accuracy or completeness. The information
is not intended to be used as the basis of any investment decisions by any person or entity. This information does not constitute investment
advice, nor is it an offer or a solicitation of an offer to buy or sell any security. This report should not be considered to be a recommendation by
any individual affiliated with CFA Society Brazil, CFA Institute or the CFA Institute Research Challenge with regard to this company’s stock.

..\‘
A& CFA Institute

CFA Institute Research Challenge



