
TRUWORTHS INTERNATIONAL LIMITED (JSE:TRU)

Truworths operates primarily in South Africa and has a retail presence in

approximately eight other African countries. The Office segment operates

principally in the United Kingdom, with a store based in Germany and the

Republic of Ireland. Truworths International Ltd is a fashion apparel retailer in

South Africa offering clothing and footwear for ladies, men, teenagers and kids

across a diversified portfolio of its exclusive brands. The company owns brands

such as Truworths Man, Daniel Hechter, Inwear, Identity, Glamour, Ginger Mary

and LTD. Its Truworths Elements division offers a range of international skincare,

cosmetics and fragrance brands. Its Truworths Jewellery and Ladieswear division

offers a selection of international watches, sunglass brands, fashionable

leisurewear, formalwear, eveningwear, lingerie, shoes and accessories designed

for women.

FUNDAMENTAL/TECHNICAL OVERVIEW AND COMMENTS

During February 2020, Truworths released its interim results for the six

months ended 31 December 2019. Revenue increased by 1.2% to R11 billion

(1H2019: R10.9 billion). Headline earnings per share (HEPS) was up 0.5% to

365 cents (1H2019: 363 cents). Truworths finance costs declined by 10.95%

to R179 million (1H2019: R201 million), and cash generated by operations

was down by 7.5% to R3 billion (1H2019: R3.28 billion). The group's sale of

merchandise increased by 1% to R10.3 billion (1H2019: R10.18 billion). Retail

sales of R10.6 billion was reported, up by 1.3% (1H2019: R10.49 billion) and

gross margin for the first half of 2020 was 52.5% (1H2019: 52.3%).

Office, Truworths's shoe retailing business, has been under pressure due to

the depressed UK retail environment, Brexit and the trend shift to online

shopping. According to reports, Truworths is considering selling Office.

RELATIVE SWITCH – BUY TRUWORTHS/SELL MR PRICE

The retail sector is one of the sectors that the COVID-19 pandemic has hurt

the most, especially in South Africa. Both these stocks operate within the

sector, therefore, the earnings and growth comparison of these companies

are of great importance.

Mr Price released a COVID-19 update on 26 March 2020. Between 16 March

2020 and 24 March 2020, Mr Price sales had decreased by 22.1%. Mr Price

expects its debtor’s book, previously reported to be approximately R2.1

billion, to come under pressure due to the COVID-19 outbreak. The

declaration of the FY2020 final dividend may also be affected by the current

outbreak. The outbreak is expected to affect the FY2021 performance of Mr

Price materially.

Truworths currently has an operating margin of 17.1%, relative to 15.8% of

Mr Price and estimated earnings growth of 5.55% compared to Mr Price's

4.28%. Truworths trades at a discount to implied volatility of 48.5%, whereas

Mr Price comes in at a discount to implied volatility of 16.2%.

The one-year total return forecast for Truworths is 73.45%, compared to Mr

Price with a forecast of 39.04%.

As at the time of writing, Truworths was trading at a dividend yield of

12.58% and a price to book ratio of 1.47, while Mr Price was trading a

dividend yield of 4.32% and a price to book ratio of 4.09.
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SHARE PRICE PERFORMANCE**
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SHARE INFORMATION

Share Code TRU

Industry Specialty Retailers

Sector Consumer Discretionary

Market Capital (ZAR m) 13 614

Current Price (ZAR) 30.53

Target Price 45.00

Price - 52 Week High: 79.10

Price - 52 Week Low: 22.29

Dividend Yield 12.58%

Beta 5 Year (JSE All Share) 1.11

VALUATION RATIOS **

Period P/E P/SALES EV/EBITDA

Last 12 Months 21.2x 0.7x 4.2x

Current Year Est 6.1x 0.8x 4.0x

Expected 5.9x 0.7x 4.0x
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Truworths has a good quality and value score, and a lower

momentum score.

Dividends per share declined slightly for FY2019 to R3.84. Dividends per share followed an upward trend since FY2013,

up until the end of FY2019 (R7.36 per share).

The dividend yield is trading at 12.58%, which is more than one

standard deviation higher than the long-term average of 5.76%.

The dividend yield is trading at 4.32% which is more than one

standard deviation higher than the long-term average of

3.54%.

Both stocks had a dividend yield which is higher than the long-term average, with Truworths offering a higher dividend yield.

Mr Price has a high quality score, but value and momentum

scores for this stock are poor.
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The company’s forward PE is trading at 5.85, which is below the

long-term average of 11.62.

The forward PE of Mr Price is trading at 11.1 which is less than

one standard deviation away from the long-term average of 11.9.

The price to book ratio has decreased from 5.55 during

November 2015 to 1.47 (currently) which is more than one

standard deviation below from the mean of 3.68

The price to book ratio had decreased from 16.02 in June 2015

to current levels of 4.09. This is more than one standard

deviation below from the mean of 8.32.

Return on equity follows a decreasing trend. ROE on common

equity was 6.07% as at 31 December 2019.

Return on equity for Mr Price follows a decreasing trend and has

decreased from 54.7% in 2014 to 35.3% in 2019.
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The historic PE ratio of Truworths relative to Mr Price has decreased from 2.84 during October 2019 to 1.86 during April 2020. This represents a

34.51% decrease over the period.

The price to book ratio of Truworths relative to Mr Price has decreased from 0.59 during October 2019 to 0.37 during April 2019 (37.28% decrease).

The price to book relative ratio is currently trading at more than one standard deviation below the mean.

The relative relationship between the prices of Truworths to Mr Price stock decreased from 0.4 during May 2019 to 0.25 during April 2020 (37.5%

decrease). Currently, Truworth’s price relative to Mr. Price is more than one standard deviation below the mean of 0.31.
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Disclaimer:

This publication has been issued by PSG Wealth Old Oak and does not represent the official PSG Wealth view. It is confidential and issued for the information of clients only. It shall not be reproduced in

whole or in part without our permission. Any unauthorized 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 hereof. The user assumes the entire risk of any use made of this publication. Any decision to purchase securities mentioned in this

publication must take into account 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 have the ability to 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 own investment decisions using their own independent 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 advisor 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 the production of 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 reflect the research analyst’s personal views about the subject security and issuer and that no part of his 

compensation was, is or will be directly or indirectly related to specific recommendations or views contained in this report.

Truworth’s 52-week high/low is R79.10/R22.29 respectively, currently trading @ R29.72 per share. The company’s year to date

performance is -39.59% and the share, at the time of writing, was trading below its 50-day and 200-day moving averages. The 50-day

moving average @ R36.29 could act as a short-term resistance level. The stochastic oscillator is now trading at oversold levels.


