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Margins came below forecasts, but will be recovered in 2H10. Today Magnit 
has disclosed its 1H10 IFRS financials, which came below our and market 
expectations in terms of margins: 2Q10 gross margin dropped to 21.1% vs. 
our forecast of 21.8% that reflects that company’s price investments turned out 
to be more aggressive than we projected. Thus, 1H10 gross margin totaled 
21.5%. In its trading update, published earlier, Magnit showed spectacular 3.4% 
y-o-y jump in 2Q10 discounters LFL traffic growth, which came as a result of 
investments into prices and has turned 1H10 LFL traffic dynamic to a positive area 
for the first time since 2008. Magnit’s SG&A expenses in 2Q10 remained under 
control but was slightly higher than our projection (at 16.5% of total sales vs. 
16.1%). All this has pressured operating margin in 2Q10 to 4.7% (5.1% in 
1H10). EBITDA and net margins in 2Q10 came at 6.6% and 3.7% (in 1H10 
they were at 7.1% and 3.8%, respectively). 

Focus on management comments. During today’s conference call (see the 
details) we believe the management to shed more light on the expected 
recovery in 2H10 margins. In particular, we assume upcoming 3Q10 to deliver 
further strong sales as more than 30% of Magnit’s stores are located in the 
Southern District of Russia and thus will experience a seasonal inflow of traffic 
from vacationers. Moreover, we underline the progress in gaining more 
efficiency of operations through logistics development – as of the end of June, 
Magnit’s centralization ratio totaled 79% vs. 73% in 2009 with the long-term 
target of up to 90%. 

 

Today Magnit stated the following targets for this year: 

• To reach 35% y-o-y top line growth (in ruble terms). We see this to be 
consistent with our current valuation model, which assumes this year ruble-
based revenue to grow by 32% y-o-y. 

• New 2010E EBITDA was set at 8.0-8.5% vs. initial estimate of 8-9%. 
Our current valuation model implies 2010E EBITDA margin of 8.8%, which 
looks above the high end of the management forecast. During today’s 
conference call we expect Magnit’s management to provide us with more 
details on the expected recovery in 2H10 EBITDA margin. 

• Discounter store openings expanded to 650 (vs. 450-550 initially 
planned), hypermarkets openings will total 30 (vs. 25-30 range). We 
estimate this to cost additionally about $225 mn, thus the company also 
has enlarged its CAPEX forecast to $1.1-1.3 bn vs. previously 
estimated at $1.0 bn. 

Key financials

Rev enue 1,808 0% 1,250 45% 1,640 10% 3,448 45% 7,649 5,355 43%
Gross income 382.0 -3% 291.4 31% 358.6 7% 740.5 34% 1,759 1,257 40%
 - gross margin, 21.1% 23.3% 21.9% 21.5% 23.0% 23.5%
Operating income 84.4 -18% 88.1 -4% 92.4 -9% 176.8 5% 542.9 393.9 38%
 - margin, % 4.7% 7.0% 5.6% 5.1% 7.1% 7.4%
EBITDA 118.6 -13% 111.7 6% 124.6 -5% 243.3 14% 676.2 497.0 36%
 - margin, % 6.6% 8.9% 7.6% 7.1% 8.8% 9.3%
Net income 66.6 8% 64.8 3% 64.6 3% 131.2 11% 347.3 275.2 26%
 - net margin, % 3.7% 5.2% 3.9% 3.8% 4.5% 5.1%
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Magnit

Common GDR
Ticker MGNT MGNT LI
Recommendation BUY BUY
Price, $ 105.0 22.2
Target price, $ 122.0 24.4
Upside/downside, % 16% 10%

SHARE  DATA
Bloomberg MGNT RX
Reuters MGNT.MM

Common
# of  shares outstanding,mn 89.0
EV, $ mn 9,388
MC, $ mn 9,346
MIN 12 mnth., $ 46.6
MAX 12 mnth., $ 107.1

Common
Shares per GDR 1/5

SUMMARY  FINANCIALS, $ mn
IFRS 2009 2010E 2011E
Rev enue 5,354 7,648 10,673
EBITDA 497 676 990
Net income 275 347 503
EPS, $ 3.09 3.90 5.65
Rev . growth, % 0.1 42.8 39.6
EPS growth, % 46.4 26.1 44.9
EBITDA margin, % 9.3 8.8 9.3
Net margin, % 5.1 4.5 4.7

SUMMARY  VALUATIONS
2009 2010E 2011E

P/E 34.0 26.9 18.6
EV/EBITDA 18.9 13.9 9.5

SHAREHOLDER  STRUCTURE
Sergey  Galitskiy , CEO 44%
Labini Inv estments Ltd. 4%
Management & BoD 5%
Other 46%

PRICE  DYNAMICS

Source: MICEX, RTS. TKB Capital estimates
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CONFERENCE CALL DETAILS: 
DATE:  24 August, 2010 
 
TIME: 
8 am New York,  
1 pm London,  
4 pm Moscow  
 
TELEPHONE: 
+44 (0)20 7162 0025 (International), 
+1 334 323 6201 (USA) 
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Operating results 6M10 6M09 y-o-y, % June 10 June 09 y-o-y, % 3M10 3M09 y-o-y, % 

Number of opened stores, net 264 226   68 45   90 94   
 - discounters 260 222   66 42   89 94   
 - hypermarkets 4 4   2 3   1 0   
Total number of stores 3 492 2 808   3 492 2 808   3 318 2 676   
 - discounters 3 464 2 790   3 464 2 790   3 293 2 662   
 - hypermarkets 28 18   28 18   25 14   

Selling space, sqm 1 156 118 905 215 28% 1 156 118 905 215 28% 1 092 
610 854 260 28% 

 - discounters 1 065 025 840 500 27% 1 065 025 840 500 27% 1 009 
047 797 895 26% 

 - hypermarkets 91 093 64 715 41% 91 093 64 715 41% 83 563 56 365 48% 
Net retail sales, RUR mn  103 638 78 461 32% 18 612 13 406 39% 48 992 38 168 28% 
 - discounters 94 500 73 212 29% 16 850 12 440 35% 44 840 35 707 26% 
 - hypermarkets 9 138 5 249 74% 1 761 966 82% 4 152 2 461 69% 
Net retail sales, $ mn 3 447 2 373 45% 597 432 38% 1 657 1 125 47% 
 - discounters 3 143 2 214 42% 541 401 35% 1 517 1 052 44% 
 - hypermarkets 304 159 91% 57 31 81% 140 73 94% 

Source: Company data, TKB Capital estimates  

 
LFL growth, y-o-y 1H10 2Q10 1Q10 FY09 
Average ticket (excl. VAT), RUR 3.6% 3.9% 3.4% 5.8% 
Number of tickets 1.3% 3.6% -0.6% -1.5% 
Revenue, RUR 4.9% 7.6% 2.8% 4.1% 
In particular by store format:         
Discounters 1H10 2Q10 1Q10 FY09 
Average ticket (excl. VAT), RUR 3.3% 3.6% 3.2% n/a 
Number of tickets 1.2% 3.4% -0.7% n/a 
Revenue, RUR 4.6% 7.2% 2.4% n/a 
     
Hypermarkets 1H10 2Q10 1Q10 FY09 
Average ticket (excl. VAT), RUR 3.0% 3.1% 2.7% n/a 
Number of tickets 10.8% 11.6% 9.2% n/a 
Revenue, RUR 14.2% 15.0% 12.2% n/a 

Source: Company data, TKB Capital estimates  
 
 
 
Revenue growth, % in RUR terms

1H10 2Q10 1Q10 FY09

Magnit 32% 36% 28% 28%
X5 Retail Group 19% 18% 20% 25%
Dixy 15% 18% 13% 12%

LFL stores perfomance, % in RUR terms

Total Traffic Basket Total Traffic Basket Total Traffic Basket Total Traffic Basket

Magnit breakdown by format
Discounters 5% 1% 3% 7% 3% 4% 2% -1% 3% n/a n/a n/a
Hy permarkets 14% 11% 3% 15% 12% 3% 12% 9% 3% n/a n/a n/a
Total Magnit 5% 1% 4% 8% 4% 4% 3% -1% 3% 4% -2% 6%
X5 Retail Group breakdown by format
Hy permarkets 0% -3% 3% 2% 0% 2% -1% -7% 6% 7% - 7%
Supermarkets -7% -9% 2% -8% -9% 1% -6% -10% 4% - -4% 4%
Sof t Discounters 14% 7% 7% 11% 6% 5% 17% 9% 8% 17% 10% 7%
Total X5 Retail G 5% 2% 3% 4% 2% 2% 7% 2% 5% 10% 5% 5%
Dixy breakdown by format
Discounters 5% n/a n/a n/a n/a n/a n/a n/a n/a -3% n/a n/a
Supermarkets 7% n/a n/a n/a n/a n/a n/a n/a n/a 0% n/a n/a
Hy permarkets 3% n/a n/a n/a n/a n/a n/a n/a n/a 5% n/a n/a
Total Dixy 5% 4% 1% n/a n/a n/a n/a n/a n/a -2% -2% 0%
Source: Company data, TKB Capital estimates

2Q10 1Q10 FY091H10
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