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INTRODUCTION

All references in this annual report (i) to "CBD," "we," "us" or "our"
are references to Companhia Brasileira de Distribuicao and its consolidated
subsidiaries, (ii) to the "Brazilian government" are references to the federal
government of the Federative Republic of Brazil, or Brazil, and (iii) to
"preferred shares" and "common shares" are references to our authorized and
outstanding shares of non-voting preferred stock, designated as acoes
preferenciais, and common stock, designated as acoes ordinarias, in each case
without par value. All references to "ADSs" are to American depositary shares,
each representing 1,000 preferred shares. All references herein to the "real,"
"reais" or "R$" are to Brazilian reais, the official currency of Brazil. All
references to "USS$," "dollars" or "U.S. dollars" are to United States dollars.

At June 14, 2004, the commercial market rate for purchasing U.S.
dollars was R$3.165 to US$1.00.

We have prepared our consolidated financial statements included in this
annual report in conformity with generally accepted accounting principles in the
United States, or U.S. GAAP.

FORWARD-LOOKING STATEMENTS

This annual report includes forward-looking statements, principally in
"Item 3D - Key Information - Risk Factors," "Item 4B - Information on the
Company - Business Overview" and "Item 5 - Operating and Financial Review and
Prospects." We have based these forward-looking statements largely on our
current expectations and projections about future events and financial trends
affecting our business. These forward-looking statements are subject to risks,
uncertainties and assumptions including, among other things:

o our ability to sustain or improve our performance,

o competition in the Brazilian retail food industry,

o government regulation and tax matters,

o adverse legal or regulatory disputes or proceedings,

o credit and other risks of lending and investment activities,

o changes in regional, national and international business and economic

conditions and inflation, and

o other risk factors as set forth under "Item 3D - Key Information - Risk
Factors."
The words "believe," "may," "will," "estimate," "continue,"
"anticipate," "intend," "expect" and similar words are intended to identify

forward-looking statements. We undertake no obligation to update publicly or
revise any forward-looking statements because of new information, future events
or otherwise. In light of these risks and uncertainties, the forward-looking
information, events and circumstances discussed in this annual report might not
occur. Our actual results and performance could differ substantially from those
anticipated in our forward-looking statements.

ITEM 1 IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISORS
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Not applicable.
ITEM 2 OFFER STATISTICS AND EXPECTED TIMETABLE

Not applicable.

ITEM 3 KEY INFORMATION
3A. Selected Financial Data

The following table presents our selected financial data as of the
dates and for each of the periods indicated. Our U.S. GAAP financial statements
as of December 31, 2003 and 2002 and for each of the three years in the period
ended December 31, 2003 appear elsewhere in this annual report, together with
the report of PricewaterhouseCoopers Auditores Independentes, Sao Paulo, Brazil,
independent auditors. The selected financial information at December 31, 2001,
2000 and 1999 and for each of the two years ended December 31, 2000 has been
derived from our U.S. GAAP financial statements, not included elsewhere in this
annual report.

3
At and for the Year Ended December
2003 2002 2001 2000
(millions of U.S. dollars, except share, per
ADS amounts)
Statement of operations data
Net SaleS FreVeNUE. « v vttt ittt eeeeeeneenens $ 3,534.6 $ 3,257.6 $ 3,515.4 $ 4,19
Cost Of SAleS . i i i ittt it ieeeeeennens (2,538.1) (2,345.2) (2,506.8) (3,01
Gross Profit. vttt ittt it 996.5 912.4 1,008.6 1,17
Selling, general and administrative
(S04 10 o ¥ = (695.3) (660.4) (743.7) (89
Depreciation and amortization.............. (115.5) (107.8) (146.2) (13
Other operating income, net............... 2.4 1.5 0.7
Operating INCOME. ... i ittt ittt e eeeeeeeennn 188.1 145.7 119.4 15
Financial InCOmME. .. .. iiii ittt ttmeneneeeenns 179.3 158.3 142.3 18
Financial eXpPensSe. ...ttt eeneeeeeeeenns (221.5) (222.9) (161.7) (17
Income (loss) before taxes.......ovvvieonn. 145.9 81l.1 100.0 16
Income tax (expense) benefit:
[ 5 o = o i (7.9) (11.8) (16.5) (
Deferred. i vttt e e e e e e e e e e e e (25.1) (8.8) 17.2
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Net income (1oOSS) c v v vt e e e eeneeeeeeeeennnnns $ 112.9 S 60.5 $ 100.7 $ 16
Basic earnings (loss) per 1,000 shares (1).
Preferred. ...ttt et e 1.05 0.53 0.91
(0703 111411 o P 0.96 0.53 0.91
Diluted earnings (loss) per 1,000 shares...
Preferred. ...ttt ettt e 1.05 0.53 0.91
(0703 111411 o Y 0.95 0.53 0.91
Earnings (1loss) per ADS. ... ieneeeeeennn 1.05 0.53 0.91
Dividends declared and interest on equity
per 1,000 shares (2)......cccvvieeo... 0.18 0.19 -
Weighted average number of shares
outstanding (in thousands).....
Preferred. .ottt ittt ettt 49,725,151 49,596,794 46,912,582 38,095
COMIMON « 4 v e et e et e e et ettt e et eeeeeneens 63,470,811 63,470,811 63,168,975 62,858
Total 113,195,962 113,067,605 110,081,557 100,954
Balance sheet data
Cash and cash equivalents..........c.ccvu... $ 339.9 S 315.7 $ 451.7 $ 4
Property and equipment, net................ 1,384.0 1,062.7 1,342.0 1,4
Total assetsS. .ttt i i 3,171.2 2,527.7 3,056.4 3,3
Short-term debt (including current portion
of long-term debt)....... ... 613.3 460.9 555.8 5
Long-term debt........ ... 230.0 385.1 381.6 4
Shareholders' equity.....ccuiiiiiinnnenn. 1,237.9 932.6 1,396.7 1,4
Capital stoCK. ...ttt i $ 1,670.6 $ 1,498.2 $ 1,288.6 $ 1,1
Number of shares outstanding (in
thousands) :
Preferred shares........c.cueuieeeenennn. 49,971,428 49,715,328 49,590,328 44,513
CommMON ShAYeS . v et eeeeennnneeens 63,470,811 63,470,811 63,470,811 62,858
Other financial information
Net cash provided by (used in):
Operating activities.........innn 231.6 166.5 119.2 12
Investing activities......... .. (207.6) (348.2) (274.6) (71
Financing activities........ .. (61.3) 181.6 113.8 29
Capital expenditures..........viiieeenne... 185.2 348.4 275.2 72

Beginning in 2003, each preferred share shall receive a dividend 10%
Both preferred and
common shares effectively participate equally in earnings in 2002,

higher than the dividend paid to each common

share.

2001, 2000 and 1999. See "Item 8A - Financial Information -

Consolidated Financial Statements and Other Financial Information -

Dividend Policy and Dividends."

In accordance with Brazilian corporate law, we can distribute a
notional, tax-deductible interest charge attributable to shareholders'

equity as an alternative form of payment to shareholders.

Dividends

declared and interest on equity per 1,000 shares in reais were R$0.53
per 1,000 in 2003, R$0.55 in 2002, R$1.93 in 2000 and R$0.19 in 1999. A

dividend of R$0.51 per 1,000 preferred shares and R$0.46 per 1,000
common shares was approved and declared at our general shareholders'

meeting held on April 30, 2004.
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2003
Operating Data
Employees at end of period (1) ........uiiiiien... 55,557
Total square meters of selling area at end of
1S 1Sl oY 982,701
Number of stores at end of period:
PO dE ACUCAT e e vttt ettt ettt et eaeeeeeeeenaeanns 208
CompreBem Baratelro .......iiiiitiineneeeeennnn 172
3 o 62
Extra Eletro. . vttt ettt e eie et e e 55
Se and CompreBem (5) ...ttt tteeeneeeeennn —=
Total number of stores at end of period........ 497
Net sales revenues per employee (4) (6) (7):
PO dE ACUCAT 4 v v vttt ettt ettt eeeeeeeeeeeneeens S 64,753
CompreBem Barateilro.....c.ouoe it ineeeeeeeennnn 67,622
L i o Y 86,576
EXEra ElefrO. i ittt ettt ettt et eeeeeeeaeeens 121,365
Se and CompreBem (5) ...ttt tteneneeeeennn —=
Total net sales revenues per employee.......... $ 75,283
Net sales revenues by store format (2) (4):
PO dE ACUCAT 4 v v vttt ettt ettt eeeeeeeeeenneeens S 1,122
CompreBem Barateiro. ... .ottt iiieeeeeeennnn 628
L i o 1,702
Extra Eletro. . vttt ettt e ie et eeaeeens 83
Se and CompreBem (5) ...ttt ttneeneeeeennn —=
Total Net SAlES . i ii ittt eee e st tteeeeeeeennnn $ 3,535
Average monthly net sales revenue per square meter (3) (4) (6):
PO dE ACUCAT 4 v vttt et e eeeeeeeeeenennaeeeeenens $ 351.0
CompreBem Baratelro .......iiiiiiiiinnnneeeennns 276.8
3 o 310.0
Extra Eletro. ..ttt ittt e e e e et e e 202.8
Se and CompreBem (5) ... .ttt ttneeneeeeennn —=
CBD average monthly net sales revenue per
SQUATE ML e v vttt ettt e et e e eeeeeeeeeeeennneeees $ 311.0
Average ticket amount (4) (6):
PAO dE ACUCAT ¢ v vt ettt e ettt s eeeeneanaeeeeeeens $ 6.3
CompreBem Barateiro. ... .ot iieeneeneennnn 4.9
3 o 13.0
Extra Eletro. ..ttt ittt e e ee et eeaeennn 91.1
Se and CompreBem (5) ...ttt iteeeneeeeenns —=
CBD average ticket amount................... ... $ 8.0
Average number of tickets per month:
PA0 dE ACUCAT « v vt ittt et e et e teeteeseeeeeeeneeens 14,882,404
CompreBem Barateiro.....c.ouou ittt iineneeeeennnn 10,694,314
= ok 10,939,529
EXEra ElefrO. it ittt ittt ettt et eeeeeeeneeens 76,068
Se and CompreBem (5) ...ttt itneeneeeeenns —=
CBD average number of tickets per month........ 36,592,315

At and for the Year Ended Dec

2002

57,898
979,723

188
148
60
54
50

S 67,262
66,345
82,829

100,434
20,325
$ 68,619

$ 9717
530
1,527
115

109

B3

N N

[ee] Ne)

N N

[ee] N OO o

[
)
O o N o o Ul

12,590,382
9,206,964
9,911,953

101,326
3,941,203
33,781,227

2001

52,060
866,280

176
150
55
62

$ 63,149
43,045
75,246

122,796

$ 65,970

$ 906
376
1,344
162

$ 7.9

12,646,836
7,600,350
9,106,790

133,445

29,487,421
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(1) Based on the full-time equivalent number of employees calculated by
dividing total number of hours worked by all employees in the final
month of each period presented by 220 hours.

(2) In millions of U.S. dollars.

(3) Calculated wusing the average of square meters of selling area on the
last day of each of the months in the period; in U.S. dollars.

(4) The financial information for December 31, 2002, 2001, 2000 and 1999

has been translated at the average exchange rates used to translate the
December 31, 2002 financial information, thereby minimizing the effects
of the devaluation of the real. The real devaluated against the U.S.
dollar by 34.3% in 2002, 15.7% in 2001, 8.5% in 2000, and 32.4% in
1999. Had the financial information for the years ended December 31,
2003, 2002, 2001, 2000 and 1999 been translated at the average exchange
rates used to translate the December 31, 2003 financial information,
the analysis of results would not be significantly different from that
presented. For more information on foreign currency effects on our

financial results, see "Item 5 - Operating and Financial Review and
Prospects."

(5) These stores were converted into one of our formats during 2003.

(6) In U.S. dollars.

(7) Based on the average of the full-time equivalent number of employees

calculated by dividing total number of hours worked by all employees
at the end of each month by 220 hours.

Exchange Rates

There are two principal foreign exchange markets in Brazil:
o the commercial rate exchange market, or commercial market, and
o the floating rate exchange market.

Most trade and financial foreign-exchange transactions, including
transactions relating to the purchase or sale of preferred shares or the payment
of dividends with respect to preferred shares or ADSs, are carried out on the
commercial market at the applicable commercial market rate. Purchase of foreign
currencies in the commercial market may be carried out only through a Brazilian
bank authorized to buy and sell currency in that market. The floating market
rate generally applies to transactions to which the commercial market rate does
not apply. Prior to February 1999, the exchange rate in each market was
established independently, resulting in different rates during some periods.
Since February 1, 1999, financial institutions operating in the commercial
market have been authorized to unify their positions in the two different
markets, which caused a reduction in the difference between their respective
rates. These markets are now differentiated solely for regulatory purposes and
offer similar pricing and liquidity, despite the potential for distinct
treatment for regulatory purposes in the future. In both markets, rates are
freely negotiated but may be strongly influenced by Brazilian Central Bank
intervention.

Between March 1995 and January 1999, the Central Bank permitted the
gradual devaluation of the real against the U.S. dollar pursuant to an exchange
rate policy that established a band within which the real/U.S. dollar exchange
rate could fluctuate.
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Responding to pressure on the real, on January 13, 1999 the Central
Bank widened the foreign exchange band. Because the pressure did not ease, on
January 15, 1999, the Central Bank allowed the exchange rate of the real to
float. Since January 1, 1999 and through December 31, 2003, the U.S. dollar
appreciated by 139.0% against the real, and as of December 31, 2003, the
commercial market rate for purchasing U.S. dollars was R$2.8892 to US$1.00. In
the first three months of 2004, the real depreciated by 0.7% to R$2.9086 to
US$1.00 at March 31, 2004, and as of June 14, 2004, the commercial market rate
for purchasing U.S. dollars was R3.165 to US$1.00, a depreciation of 8.1% since
March 31, 2004. We cannot assure you that the real will not devalue
substantially in the near future. See "Item 5A - Operating and Financial Review
and Prospects - Operating Results - U.S. GAAP Presentation and Reporting
Currency - Effects of Exchange Rate Variation and Inflation on Our Financial
Condition and Results of Operations."

The following table sets forth information on the commercial market
rate for U.S. dollars for the periods and dates indicated.

Exchange Rate of Brazilian Currency per US$1.00

Year Low High Average (1) Year-End
1999 . i 1.2078 2.1647 1.8514 1.7890
2000 . i 1.7234 1.9847 1.8348 1.9554
2001 .. e 1.9357 2.8007 2.3532 2.3204
2002, 0 i e e 2.2709 3.9552 2.9983 3.5333
2003 .ttt e 2.8219 3.6623 3.0600 2.8892
Source: Central Bank

(1) Represents the average of the exchange rates on the last day of each

month during the relevant period.

Month Exchange Rate of Brazilian
————— Currency per US$1.00

Low High
December 2003. ... .ttt ittt ittt 2.8883 2.9434
January 2004 . . . it e e e e e e e e e e 2.8022 2.9409
February 2004 . ...ttt ittt et ee et eeaaaens 2.9042 2.9878
6
March 2004 . ...ttt e e e e e e 2.8728 2.9410
April 2004 . .« .ttt e e e e e e 2.8743 2.9522
May 2004 . . i ittt ittt i e e e e e e 2.9569 3.2051
Source: Central Bank
3B. Capitalization and Indebtedness

Not applicable.
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3C. Reasons for the Offer and Use of Proceeds
Not applicable.
3D. Risk Factors

This section is intended to be a summary of more detailed discussions
contained elsewhere in this document. The risks described below are not the only
ones we face. Additional risks may impair our business operations. Our business,
results of operations or financial condition could be harmed if any of these
risks materializes and, as a result, the trading price of the ADSs could
decline.

Risks Relating to Brazil

The Brazilian government has exercised, and continues to exercise,
significant influence over the Brazilian economy. Brazilian political
and economic conditions have a direct impact on our business and the
market price of the preferred shares and the ADSs.

The Brazilian government frequently intervenes in the Brazilian economy
and occasionally makes drastic and sudden changes in policy. The Brazilian
government's actions to control inflation and effect other public policies have
involved high interest rate environments, currency devaluations and exchange
controls, tariffs and import quotas, electricity consumption controls, among
other things. These policies and macroeconomic conditions have had significant
effects on the Brazilian economy and on its securities markets, which are
illiquid and very volatile, and have at times affected the purchasing power and
confidence level of consumers. We may be adversely affected by changes in
policy, as well as factors such as:

o inflation,

o interest rate hikes,

o liquidity of domestic capital and lending markets,

o changes in tax laws,

o currency fluctuations, and

o other political, diplomatic, social and economic developments in

or affecting Brazil.

At the end of 2002, Brazil elected a new president from the Workers
Party, Luis Inacio Lula da Silva. In the period leading up to and following his
election, there was substantial uncertainty regarding the policies that the new
government would pursue, including the potential implementation of macroeconomic
policies that differed significantly from those of the prior administration.
This uncertainty resulted initially in a loss of confidence in the Brazilian
capital markets and the devaluation of the real. The new administration however
continued most of the former administration's economic and administrative
policies and the initial adverse market sentiment towards the new administration
has reversed during 2003. Accompanying this positive sentiment the real
appreciated 22.3% against the U.S. dollar in 2003. However, there remains
uncertainty over the possibility of different policies being adopted by the
government which may, once again, contribute to economic uncertainty in Brazil
and to heightened volatility in Brazilian securities. Any substantial negative
reaction to the policies adopted by the Brazilian
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government from time to time could adversely affect our business, operations
and the market price of our preferred shares and ADSs.

Inflation, and certain governmental measures to curb inflation, may
contribute significantly to economic uncertainty in Brazil and to
heightened volatility in the Brazilian securities markets, which may
adversely affect our business.

Brazil has historically experienced extremely high rates of inflation.
Inflation itself, and some governmental measures to curb inflation, have in the
past had significant negative effects on the Brazilian economy. Since 1994,
Brazil's inflation rate has been substantially lower than in previous periods.
However, during this period there have been inflationary pressures and actions
taken to curb inflation which, together with public speculation about possible
future governmental actions, have contributed to economic uncertainty in Brazil
and to heightened volatility in the Brazilian securities market. For example, if
the Brazilian government implements measures to restrain domestic demand by
imposing credit restrictions on banks, credit card companies and retailers and
raises interest rates, we could be adversely affected if credit purchasers
become less attractive or if government policies curtail the extension of
consumer credit. According to the IPCA, the Brazilian government's official
consumer price index, the inflation rate was 8.7% in 2003, 12.5% in 2002 and
7.7% in 2001. If Brazil experiences significant inflation in the future, we may
be unable to increase our retail prices in line with inflation, and thus our
business may be adversely affected.

Fluctuations in the value of the real against the value of the U.S.
dollar may adversely affect the Brazilian securities market and could
lower the market value of the preferred shares and the ADSs.

The Brazilian currency has historically suffered frequent devaluations.
Although over the longer term, devaluations of the Brazilian currency generally
have correlated with the rate of inflation in Brazil, devaluations have resulted
in significant short- to medium-term fluctuations in the wvalue of the Brazilian
currency. See "Item 3A - Selected Financial Data - Exchange Rates" for more
information on exchange rates.

The real devalued against the U.S. dollar by 15.7% in 2001 and 34.3% in
2002. In 2003, the appreciation of the real relative to the U.S. dollar totaled
22.3%. In the first three months of 2004, the real depreciated against the U.S.
dollar by 0.7%.

Further devaluations of the real relative to the U.S. dollar would
reduce the U.S. dollar value of distributions and dividends on the ADSs and may
also reduce the market value of the preferred shares and the ADSs. Further
devaluations of the real relative to the U.S. dollar also create additional
inflationary pressures in Brazil that may negatively affect us. They may curtail
access to foreign financial markets and may require government intervention,
including recessionary governmental policies.

The perception of risk in emerging economies may impede our access to
international capital markets, hinder our ability to finance our
operations and adversely affect the market price of our preferred
shares and the ADSs.

Edgar Filing: BRAZILIAN DISTRIBUTION CO COMPANHIA BRASILEIRA DE DISTR CBD - Form 20-F

10



As a general rule, international investors consider Brazil to be an
emerging market economy. Consequently, economic conditions and the market for
securities of emerging market countries, especially those located in Latin
America, influence investors' perceptions of Brazil and their evaluation of
Brazilian companies' securities.

Since the end of 1997, economic problems in various emerging market
countries have resulted in investors' perception of greater risk from
investments in emerging markets. During periods of investor concern, Brazil has
experienced a significant outflow of U.S. dollars, and Brazilian companies have
faced higher costs for raising funds, both domestically and abroad, as well as
limited access to international capital markets. The prices of Brazilian
securities have been significantly negatively affected. This occurred, most
recently, to a significant degree, in 2002 following the default at the end of
2001 by Argentina in the payment of its foreign indebtedness.

The perception of risk in emerging economies may adversely affect our
ability to borrow funds at an acceptable interest rate or to raise equity
capital when and if there should be a need. We cannot assure you that
international capital markets will remain open to Brazilian companies or that
the perception of risk inherent in investing in Brazilian shares will not
increase and adversely affect the market price of our preferred shares and the
ADSs.

Risks Relating to CBD

We face significant competition, which may adversely affect our market
share and net income.

The retail food industry in Brazil is highly competitive. We face
intense competition from small food retailers that often can benefit from
inefficiencies in the Brazilian tax collection system. These small food
retailers also frequently have access to merchandise from irregular and informal
distribution channels at lower prices than those charged by manufacturers and
stores in the conventional supply chain of the organized retail food sector. In
addition, in our markets, and particularly in the Sao Paulo City area, we
compete with a number of large multinational retail food and general merchandise
chains, as well as local supermarkets and independent grocery stores. Some of
these international competitors have access to a broader range of financial
resources than we have.

We are controlled by a small group of shareholders.

The controlling shareholders, consisting of Mr. Abilio Diniz and some
members of his family, own or control 76.0% of our voting common shares.
Consequently, our controlling shareholders will continue to have the power to

control our company, including the power to:

o appoint the members to our board of directors, who, in turn, elect our
executive officers,

o determine the outcome of any action requiring shareholder approval,
including the timing and payment of any future dividends, and

o transfer control.
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We engage in, and expect from time to time in the future to engage in,
commercial and financial transactions with our controlling shareholders or their
affiliates. We seek to avoid potential conflicts of interest by submitting any
related party transactions for approval by the majority of the independent
members of our board of directors.

Risks Relating to the Preferred Shares and ADSs

If you exchange the ADSs for preferred shares, as a result of Brazilian
regulations you may risk losing the ability to remit foreign currency
abroad.

The Brazilian custodian for the preferred shares must register with the
Central Bank of Brazil to remit U.S. dollars abroad. If you decide to exchange
your ADSs for the underlying preferred shares, you will be entitled to continue
to rely, for five business days from the date of the exchange, on the
custodian's registration. Thereafter, you may not be able to obtain and remit
U.S. dollars abroad unless you obtain your own registration. Obtaining your own
registration will result in expenses and may cause you to suffer delays in
receiving distributions. See "Item 10D - Additional Information - Exchange
Controls."

You might be unable to exercise preemptive rights with respect to the
preferred shares.

You will not be able to exercise the preemptive rights relating to the
preferred shares underlying your ADSs unless a registration statement under the
Securities Act of 1933 is effective with respect to those rights, or an
exemption from the registration requirements of the Securities Act is available.
We are not obligated to file a registration statement. Unless we file a
registration statement or an exemption from registration applies, you may
receive only the net proceeds from the sale of your preemptive rights by the
depositary or, if the preemptive rights cannot be sold, they will lapse and you
will not receive any value for them.

ITEM 4 INFORMATION ON THE COMPANY
4A. History and Development of the Company

We were incorporated in Brazil under the Brazilian corporate law on
November 10, 1981 as Companhia Brasileira de Distribuicao. Our principal
executive offices are located at Avenida Brigadeiro Luiz Antonio, no. 3,142, CEP
01402-901 Sao Paulo, SP, Brazil (telephone: 55-11-3886-0421). Our agent for
service in the United States is CT Corporation, 1633 Broadway, New York, New
York, 10019.

We have been a pioneer in the Brazilian retail food industry, opening
our first store, a pastry shop, in 1948 in Sao Paulo City under the name Pao de
Acucar. We established one of the first supermarket chains in Brazil, opening
our first supermarket in 1959, and opened the first hypermarket in Brazil in
1971.

Brazilian economic reforms implemented in 1994, including the
introduction of the real as the Brazilian currency and the drastic reduction of
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inflation rates, resulted in an unprecedented growth in local consumer markets.
It has been estimated that more than 19 million people gained access to consumer
goods markets for the first time after 1994, as Brazilians, predominantly in
lower and middle-income households, generally experienced real income gains.
This increase in available income and the resulting increase in consumer
confidence broadened our potential customer base and provided us with growth
opportunities.

We responded to these changes by strengthening our capital structure,
increasing our logistics and technology investments and implementing an
expansion strategy focused on the different segments of the Brazilian
population. To support our expansion strategy, consisting of acquisitions and
organic growth, we defined the format of our stores in terms of the
expectations, consumption patterns and purchasing power of the different income
levels in Brazil.

In order to raise funds for our investment needs, we conducted two
public offerings of our shares. Our initial public offering in October 1995,
which raised US$112.1 million, was the first issuance of preferred shares by a
food retailer to begin trading on the Sao Paulo Stock Exchange - BOVESPA. Our
public offering of May 1997, which raised US$172.5 million, resulted in the
first ADS listing on the New York Stock Exchange by a Brazilian retailer. In
August 1999, we entered into a strategic relationship with the Casino Guichard
Perrachon Group, or the Casino Group, a leading French retail organization with
net sales of EUR023.0 billion (equivalent to US$29.0 billion at December 31,
2003 exchange rate) in 2003 and a presence in 10 countries. The Casino Group
invested US$807.8 million in return for approximately 21.3% of our voting stock.
At the same time, the Casino Group acquired 2.5 billion of our common shares
representing another 2.7% of our common stock from our controlling shareholders.
The Casino Group may exercise 6.3 million warrants for our common shares
representing an additional 6.85% ownership of our common stock by August 31,
2004, resulting in a further capital investment of US$282.9 million.

In order to support our growth, we have also made substantial
investments in constructing distribution centers and redesigning our warehouse
and distribution logistics, in information technology, and we have reorganized
our purchasing and category management functions.

From 1999 through 2003 we invested approximately US$263.4 million in
technology, or about 13.2% of our total investments in the last five years. We
also implemented projects designed to improve operational logistics and margins.
In 1997, we began substituting our stores' autonomous operating model for a more
centralized system under which the responsibility for purchases was transferred
to our commercial division. Our distribution and other administrative functions
were also centralized to obtain economies of scale. These changes strengthened
our negotiating position with suppliers with respect to prices and payment
terms. In 2001, we finished implementing our new category management system,
under which our commercial division became responsible solely for purchases in
order to maximize bargaining power. However, we transferred category management
decisions, which relate to the pricing and mix of products, to each of our
banners, as they are in a better position to make these determinations for their
particular target customers. We have also sought to gain efficiencies through
improvements in our supply chain, in an effort to decrease stock-outs, breakage
and shrinkage, and packaging and labor costs, as well as to increase product
turn.

We also invested in the construction of websites for on-line shopping

by our Pao de Acucar and Extra Eletro customers. In 2000, we decided to
consolidate all of our on-line shopping for all our customers through one

10

Edgar Filing: BRAZILIAN DISTRIBUTION CO COMPANHIA BRASILEIRA DE DISTR CBD - Form 20-F

13



website, amelia.com.br. In 2001, we discontinued on-line shopping through one
centralized website and resumed offering on-line shopping through
paodeacucar.com.br for food sales and extra.com.br for non-food sales. We
launched our Extra website in 2001.

Since 1999, we have acquired a total of 195 stores. When entering new
markets, we have generally sought to acquire local supermarket chains to benefit
from existing know-how of the geographic region. For expansion within urban
areas where we already have a presence, we have historically opened new stores.
We have tried to maintain a balance between acquisitions and organic growth.
Since 1999, we have also opened 65 new stores. Historically, our organic growth
and smaller acquisitions have generally been funded from our cash flow from
operations, and larger acquisition opportunities have required external funding
or capital increases. We expect to fund future organic growth from our cash flow
from operations. Our aggregate sales area has increased by 48.2% since 1999 as a
result of our acquisitions and our opening of new stores.

Also in response to the increased levels of income resulting with the
introduction of the real, we realized in 1998 that in order to take full
advantage of Brazil's economic growth, we needed to adjust the format of our
stores according to the expectations and needs of different segments of the
population. We refocused the Pao de Acucar format to cater specifically to the
high income classes and sought to target lower income classes with a
cost-oriented format, Barateiro, which we acquired in 1998. The acquisition of
the Barateiro chain represented a decisive step in carrying out our market
segmentation plans, as previous efforts to adapt the Pao de Acucar stores to
less affluent neighborhoods had not gained acceptance among those consumers. The
Barateiro format, by contrast, had a brand image and operational model focused
on costs. This enhanced flexibility benefited our business by allowing us to
build on Pao de Acucar's particular strengths, a brand image associated with
high level of services and quality products. At the same time, our Barateiro
format enabled us to service the increasingly important lower-income segments of
the Brazilian population. In 2001, the Barateiro format underwent some
operational changes, as the initial performance of the division had fallen short
of our management's expectations. We relaunched the Barateiro format to provide
a wider product assortment with a greater balance among leading brands, private
label products and lower priced products, and to offer greater services. Our
diversity of formats allows us to reclassify stores to a more appropriate format
within a market from time to time. Some Pao de Acucar stores, particularly in
the state of Sao Paulo, were converted into the Barateiro format in 2001, as
average income levels dropped in neighborhoods of these stores' original
locations.

In 2002, as part of our effort to increase sales of our Barateiro
stores, we launched a new store format known as CompreBem Barateiro in certain
regions of Brazil. This format, which responded to market research from the
target Barateiro audience, focused not only on reduced costs, but also on
personal service, organization and increased customer relations. Under the new
model, the stores offer new layouts, more modern equipment and a more pleasant
shopping environment with a variety of services. In addition, the CompreBem
Barateiro format attempts to emphasize the importance of family and community
connection, sponsoring community outreach activities such as local artwork
competitions and showcase of neighborhood children's artwork in the stores. Due
to the great consumer acceptance of this new format, which was evidenced by the
performance of CompreBem Barateiro stores as compared to Barateiro ones, we are
gradually converting the Barateiro stores into the CompreBem Barateiro format in
2003.
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In June 2002, we acquired the Se Supermercados chain of supermarkets,
which, at the time of acquisition, was the seventh largest chain by sales in
Brazil. All of the 60 Se stores were located in the state of Sao Paulo.

In April 2003, we became part of a group of listed companies that
adhere to a new index, the IGC-Special Corporate Governance Share Index, created
by BOVESPA (the Sao Paulo Stock Exchange), which is a benchmark for portfolios
comprised of shares of companies that are part of the Special Corporate
Governance Program, or the Program. As part of the Program, we have to comply
with several requirements, in additional to those imposed by Brazilian law. The
Program seeks to promote strong corporate governance by reducing investor
uncertainties and enhancing information disclosure. For the past few years we
have been adopting principles relating to disclosure, minority shareholders and
availability of updated information as part of our corporate governance
initiatives.

In December 2003, we signed a letter of intent to enter into an
association with Sendas S.A., or Sendas. The association was named Sendas
Distribuidora S.A., or Sendas Distribuidora, and became operational in February
2004. Sendas Distribuidora's voting stock is held 50% by us and 50% by Sendas,
and we are responsible for the management of the company. Sendas has been
operating in the Brazilian retail market for 43 years, currently operating
exclusively in the State of Rio de Janeiro, through a network of 68 multiformat
stores comprised of 6
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hypermarkets and 62 supermarkets. As we already operated 38 stores in the State
of Rio de Janeiro, comprised of 9 hypermarkets and 29 supermarkets, the
association with Sendas was an important strategic step towards growth and
leadership consolidation in the Brazilian market. Sendas Distribuidora has a
total of 106 stores. Besides the strong regional appeal achieved by the Sendas
brand in Rio de Janeiro, Sendas Distribuidora is enjoying the benefits from the
synergy with our corporate operations. Furthermore, this association is helping
us to increase our presence in other business including gas stations (which
Sendas had already 16) and drugstores (which Sendas had already around 40).

4B. Business Overview
The Brazilian Retail Food Sector

The Brazilian retail food sector represented approximately 5.8% of
Brazil's GDP in 2003. According to ABRAS (Brazil's supermarket association), the
food retail sector in Brazil had gross revenues of R$87.2 billion (equivalent at
the December 31, 2003 exchange rate to US$30.2 billion) in 2003, a 9.3% increase
over 2002. The Brazilian retail food sector is highly fragmented. However, as a
result of consolidation within the Brazilian retail food industry, the five
largest supermarket chains have accounted for an estimated 38.1 % of the retail
food sector in 2003, down from 39.6% in 1999. We believe this consolidation will
continue, and this is expected to favor large food retailers, such as us, that
can take advantage of better economies of scale in the provision of services,
implementation of cost-cutting and efficiency measures, and sourcing from
suppliers. According to ABRAS, our gross sales represented 14.7% of the gross
sales of the entire retail food sector in 2003.

Foreign ownership in the Brazilian food retail sector began with
Carrefour, a leading French retail chain, which opened its first hypermarket 29
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years ago. In recent years, international chains such as Wal-Mart, Royal Ahold
and Sonae have also entered the Brazilian market, mostly through acquisitions of
domestic retail food chains, and competition in the industry has intensified. In
2003, foreign retailers in Brazil accounted for an estimated 24.2% of the food
retail industry.

In addition to the organized retail food sector, the Brazilian retail
food sector also consists of small food retailers which frequently avail
themselves of access to merchandise from irregular and informal distribution
channels. This merchandise usually has lower prices than those charged by
manufacturers and stores in the conventional supply chain of the organized
retail food sector.

Overall supermarket penetration in Brazil today, in terms of the number
of supermarkets relative to overall population and area, 1is estimated to be
below the levels common in the United States, many western European countries
such as France and some South American countries such as Chile. Management
believes that the population of Brazil is an important factor affecting the
potential growth in supermarket activity. According to the Brazilian Institute
of Geography and Statistics, or IBGE, the total population of Brazil was
approximately 177 million at the end of 2003, making Brazil the fifth most
populous country in the world, and the population is currently growing at a rate
of 1.4% per year. As approximately 78% of the population lives in urban areas,
and the urban population has been increasing at a greater rate than the
population as a whole, our business is particularly well positioned to benefit
from economies of scale deriving from Brazil's urban growth. Sao Paulo, with a
population of approximately 10.7 million, and Rio de Janeiro, with a population
of approximately 6.0 million, are the two largest cities in Brazil. Sao Paulo
State has a total population in excess of 38 million, representing approximately
21.9% of the Brazilian population. Sao Paulo State is the first and Rio de
Janeiro is the second largest consumer market in which we operate.

The Brazilian retail sector is perceived as essentially
growth-oriented, since retail margins are substantially more constrained
compared to other business sectors. We are therefore intrinsically dependent on
the growth rate of Brazil's urban population and its segmentation in terms of
income levels. While living expenses in Brazil are lower than those in North
America, Western Europe and Japan, Brazilian household income levels are also
substantially lower.

12

The following table sets forth the different income class levels of
Brazilian households, according to IBGE.

Annual Income Annual Income
Class Level (in reais) (in U.S. dollars)
A Above RS$60,000 Above $20,767
B Between R$24,000 and R$60,000 Between $8,307 and $20, 767
C Between R$9,600 and R$24,000 Between $3,323 and $8,307
D Below R$9,600 Below $3,323

Class A households account for only 5% of the urban population, and
class B households account for 8% of the urban population. Classes C and D
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collectively represent 87% of all urban households. In recent years, the class C
and class D households have been increasing, and now have greater purchasing
power. Notwithstanding the low annual income earned by class D households,
studies have indicated that class D households direct approximately 34% of their
available income to food purchases. As a result, retailers have become
increasingly interested in targeting lower income households.

Current salary levels in Brazil have generally lagged compared to
increases in interest and exchange rates and price levels. We expect that
increased consumption by the lower income class levels will take place over time
as a result of gradual increments to salary levels and a steadily growing
population. As seen in the years immediately following the introduction of the
real, even small increments in purchasing power generally result in significant
increases in consumption in absolute terms, as well as increased expenditures in
premium priced food products and other non-food items, including home appliances
and consumer electronics.

Our Company

We are the largest food retailer in Brazil based on both gross revenues
and number of stores. In 2003, we had a market share of approximately 14.7% in
the Brazilian food retailing business according to ABRAS, with annualized gross
sales of R$12.8 billion (equivalent at the December 31, 2003 exchange rate to
US$4.4 billion). As of December 31, 2003, we operated 497 stores throughout
Brazil, of which 442 were retail food stores. Of our retail food stores, 328 are
located in Sao Paulo State, representing 67% of our net sales revenue from our
retail food stores in 2003. Sao Paulo State is Brazil's largest consumer market.
We are among the market leaders in the retail food stores in the cities of Sao
Paulo, Rio de Janeiro, Brasilia, Curitiba, Belo Horizonte, Salvador and
Fortaleza. We operate different store formats through four principal formats:
Pao de Acucar (208 supermarkets), CompreBem Barateiro (172 supermarkets), Extra
(62 hypermarkets) and Extra Eletro (55 home appliance stores).

The following table sets forth the number of our stores by region, as
of December 31, 2003:

South and Southeast

Greater Rest of (excluding States of
State of Sao State of Rio Sao Paulo and Rio de

Sao Paulo Paulo (1) de Janeiro Janeiro) (2)

Pao de Acucar......... 72 63 11 11

Extra......ccoeeeeee... 30 9 9 4

CompreBem Barateiro... 122 32 18

Extra Eletro (3)...... 43 12

Total..veeeeeeeennnnn, 267 116 38 15

(1) The rest of the state of Sao Paulo consists of 39 cities, including

Campinas, Ribeirao Preto and Santos.
(2) This area comprises the states of Minas Gerais and Parana.
(3) Our Extra Eletro stores, which make up our home appliance format, were

placed under the management of the Extra division in November 2002.

Northea
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Our Competitive Strengths

Our main competitive strengths are our different retail food store
formats, our extensive network of distribution centers, our economies of scale,
our prime locations in densely populated urban areas and growing provincial
urban areas, and our high level of customer service.

Different retail food store formats

We conduct our retail food operations through three store formats, Pao
de Acucar, CompreBem Barateiro and Extra, each of which has a distinct
merchandising strategy and a strong brand name. We are the only food retailer in
Brazil that offers a variety of formats, which enables us to effectively target
different classes of consumers and thus earn their loyalty. This approach,
coupled with our intimate understanding of the Brazilian consumer permits us to
meet diverse customer needs without confusing consumers as to the marketing or
price focus of each format. Each of our brand concepts is clearly identified in
the marketplace for a combination of goods and services offered and relative
consumer wealth. For example, our Pao de Acucar format are positioned to serve
the higher income classes through a combination of store location, store design
and product and service offerings. Our second format, CompreBem Barateiro, is
targeted to middle and lower income consumer brackets. We originally acquired
Barateiro in 1998. Barateiro was a well known food retailer in the lower income
market. In 2002, as part of our effort to increase sales of our Barateiro
stores, we launched a new store model called CompreBem Barateiro in certain
regions of Brazil. This model, which responded to market research from the
target Barateiro audience, focused not only on reduced costs, but also on
personal service, organization and increased customer relations. Due to the
great consumer acceptance of this new model, which was evidenced by the
performance of CompreBem Barateiro stores as compared to Barateiro ones, in 2003
we are gradually converting the Barateiro stores into the CompreBem Barateiro
format, which we are positioning to be the premier food and service destination
brand for the middle and lower income groups. Our third food retail format,
Extra, 1is our hypermarket format which offers the widest assortment of any of
our store formats and allows us to target potential customers along the entire
income spectrum. Our hypermarket division has the additional advantage of
benefiting from the general lack of department stores and specialized stores in
Brazil. As a result, a food retailer such as an Extra store that also sells
non-food products such as household appliances, consumer electronic products,
general merchandise, clothing and textiles is particularly convenient to a
Brazilian consumer.

Extensive network of distribution centers

We operate distribution centers strategically located within the cities
of Sao Paulo, Brasilia, Fortaleza, Curitiba, Rio de Janeiro and Recife. Our
distribution centers have a total storage capacity of 316,000 square meters of
built-in area. Our management believes that our network of distribution centers
is the most extensive and technologically advanced product distribution center
network in the Brazilian retail food industry. We believe that our facilities
are capable of servicing substantially all of our distribution requirements,
both for our existing stores and for the stores that we currently plan to open
in the near future. Approximately 80% of our inventory in 2003 came directly
from a distribution center instead of a supplier, a substantial increase from
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48% in 1998, resulting in higher bargain power with suppliers, lower lack of
inventory, lower shrinkage and improved working capital management. Many of the
functions of our distribution centers are automated, allowing for quicker and
more efficient handling of products. Our distribution centers are supported by
sophisticated systems which other Brazilian retailers lack, including pd@net, a
business-to-business technology platform which links our computer automated
ordering system, our suppliers and our distribution centers to automatically
replenish our inventory.

Economies of scale

We enjoy significant economies of scale resulting from our position as
the largest food retailer in Brazil. Our large scale gives us increased
bargaining power with suppliers, resulting in lower prices for consumers, higher
operating margins and more favorable payment terms. Our size permits us to
benefit from important marketing channels including prime time television
advertising, one of the most effective means to promote sales, which would be
prohibitive for smaller retail chains. Our scale also enables us to make major
operational investments, such as in technology, which generates attractive
returns. Our size and financial strength, compared to most other supermarket
chains in Brazil, has put us at the forefront of the Brazilian retail industry
in using information technology and in continually improving our sophisticated
management information systems.
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Prime locations in densely populated urban areas and growing provincial
urban centers

Since we started our operations in 1959, we have been able to
accumulate store locations for our Pao de Acucar and Extra stores in prime sites
that offer significant competitive advantages. Our older stores in Sao Paulo and
Brasilia are located in high traffic residential neighborhoods and, as a result,
the average monthly sales per square meter in these stores is substantially
higher than that of the average supermarket in Brazil. Since prime real estate
in these urban areas in Brazil is scarce, new stores would be prohibitively
expensive for competitors. Our recent association with Sendas in the State of
Rio de Janeiro enabled us to add numerous high quality locations which would be
difficult to obtain independently at this time.

High level of customer service

All of our store formats offer a broad selection of quality products in
a pleasant shopping environment that emphasizes customer service. We believe
that our emphasis on employee training and our commitment to employee loyalty
lead to higher levels of customer service which differentiates us from our
competitors. We have also developed customer loyalty and recognition programs
which we believe enhance our competitive position. For our Pao de Acucar,
CompreBem Barateiro and Extra formats, we offer a preferred shopping card, which
customers present at checkout and which collects information on the shopping
patterns of our customers and offers credit products. Based on this information,
we also offer personalized discounts to our customers. We were also the first
Brazilian food retailer to appoint a customer liaison to voice opinions,
suggestions and complaints on behalf of customers. We have won several awards
from industry associates for our innovative service such as Premio SM Excelencia
no Varejo (the excellence in retail award) given by a group of industry
professionals.
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Offering of additional products and services

In the past several years, we have begun to expand our range of
complementary products and services in an effort to enhance our customer
satisfaction and provide additional revenue sources. For example, with respect
to the Extra hypermarket format, we have begun to provide additional services
tailored to the specific needs of the division's broad base of customers, such
as gasoline stations within the parking area of Extra stores. In addition, we
have successfully test marketed and are currently initiating a program of
incorporating drugstores into our existing store formats. Our recent association
with Sendas has greatly expanded our presence in both gas station and drugstore
services.

Our Strategy

Our strategy focuses on our continued efforts to improve upon key
ingredients to our success which has led us to become the largest food retailer
in Brazil. These include our commitment to increasing profitability through our
focus on increasing productivity, reducing costs, technological advancements
and, most importantly, customer satisfaction and loyalty. This focus starts with
a philosophy of professionalism and pride in the organization which flows from
the top management levels through all of our employees. We believe that at all
levels of our company, we are committed to our customer, for they are the reason
for our existence and success. We strive to create the best possible shopping
experience which will feed a long and loyal relationship. In order to execute
our strategy, we intend to continue to expand our selling space through store
openings and acquisitions, further improve efficiencies, improve our margins,
offer new products to increase revenues, customer traffic without increasing our
fixed costs, and continued attention to improvements in corporate governance.

Expand our selling space

We seek to continue our expansion plan, which is designed to maximize
growth opportunities available to us and to capitalize on the economies of scale
afforded large chains in the Brazilian food retail industry. We believe
significant opportunities exist to profitably increase our selling space in
areas in which we currently operate and in other markets currently underserved
by supermarkets. Our objective is to increase our selling space by an average of
10% to 15% each year over the next five years. This range will vary depending on
the level of acquisitions during each year. In 2004, we plan to open
approximately 13 to 20 stores, including 3 to 5 hypermarkets and 10 to 15
supermarkets. Most of our organic growth will be in regions where we already
have a presence in order to increase our area of coverage and, as a result, to
achieve greater market penetration and economies of scale. We carefully evaluate
potential store sites based on market research, the ability of the relevant
geographic market to support a new store at the selected site, as well as our
ability to supply the site. We also evaluate a potential site's attractiveness
and the appropriate store format through analysis of demographic data covering
population and
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income shifts, consumption patterns, traffic patterns and the proximity to one
of our distribution centers. We continually explore strategic acquisition
opportunities of supermarket chains or individual supermarkets for existing
markets or new geographic regions to add to or substitute for new store
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openings. For example, our recent association with Sendas in the State of Rio de
Janeiro resulted in the association of 68 new stores and measurably increased
our presence in this market. When entering new markets, we have historically
sought to acquire local supermarket chains to benefit from their existing
know-how of the geographic region and to begin operating new stores more quickly
and in a more cost-efficient manner than through construction.

Further improve efficiencies

We continually seek to improve operating efficiencies in connection
with our supply chain. We were one of the first supermarket chains in Brazil to
equip its stores with a point of sale, or POS, system and utilize a computer
automated ordering system that automatically replenishes our inventory. We
intend to improve operating efficiencies in other stages of the supply chain,
particularly product outflow, by increasing the volume of merchandise going
through our distribution centers. In 2003, approximately 80% of our inventory
came directly from one of our distribution centers instead of a supplier. In the
past year, we combined our perishable and groceries divisions into one unit in
an effort to rationalize and reduce costs and we consolidated our non-food
product area and our flower division in order to achieve operating efficiency.
Also, as part of our strategy, we intend to substantially increase our
cross—docking capability, which should result in working capital savings and
lower inventory levels. We also intend to improve handling to further decrease
stock-outs, breakage and shrinkage and delivery costs. For example, we are
exerting pressure on suppliers to ship their products in amounts that are less
than a full pallet which we feel will result in cost savings through lower
levels of spoilage. We have already reduced our stock-out levels to
approximately 5% in 2003, down from roughly 20% in 1998. Similarly, shrinkage
levels were reduced to 1.3% in 2003, down from approximately 2.2% in 1997 and
3.1% in 1995.

Improve our margins

We have been increasing our focus on reductions and dilution of costs
to improve our operating and gross margins. We regularly examine our mix of
products and product brands in all of our store formats with a view to
increasing sales of higher margin products, and we believe that, as total net
sales increase, our negotiating position with suppliers will be further
strengthened, allowing us to obtain better prices for the products we purchase.
We also regularly monitor product layouts at our stores so as to use store space
more efficiently, decrease inventory space and make higher margin brands more
prominent. We also seek to offer more non-retail services that increase revenues
but do not require incurring additional costs, such as the payment of utilities
at checkout counters. We recently reevaluated and relaunched our private label
product line. We believe we may offer our private label products to customers at
approximately a 15% to 25% lower cost than leading brands, but at greater
margins in relation to average of each category. From 2001 to 2003, our sales of
private label products registered a 188% growth and the number of items
increased from 125 in 2001 to approximately 2.4 thousand in 2003.

Offer new products and services to increase revenues and customer
traffic without increasing fixed costs

We continue to implement measures to increase revenues and customer
traffic without increasing our fixed costs. We have begun to offer high-margin
products such as extended warranty policies on household appliances and
insurance on the payment of household appliances in the event of unemployment or
death. We also offer customers the ability to pay their utility bills at
checkout counters, for which we receive a fee. We also intend to continue
finding alternative uses of non-sales space at our stores, such as the area in
front of our checkout counters. Other initiatives include the addition of
commercial outlets inside some of our Extra hypermarkets which offer laundry
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services, gasoline stations conveniently located in the parking lots of these
stores and the addition of drugstores inside the sales area. Our recent
association with Sendas greatly increased our presence in certain of these
non-core service and products offerings. We believe these additional features at
our stores increase revenues and customer traffic without increasing fixed
costs, and we intend to expand these services.

Continued attention to improvements in corporate governance

Our controlling shareholders and our senior management have for several
years now sought changes in our governance structure, procedures and documents
with a view towards delineating operating responsibilities, separating the
oversight and operational functions and enhancing disclosure to our shareholders
and the market at large. Our performance is based on transparency, efficiency
and security criteria when disclosing information. In order to strengthen our
growth strategy, we invest in the continuous improvement of our management
practices.
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In our continuous transition from our roots as a family-owned regional
food retailer to a geographically dispersed multi-segment retailer, we continue
to enhance management's range of independence empowerment and authorization. For
example, in February 2003, our shareholders approved at a general shareholders'
meeting our corporate management structure reorganization. In connection with
this reorganization, our then controlling shareholders relinquished their
executive officer positions in order to become board members. The founding
shareholder, Mr. Valentim dos Santos Diniz, became the Honorary Chairman of the
board of directors. In March 2003, Abilio Diniz ceased being our Chief Executive
Officer and became the Chairman of the board of directors. Mr. Augusto Marques
da Cruz Filho, the former Administrative and Financial Vice President, assumed
the Chief Executive Officer position. The Administrative and Financial Vice
President position was eliminated and instead divided into two newly-created
positions - the Administrative Officer and the Financial and Controller Officer
positions.

In addition, as a result of this reorganization, three new committees
were created to support our management bodies: the executive committee, the
financial committee and the development and marketing committee. Furthermore, in
order to comply with international corporate governance standards, we created an
audit committee which will be comprised of fully independent members by July
2005. We also implemented an ethical committee in 2004, which revises updates
and ensures employees and management are in full compliance with our corporate
standards. We are also in the process of implementing our disclosure committee
which will adapt the information disclosure policy and management procedures
used by us according to the regulatory entities, our shareholders and the market
in general. In addition, in 2003, we implemented a working group to analyze
internal controls and procedures that may impact our results. This working group
is comprised of key employees from several of our areas and is focused on the
evaluation of eventual risks and non-conformity situations, which are treated
with specific plans aiming to improve internal process.

We will continue to study developments in corporate law and practice to
determine what other improvements in transparency, disclosure or governance we

should make.

Operations
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The following table sets forth the number of stores, the total selling
area, the average selling area per store, total number of employees and the net
sales revenue as a percentage of our total net sales revenue for each of our
store formats at December 31, 2003:

Average Selling

Store Number Total Selling Area Area Per Store (in
Format of Stores (in square meters) square meters)
Pao de Acucar......... Supermarkets 208 273,016 1,313
CompreBem Barateiro... Supermarkets 172 211,517 1,230
Extra......ccoeeeeee... Hypermarkets 62 462,195 7,455
Extra Eletro.......... Home appliance 55 35,973 654
Stores
Head office &
distribution
center.............. -
Total: 497 982,701 1,977
(1) Full-time equivalent number of employees calculated by dividing

total number of hours worked by all employees in the month of December
2003 by 220 hours.

For a detailed description of net sales revenue for each of our store
formats, see "Item 5A - Operating and Financial Review and Prospects - Operating
Results - Certain Operating Data."

Pao de Acucar Division

The Pao de Acucar division operates convenient neighborhood stores. Our
Pao de Acucar stores are predominantly located in large urban areas (with over
one-third located in the greater Sao Paulo City area). We

17

believe this to be a significant competitive advantage since available sites in
those urban areas are scarce. The Pao de Acucar stores target the Brazilian
class A and class B household consumers, whose minimum annual household income
exceeds R$24,000. The stores are characterized by a pleasant shopping
environment, a broad mix of quality products, innovative service offerings and
a high level of personal service, with an average of six employees per 100
square meters of store space. Many of these stores feature specialty areas
such as perishables, baked goods, meat, cheese and seafood departments. Many
stores offer shopping advisors to assist customers with inquiries about
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particular food needs, prices, special discounts and brand information. Pao de
Acucar stores also offer private label products, including the Goodlight brand
of health food products.

We had 208 Pao de Acucar stores at December 31, 2003. The Pao de Acucar
stores range in size from 331 to 4,730 square meters and averaged 1,313 square
meters of selling space at December 31, 2003. The sale of food products
represented 95% and non-food products represented 5% of this division's net
sales revenue in 2003. Pao de Acucar customers can also make purchases on-line
through paodeacucar.com.br, the Pao de Acucar website. This site is available to
customers in the cities of Sao Paulo, Rio de Janeiro, Brasilia and Curitiba.

Our Pao de Acucar Mais card, the first preferred shopper/fidelity card
in the Brazilian retail industry, is an important instrument that allows us to
respond better to consumer needs. The presentation of this card by the consumer
at the moment of purchase allows us to collect valuable information regarding
that consumer's shopping habits. The information eventually assists us in the
selection of merchandise for these stores and in the creation of
customer-specific sales promotions. We offer client-specific discounts at the
moment of purchase in order to promote customer loyalty and offer customers
certain credit products of a third-party financial institution. By the end of
2002, more than two million families had registered for this card, which allowed
us to identify approximately 60% of our Pao de Acucar sales.

We remodel our stores generally every four years to create a new
shopping atmosphere and, where possible, to improve operating efficiency. We
remodeled 13 Pao de Acucar stores in 2003 and 90 in the 1999 to 2003 period.

CompreBem Barateiro Division

We acquired the Barateiro chain of supermarkets in 1998. Barateiro was
targeted to middle and low-income consumer segments so we decided to use it for
supermarkets serving those segments. The Barateiro format, on which our
CompreBem Barateiro division is based, further served to strengthen and expand
our presence 1in the Brazilian market. The CompreBem Barateiro supermarkets offer
large volumes of basic products and a variety of brands at low prices. CompreBem
Barateiro stores target the Brazilian class C and class D household consumers,
whose annual household income is less than R$24,000 and which collectively make
up approximately 87% of all urban households. Accordingly, CompreBem Barateiro
stores are located in lower-income neighborhoods compared to Pao de Acucar
stores. Generally, CompreBem Barateiro stores offer more competitively priced
products than Pao de Acucar stores. In addition, these stores are characterized
by a lower level of personal service than Pao de Acucar stores, with an average
of 4.3 employees per 100 square meters of store space.

We relaunched the Barateiro chain in 2001, changing some operational
and product assortment decisions we made beginning in 2000. Having originally
developed the Barateiro format to be similar to a hard discount retailer,
offering many generic brands and private label products and very few leading
brands, market reaction indicated that this approach was not gaining acceptance.
As a result, we changed the product assortment of this division in order to
achieve a more competitive balance among leading brands, private label products
and lower priced products.

Another service innovation as part of the Barateiro relaunching was the
creation of the brand's own preferred shopper/fidelity card, the Clube CompreBem
card, which is currently used by more than 610,000 customers. This card, in
addition to assisting us in the collection of consumer shopping data, allows us
to offer customers credit products of a third-party financial institution. We
have also reevaluated our Barateiro private label product line. We reduced
sharply the number of Barateiro private label products, instead focusing on
those which we believe can be competitive with the leading brands. We currently
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offer approximately 500 private label items. We strive to offer products with
the same quality as leading brands, but at a 20% to 25% lower price.

In 2002, as part of our effort to increase sales of our Barateiro
stores, we launched a new store format known as CompreBem Barateiro in certain
regions of Brazil. This format, which responded to market research from
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the target Barateiro audience, focused not only on reduced costs, but also on
personal service, organization and increased customer relations. Under the new
model, the stores offer new layouts, more modern equipment and a more pleasant
shopping environment with a variety of services. In addition, the CompreBem
Barateiro format attempts to emphasize the importance of family and community
connection, sponsoring community outreach activities such as local artwork
competitions and showcase of neighborhood children's artwork in the stores.

We had 172 stores under the CompreBem Barateiro banner at December 31,
2003. CompreBem Barateiro's stores range in size from 300 to 5,092 square meters
and averaged 1,230 square meters of selling space at December 31, 2003. In 2003,
non-food items accounted for approximately 5% and food items accounted for
approximately 95% of net sales revenue of the CompreBem Barateiro division.

Extra Division

The Extra hypermarkets are the largest of our stores. We introduced the
hypermarket format to Brazil with the opening of our first 7,000 square meter
store in 1971. The Extra hypermarkets offer the widest assortment of products of
any of our store formats, with approximately 70,000 items and an average selling
area of 7,455 square meters at December 31, 2003. The Extra stores target the
Brazilian class B, class C and class D household consumers, whose annual
household income ranges from R$4,800 to R$60,000. At December 31, 2003, we had
62 Extra stores. The sale of food products represented 70% and non-food products
represented 30% of the Extra division's net sales revenue in 2003.

In 2002, we focused on making operational and product assortment
decisions for the Extra hypermarkets. We customized the product line of the
hypermarkets according to the region in which they are located to respond better
to regional tastes. We also presented new store layouts and changed the product
assortment of this division in order to achieve a better margin mix. In
addition, we have sought to increase customer traffic at our stores through
initiatives aimed at increasing customer loyalty and improving our knowledge of
consumer behavior patterns in the hypermarket segment. We have begun to provide
additional services tailored to the specific needs of the division's broad base
of customers. For example, we added gasoline stations within the parking areas
of some Extra stores, and we initiated a pilot project to operate drugstores
inside the Extra stores. We also added third parties commercial outlets inside
the Extra hypermarkets, which offer laundry, photo development, dining and
banking services for the convenience of the customer.

In 2003, we sought to offer more competitively priced products and
reduce our operational costs. We created a new model of compact hypermarket
called hipermercado compacto, which is smaller than the traditional hypermarket
stores and therefore has substantially lower costs of construction. We also
pursued the reduction of our Extra stores' energy costs and the number of
business hours of some of our 24 hours stores, which allowed us to manage more
efficiently our employees' working hours. We also focus on optimizing our
marketing initiatives and renegotiating our agreements with service providers,
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including public utilities. One of our pilot projects allowed us to reduce the
use of computers and enabled our employees to be able to fix minor problems
occurring in our checkouts, which also resulted in a reduction of our maintaince
costs. We intend to establish more hipermercados compactos in 2004, as well as
to convert some stores associated with the Sendas format (Bon Marche banner)
into Extra stores.

We also offer customers the brand's own preferred shopper/fidelity
card, the Extra card. The Extra card is currently used by approximately 1.6
million customers, who benefit from the credit features and sales promotions in
connection with the card. In addition, the Extra card allows us to collect
valuable information about consumers' shopping habits.

Similar to our approach to the Barateiro private label line of
products, we also reorganized and updated the Extra division's private label
products line in 2001, based on extensive market research and customer surveys,
in order to offer products which we believed were competitive with leading
brands. As a result, we launched over 600 items in 2002 and 630 items in 2003,
and the Extra division presented an increase of 66% of the sales volume in 2003
if compared to 2002. Our Extra division has an on-line sales site through
extra.com.br. This site sells and delivers non-food products to all regions of
the country. These products include household appliances, consumer electronic
products, compact discs, toys, information technology products and sports and
entertainment items.

19

We have sought to strengthen the Extra division's presence recently
through organic growth in selected areas in Brazil. In 2003, we opened two
stores in the greater Sao Paulo metropolitan area, one in the state of Rio de
Janeiro.

Extra Eletro

The Extra Eletro stores are generally small showrooms which sell a
broad range of home appliances and consumer electronic products. These stores
had an average selling area of 654 square meters at December 31, 2003. Customers
place orders in the stores, and products are shipped from a central warehouse.
At December 31, 2003 we had 55 Extra Eletro stores, all of which are in the
state of Sao Paulo. Approximately 74% of the net sales of Extra Eletro stores in
2003 were credit sales, which make the products more accessible to lower-—-income
consumers. See "- Credit Sales."

Until November 2002, the operation of Extra Eletro stores had been
conducted as a separate division under the Eletro name. We placed the former
Eletro division under the management of the Extra division, with a view to
transmitting to the Eletro format the strong name of the Extra hypermarket
format. Additional benefits of this integration include enhanced category
management decisions, greater bargaining power with suppliers and diluted human
resources and marketing expenses. In 2003, our activities were focused on
enhancing consumer financings to our customers and improving the sales of
computer and telephone products, as well as reducing our expenses in general and
increasing the number of promotions.

Capital Expansion and Investment Plan

As part of our capital expansion and investment plan, we have invested
approximately US$2.0 billion in our operations since 1999. Our investments have
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included:

Acquisitions of supermarket and hypermarket chains - Since 1999, we
have acquired 195 stores, consisting of numerous supermarket chains and
individual stores. Through our acquisition of the Barateiro chain in 1998, we
inaugurated a new store format targeted specifically to lower income consumers.
In addition, when entering new markets, we have generally sought to acquire
local supermarket chains to benefit from their existing know-how of the
geographic region. As a result, these acquisitions have enabled us to expand our
operations to locations outside of the state of Sao Paulo, particularly Rio de
Janeiro and some northeastern Brazilian states.

We acquired the Se Supermercados chain of supermarkets in 2002. The
purchase price was R$386.4 million (US$135.8 million at the acquisition date),
including the assumption of debt in the amount of R$124.4 million (US$43.7
million at the acquisition date). On January 23, 2003, we sold the Se tradename
for R$S0.3 million (US$0.1 million), as requested by the Conselho Administrativo
de Defesa Economica (CADE), the principal Brazilian antitrust authority. We have
spent an aggregate of US$360.5 million on acquisitions since 1999.

The following table presents information regarding these acquisitions
and the regional distribution of the stores we acquired over the past five

years:
Number of
Year Chains Acquired Stores Geographic Distribution
1999 Mogiano/Shibata (6 stores), 33 Sao Paulo: 13
rent of 2 Mappin Department Rio de Janeiro: 19
stores and leasing of 25 Paes Minas Gerais: 1
Mendonca stores for 15
years (1)
2000 Sao Luiz (9 stores), Nagumo 64 Ceara: 9
(12 stores), Reimberg (9 Sao Paulo: 38
stores), Parati (11 stores), Parana: 11
Rosado (13 stores), Boa Paraiba: [
Esperanca (6 stores) and
other (4 stores)
20
2001 ABC Supermercados 26 Rio de Janeiro: 26
2002 Se Supermercados (60) and 72 Sao Paulo: 60
CompreBem (12) Pernambuco: 12
Total 195
(3) We relinquished six of these Paes Mendonca stores and converted another

into a regional warehouse from the date we leased the stores through
December 31, 2003.

Opening of new stores - As part of our expansion strategy, we have
opened 65 new stores since 1999, including 16 Pao de Acucar stores, 21 Comprebem
Barateiro stores, 20 Extra stores and eight Extra Eletro stores. The total cost
of these new stores was US$543.0 million. We seek real estate properties for
constructing or renovating stores under one of our banners in regions where
there are no local supermarket chain acquisition opportunities which suits one
of our formats. We also tend to enter new regional markets with the construction
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of a hypermarket.

Renovation of existing stores - We have remodeled 409 stores since
1999, including 108 Pao de Acucar stores, 223 Comprebem Barateiro stores, 43
Extra stores and 35 Extra Eletro stores. Our renovation program allows us to add
refrigeration equipment to our stores, create a more modern, customer-friendly
and efficient environment, and outfit our stores with advanced information
systems. The total cost of renovating these stores was US$498.4 million.

Improvements to information technology - We have been committed to
technology as an important component in our pursuit of greater efficiency and
security in the flow of information among stores, distribution centers,
suppliers and corporate headquarters. We implemented a computer automated
ordering system, which automatically replenishes our inventory based on
consumers' shopping habits. We have a proprietary technology system, the pd@net,
a B-2-B, or business to business, platform for the on-line integration of 6,000
suppliers. This Internet process enables information to be exchanged rapidly,
precisely and transparently among all participants in the supply chain. For more
information, see "- Technology." We have spent an aggregate of US$263.4 million
on information technology since 1999.

Expansion of distribution facilities - Since 1999, we have opened
distribution centers in the cities of Sao Paulo, Brasilia, Fortaleza, Rio de
Janeiro and Recife. The increase and improvement in storage space enables us to
further centralize purchasing for our stores and, together with improvements to
our information technology, improve the overall efficiency of our inventory
flow. We have spent an aggregate of US$111.4 million on our distribution
facilities since 1999.

The following table provides a summary description of our principal
capital expenditures disbursed for the last three years:

Year Ended December 31,

(millions of U.S. dollars)

Opening of new stores............... $45.5 $131.4 25.2
Acquisition of retail chains........ - 94.3 40.4
Purchases of real estate............ 10.3 15.8 50.2
Renovations. .....oe i iiienneeeeenns. 91.9 73.2 71.1
Information technology.............. 33.9 29.8 49.4
Distribution centers................ 3.6 3.9 38.9

Total .ottt i e $185.2 $348.4 $275.2

In 2004, we intend to invest R$500.0 million in new projects
(equivalent at the December 31, 2003 exchange rate to US$173.1 million), which
includes R$200.0 million (equivalent at the December 31, 2003 exchange rate to
US$69.2 million) for the opening of new stores, R$140.0 million (equivalent at
the December 31, 2003 exchange rate to US$48.5 million) for store remodeling,
R$60.0 million (equivalent at the December 31, 2003
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exchange rate to US$20.8 million) for technology and R$100.0 million
(equivalent at the December 31, 2003 exchange rate to US$34.6 million) for
other investments.

Supply and Distribution

Supply. We have centralized purchasing for our Pao de Acucar, CompreBem
Barateiro, Extra and Extra Eletro stores. We purchase substantially all of our
food products on a spot or short-term basis from unaffiliated suppliers. In the
aggregate, we purchase up to 131,000 products from approximately 6,000
suppliers. In 2003, no single supplier accounted for more than 6% of total goods
purchased. Our 10 largest suppliers in 2003 collectively accounted for less than
28% of our purchases, and we believe that we are not dependent on any single
supplier.

Distribution. In order to distribute perishable food products, grocery
items and general merchandise efficiently, we operate 11 distribution centers
strategically located within the cities of Sao Paulo, Brasilia, Fortaleza,
Curitiba, Rio de Janeiro and Recife, with a total storage capacity of 316,000
square meters of built-in area. We were the first retailer in Brazil to have a
centralized distribution center. The locations of our distribution centers make
it possible for us to make frequent shipments to stores, which reduce the need
of in-store stockroom space, and limits non-productive store inventories.
Approximately 80% of our inventory was delivered to the store from one of our
distribution centers instead of a supplier in 2003. Our inventory and
distribution management system, which manages inventory and coordinates
efficient distribution schedules, allows for direct orders from our stores,
which results in increased product turnover.

In 2003, we promoted some adjustments in our store supply operating
structure, which resulted in the reduction of product shortage levels at stores,
especially during promotional sales. As a result of a recessive economic
scenario, we also reduced inventories, which contributed to a more efficient
logistics operation through cost reduction.

As far as grocery products are concerned, the target was to improve
operating efficiency. The transportation to stores was rationalized, with the
revision of procedures such as: delivery frequency to stores, loadings,
preparation of truck itineraries that permitted us to reduce freight costs.

In 2003, we consolidated our non-food product area. Operating
efficiency was achieved with the consolidation of different product categories -
such as batteries, TV sets, textile products, etc. - in a single site. We also
consolidated our flower operation, through geographic expansion, becoming the
largest flower purchaser in the country.

Marketing

Our marketing strategy is to further enhance the quality image of our
stores and to emphasize our selection and service and our competitive and fair
prices. Each division executes its own marketing strategy designed to promote
its particular strengths and to appeal to its customer base. In 2002 and 2003,
we spent approximately US$74.2 million and US$65.8 million, respectively, on
advertising (approximately 1.9% of total net sales revenues in each year).

We spent 26.8% in 2002 and 20.9% in 2003 of our total marketing
expenditures on radio, newspaper and magazine advertising. In addition,
television accounted for 14.1% of advertising expenses in 2002 and 21.7% in
2003. We spent 59.1% in 2002 and 57.4% in 2003 on other promotional activities.

We centralize the purchasing of advertising time or space for all of
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our divisions, which enables us to reduce marketing expenditures. We work with a
number of major Brazilian advertising agencies. While our primary advertising
focus is on specific brand name, price, and quality-related promotions, we also
regularly promote our store brands through sponsorships and sporting and
cultural events, endorsements and support of environmental activities.

We have further developed our marketing initiatives through the Pao de
Acucar Mais card, the first preferred shopper/fidelity relationship card in the
Brazilian retail industry, and the Clube CompreBem card. Through these programs
we continue to collect customer information in an effort to offer more
personalized services and products to shoppers who use our stores. We have also
developed a private label strategy pursuant to which our various divisions sell
high quality products at competitive prices. The principal advantages of this
private label
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strategy have been improved brand loyalty to our brands and increased leverage
with our suppliers because our private label products are similar in quality to,
but more favorably priced than, leading brands.

Credit Sales

In 2003, 46.8% of our net sales revenue were represented by credit
sales in the form of credit card sales, installment sales, post-dated checks and
purchase wvouchers. In 2002, 46.3% of our net sales revenue was represented by
credit sales.

Credit card sales. All our store formats accept payment for purchases
with MasterCard (Credicard), Visa, Diners Club, American Express or our
co-branded credit cards. Sales to customers using credit cards accounted for
33.8% of our net sales revenue in 2003. In 2002, sales through credit cards
accounted for 31.9% of our net sales revenue. An allowance for doubtful accounts
is not required as credit risks are substantially assumed by third parties.

Installment sales. Our Extra Eletro stores and Extra hypermarkets offer
attractive consumer financing to our customers who frequently purchase
electronic goods or home appliances, respectively, on an installment basis. The
consumer credit installment term in 2003 averaged 10 months, with fixed interest
payments averaging approximately 5.5% per month throughout 2003. We borrow funds
approximately equivalent to the consumer credit financing we extend through our
sales of electronics. The consumer financing is generally for a term of up to 24
months and is funded by our borrowing on a shorter-term basis at fixed rates. In
2003, installment sales accounted for 39.2% of the net sales revenue of Extra
Eletro stores, 2.0% of the Extra division's net sales revenues and 2.0% of our
total net sales revenue.

Post-dated checks. Post-dated checks are commonly used financial
instruments in Brazil to make purchases. Post-dated checks are executed by a
consumer with a future date (up to 60 days) instead of the date of the purchase.
The retailer typically deposits the check only as of this future date, and
interest for the time elapsed is included in the amount of the check. We
currently have post-dated check programs in which interest is computed on the
settlement amount based upon a fixed monthly rate of interest (to a lesser
extent, for certain promotional programs no interest is charged). We limit the
availability of post-dated checks to customers who meet our credit criteria and
who hold our identification card. Over 350,000 customers use the programs on at
least a monthly basis. Sales to customers using post-dated checks accounted for
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4.1% of our net sales revenue in 2003 (4.8% in 2002).

As part of the credit approval process, we require each customer to
complete a credit application. The applicant must also provide a taxpayer's
identification number, identification card, proof of residential address and
current pay stub or other evidence of income as part of the application process.
We then run a credit check with local credit reporting services and with SPC and
SERASA, both of which are national credit reporting services, to determine a
credit limit. We also input the data regarding the client and any purchases into
our database.

Purchase vouchers. We accept as payment in our stores vouchers issued
by third party agents to participating companies who provide them to their
employees as a fringe benefit. Purchase vouchers accounted for 6.9% of our net
sales revenue in 2003. An allowance for doubtful accounts is not required as
credit risks are substantially assumed by third parties.

Technology

We have been at the forefront of the Brazilian retail industry in using
information technology. We were one of the first supermarket chains in Brazil to
equip its stores with a POS system and the first major food retailer in Brazil
to equip every one of its checkouts with this technology. We invested US$29.8
million in technology in 2002 and US$33.9 million in 2003. We have budgeted
approximately R$60.0 million (equivalent at the December 31, 2003 exchange rate
to USS$20.8 million) for 2004 in order to continue our investment in our
management information systems.

In 2003, our information technology area performance was focused on
increasing productivity. Among the most important information technology actions
are the wireless technology expansion to other applications inside the stores,
which increases operating efficiency and improves services provided to
consumers; checkout counter technological improvements, in order to make the
operation simpler and more agile; platform expansion as part of the
Datawarehouse project, which improves management and inventory control;
conclusion of the Human Resources
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Integrated project with the implementation of Peoplesoft to manage the human
resource area; and the restructuring of our internal portal, including new tools
and applications which expand even more the access to information and content.
Another important project developed in 2003 was the adoption of processes and
systems, which permits the implementation of negotiation and supplier
replacement alternative models, such as the SBT (Scan Based Trading) .

In 2004, the Global Data Synchronization will be concluded and
implemented, which will contribute to make product itemization, purchase and
distribution more efficient. Also, two new projects are expected to provide us
with more profitability and the consumer with more convenience: the adoption of
a universal and standardized identification for FLV (frutas, legumes, verduras,
or fruits and vegetables products) and the possibility of recharging prepaid
cellular phones at stores' checkouts.

Competition

The Brazilian food retailing business is highly competitive and has
experienced consolidation in recent years. In 2003, the five largest food
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retailers in Brazil accounted for 38.1% of the organized sector sales, which
consist of sales by companies enrolled in ABRAS, Brazil's supermarket
association. In 2003, we accounted for 14.7% of the organized sector sales
according to ABRAS. We believe that consolidation will continue to take place,
not only within the food retail market but also other segments of the retail
industry. For example, hypermarkets are expected to gain market share in
apparel, general merchandise, consumer electronics, furniture, home development
and other non-food categories because of a general lack of department stores and
specialized stores in Brazil. We have continued our growth strategy by focusing
on regions where we can reinforce our presence. As part of our expansion
strategy, we have also focused on the needs and expectations of various segments
of the Brazilian population by developing store formats that respond to
different household income levels. Although we operate stores in many regions
throughout Brazil, the size, wealth and importance of the Sao Paulo State has
led us to concentrate our stores in this particular market. In 2003, sales in
Sao Paulo State accounted for 68% of our total sales. In Sao Paulo State and
throughout Brazil, we compete principally on the basis of location, price,
image, quality and service. In the retail food market, our competition includes
hypermarkets, supermarkets and traditional wholesalers. Our principal
competitors are multinational retail food chains, local supermarkets and grocery
stores.

The main competitor of the Extra division, our hypermarket division, is
Carrefour, a leading French retail food chain, which at December 31, 2003
operated 329 retail stores principally in the southeast and south of Brazil. At
December 31, 2003, Carrefour accounted for 12.6% of the organized sector's sales
according to data from ABRAS. Wal-Mart, which as of December 31, 2003 operated
143 stores in Brazil, is also a competitor in the hypermarket format with a 6.2%
market share after the acquisition of Bompreco.

Our Pao de Acucar division has different competitors in each of the
markets where we operate. In Sao Paulo State, we compete principally with a
number of local supermarkets and grocery stores. The main competitor of Pao de
Acucar in Brasilia is Champion, the supermarket division of Carrefour. In the
state of Rio de Janeiro, our Pao de Acucar format competes with Supermercados
Mundial.

The CompreBem Barateiro division also faces different competitors
depending on the particular regional market. In the state of Sao Paulo,
CompreBem Barateiro division faces strong competition from a number of smaller
regional chains. The main competitor of CompreBem Barateiro division in the
state of Rio de Janeiro is Guanabara and Champion.

In addition, we face intense competition from small food retailers that
often can benefit from inefficiencies in the Brazilian tax collection system.
These small food retailers also frequently have access to merchandise from
irregular and informal distribution channels at lower prices than those charged
by manufacturers and stores in the conventional supply chain of the organized
retail food sector.

In other regional markets, we compete within the organized food retail
sector as well as against several medium and small chains and family-owned and
—-operated food retail businesses, which are estimated to represent approximately
50% of overall food sales in Brazil. Other organized food retail chains among
our competitors include Sonae, a Portuguese supermarket chain, which operated
148 retail stores at December 31, 2003. Bompreco, owned by Royal Ahold, is our
main retail food competitor in the Northeast region of Brazil. On March 1, 2004,
Wal-Mart announced the acquisition of Bompreco which operated 118 retail stores
at December 31, 2003.
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According to ABRAS, the market share held by Royal Ahold and Sonae was
4.3% and 3.9%, respectively, of all food sales in the Brazilian retail sector at
December 31, 2003.

The principal competitors of our Extra Eletro stores are Casas Bahia
and Ponto Frio (Globex), each of which operates in Sao Paulo State.

Other U.S. and international retailers may enter into the Brazilian
retail market, either directly, by forming joint ventures or by acquiring
existing chains. Some of these potential competitors may have greater financial
resources than us. Moreover, to the extent that other large international food
retailers enter the Brazilian market or the retail sector continues to
consolidate through the acquisition of local supermarket chains, our market
share may be adversely affected.

Regulatory Matters

We are subject to a wide range of governmental regulation and
supervision generally applicable to companies engaged in business in Brazil,
including federal, state and municipal regulation, such as labor laws, public
health and environmental laws. In order to open and operate our stores, we need
a business permit and site approval, an inspection certificate from the local
fire department as well as health and safety permits. Our stores are subject to
inspection by city authorities. We believe that we are in compliance in all
material respects with all applicable statutory and administrative regulations
with respect to our business.

Our business is primarily affected by a set of consumer protection
rules regulating matters such as advertising, labeling and consumer credit. We
believe we are in compliance in all material respects with these consumer
protection regulations.

As a result of significant inflation during long periods in the past,
it is commonly the practice in Brazil not to label individual items. Currently,
there exists uncertainty regarding the requirement for price labeling each
individual item. This uncertainty derives from a conflict between federal and
state laws on the subject. State laws allow other pricing methods, such as the
posting of signs and the placement of scanners for bar codes, which are the
prevailing commercial practices. If the conflict is not resolved in a manner
consistent with our current pricing practices and we are compelled to place
price tags on each individual item, we would lose flexibility in carrying out
our sales and may incur increased labor costs in connection with the affixing of
price tags. However, we do not believe that our business would be adversely
affected in a material way.

The Brazilian Congress is considering a bill requiring a prior
assessment of the impact of the construction of a hypermarket in excess of 1,000
square meters on the relevant neighborhood. The proposed regulation is intended
to protect traditional family-owned retailers which have increasingly lost
market share in Brazil to the larger chains and hypermarkets. Regulations of
this type already exist at the municipal level. For example, governmental
authorities in the city of Porto Alegre in the state of Rio Grande do Sul issued
a city ordinance in January 2001 prohibiting construction of food retail stores
with a selling area greater than 1,500 square meters. Other Jjurisdictions may
adopt similar laws, and, if the bill pending before the Brazilian Congress
becomes law, our future expansion and growth may be subject to significant
constraints.
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4C. Organizational Structure

Companhia Brasileira de Distribuicao, which is the controlling and
principal operating company, conducts our operations. Our investments in
subsidiaries are effected primarily to acquire the share capital of other retail
chains from third parties. In most cases, the retail operations are transferred
to retail stores under existing banners or the stores acquired begin operating
under our banners. All our operations are conducted under the Pao de Acucar,
Comprebem Barateiro, Extra and Extra Eletro banners.

4D. Property, Plant and Equipment

We own 88 stores, eight warehouses and a part of our headquarters. The
remaining 409 stores and three warehouses we operate and the remainder of our
headquarters are leased. Leases are usually for a term of five to 25 years, and
provide for monthly rent payments based on a percentage of sales above an agreed
minimum value. We have 14 leases expiring in 2004 and 88 expiring in 2005. Based
on our prior experience and Brazilian law and
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leasing practices, we do not anticipate any material change in the general terms
of our leases or any material difficulty in renewing them. As of December 31,
2003, we leased 23 properties from members of the Diniz family. Management
believes that these leases are on terms at least as favorable to us as we could
get from an unrelated party. See "Item 7B - Major Shareholders and Related Party
Transactions - Related Party Transactions - Leases."

The following table sets forth the number and total selling area of our
owned and leased retail stores by store format, the number and total storage
area of our owned and leased warehouses and the total office area of our
headquarters that is owned and leased as of December 31, 2003:

Owned Leased Total
Area Area
(in square (in square
Number meters) Number meters) Number

Pao de ACUCATY e