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For most South African retailers, the 20 years post
democracy were regarded as the golden years. A
growing economy, an expanding middle-class and
the dramatic shedding of market share by largest
competitor, Edcon (acquired by private equity and
leveraged up), provided an ideal environment for
retailers to prosper. Against this backdrop, Mr Price
proved to be a remarkable success story, growing
earnings at an impressive rate of 23% pa over the
20 years to 2015 and materially expanding its market
price to earnings rating.



Mr Price - maxed out?

We unpack the company’s historical successes and assess how
a recent change in strategy may affect their prospectsin a
market that is now largely bereft of growth.

Reflecting on the good old days

Mr Price’s offering of on-trend merchandise to a young,
fashion-conscious demographic, at price points far more
affordable than other retailers, was a winning formula. In
2000, the median age of the South African population was 22.
Mr Price positioned themselves accordingly, within a target
market that constituted more than 50% of the population,
with few competitors adopting the same focus.

The business model, aimed at selling high volumes of
fashionable items at low markups, proved enormously
successful. They were able to deliver the fastest inventory
turnover in the sector - ie their stock assortment mostly sold
out and was replenished in a short time frame. With more
than 80% of Mr Price’s sales being cash-based, the business
operated in a virtuous cycle of generating high levels of cash
that continued to fund a runway of opportunities for opening
new stores. This resulted in even higher levels of cash flow for
the group and from 2012 to 2016, the business delivered a
remarkable return on capital of more than 50% pa, and paid
substantial dividends.

The group successfully extended their value-based fashion
offering into new formats that included Mr Price Home (1998)
and Mr Price Sport (2006) - adding further lucrative revenue
streams (below left).

Rising competition

Between 2017 and 2022, Mr Price’s sales growth slowed to a
modest 6% pa, with earnings declining in 2017 for the first
time since the group’s inception. This change in trajectory
seemingly resulted from the flagship Mr Price Apparel* chain
reaching maturity following more than two decades of rapid
growth (57% of 2021 revenue as shown in left chart below).
The total number of apparel items sold had plateaued and
began to decline from 149 million units in 2015 to 147 million
by 2020, despite having increased their retail store footprint by
23% over this period.?

Mr Price Apparelachieved remarkable growth in the market
niche they had identified, without major competition. Recent
years have, however, seen this market become far more
competitive, with the influx of strong global retailers such as
Cotton On and H&M. These new foreign players have entered

1 These stores are branded as “Mr Price”.

22021 sales volumes for Mr Price Apparel declined to 136 million due to constraints caused by
COVID lockdown restrictions. Volumes for 2022 were not disclosed. 2020 volumes appear
not to have been materially affected by the restrictions.
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the country with effective merchandise propositions, global
supply chains and substantial capital backing, and have
expanded store footprints countrywide. Additionally, the
impact of Pick n Pay Clothing has been significant due to the
overlap in the key ladies moderate wear clothing category,
which we estimate accounts for approximately 40-50% of the
Mr Price Apparel range. Pick n Pay Clothing has grown its sales
from approximately R1 billion to RS billion between 2012 and
2022, rendering them a substantial competitor against

Mr Price Apparel’s R14 billion sales mark in 2022.

Edgars, one of the largest local retailers in 2007, is no longer
shedding meaningful market share to Mr Price following their
recent change in ownership and restructuring. An extended
period of mismanagement saw Edgars’ market share drop
from 17% in 2007 to just 5% by 2022.

Blurred vision

Following the retirement of Mr Price’s CEO, a new management
team took over at the beginning of 2019, tasked with
reinvigorating the brand and regaining a growth trajectory. The
new team articulated a new vision for the group: “to become
the biggest retailer in Africa by market capitalisation”?.

3 The equity value of a company as determined by the stock market. Shoprite is currently
the largest retailer in Africa by market capitalisation (R140 billion), which compares with
Mr Price’s current market capitalisation of R40 billion.

While pursuing growth and aiming to raise the valuation of a
company is a normal business imperative, we believe that

Mr Price’s valuation-based vision is misguided and somewhat
problematic. Pursuing size for its own sake leaves the door
open to acquisitive growth that may erode shareholder value if
too high a price is paid. It also may, in pursuit of size, encourage
excessive risk-taking or changing course into areas beyond the
company’s core competencies.

A higher market capitalisation should be a consequence of
delivering on product and operational excellence as well as
meeting customer needs in an outstanding way. We fear that
this vision may well be counterproductive to the group as
investors could derate the share due to the increased risks of
potential misallocation of capital.

Acquisitive growth is risky

In pursuit of their vision, Mr Price has used shareholder capital
to acquire three unlisted companies in the past three years,
aimed at growing the size of the company and bolstering

the group’s growth opportunities (right chart previous page).
For R1.6 billion they purchased the Durban-based discount
apparel retailer Power Fashion, for R500 million they bought
Yuppiechef - the upmarket homeware retailer - and, most
notably, for R3.6 billion they acquired 70% of Studio 88 - the
largest independent retailer of athleisurewear in South Africa.

Reprioritisation of spend away from clothing and footwear
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These transactions make the Mr Price group the third largest
apparel retailer in South Africa by sales, behind Pepkor and
The Foschini Group (TFG), with management indicating that
further deals are likely.

An acquisitive strategy involving aggressively buying businesses
is a marked departure from the group’s historical strategy and
is, in our view, inherently risky. The unexpected resignations

of the two founders of Yuppiechef just nine months after it
was acquired by Mr Price is an early example of this - especially
as the original plan was for them to continue running the
business. There are many common risks with acquisitive
dealmaking, for example: overpaying (given that sellers have
more information than buyers) and acquiror management
overrating their ability to add value to businesses they acquire.

Cash-strapped consumers

South African consumer spending has been weak in recent
years, with consumers having been pressured by the pandemic’s
impact on economic activity and employment, the rising cost
of living (increases in the prices of food, fuel and electricity)
and recently higher interest rates. These developments have
reduced the amount of disposable income available for
discretionary items like clothing and general merchandise
(charted on previous page). With aggregate wage growth
expected to be outweighed by a continued increase in the cost

Mr Price Group - units sold per division

of living and with very low South African economic growth
prospects, the outlook for consumer discretionary spend remains
bleak. Typically, a fashion-value retailer like Mr Price should
perform better in this type of environment as consumers shift
their shopping to cheaper retailers.

Mr Price’s recent results don’t appear to reflect much
benefit from downtrading, with the total number of items
sold decreasing in most divisions (as shown below).

Competition to intensify

We believe that competition will be intense in the coming period
as many retailers are also chasing the more value-conscious
shoppers. Pick n Pay Clothing is executing very well, TFG is
aiming more for this market segment, a reinvigorated JET
(under new ownership) will improve and Shoprite, a trusted
value consumer brand, recently unveiled plans to enter the
apparel market in 2023. Global online retailer, Shein, with
their unparalleled range of on-trend fashion at extremely
competitive prices, poses an additional threat to fashion-value
retailers like Mr Price.

With Mr Price facing a constrained consumer, intensifying
competition and pursuing a vision and strategy that we view
as misguided, we see better investment opportunities
elsewhere in the domestic market. [l
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Footnote: 1 Annualised (ie the average annual return over the given time period); 2 TER (total expense ratio) = % of average NAV of portfolio incurred as charges, levies and fees in the
management of the portfolio for the rolling three-year period to 31 December 2022; 3 Transaction costs (TC) are unavoidable costs incurred in administering the financial products offered
by Camissa Collective Investments and impact financial product returns. It should not be considered in isolation as returns may be impacted by many other factors over time including
market returns, the type of financial product, the investment decisions of the investment manager and the TER. This is also calculated on the rolling three-year period to 31 December 2022.
4Source: Morningstar; net of all costs incurred within the fund and measured using NAV prices with income distributions reinvested; > Source: Camissa Asset Management; gross of
management fees; © Median return of Alexander Forbes SA Manager Watch: BIV Survey; 7 Median return of Alexander Forbes Global Large Manager Watch. 8Benchmark changed with
effect from1 January 2021 from "Average performance in Global Equity unit trust universe".

Disclaimer: The Camissa unit trust fund range is offered by Camissa Collective Investments (RF) Limited (Camissa), registration number 2010/009289/06. Camissa is a member of the
Association for Savings and Investment SA (ASISA) and is a registered management company in terms of the Collective Investment Schemmes Control Act, No 45 of 2002. Camissa is a
subsidiary of Camissa Asset Management (Pty) Limited [a licensed financial services provider (FSP No. 784)], the investment manager of the unit trust funds.

Unit trusts are generally medium to long-term investments. The value of units will fluctuate and past performance should not be used as a guide for future performance. Camissa does not
provide any guarantee either with respect to the capital or the return of the portfolio(s). Foreign securities may be included in the portfolio(s) and may result in potential constraints on
liquidity and the repatriation of funds. In addition, macroeconomic, political, foreign exchange, tax and settlement risks may apply. However, our robust investment process takes these
factors into account. Unit trusts are traded at ruling prices and can engage in scrip lending and borrowing. Exchange rate movements, where applicable, may affect the value of underlying
investments. Different classes of units may apply and are subject to different fees and charges. A schedule of the maximum fees, charges and commissions is available upon request.
Commission and incentives may be paid, and if so, would be included in the overall costs. All funds are valued and priced at 15:00 each business day and at 17:00 on the last business day
of the month. Forward pricing is used. The deadline for receiving instructions is 14:00 each business day in order to ensure same day value. Prices are published daily on our website.

Performance is based on a lump sum investment into the relevant portfolio(s) and is measured using Net Asset Value (NAV) prices with income distributions reinvested. NAV refers to the
value of the fund’s assets less the value of its liabilities, divided by the number of units in issue. Figures are quoted after the deduction of all costs incurred within the fund. Individual
investor performance may differ as a result of initial fees, the actual investment date, the date of reinvestment and dividend withholding tax. Camissa may close a portfolio to new investors
in order to manage it more effectively in accordance with its mandate. Please refer to the relevant fund fact sheets for more information on the funds by visiting www.camissa-am.com.

Camissa takes no responsibility for any information contained herein or attached hereto unless such information is issued under the signature of an FSCA-approved representative or key
individual (as these terms are defined in FAIS) and is strictly related to the business of Camissa. Such information is not intended to nor does it constitute financial, tax, legal, investment or
otheradvice, including but not limited to ‘advice’ as that term is defined in FAIS. Camissa does not guarantee the suitability or potential value of any information found in this communication.
The user of this communication should consult with a qualified financial advisor before relying on any information found herein and before making any decision or taking any action in
reliance thereon. This communication contains proprietary and confidential information, some or all of which may be legally privileged. It is for the intended recipient only. If an error of any
kind has misdirected this communication, please notify the author by replying to this communication and then deleting the same. If you are not the intended recipient you must not use,
disclose, distribute, copy, print or rely on this communication. Camissa is not liable for any variation effected to this communication or any attachment hereto unless such variation has been
approved in writing by an FSCA-approved representative or key individual of Camissa.



