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Truworths balances credit and craft

Mohamed Mitha - Investment Analyst

Founded in 1917 as ‘The Alliance Trading Company’,
Truworths has evolved into the most profitable player
in South Africa’s apparel retail industry, with growing
influence across the broader African and UK apparel
markets. Despite earning lower annual revenue than
its JSE-listed competitors, Truworths is distinguished
by its disciplined capital allocation, top-tier in-house
brands and unique credit-based business model. We
investigate the pillars supporting its profitability and
prospects in a highly competitive industry, including
the turnaround of its UK operations.



Truworths balances credit and craft

Small in revenue, big on performance

With a group revenue of R22 billion, Truworths ranks as the
smallest of its locally-listed competitors. Yet, in terms of
profitability, it places among the top apparel retailers globally.
With almost 800 stores in South Africa, the business strategy
focuses on delivering quality, aspirational fashion tailored to a
youthful, style-conscious, middle-income customer base.
Through a suite of strong brands, Truworths aims to meet a
diverse range of apparel needs - from casualwear to workwear,
eveningwear and footwear. Its singular-customer focus
minimises the risk of over-segmenting the market, giving
buying and marketing teams greater clarity and direction.

Master merchandisers

Merchandising and brand-building have long-defined
Truworths’ strength. Over decades, they have successfully
established a portfolio of exclusive, internally developed brands.
‘Truworths” and ‘Truworths Man’ remain core labels, supported
by in-house brands such as Ginger Mary, Identity, Hey Betty,
LTD and Inwear (charted below). While each brand has a
distinct style, price point and customer appeal, they share the
quality and design oversight that Truworths is renowned for. A
cohesive merchandising strategy centred on quality, fashion
and premium fabrics leads to very low levels of purchased
items that are returned by customers due to quality concerns.

Truworths group revenue with notable brands
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Truworths applies a consistent buying and planning
methodology for every season, drawing on a wide range of
sources for insights into trends. These include international
runway collections, trade fairs, influencers, social media and
street trends - both global and local. New internal brands have
been regularly developed to meet evolving lifestyle needs.

Moreover, Truworths demonstrates exemplary stock
management, with inventory typically turning over more than
four times a year - well ahead of the industry average of 2.8
times. High stock turnover brings about reduced markdowns,
better product freshness, increased store footfall and generally
higher sales from a given store footprint - boosting profitability.
Core to this is their philosophy of ‘buying wide, not deep”:
offering a broad selection of styles in limited quantities to
create a stronger perception of exclusivity and encourage
frequent store visits.

Through strategic local sourcing (45% from South Africa -
mainly via exclusive suppliers), Truworths merchandisers can
react quickly to sales trends and avoid overstocking on trailing
items. Its agile supply chain allows style adjustments as late as
four weeks prior to delivery, ensuring alignment with the latest
fashion trends.
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The emporium experience

Truworths has enjoyed notable success with large-format,
specialist emporium stores that have dedicated store formats
for each line, including menswear, ladieswear, designer
ladieswear and kidswear. Each emporium showcases a portfolio
of in-house brands within one store, designed to promote
cross-brand shopping. Stores are typically centrally located
within malls and have up to five entrances. This store format
allows for the flexibility to re-allocate space away from
underperforming brands to those more in demand, thereby
improving sales density. Additionally, a common trading space
contains costs as staffing is shared and rentals are lower than
if individual brands were in smaller standalone stores.

Kings of credit

Truworths positions itself as an aspirational brand, offering
high-quality products at premium prices. Unique to the
business model is the high level of integration of retail credit,
where approximately 70% of sales are conducted on credit,
compared to the competitor average of around 17%.

Many consumers, particularly in the younger middle-income
segment, have limited access to traditional bank credit

(ie overdraft facilities and credit cards) and rely on store
accounts to make purchases. For some, Truworths is their first

Office’s third-party brands
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experience with credit, helping them buy goods and build a
credit history.

Retail credit differs from traditional money lending in that the
retailer earns revenue from interest on credit together with
profit margins on products sold. Since money lending is not
Truworths’ primary business, by approving more customers for
credit (including those with riskier profiles), they stand to sell
more products. Even if some customers default, the profit from
the increased sales generallly offsets the losses from bad debt
if credit-granting is managed responsibly.

Truworths’ 2.9-million-member credit book usually breaks
even, highlighting that the retail credit aspect of the business
functions as a tool to increase sales rather than make a profit.
With a gross profit margin in its retail business of around 55%
(well above the 42% sector average), Truworths can tolerate
higher bad debt risk, while maintaining robust overall
profitability. The scale and stability of this gross margin are
fundamental to their ability to grant credit at such volume.

Tough domestic backdrop

South Africa’s retail environment has been sluggish for most
of the last decade, with the increased cost of living, weak
economic growth and stagnant wages contributing to
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Truworths balances credit and craft

suppressed industry sales volumes. On a comparable basis?,
unit sales are down an estimated 26% across the sector,
since 2014.

Truworths has not been spared by these conditions. It has lost
market share in both men’s and women’s apparel in recent
years. Yet, through gross margin resilience, relatively high
product inflation, cost containment and the fading fortunes
of weaker rivals, Truworths has managed to navigate the
challenges reasonably well. While we expect the consumer to
experience some relief from above-inflation wage growth,
lower interest rates and lower inflation, discretionary retailers
will still be navigating a constrained consumer environment
for the foreseeable future.

A good day in Office

Acquired by Truworths in 2015, Office is a UK-based footwear
retailer primarily targeting the fashion-savvy ‘London girl’. As
illustrated on the previous page (left), Office’s range
predominantly comprises third-party brands like Nike, Adidas
and New Balance, based on strategic relationships cultivated
over time. Office differentiates itself through exclusive sneaker
brand collaborations and limited-edition product releases,

working closely with key brand partners to develop these ranges.

Despite the challenging UK retail market, Office has performed
well, growing earnings by a remarkable 11%?2 per annum since
2016. As with Truworths domestically, Office’s merchandisers
have demonstrated solid stock management skills - reading
the market well and strategically reducing exposure to current
off-trend brands (eg Nike) and catering more to trendier
options (eg HOKA and ON). This has played a critical role in
their ability to outperform competitors.

Management has taken a proactive approach to reshaping
Office’s store portfolio, closing over 40% of underperforming
stores (previous page right). This strategic consolidation,
alongside the successful expansion of its online channel (now

accounting for 46% of total sales, up from 24% in 2016), has
enabled Office to more than double its earnings® over the past
seven years to achieve a margin more than twice that of
competitors. We remain sanguine on Office’s future, based on
its proven agile stock management and optimised store estate.

Succession - a work in progress

Longtime CEO Michael Mark, who has led Truworths since
1991, is widely credited for its success. His succession, however,
remains a concern especially following a failed external
handover attempt in 2015. Mark remains at the helm for now,
with two internal candidates being mentored for the role. The
potential successors are seasoned insiders who understand
Truworths’ DNA, providing a measure of confidence in
continuity of company strategy and its execution when Mark
eventually retires.

Disciplined capital allocation

Truworths is among the most capital-efficient apparel retailers
globally, with current returns on equity and returns on invested
capital of 36%* pa and 25% pa respectively. Despite a recent
decline, the metrics remain high. Backed by strong cash
generation, Truworths has consistently returned surplus capital
to shareholders - distributing R13.5 billion through dividends
and share buybacks over the last five years - a standout figure
in the industry despite its smaller relative size. At the same
time, it has reinvested meaningfully in its operations, including
R1 billion in a modern distribution centre in the Western Cape.

While the domestic outlook remains tough, Truworths’
demonstrated ability to manage capital, credit and merchandise
with precision through economic cycles, sets it apart. We
believe the market underestimates its long-term potential and,
therefore, we continue to hold it in our funds. [

LExcluding the unit sales gained from opening new stores.

2Based on a compound annual growth rate, in pound terms.

30n a ‘before interest and tax’ (EBIT) basis.

4Truworths’ global benchmark was 20%, calculated as the average ROE of leading
international apparel retailers.
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Camissa Asset Management (Pty) Limited

Fifth Floor MontClare Place
Cnr Campground and Main Roads
Claremont 7708

PO Box 1016 Cape Town 8000
Tel +27 21 673 6300 Fax +27 86 675 8501
Email: info@camissa-am.com

Website: www.camissa-am.com

Camissa Asset Management (Pty) Limited is a licensed financial services provider (FSP No. 784)
Reg No.1998/015218/07

Footnote: 1Annualised (ie the average annual return over the given time period); 2TER (total expense ratio) = % of average NAV of portfolio incurred as charges, levies and fees in
the management of the portfolio for rolling one and three-year periods to 31 March 2025. 3Transaction 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 rolling one and three-year
periods to 31 March 2025.4Source: 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; 7Median return of Alexander Forbes Global Large Manager Watch.

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 Schemes 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
other advice, 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.



