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Leon’s Furniture: KEY POINTS

Canadian Retail Story with

Upcoming Real Estate IPO A leading Canadian
Operating Strength and retailer specializing
Undervalued Real Estate Values in furniture and ap-
Waiting to be Unlocked pliances, with ~15%

Mmarket share and
C$2.5 billion in an-

nual revenue.
EXECUTIVE SUMMARY

Legacy and Evolution
Leon's Furniture, founded over 100 years ago in Canada, transi-
tioned from a general goods retailer to a specialized furniture | eon’s is prepa qd Ng
retailer. The company is one of Canada'’s largest retail groups.
fora REIT IPO to

Big Box Retail Concept Un|ock S|gn|f|ca Nt
Pioneered warehouse showrooms, offering extensive inventory .
access and thereby reshaping Canadian retail. Va | ue from Its real

estate portfolio.
REIT IPO Plans

In order to leverage their vast property portfolio, Leon’s is prepa-
ring for a Real Estate Investment Trust (REIT) IPO. Conservative
inputs justify a real estate valuation of ~C$1.5 billion. The total
enterprise value currently sits at ~C$1.9 billion, thus significantly
undervaluing the real estate component. Since 2024, Leon’s of-
ficially signals spin-off intentions via their reporting or indirectly
via the inclusion of experts in the field of REIT spin-offs to their
mManagement.

Successful Precedents

Similar strategies by Canadian Tire (CT REIT) and Loblaw’s
(Choice Properties REIT) underscore potential benefits of
the transaction, like improved liquidity and value realization.
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LEON'S FURNITURE IN NUMBERS

Metric

Market cap C%$1.79 billion
Free float 32%
Closing price as of 22.05.2025 C$26.23
High/Low (52 weeks) C$30.64/C$20.51
Net debt/TEV, 22.05.2025 8%
Sales, TTM C$%$2.52 billion
Sales online, 2017-2023 CAGR 23%
Inventory turnover, Q1-25 314

COMPANY SNAPSHOT - THE PAST AND THE FUTURE

Leon's Furniture Limited is a Canadian retail-operating company listed on the Toronto Stock
Exchange (TSX: LNF) with a current market cap of ~C$1.8 billion. The group operates under
multiple retail banners specializing in the sale of furniture, major appliances, and other pro-
ducts and services. The company claims significant market share in Canada and is preparing
for a REIT IPO to unlock the potential of its underlying real estate assets. Leon’s plans to
utilize the proceeds from the corporate event to further strengthen its operational core.

Fitting like a glove, Leon'’s promoted Michael J. Walsh to become the company’s President
and CEO in 2021, following his five-year tenure as an executive within the company and
his prior role as an executive at Canadian Tire — a blueprint REIT spin-off story in Canada.
Bringing in a valuable track record, he is the first non-family CEO to hold that position.

In June 2024, Victor Diab was appointed new CFO of Leon's. Before joining the company,
he was holding various executive roles at Canadian Tire. Until today, the founder family
has substantial skin in the game being the company’s largest shareholder. Indicating an
undervaluation in the company's current market price, Leon’s management bought back
~18% of commmon equity since 2020.

1. Furniture Retail Business — Excellence Proven

For many years, Leon's has delivered strong results with growing earnings (see figure A in
the appendix). Even during the years of the global financial crisis around 2008 and beyond,
the company remained profitable and continued to report increasing earnings. Nevertheless,
the company is currently trading at an earnings multiple of just around 13x, while in October
2024, Canadian investor Fairfax Financial Holdings acquired Leon's competitor, ‘Sleep
Country,” at a multiple of 17x earnings. Based on our sum of the part analysis, we estimate

the net value of the operating business at >C$1.5 billion, applying their current EBITDA-
multiple of 11.5x.
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The company holds around 15% market share in the Canadian furniture market, where it
generates over C$2.5 billion in annual revenue, operating over 201 corporate-owned stores
and 97 franchise locations. The group expanded its offerings after acquiring competitor

,The Brick'in 2013. Across various regions in Canada, it now provides a wide range of merch-
andise, including furniture, major appliances, and home electronics, via multiple banners
and service companies such as furniture insurance offerings. The retail footprint spans across
Canada, with a focus on core markets including Vancouver, Toronto and Montréal.

When “big box" warehouse retail was gaining market share, Leon'’s early adoption of that
layout and retail space growth strategy put them well ahead of the curve. Over subsequent
market cycles, competition was gradually pushed out of the furniture business (e.g., Eaton'’s,
Sears, or Bad Boy Furniture) and moats magnified through natural selection. Meanwhile,
across retail categories, mom-and-pop stores were struggling to keep up with larger store
formats, especially today, as today'’s “zero"” customers are hard to catch since they hardly show
any brand loyalty, and consumer tastes change in increasingly short cycles. The group knows
how to capitalize on that market dynamic by simultaneously doubling down on their mar-
keting spend. In various markets, Leon'’s ranks first among top advertisers. Being a leader on
the Canadian furniture market allows Leon’s to benefit from economies of scale and demon-
strates its efficiency in deploying retained earnings dollars. The company yields a return on
incremental invested capital levels (as defined in the appendix) of around 25% for the trailing
twelve months, signaling good custody of fiduciary duty.

2. Real Estate Assets — Hidden Value Potential

In addition to their core business, Leon’s owns a portfolio of 202 properties, currently
recorded at cost at with net book value of below C$300 million. The company owns around
490,000 square meters of well-located lettable area of which many properties also bring
light industrial real estate attributes, given their warehouse retail acquisition history.
Reported asset and land values reflect simple retail property business plans, resulting in
several owned land plots with significant unbuilt capacity. This creates sizeable potential for
large-scale densification in core locations.

Vending their real estate assets into a REIT would unlock substantial hidden reserves.

Leon’s uncovered plans of an IPO in the second quarter of 2023, with its execution
contingent on the right market conditions. Assuming conservative market rent estimates
and an average cap rate of ~7%, we estimate that operating real estate values would

exceed C$1 billion. As many assets show light industrial characteristics, in terms of physical
structure, i.e, single-story warehouses with high-rack components, and locational qualities,
there is justifiable market-backed upside tweaking our model towards the more highly
priced light industrial sphere. Since early 2020, sustained by onshoring trends, light industrial
facilities become integral to domestic infrastructure and the security of supply chains, and
enjoy more competitive pricing parameters.

Floating their real estate portfolio, Leon's can capitalize on dynamics stemming from REIT
advantages including liquidity premiums and generally better investor visibility of property
values; scaling benefits from an easier access to debt financing and equity capital; diversifi-
cation with a country-wide store network; regulatory transparency with more suitable repor-
ting standards; and tax appeal, i.e,, 20% deduction on income derived by REIT dividends.
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3. Development Projects — Unlocking Underutilized Land Potential

There is more. Within Leon'’s land portfolio, there are two specific land plots actively under
review for rezoning. The company's headquarters in North York, Toronto, sits on a treasury

of unused land capacities. Clutched by highway 400 and 401, the property is right at the
intersection of two of the country’s busiest arterial roads. Leon’s envisages a two-phased
mixed-use development, with the first phase focusing on various commercial uses for which
they already obtained rezoning approval allowing for a broader range of uses and higher
density developments such as residential property. The second phase includes a joint venture
to build 4,000 residential homes, with submission of secondary plans expected by mid-2025.
Based on recent comparable pricing, that project could add up to another C$400 million

to capitalizable value, beyond the value of the standing portfolio.

And there is a second project in Burlington, Ontario, with less than half of the premises
covered by rentable space. West end of Lake Ontario and close to Hamilton, Burlington sits
in the middle of Toronto and Niagara Falls, a border town on the Canada-United States
border. Dual zoning on that 32 acre-sized land offers substantial development upside for
various uses. Leon’s property portfolio glimmers with more of these kinds of hidden values.
This could add another mid eight-figure amount to the valuation. The two projects are
pictured in figure B in the appendix.

CANADIAN RETAIL REIT SPIN-OFFS — A STRONG LEGACY

Spinning out real estate portfolios of successful retail operators is a popular and profitable
capital markets strategy in Canada. CT REIT and Choice Properties REIT serve as two suitable
examples. Canadian Tire, a renowned department retailer operating across different brands
and discretionary retail categories, has been in business for over 90 years before floating their
real estate portfolio into a separate venture. Properties owned are stand-alone (warehouse)
retail facilities located in Canadian top-markets, a position similar to Leon’s, even on micro-level.
In fact, the CT REIT prospectus reads like a blueprint for Leon's, with several similarities pointing
to it. By freeing up capital to boost their operating core, CT was able to strengthen its primary
operations. At the same time, the company benefited from cashing in REIT dividends, which are
tied to REIT-accounted real estate values. These values now exceed previous at-cost valuations,
thanks to commmon REIT advantages. As a result, CT's operating and REIT business achieved top
gains on the stock market, as shown in figure C in the appendix. This success highlighted the
management’s exemplary stewardship of shareholder value. Retail giant Loblaw's was following
on that template, spinning out Choice Properties REIT, which is one of the largest caps on the
Canadian REIT market.

OUR MANAGEMENT RECOMMENDATIONS

- Meeting Shareholder Expectations by delivering a clearly communicated roadmap
preparing for the real estate IPO including an external appraisal of the spin-off assets.

- Scalability and Strategic Vision: Beyond the spin-off, the REIT must demonstrate a
clear pathway for growth through developments, or repositioning of properties.

- Robust Governance and Transparent Management: A clear and transparent
governance structure is essential. We are looking for a management team with
capital allocation discipline, and alignment with shareholder interests. Effective
communication is important throughout the investment lifecycle.
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SUMMARY

When summing up the individual components, we identify significant
undervaluation in Leon’s.

Applying conservative estimates and comparable deals, we value the company’s
real estate assets at ~C$1.5 billion, compared to a current reporting value

of C$300 million only. In the current total enterprise value of ~C$1.9 billion,

the core business is therefore hardly reflected. Considering that Leon'sis a
well-established retail leader, this fact is astonishing at the least. At current pricing,
the operating business would add another >C$1.5 billion.

APPENDIX

A. Growing sales reflected by growing stock market returns
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B. Development projects, North York (left) and Burlington (right)
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C. Canadian Tire REIT spin-off: Total return outperformance of operating company and REIT
(normalized to 100% at trading start of REIT in October 2013)
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Definition - Return on incremental invested capital:

NOPAT, - NOPAT,,

ROIIC = - -
Invested Capital _, - Invested Capital _,

with

NopPAT = Netoperating _ pgit _ 1axes + Adjustments
profit after tax )

and

Non-interest-
bearing liabilities

Invested

Capital = Working Capital + Operating Assets -
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DISCLAIMER
The information in this report is for information purposes only and does not constitute investment advice or a recommendation,
offer or solicitation to buy or sell securities or other financial instruments. Past performance shown in this report is not an indicator

of future results.

Economic and market information contained in this document has been obtained from publicly available sources prepared by third

parties. AVENTOS Capital Markets GmbH & Co. KG assumes no responsibility for the accuracy or completeness of this information.

AVENTOS Capital Markets GmbH & Co. KG makes no representation as to the adequacy, correctness, accuracy or completeness
of the information contained herein (including, but not limited to, information obtained from third parties). Furthermore,
AVENTOS Capital Markets GmbH & Co. KG expressly disclaims any responsibility or liability for, and assumes no responsibility to

update or correct, the information contained in this report.
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