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Pepkor continues to deliver strong earnings growth in challenging operating conditions

22 November 2022, Cape Town: JSE-listed Pepkor, which owns household brands including PEP,
Ackermans, Tekkie Town, The Building Company and Incredible, reports strong headline earnings growth
of 20.1% (15.7% on a normalised basis), in an exceptionally challenging environment. The group, which
today released its annual results for the year ended 30 September 2022, has delivered consistent
performance over time and particularly through crises, as evidenced by the market share gains of 123
basis points since pre-COVID. Stripping out the noise of the past three years the group grew like-for-like

sales by 4.2% on an annual basis.

Highlights:
e Headline earnings per share grew by 20.1% to 162.6 cps
® 11% growth in operating profit to R10.3 billion
e 319 new stores opened
e 1.9 billion transactions processed
e Newly acquired Brazilian retailer, Avenida performed above expectations

e 313000 trading hours lost due to load shedding

Commenting on the results, Pepkor said:

“Against the backdrop of another volatile period from an economic and operational standpoint, Pepkor
has continued to demonstrate incredible strength in the discount and value sector. While our customers
have continued to face an increasingly inflationary environment, we have focused on leveraging our
expansive physical capabilities in line with our purpose: to make it easier for our customers to buy the
products and services they want at the lowest possible price. This has translated into 1.9 billion
transactions across our more than 5 800 stores and 202 000 Flash traders. The group sold 12 million cell

phones this year which equates to 7 out of every 10 cell phones sold in the country.

Pepkor continued, “Our unparalleled reach to customers in both the physical and digital world and
especially the informal market shows our unique capability to touch the customer beyond just the formal

store and our normal operating hours.”



Revenue grew 5.3% to R81.4 billion but was negatively impacted by the flooding of the PEP distribution
centre in April 2022, and the Flash change in product mix. This was further exacerbated by stores that
have been unable to trade as a result of the social unrest of July 2021. A total of 122 stores were only
ready for re-opening during the course of this year, resulting in lost sales. Another 37 are currently unable
to trade due to circumstances outside of the group’s control. Taking these three factors into account,

revenue growth in normalised terms would have been just over 8%.”

Electricity load shedding increased to unprecedented levels, especially during the last quarter. During the
first half of 2022, load shedding increased by 80% compared to the prior year. Following this, load
shedding increased to level 6. As a result, the group reported 313 000 lost trading hours during the year,
reflecting an increase of 123% compared to the prior year. While 70% of the group's stores have backup
power sources to support trading during power interruptions, the negative impact of load shedding on

consumer behaviour is far reaching, with fewer customers visiting stores.

Key indicators of Pepkor’s defensive business model and unparalleled position in the South African
discount and value sector include:
® Clothing, footwear and homeware selling price inflation was curtailed. This, together with
excellent cost control, in the current inflationary environment, shows the group's commitment to
keeping prices as low as possible for its customers.
® 92% of sales are done in cash and the group remained highly cash generative - R11.2 billion was
generated in cash.
® Pepkor’s large store footprint and informal trader network allow it to operate in close proximity

to all South Africans.

Within traditional retail, the clothing and general merchandise segment remains the largest contributor to
group revenue (66%) and operating profit (82%). As the discount leader, PEP achieved sales growth of 5%
and executed aggressive expansion with 134 new stores opened during the period. Over the last three
years the business achieved compound growth of 2.4%. Ackermans reported sales growth of 2.8%,
indicative of the economic pressure on customers and some incorrect merchandise decisions. Ackermans’

three-year compound growth of 6.5% highlights this business's consistent performance over time.

Within the FinTech division, the Flash business achieved 19.3% growth in operating profit. Flash digitised
R6.7 billion in cash (up 72%) during the period and achieved significant growth in cellular activations and
1Voucher transactions, which connect consumers with more than 100 virtual partners. Meanwhile, PAXI

is seeing 20% volume growth year-on-year with 4.2 million parcels sent from across 2 800 Pepkor stores,



leveraging the expansive store footprint. PAXI also enables 24 000 SMEs through its parcel distribution

service.

On value creation, Pepkor said:

“As a group, we have completed a focused value creation plan in each of our businesses and divisions to
ensure that we grow and deliver shareholder value. A key driver will be to leverage our assets and
footprint for growth in areas such as financial services and telecommunications to deliver products and

services that customers need.”

Other value creation initiatives that Pepkor will be executing include targeting the adult wear segment for
growth, while ensuring through the group’s scale and ability to negotiate, that it continues to remain the
retailer of choice for children’s and babywear. Pepkor has also initiated plans to create further efficiencies
by leveraging its scale in supply chain and sourcing. The supply chain has processed 29 million cartons
over the past year. The group’s local sourcing strategy is gaining momentum. 140 million units are now
sourced locally. Pepkor’s current customer base includes 29 million identifiable customers and the group’s
data strategy has also been earmarked as a key priority, in line with the group’s single-minded focus on

serving its customers better.

On Avenida:

Since Pepkor’s acquisition of Brazilian value retailer, Avenida in February 2022, the business was
recapitalised and has performed well against expectations, supported by improved stock availability and
improved trading densities. Sales increased by 37.5% and in constant currency terms. In South African
rand terms, sales increased by 62.4% supported by the strengthening of the Brazilian real. Avenida, still a
sub-scale business, contributed 2.4% to Pepkor group revenue during the current year. Avenida opened
five new stores during the year, growing the store footprint to 135 stores. Based on the success of its
value creation plan, new store openings planned in FY23 have already been increased to 15 from 10

stores initially.

On Outlook, Pepkor said:

“As experienced by many businesses operating in South Africa, the persistently low growth environment
presents challenges. Consumers are facing increasing inflationary pressure which means limited
disposable income. This is further exacerbated by the country’s infrastructure problems and the resulting
unemployment levels and load shedding. We anticipate that trading conditions will remain tough but as a
group, we are committed to leveraging the opportunities to unlock value. One of these is Pepkor’s

investment in strengthening our digital ability to service our customers better, cheaper and at their



convenience, to meet the growing move to smart phones. This will have a positive impact on our financial

services and telecommunications businesses.

Our Building Better Business Journey is gaining momentum and we are very happy to be included in the
FTSE Responsible Investment Index, which shows our commitment to living by our values and
contributing positively to society. The acknowledgment provides further impetus to our valued teams to

keep on delivering on our promise of making a positive difference in people’s lives.”

Ends.
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About Pepkor

JSE-listed Pepkor has the largest retail store footprint in southern Africa with more than 5 800 stores
operating across 10 African countries and includes trusted brands such as PEP, Ackermans, Incredible
(formerly Incredible Connection), The Building Company, Tekkie Town and Bradlows. Established 100
years ago, Pepkor continues to provide South Africans with the right products, at the right price and at
their convenience. Pepkor gives customers access to value-for-money products and services at the lowest
prices. It delivers this value by using world-class systems and processes that ensure cost efficiency, as well

as product quality.
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