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RESULTS COMMENTARY

NWL delivered a mixed set of results which saw robust growth in profits from SA
operations being offset by lower profits from offshore subsidiaries as the Group
continues to navigate challenging trading circumstances.

e  Revenue declined 8.9% to R1.4bn, with the local and offshore operations
decreasing 3.7% and 24.4%, impacted by subdued consumer spending.

. Net income attributable to equity holders increased by 10.1% to R83.6m
from R75.9m in the prior period. Income increased on the back of additional
cost controls resulting in reduced overheads.

. NAV per share increased by 4.6% to R63.04 per share, benefiting from
lower trade payables. NWL currently trades at a significant discount of more
than ~50% to its NAV.

e  HEPS increased by 10.5% to 389cps. No interim dividend has been
declared.

OUTLOOK FOR NEXT REPORTING PERIOD

The outlook for the retail sector remains uncertain as challenging trading conditions
and an unsupportive economic climate continue to hamper its road to recovery. Being
in the branded consumer goods space, NWL'’s performance is highly correlated to the
strength of the retail sector. The Group has adopted a cautious outlook on the retail
sector’s recovery over the next few months. It however remains optimistic about its
performance for the remainder of the financial year.

Cost efficiencies, strengthening the balance sheet and the introduction of new product
categories were at the forefront of the Group’s focus as they continued to navigate
challenging trading circumstances. The Group’s Consumer electronics, Seasonal
products and Liquor segments came under pressure during the period. LED TV price
hikes, increases in freight rates and supply shortages during peak periods had a
negative effect on the top-line revenue of the Consumer electronics segment.
Restrictions on the sale of alcohol during the lockdown periods severely impacted the
Liquor segment’s performance while shortages in supply of the summer season range
of products and lower than average summer temperatures put the Seasonal products
segment under strain.

In contrast, the Furniture, Personal Protective Equipment (PPE) and Appliances
segments managed to expand their service offering on the back of increased demand
brought on by the Pandemic. The increase in the number of people working from home
resulted in increased demand for home office equipment and furnishings which
significantly benefited the Furniture segment. Management plans to position the
segment as a leading retailer of home furnishings. The PPE segment benefited from
the continuing need for protective equipment, rapid Covid-19 tests and IVD test kits
that detect antibodies. New product launches by the Appliances segment were well
received by the market and thus the segment plans to launch additional ranges in H2.

Going forward, the Group’s focus is to grow both its local and offshore market share in
the consumer electronics and branded consumer goods durable sectors. Management
remains committed to exploring local opportunities and expanding the Group’s offshore
presence.

Management expects discretionary consumer spending to remain strained in the
immediate future as reduced disposable income and stricter spending habits have
become a reality for many. The Consumer Confidence Index (CCl) in South Africa
improved slightly to -9 from -12 in the first quarter of 2021, bringing the index back to
pre-lockdown levels. While the CCI has recovered to its highest level in a year, Contact us
consumer confidence is likely to remain muted in the short to medium term as a slow
vaccine rollout and the threat of more spikes in infections loom.

With discretionary spending by consumers unlikely to increase and challenging trading
conditions expected to persist, we expect revenue to increase slightly by 3.0% to
R2.7bn in FY21 as the Group stands better prepared to deal with the challenges
presented by Covid-19. We expect revenue to normalise in FY22 at ~R3bn as the retail
sector begins to recover.
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Attributable income as a percentage of revenue is forecast to increase to 6.0% in FY21
and 6.1% in FY22 as a result of cost saving initiatives. HEPS is forecast to increase
by 9.3% to 695cps in FY21 and a further 12.5% to 781cps in FY22.

SEGMENTAL PERFORMANCE

The Group has two main divisions: South Africa and Offshore Subsidiaries.

Revenue from the South Africa operations decreased by 3.7% to R1.1bn due to
challenging trading conditions and reduced consumer spending. Income attributable
to equity holders increased by 69.0% to R61.5m. As a percentage of revenue, income
attributable to equity holders increased to 5.6% from 3.2%.

The retail spending environment is beginning to show signs of improvement. However,
trading conditions are still likely to remain strained in the short to medium term.
Revenue from the South Africa division is expected to increase slightly by 4.0% to
R2.0bn in FY21. Revenue is expected to return to pre Covid-19 levels of R2.3bn in
FY22, representing an increase of 12.2%. Net income margin is expected to remain
constant at 5.5% for both FY21 and FY22.

Revenue from the Offshore Subsidiaries operations decreased by 24.4% to R292m
as a result of international and local travel restrictions and continuous price hikes in
the cost of LED TV’s. Income attributable to equity holders declined by 44.1% to
R22.1m, resulting in the net income margin declining to 7.6% from 10.3%.

Management remains confident in the division’s potential although many markets are
still experiencing economic downturns. Revenue is forecast to remain constant at
R674m in FY21 before increasing by 11.4% to R751m in FY22. Net income margin is
expected to remain constant at 7.4% for both FY21 and FY22.

VALUATION

Despite poor expectations for the retail sector’s performance, we maintain our bullish
view on NWL. While our forecasts are conservative and our PE and DCF valuations
point to some value in the short-term, what is attractive about NWL is the huge ~52.8%
discount to NAV which we still believe should narrow as retail conditions improve.
Investors can now obtain shares at a significant discount in a well-managed,
undervalued business.

Both our DCF valuation and relative P/E valuation indicate that the share is
Undervalued.

With reference to the DCF table on the right, we have considered a discounted cash
flow analysis and with cash flows forecast to FY23. To yield our sensitivity table, a
terminal growth rate of 6% was used, along with a discount rate of 22.6%* due to the
risk associated with the retail sector. A strong price target of R37.02 is returned.

With reference to the relative P/E table on the right, we believe it is appropriate to
compare NWL to consumer goods businesses and applied a 55% discount to the peer
group, owing to the high P/E multiples of the peers used. The implied forward P/E
valuation of 5.5x places NWL at a price of R41.28.
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Revenue Analysis

2019 2020 2021F 2022F

 South Africa = Offshore Subsidiaries

Income attributable to equity holders

2019
= South Africa

2020 2021F 2022F

m Offshore Subsidiaries

DCF Discount rate

18.6%
36.18
39.31
43.29
48.54
55.76
66.33
83.25

20.6%
32.66
35.11
38.13
41.99
47.07
54.05
64.27

22.6%
29.78
31.72
34.09
37.02
40.75
45.66
52.42

Mkt cap
(m)

lyear
fwd PE

Woolworths

Pick n Pay Stores

Lewis
Homechoice
Truworths
Nu-World

56056
27813
2403
2222
22434
668

16.5
17.0
119
12.8
10.6
3.9

Average

*consensus forecasts used

Nu-World

12.1
-68%
3.9

Premium (Discount) applied to average:
Nu-World: Implied current gain/(loss):

-55.0%
5.5

The discount rate is based on the average implied discount rate obtained from cash flow forecasts for companies with market capitalisations ranging from R301m to R10bn in our research universe
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DISCLAIMER:

The data provided in this report is for information purposes only and for no other purpose. Whilst every effort has been made to ensure that the information contained in this
report is accurate, Merchantec (Proprietary) Limited (“Merchantec”) does not guarantee the sequence, accuracy, or completeness or any other aspect of the data nor shall
Merchantec or any of its directors, officers, employees or agents be liable in any way to the reader or to any other person (natural or juristic) whatsoever for any delays,
inaccuracies, errors in, or omissions in respect of such data or the transmission thereof. Merchantec takes no responsibility for any loss or damage suffered by any person as
a result of reliance upon the information contained herein. Any investments referred to herein may involve significant risk, are not necessarily available in all jurisdictions, may
be illiquid and may not be suitable for all investors. The value of, or income from, any investments referred to herein may fluctuate and/or be affected by changes in exchange
rates. Past performance is not indicative of future results. Investors are expected to make their own investment decisions without relying on this publication. Only investors
with sufficient knowledge and experience in financial and business matters to evaluate the relevant merits and risks should consider an investment in any issuer or market
discussed herein. Disclosures: The inventories of Merchantec may from time to time include securities mentioned herein. Given that traditional brokerage payment alone
would not cover the costs of producing this research; a subscription-based model has been employed where subscribers (including some companies being researched) are
contributing a nominal amount per month for access to the on-going research. Merchantec and/or its affiliates and any of its or their officers may have an interest in transactions
and/or securities referred to herein. Merchantec and/or its affiliates may perform services, for, or solicit business from, any company referred to herein. Copyright: In terms of
the Copyright Act 98 of 1978, as amended, no part of this report may be reproduced in any form or by any means, including photocopying, without the prior written consent of
Merchantec



