
DISTELL GROUP HOLDINGS LTD (JSE:DGH)
RECOMMENDATION: SPECULATIVE BUY

Distell Group Holdings Ltd is a leading producer and marketer of spirits, wines,
ciders, and ready-to-drink beverages (RTDs). The company's brands include
Amarula, 4th Street, Hunter's Klipdrift, Nederburg, Richelieu, Savanna, Viceroy,
and J.C. Le Roux. With Distell’s diverse portfolio of brands, its products are
priced across the pricing continuum.

FUNDAMENTAL/TECHNICAL OVERVIEW

Distell recently released its financial results for the year ended 30 June 2020.
Sales volumes were down by 22.5% to R554.6 million, and net cash generated
from operating activities declined by 51.3%. Operating costs declined by 11.3%
for the period. Distell reported an increase in gearing and lower cash generation
due to the impact of Covid-19. Headline earnings per share declined by 64% to
235.3 cents, and the group’s total dividend was down by 58.9% to 174 cents for
the year.

Revenue generated from Distell’s South African business declined by 18.2%, the
largest contributor being the 24.1% fall in revenue from wine sales. Distell
reports that the Covid-19 trade restrictions shortened its trading year by 20%.
The company’s wine segment was impacted by margin compression due to
lower volume throughput and input cost pressure. Growth of 2% in total market
share post the Covid-19 lockdown restrictions show that patterns favour
Distell’s product offering.

The company’s Africa segment reported a 3% decline in revenue (excluding
Botswana, Lesotho, Namibia and Eswatini, revenue was up 6.6%). Revenue
generated from the sale of spirits grew by 11.3%, whereas ciders and RTD’s
reported a 12.7% fall in revenue. Distell's Tanzanian and Nigerian businesses
generated double-digit growth in terms of volume and revenue. During the
year, the company reported a 71% increase in its footprint. Mainstream wine
growth for the African segment was led by 4th Street, Caprice, and Drostdy-Hof
brands. Trading conditions in Angola and Zimbabwe remained challenging with
currency devaluations and liquidity restrictions amid tough economic conditions
impacting on operating performance. As a result, the group impaired an
additional amount of R143.8 million of its 26% investment in Best Global Brands
and recognised a credit loss provision of R108.1 million to write down the full
investment in the US dollar denominated savings bonds with the Zimbabwe
Reserve Bank.

The International Venture Business saw a 8.8% decline in revenue and 13.1% fall
in volume for the year. Covid-19 materially impacted all results starting with
Taiwan in December, with travel retail severely impacted in all markets. Distell
reports that premium spirits in Europe proved to be the most resilient, and the
UK delivered 27% revenue growth benefitting from focus on premium spirits

In response to the pandemic, the group deferred over R300 million of capital
expenditure, while limiting all discretionary spend. Furthermore, the group
implemented a salary reduction of between 10% and 12.5% from 1 September
2020 for all South African-based employees. Distell generated a total of R24.5
million in revenue from the sales of ethanol and sanitizer in the reported period.
As part of the measures introduced to improve the liquidity of the group
following the impact of COVID-19, Distell decided to temporarily suspend the
payment of dividends.

The company’s strategy is to focus on larger, more asset-light brands that will
enhance its return on invested capital and reduce complexity within the group.
The company plans to defend and grow its market share, aiming to achieve 22%
market share by 2024. Distell was one of the hardest-hit shares by the market
crash brought on by Covid-19. With the lifting of most of the restrictions placed
on selling alcohol, the share may offer an interesting investing opportunity.

Distell is trading at a forward P/E of 9.18 and a price to book ratio of 1.43.
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SHARE INFORMATION

Share Code DGH

Industry Beverages

Sector Consumer Staples

Market Capital (ZAR m) 16 618

Current Price (ZAR) 74.60

Target Price 100.00

Price - 52 Week High: 144.90

Price - 52 Week Low: 60.00

Dividend Yield 2.33%

Beta 5 Year (JSE All Share) 0.63

SHARE PRICE PERFORMANCE**
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VALUATION RATIOS **

Period P/E P/SALES EV/EBITDA

Last Reporting Period 52.0x 0.7x 10.7x

Current Financial Year 18.6x 0.7x 9.2x

2022 Financial Year 9.2x 0.6x 7.9x
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Distell’s forward PE is at 9.18, which is more than one standard
deviation below the long-term average of 15.69.

The company’s price to book is trading at 1.43, more than one
standard deviation below the mean of 2.6.

Data provided by Thomson Reuters

Distell’s Net debt/EBITDA ratio is trading at 3.1, up by 94% from 1.6 for FY2019. The company reported that it remains committed to its long term target
ratio of less than 2.75. Net borrowing increased to R5.87 billion for FY2020 (FY2019: R3.89 billion), with R800 million of the increase attributed to Covid-19.

Distell’s share price movements had been similar to its benchmark prior to the market crash brought on by COVID-19. The company’s share price has not
recovered as well as the Capped Swix Index. This may create an opportunity if earnings stabilise as alcohol trading restrictions are lifted.
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Brands within the Distell Group:

Distell reported a large volume loss due to Covid-19 restrictions, resulting in lower revenues. Group volumes were down by 22.5% and revenues
declined by 14.6% for the year.

Drivers of Distell’s revenue:

Source: Company earnings report
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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.
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Distell's 52-week high/low is R144.90/R60 respectively, currently trading at R72.94 per share. The company's year to date performance is -45%. The 50-
day moving average currently at R72.15 could provide short term support. A move higher from current levels could lead to a test of the 23.6% Fibonacci
level at R79.95, followed by the 200-day moving average at R88.03. The stochastic oscillator indicator and relative strength indicator are at neutral levels.
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