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Pepkor’s resilient
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performance and market
share growth.
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Pepkor Holdings Limited (Pepkor) achieved a commendable set of operating
results for the 2019 financial year (FY19), despite a very difficult retail
environment where consumer spending remained constrained, fuelled by high
levels of unemployment and low economic growth. The group’s defensive
discount and value market positioning, disciplined focus on customer needs
and low cost of doing business proved to be resilient in this challenging
environment.
Pepkor’s strategy of providing the right product, at the best possible price, in
accessible locations continues to underpin Pepkor’s performance, resulting in
continued market share gains in most of the retail brands. Creating value for our
customers and improving their lives in the process remains the primary focus
for each of the retail brands in the group.
Pepkor continued its expansion and opened 338 new stores, expanding the
group’s footprint to 5 415 stores. The group’s flexible store formats enable it to
open stores closer to its customers’ homes, saving them transport costs and
creating opportunities for more frequent customer spend.
With 56 100 employees, the group remains one of the largest employers in the
South African retail sector and will continue to focus on capitalising on its core
competencies and assets to capitalise on the opportunities that the current
market conditions present.

Clothing and general merchandise

Home (CFH) brands managed to grow market share during the period, which
is testimony to the successful value propositions of Pepkor’s retail brands that
continue to resonate with its customers.
The largest brands, PEP and Ackermans, reported merchandise sales growth of
6.3% and like-for-like growth of 2.6%, indicating a stronger performance during
the last six months of the year. Expansion plans for these two brands are on
track with 198 new stores opened during the year.
Within the core CFH product categories, retail selling price inflation strengthened
to 4.8% for the year compared to deflation in the prior year.
The African business is in a consolidation phase and 14 stores were closed,
reducing the store network to 313 stores in total, excluding Zimbabwe. The
decision to exit operations in Zimbabwe was based on the continued adverse
macroeconomic conditions and weakening of the local currency.
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The JD Group performed well in a market characterised by difficult trading
conditions, with consumers spending mainly on essentials rather than durables.
Merchandise sales increased by 2.7% while like-for-like sales declined by 0.6%,
indicating a stronger second half that included positive like-for-like performance.
Segmental revenue increased by 8.3% to R9.3 billion and profitability was
restored at the retail operating level for the first time in many years. The
adoption of IFRS 9 resulted in incremental costs of R252 million due to of
higher provisioning, resulting in an operating loss of R85 million.
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Shareholders are referred to Pepkor’s annual results presentation, available on the Pepkor website, for further information on comparable results.
From continuing operations.
From continuing operations before capital items and including the impact of BVI-related costs and the implementation of IFRS 9.
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Excluding investment in new credit books.
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Outlook

Building materials
The Building Company is trading in an exceptionally difficult environment but
nevertheless produced a satisfactory sales performance with a like-for-like
growth of 2.2%. The focus remains on protecting and growing market share,
impacting gross margins and consequently reducing profitability. The full value
of goodwill and intangible assets pertaining to the business was impaired,
amounting to R1.2 billion, as performance continues to be affected by the
contraction in the building materials market. Encouraging progress was made
on the restructuring and consolidation of the business while opportunities to
realise efficiencies across the business units continue to be explored.

Trading subsequent to year-end remains volatile and management is of the
opinion that the difficult trading environment will persist as consumer spending
continues to be constrained. Notwithstanding, the group is cautiously optimistic
about growth for the coming year and its merchandise-buying plans reflect this.
The current environment provides opportunities for market share expansion and
the strong customer value propositions of Pepkor’s retail brands is expected to
remain a competitive advantage.
Organic expansion opportunities remain top of mind, including store footprint
expansion, the development of new retail formats and the creation of new
channels through which to serve our customers. The group will continue to
focus on market share expansion and improving operating cost efficiencies.

Dividend

FinTech
Furniture, appliances and electronics
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From continuing operations, before capital items and including the impact of BVI-related costs and IFRS 9 implementation.

Overview

15.6%
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The FinTech segment increased revenue by 43.9% to R7.2 billion, with
operating profit increasing to R483 million.
The FLASH business continues to report strong growth in trade and profitability.
The number of FLASH traders increased from 145 000 to 169 000 during the
year. The business continues to re-invest in future growth and the expansion of
its product offer.
Capfin performed well, appealing to a broader range of customers through
its digital channels. It further successfully established its own internally
funded credit book, which remains healthy with credit performance meeting
expectations.

Based on the stated ambition to reduce Pepkor’s gearing to one times net
debt-to-EBITDA, the board has elected to declare a scrip dividend with a cash
alternative of 20.9 cents (27.8 cents in the prior year) in respect of the year
ended 30 September 2019. This is consistent with the previously announced
dividend policy of a dividend being covered three times by earnings.
Pepkor’s two largest shareholders, representing 79.8% of the group’s issued
share capital, have committed to receive the scrip dividend.
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This segment, which contributed 64.6% to group revenue, increased revenue
by 6.5% to R45.0 billion, delivering a 3.7% increase in operating profit to
R6.3 billion (excluding BVI-related costs). All the Clothing, Footwear and

Credit sales were maintained at a conservative level of 18.2% of sales. The
business continues to consolidate with a net opening of eight stores, while
sales densities were increased with a 3.9% reduction in space.

For further information, refer to Pepkor’s detailed results announcement, available on

www.pepkor.co.za.

