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Strong business with temporary volatile stock

2 Higher School of Economics 2016Sources: Bloomberg, Thomson Reuters, team estimates

Recommendation
for MGNT:ME

HOLD

Target Price: 
RUB 12,001

Upside: 16%

Investment Highlights

#1 retail chain in Russia by market cap, number of stores, 
revenue and earnings

Profitable, cash flow generating company

Successfully developing in difficult macroeconomic environment
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MGNT:ME – ticket 
for Magnit local shares 
trading on the Moscow 
Stock Exchange (MOEX)

MGNT:LI – ticket 
for Magnit GDRs 
trading on the London 
Stock Exchange (LSE)



Sources: Thomson Reuters, MOEX, LSE, Company data, team estimates

Inclusion in indexes provides additional demand from passive investors 2

in MICEX & RTS

in MSCI Russia8%

6%

Weights in indexes**

The highest share of foreign 
investments among Russian 
stocks

One of the most attractive company in Russia’s stock universe

3

Market 
capitalization

Closing 
Price

Target Price

52-week 
High/Low

ADTV (3M),
shares

Std Dev (1M)

Shares
Outstanding

Free-float

EV/EBITDA

P/E

Market Profile*

RUB 10,320

RUB 12,944/9,251

153,862

94.6 mln

RUB 1 trn

25.9%

18.2x

10.8x

* as of 8th of April 2016

MOEX LSE (GDRs)

29.9% 

USD 19 bln

USD 39

USD 30/62

177,086

22.1x

11.7x

RUB 12,001 USD 36

1 Share=5 GDRs

Higher School of Economics 2016

** MICEX – RUB index including 50 most liquid Russian companies, RTS – USD index

22.2% 43.0%

1

Magnit GDRs are trading at a premium to the local shares3

Lower liquidity on MOEX in comparison with LSE is one of the reasons
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$6 average premium through 2009-2015

MGNT**– implied price for Magnit GDRs, calculated as local share price divided by 5 and converted into USD



National Research University
Higher School of Economics

BUSINESS DESCRIPTION



North
Caucasian

South

Volga

Siberia

Central

Ural

North
West

2,361

#1 food retail chain in Russia

Sources: Bloomberg, Company data

Cities 
& Towns

7 Federal
Districts

Convenience 
Stores

Hypermarkets

Magnit Family

Drogerie stores
(Cosmetics)

9,594

219

155

2,121

12,089 Retail
Stores

74%

17%

5%

4%

948
804

270 253
163

Magnit X5 Dixy Lenta O'key

4,4

3,3

0,9 0,9
0,6

Magnit X5 Lenta O'Key Dixy

Revenues of top 5 retailers in 2015

Selling space in 2015 (mln sq.m.)
Number of stores Revenue share

(RUB bln)

Profitability

5

10%

15%

12%

18%
Higher School of Economics 2016



Sources: Company data

5,882 Trucks

1.29 mln sq.m.

The biggest fleet in Europe

Centralization Degree

90% for 

Convenience Stores

73% for 

Hypermarkets

Warehouse Space

596 SKUs

11%

Distribution 
Centers34

Share of 
Revenue 
in 2015

Private Label

Logistic 
system

Private Label 
& Own 
production

Own Production

83 ha

Biggest greenhouse 
in Eastern Europe

37%
Coverage of
Magnit’s sales of 
vegetables

The most developed logistic system in Russia with efficient centralization strategy1

Private label of Magnit covers significant share of revenue2

Success based on efficient vertical integration

6 Higher School of Economics 2016



The main shareholder of the company is the CEO maintaining strong corporate governance1

Board of directors serves shareholders’ interests 2

London

Stock Exchange

29.9%

Moscow

Stock Exchange

Sergey Galitskiy, CEO

Minority investors

Free-float 

25.9%

55.8%

{

35.1% 

9.1% 

One of the most attractive company in Russia’s stock universe
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April, 2006

April, 2008

IPO on RTS & MICEX
Attracted RUB 9,5 bln

SPO on LSE
Attracted USD 480 mln

11 members

5 Executive Directors

6 Non-Executive Directors (3 independent) International experience

Effective risk-management

Strong ethics Sergey
Galitskiy,
CEO

Magnit
PJSC

“Russian leaders in 
corporate governance.”

“TOP-1000 Russian managers”

“CEO of the year” 

“Company with the best 
corporate governance” 3 HR and Remuneration Committee

3 Audit Committee

Higher School of Economics 2016Sources: Company data, Thomson Reuters, Forbes, Kommersant
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1,3% 0,6% -3,7% -1,5% 1,0%

6,5%

11,4%
12,9%

8,6%
7,0%

2013 2014 2015 2016F 2017F

Real GDP growth CPI

High correlation of real wages with retail turnover ensures retail rebound when macroeconomic condition improves 

As a result we see leap in prices and recession1

3

7-Apr-1612-Apr-14

$107 $41

₽69₽34

2Fall in oil prices led to ruble depreciation and budget cut

31-Dec-16

$40-50

₽60-66

RUB/USD*

Brent, brl.

Sources: Tomson Reuters, Federal State Statistics Service, team estimates 

Exchange quotes and Brent prices dynamics

Historical changes in retail sales and real wages 

-13%

-8%

-3%

2%

7%

12%

Jan-11 Jun-11 Nov-11 Apr-12 Sep-12 Feb-13 Jul-13 Dec-13 May-14 Oct-14 Mar-15 Aug-15 Jan-16

Retail Sales, y/y, % Real Wages, y/y, %

2%
Forecast of y/y real 
wages growth since 
2017

92%
Correlation between 
real wages & retail 
sales

Turbulent macroeconomic environment affects retail

9 Higher School of Economics 2016

* CFA Institute notation for foreign exchange quotes 



88%

84%

78%

72%

68%

64%

62%

52%

41%

Germany

US

Japan

Poland

Russia (2020)

China

Russia (2015)

Brazil

Turkey

72% 68%

46% 42%
30%

20%
12%

Germany Czech
Republic

Poland US Russia (2020) Russia Turkey

Consolidation is the ongoing trend 3

Sources: Euromonitor, Federal State Statistics Service, team estimates 

Modern retail penetration will increase1 2 Small urban areas are the future growth driver

18%

62%

28%

77%

9%

30%

0%

20%

40%

60%

80%

2004 2006 2008 2010 2012 2014

Overall Russia
Big cities (>1mn)
Small towns (<100k)

4 Regulation changes are manageable

- From 10% to 3%

Decreasing rebates

Shortening payables periods, days:

- Perishable goods: from 10 to 5

- More than 1 month storage life: from 30 to 20

- Other: from 45 to 35

Modern retail penetration by country Evolution of modern retail penetration

Market share of top 5 retailers

Room for modern retail growth still exists

10 Higher School of Economics 2016
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21%

14%

6%
12%

22%

Magnit Dixy Lenta X5 Retail Group O'key

Selling space expansion is the main source of revenue growth for Magnit

1 Magnit is the leader in the segment 2 Convenience format grows most rapidly2

2 4

11,6%
14,5%

23,8%

Supermarkets Hypermarkets Convenience Stores

Sources: Euromonitor, Company data

3 Magnit targets small towns due to low competition

Market shares of Russian peers in 2015 Industry sales by channel: 2010-2015 CAGR 

Selling space dynamics: 2010-2015 CAGR 

Revenue dynamics: 2010-2015 CAGR 

26% 26% 23%

15%
12%

Magnit Dixy Lenta X5 Retail Group O'key

65% 35%

Location of stores by area type

Magnit is the leader in the low cost segment

12

Magnit
7%

X5
6%

Dixy
2%

Lenta
2%

O'key
1%

Other
82%

Higher School of Economics 2016

Towns
(population 
<500k) 

Cities
(population 

>500k) 



-7,1%

-3,8%

-0,7%

2,0% 2,0%

1 Magnit underperforms in LFL indicators

Sources: Infoline, Company data

3 Magnit’s logistics is essential for cost reduction and expansion

Avoiding drawbacks of 
ruble depreciation

Independence from 
suppliers

90%

7

5,882

34

MagnitDixy

X5

O’Key

Lenta

Like-for-Like traffic change in the industry (2015)

Current difficulties are alleviated by competitive advantages 

13

<1 day

Drogerie (cosmetics) format is an opportunity222

Own production helps to cope with instabilities 4

1.5% 
of sales generated 
by produced vegetables

50 bln RUB

to be invested 
within 5 years

154% CAGR
of revenues through       

2011-2015

1.5 RUB trn
market size

9,6%

15,0%

11,6%

18,1%

Convenience stores

Hypermarkets

Magnit Family

Cosmetics stores

EBITDA margin by formats in 2015

Higher School of Economics 2016

Share of direct supplies

Time between order and delivery

Federal Districts

Trucks

Distribution centers
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FINANCIAL ANALYSIS



10,9% 11,2%

7,2%
6,5%

4,8%
6,0%

4,1%

2,2%
1,4%

0,2%

Magnit Lenta X5 O'Key Dixy

8,2%

10,9%
12,2%

3,7%

6,0%
7,3%

2011 2015 2020F
EBITDA margin Net margin

Sources: Company data, team estimates

Magnit’s margins dynamics

EBITDA and Net Income margins in 2015 (comparison with local peers)

Magnit has sound margins with potential to grow

15

Vertical 
integration

Strong 
bargaining power 
with suppliers

Highly profitable 
Cosmetic 
stores

Private label 
development

Higher School of Economics 2016
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FCFF, RUB bln (lhs) Net debt / EBITDA (rhs)

Increasing shareholders’ return

2

Sources: Company data, team estimates

Large revenues with decelerating growth1
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Growing cash flows3
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Revenue dynamics (RUB bln)

0,4%

3,3%

12,2%

8%

63%

50%

0%

20%

40%

60%

0%

4%

8%

12%

2011 2014 2020F
Dividend yield (lhs) Payout ratio (rhs)

 -

 7 000

 14 000

 21 000

 28 000

2011 2012 2013 2014 2015E 2016F 2017F 2018F 2019F 2020F

Selling space expansion (‘000 sq.m.)

In the long-run growth of selling space will also slow down

The company is turning into a cash cow

4

17 Higher School of Economics 2016
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VALUATION



Sources: Company data, Bloomberg, team estimates

DCF provides sound economic basis for Magnit valuation

18

Target price of RUB 12,001 doesn’t indicate significant upside as well as downside

Lack of direct peers in Russia 
due to Magnit’s unique 

developed business model and 
strong corporate governance

Target Price: 
RUB 12,001

Upside: 16%

Total Upside*: 
18.1%

* Including:
Annualized HPR and
forecasted dividend yield

DCF 
Valuation
Recommendation is

based 100% on 
Intrinsic Value

3,306 8,243EV/EBITDA 2016F

5,341P/E 2016F 8,749

9,801 15,620DCF

5,250 10,875PEG 2016F

9,251 12,37152 Week range

4,000                                   8,000                                  12,000                                 16,000

Current price
RUB 10,320

Target price
RUB 12,001

No 
reliable 
peers

Lack of international peers 
due to different economic 

environment and the 
competitive landscape 

Relative 
valuation 

underestimates 
target price

Football field valuation graph (RUB)

Higher School of Economics 2016



-5,0E-06

4,5E-05

9,5E-05

1,5E-04

2,0E-04

2,5E-04

Despite huge CapEx, FCFF is significant and will grow further

Sources: Company data, Bloomberg, Damodaran, team estimates

WACC Calculation   

Target capital structure
Debt-to-Total Capitalization 0.10
Equity-to-Total Capitalization 0.90

Cost of Debt
Cost of Debt 10.7%
Effective Tax Rate 23.1%
After-tax Cost of Debt 8.2%

Cost of Equity in RUB
Cost of Equity 17.5%

WACC in RUB (forecast period) 16.6%
WACC in RUB (terminal period) 14.6%21

41

62

91

123

2016F 2017F 2018F 2019F 2020F

Terminal Period Growth
Inflation in the long-run 5.3%
Real GDP sustainable growth 1.1%

Growth rate 6.4%

Monte Carlo simulation confirms HOLD recommendation

FCFF dynamics (RUB bln)

Inputs to simulation

1. Revenue growth rate

2. EBITDA margin

6. Terminal growth3. CapEx

4. dNWC

5. WACC

Simulation statistics
Mean RUB       12,095
Std Dev RUB         1,684
5th percentile RUB         9,405
Median RUB       12,028
95th percentile RUB       14,962

DCF valuation based on the moderately conservative assumptions

10,000 simulations

1

2

19 Higher School of Economics 2016

19% 41%40%

RUB 10,320 RUB 12,126
Current price +17.5% Required Return
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Sources: team estimates 
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market share 
limit of 25%

Impact

Pr
o

b
ab

ili
ty

Magnit faces mainly macroeconomic and regulatory risks

Stress Test

21 Higher School of Economics 2016

Price war

Increase in non-core operations

Lowering efficiency 
due to significant 

increase in non-core 
operations

Negative impact on margins due to:
-lowering operational efficiency
-lower than expected economies of scale

Target price range: RUB 9 820 – 11 245 

Ticket Sales Net Income CapEx

Further fall in real wages

Target price range: RUB 8 768 – 10 153

Ticket &
Traffic Sales Net Income CapEx

Target price range: RUB 10 400 – 11 856 

Risk Matrix
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INVESTMENT SUMMARY



Sources: team estimates, Thomson Reuters

HOLD

Pros Cons

Profitable cash-
generating company

Strong corporate 
governance

High stock market volatility

Country risks:
- Economic sanctions
- Poor macroeconomic 
environment

Liquid stock, which is 
included in several 

indices (MSCI Russia and 
MICEX & RTS) 

Exchange rate 
fluctuations (high 
impact for GDRs)

Great business but difficult market result in Hold

23 Higher School of Economics 2016

Current Price Target Price: 

RUB 10 320

Upside: 

RUB 12 001 16%


