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Shoprite Holdings Ltd

Consumer staples Hold

Company Update Report

South Africa’s largest retailer, Shoprite, remains a market leader with ongoing growth and
expansion.

Analyst recommendation

Table 1: Analyst recommendation

Counter Share price Intrinsic value Difference
Shoprite Holdings Ltd R283 R278 1.8% Downside

31 January 2025
Executive summary

1.  This is the pre-eminent food retailer in South Africa, with the best margins and the most effective management, but
its sheer size limits the potential for above industry growth (even market share gains will become limited) and its
valuation is full.

2. Key points in the investment thesis are:

a. Group revenue growth of 9.5%, however, this was mainly driven by acquisitions as like-for-like revenue growth
was 6.3%. Internal selling price inflation of 1.9% implies an increase in like-for-like volume growth.

b. The impact of loadshedding is improving as the company adapts, as well as a reduction in loadshedding hours.
FY24 had approximately R1bn in loadshedding costs and this is expected to decrease substantially in FY25 if the
utility continues its current path.

c. Supermarkets RSA opened a net 248 stores over the past 12 months to a total of 2 485 stores.

d. Shoprite’s internal price inflation was 1.9% for H1 FY25 compared to H1 FY24 7.7%. Shoprite still maintains
strong margins and creates space for volume growth on top of expanding their store footprint.

3. Have an intrinsic value of R278 per share (downside of 1.8%) and recommend a hold position.
a. Inour base case we have an exit multiple of 11.6 times in line with the 10-year average.

b. Looking at EBIT growing at CAGR 7.4% between FY25 to FY27 driven by price increases, store growth and
lower food inflation.

c. Small downside on valuation due to stretched multiples, which remain higher amongst industry peers and history.
4. What would make us change our minds?
a. Price rerating to more normalised levels.

b. Inflation returning to normal allowing management to execute on price control thereby allowing a more balanced
price-mix.

c. Improvement in macro environment in South Africa, such that employment growth returns
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Table 2: Qualitative summary

Factor review Rating Description
Valuation
PSG Wealth EBIT expected Cagr 7.4% between FY25 to FY27.
Growth
. Value the company on a EV/EBIT multiple valuation with a 1.8% downside.
Valuation
Dividend yield ﬂ Dividend yield of 2.5%, above peers, but below the market.
Group repurchased shares to the value of R997 million at an average share price
Issuance
of R289.29
e Continued market share appreciation.
Catalyst e Inflation normalisation.
e Successful store expansion into new areas to create business synergies.
Quality

Quality of earnings

Consistent and reliable margins with minimal adjustments. Gross margins are
consistent at around 24% with Net margins at 3%.

Moat

Established relationships with suppliers, efficient distribution networks and
established brick and mortar stores creates barriers to entry for any new
competitors.

Management and
governance

Whilst management has been reliable and delivered excellent business
performance in the last three years Christo Wiese's share structure gives him
unigue voting powers of up to 45% which creates a risk to ordinary
shareholders.

Balance sheet

2232

Neutral balance sheet with high debt levels, however majority of the debt comes
from 2020 IFRS 16 amendment which resulted in high financial lease obligation
adjustments. Interest coverage ratio sits at 2.72x (inclusive of financial leases).

Macro and quantitative sensitivities

Upside risk

e Continued market share growth.
e Successful role out of pet, clothing, and outdoor apparel stores to support growth.

Risks Downside risk:
e  Persistent high inflation leading to margin deterioration.
e Loadshedding costs impact on the bottom line numbers.
e  Further SA growth deterioration.
Regulation No major concerns
ESG Neutral rating on FactSet with a core 59/100. Neutral rating on the business

model and low rating on leadership and governance.

Momentum price

Price momentum is negative, 24D moving average is below the 55D moving
average.
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Momentum
Earnings

Earnings momentum is positive, with a 1.7% earnings revision in the last three
months for the next financial year.

Piotroski score

Piotroski score is neutral with a score of four (Range 0-9).

Source: PSG Wealth
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Most recent results

On 3 September 2024, Shoprite released its fullyear financial results for year end 30 June 2024.
1. Total sales grew by 12% year-on-year to R240.7 billion and a like-for-like increase of 6.3%.
2. Gross profit grew by 11.7% to R57.8 billion. Gross profit margin remained stable at 24%.

3. Market share growth of R6.5 billion, 64 months of uninterrupted market share gains taking total market share to
approximately 35%.

4. Diluted HEPS grew 7.4%.

Dividend of 712 cents, an increase of 7.4% year-on-year, however the dividend yield is below competitors

Graph 1: Shoprite inflation vs SA official food inflation
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Source: Company presentation
Operation Update

On 27 January 2025, Shoprite released an operational update for H1 FY25.
1. Group sales were up 9.5% broken down by:
- Supermarkets RSA: 10.4%
- Supermarkets Non-RSA: 4.1%
- Other operating segments: 6.2%
2. Supermarkets RSA opened a net 248 stores were added over the past 12 months.

3. H1 2025 internal selling price inflation measured at 1.9%.
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Table 3: Price performance

Price Return YID |MTD |3M 6M 1Y 2y 3y 5y 10Y
shoprite Holdings 03% | -03%| -39%| -03%| 11.4% | 22.5% | 39.4% | 150.6% | 56.2%
Limited

07% | 07%| -30%| 43%| 13.8% | 52%| 13.7%| 388% | 33.0%
JSE Capped SWIX
Outperformance / -1.0% | -1.0% | -09% | -4.6% | -24%| 17.3% | 258% | 111.8% | 23.2%
Underperformance
Overview

The company consists of four operating segments with the majority of revenue coming in South Africa.

Graph 2: Revenue Split FY24
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Graph 4: Sales breakdown

Sources: FactSet and PSG Research
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The company’s strategy is set out clearly:

1. To provide industry leading growth:
a. Supermarkets RSA grew by 10.4% year-on-year whilst group sales increased to R128.6 billion for H1 FY25.
b. Shoprite and Checkers Liquor Shop sales increased by 12.2%
c. Checkers and Checkers Hyper, inclusive of Checkers Sixty60, reported sales growth of 13.5% with online sales
from our Checkers Sixty60 on-demand platform increasing by 47.1%
d. Shoprite and Usave reported sales growth of 6.7%
e. Store visits were up 4.5% despite the surge in online sales.

f. Ré6.5 billion gain in market share to take RSA market share to 35%, 64 months of uninterrupted market share gains.

Graph 5: Revenue analysis
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2. Shield customers from rising costs amid high inflation.

a. Selling prices were down by 1.9% despite food inflation being 3.0% in December 2024.

b. The company continues with price freezing initiatives such as a R5 loaf of bread, of which they sell 1.8m a

week.

3. Store growth and new additions to the company portfolio.

a.
b.
C.
d.

New openings of 30 were Shoprite, 28 Usave, 35 Checkers and 80 Liquor Shop stores.

Continued addition of Pet shop Science and Checkers Outdoor.

Sale of furniture business to Pepkor to go through in 2H25.

Purchase of remaining 50% of Pingo delivery service to go through in 2H25.

4. Maintain stable gross and net margins.

Graph 6: Net store movement
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Graph 7: Margin analysis

Source: Company Presentation
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Valuation

We value Shoprite’s shares by forecasting the 2026 EBIT and apply a EV/EBIT multiple on a bear, base and bull case
scenario. These enable us to calculate an intrinsic value for each scenario, which is are then weighed according to a

probability assigned to each scenario to determine the final probability-weighted intrinsic value.

Over a 10-year time horizon, which includes the impacts of the Covid era, we see Shoprite's EV/EBIT multiple is above its
average of 12.8x. In our base case, we apply an exit multiple of 11.6x EBIT and a revenue growth rate of 6.2%, gross margins
of 24% and EBIT margins of 5.5% and assign a 50% probability. The bear case assumes a slightly multiple of 10.5x with a
20% probability. In the bull case we assign a multiple of 12.7x which is above its long-term average but below where it sits
currently at 13.5x and assign 30% probability owing to management’s continued efforts to grow the business and maintain
margins, however, this is quite stretched and should have some mean reversion. With this we come to an intrinsic value of

R278 which is a 1.8% downside to the current share price and recommend a hold position.

Table 4: Valuation

2026 EBIT (R'm) 15796 15796 15796
Consensus EBIT 15455 15455 15 455
EV/EBIT Multiple assumptions (x) 10.5 11.6 12.7
Discounted Enterprise Value (R'm) 165 858 183 234 200 609
Net Debt/(Cash) (R'm) 33544 33544 33544
Equity Value (R'm) 132 314 149 690 167 065
Shares in Issue 544 544 544
Intrinsic Value per case (R'm) 243.22 275.16 307.11
Upside/downside per case -14.2% -2.9% 8.4%
Case Weight 20% 50% 30%
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Graph 8: EV/EBIT FY1 vs Peers

20
18
16
14
12

10

s SHP-ZA === Peer Average

Source: FactSet

Graph 9: EV/EBIT FY1 versus 10-year average
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Graph 10: P:E FY1 versus peers
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Graph 11: P:E FY1 versus 10-year average
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Graph 12: Extended peer P:E comparison
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Graph 13: Extended peer EV/EBITDA comparison
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Graph 14: Return on equity Graph 15: Dupont analysis summary
30 4,5
4,0
25 =
3,5 3
o
S <
< 20 30 &
> [
5 3
u% 25 <
S B 20 E Leverage
£ T2
3 = 4.0
210 1,5
& s
1,0 5
5 i
0,5
Net profit Total asset
0 00 Margin (%) turnover
FY-8 FY-7 FY-6 FY-5 FY-4 FY-3 FY-2 FY-1 FYO 27 22
[ Return on Equity (%)
= Return on Assets (%) e Interest burden EBIT margin (%)
Equity Multiplier (Assets/Equity) (RHS) 07 038 5.0
Graph 16: EBIT, EBT and net income Graph 17: Margins
14
7
12
10 6
m
5 8 5
s s .
5 a o
] w
> c 3
g 2 s
0 2
-2
4 1
FY-8 FY-7 FY-6 FY-5 FY-4 FY-3 FY-2 FY-1 FYO 0
1 r——tt FY-8 FY-7 FY-6 FY-5 FY-4 FY-3 FY-2 FY-1 FYO
s Net Income —— Net Interest (RHS) @ FB|T Margin (%) e EBT Margin (%)
e Tax (RHS) === N et Income Margin (%)

Company Update Report - January 2025

12



Financial analysis

Table 5: Share price Information

52-week high R315.69
52-week low R224.12
Market value (bn) R173.6
Price momentum Negative
3m earnings revision 1.7%
Fiscal year end 2025/06/30
Beta (3Y, daily) 0.64

Source: FactSet

Graph 18: Price to earnings
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Table 6: Valuation multiples

Multiple Latest: Last note:
Jan-2025 Jun-2024
P/E 19.1x 17.9x
P/S 0.6x 0.6x
P/B 4.9x 4.2x
P/CF - 17.3x
EV/EBITDA 8.9x 7.5x
EV/EBIT 12.8x 12.0x
EV/SALES 0.7x 0.7x
Dividend yield 3.0% 3.2%
FCF yield 4.0% 2.9%

Graph 19: Share price history versus benchmark
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Table 7: Key competitors
Net
Market Sales EBIT
Price Income P/E Price % Price %
Code Cap FYO FYO EV/EBIT
(local) (Rbn) (Rbn) (Rbn) FYO (NTM) (3mo) (1YR)
(Rbn)
SHP-ZA SHP-ZA 283.8 168 246 13 6 12.9x 18.8x -6.4%
SPP-ZA SPP-ZA 138.9 27 152 3 2 13.4x 11.8x 7.7%
PIK-ZA PIK-ZA 29.1 22 112 0 -3 18.9x 47.2x 11.6%
WHL-ZA | WHL-ZA 59.1 58 77 5 3 11.1x 14.2x -10.1%

Source: FactSet
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FactSet Consensus

Table 8: Statement breakdown

2019 2020 2021 2022 2023 2024 5Yr 2025E | 2026E
Income statement (Rbn)
CAGR
Sales 150.4 156.9 168.0 187.7 219.5 246.1| 10.35%| 2614 284.1
Y/Y growth (%) - 4.3 7.1 11.7 16.9 121 6.2 8.7
Gross income 35.3 37.5 40.8 451 51.7 57.8| 10.32% 63.3 69.8
Y/Y growth (%) - 6.2 8.6 10.5 14.7 11.7 9.5 104
EBITDA 9.5 13.2 15.7 16.4 18.0 20.2| 16.27% 21.5 241
Y/Y growth (%) - 38.7 18.7 4.9 9.3 12.5 6.2 12.0
EBIT 6.9 8.0 10.3 10.9 11.8 13.0| 13.57% 14.8 16.7
Y/Y growth (%) - 15.8 29.8 5.7 8.0 10.2 14.1 124
Net income 43 34 4.7 5.7 5.9 6.2 7.96% 7.7 8.6
Y/Y growth (%) - -19.2 36.5 21.3 3.2 6.2 23.7 11.5
EPS 7.7 7.6 8.8 10.5 11.6 11.9 9.13% 13.9 15.6
Y/Y growth (%) - -1.4 16.9 18.6 10.6 2.3| 10.35% 17.1 12.7
Balance sheet and cash 2019 2020 2021 2022 2023 2024 5Yr 2025E | 2026E
flow (Rbn) CAGR
Capex 5.28 3.217 3.218 5.381 6.689 7.8 8.12% 8.1 8.6
Cash from operations 2.0 10.2 6.7 7.1 9.2 14.2| 47.65% 9.5 14.9
Free cash flow -1.4 7.0 3.9 1.8 1.7 0.7 186.69%; 5.8 6.8
Y/Y growth (%) -| -604.2 -43.5 -551 -4.7 -59.8 753.2 18.2
Cash and ST investments 7.7 121 8.0 11.0 13.2 10.3 5.94% 7.9 8.3
Total assets 65.0 82.0 75.6 91.5 101.1 112.3| 11.56% 121.3 132.5
ST debt 9.1 8.4 7.1 9.2 10.3 6.9 -547% 6.9 6.9
LT debt 28.2 29.0 27.1 33.0 38.3 42,5 8.54% 50.1 54.3
Ratios (Rbn) 2019 2020 2021 2022 2023 2024 | 5Yr 2025E |2026E
CAGR
Gross margin (%) 23.5 23.9 243 24.0 23.6 235 23.8 24.2 24.6
EBIT margin (%) 4.6 5.1 6.1 5.8 5.4 5.3 5.5 5.7 5.9
Net income margin (%) 2.8 2.2 2.8 3.0 2.7 2.5 2.6 3.0 3.0
Current ratio 1.2 1.2 1.2 1.3 1.3 1.3 1.3 - -
Total debt to equity 168.8 188.3 162.4 165.3 185.8 177.6 175.9 - -
Total debt to assets 46.1 45.2 444 46.1 47.4 43.9 454 - -
ROA (%) 5.3 4.7 5.9 6.8 6.5 6.1 6.0 - -
ROE (%) 154 184 23.0 24.7 244 244 23.0 - -
Source: FactSet
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Graph 20: Annual sales
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Graph 22: Gross, EBIT, net margins

Graph 21: Annual net income
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Graph 24: Capital structure and net debt/EBITDA
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Graph 26: Price Momentum
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The purpose of this document is to provide information and is not available for external distribution.

About PSG Wealth recommendations

PSG Wealth provides medium- to long-term recommendations based on the premium or discount that a company trades at. relative to our
estimation of intrinsic value. We expect companies to rerate towards their intrinsic value over a one- to three-year period. The long-term
valuation is a quantitative-based valuation based on the fundamental performance of each company in the past. as well as their future
forecasts. The fundamental features used are based on profitability and includes EPS growth and return on equity (ROE).

House view guidance: House view guidance is indicative only. Each client’s circumstances are different. and it remains critical that
indicative guidance is discussed with your portfolio manager or financial adviser.

Date and share price: The date the report was reviewed and approved by the portfolio committee is likely to precede the release date
and price on the report.

*Share price as at closing.

Disclaimer

PSG Wealth has issued this publication. It is confidential and released for the information of clients only. It shall not be reproduced in
whole or in part without our permission. Any unauthorised use. duplication. redistribution or disclosure is prohibited by law. This
publication is not to be construed as providing investment services in any jurisdiction where the provision of such services is not permitted.
It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security. and we
have no responsibility whatsoever arising here from or in consequence thereof. The user assumes the entire risk of any use made of this
publication. Any decision to purchase securities mentioned in this publication must consider existing public information on such security
or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we believe to
be reliable but is not guaranteed for accuracy. completeness or otherwise. Opinions and estimates constitute our judgement as of the
date of this material and are subject to change without notice. This publication does not attempt to identify the nature of the specific
market or other risks associated with an investment. Leveraged /Geared positions in securities can accentuate the profit/loss made on
investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities.
financial instruments or strategies mentioned herein may not be suitable for all investors and investors must make their investment
decisions using their own objective advisers as they believe necessary and based upon their specific financial situations and investment
objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a
tax adviser before acting on information contained in this publication. The securities described herein are subject to fluctuation in price
and/or value and investors may get back less than originally invested. Past performance is not indicative of future results. The employees
responsible for producing this report may from time-to-time own securities mentioned herein.

Analyst certification

The research analyst who prepared this report certifies that the view expressed herein accurately reflects the research analyst’s personal
views about the subject, security and issuer and that no part of their compensation was, is or will be directly or indirectly related to
specific recommendations or opinions contained in this report.

FSP

PSG Multi-Management (Pty) Ltd is an authorised financial services provider. FSP: 44306
PSG Securities Limited is an authorised member of the JSE and authorised financial services provider. FPS: 42996
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