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Super Group Ltd
Confidence boost from the ‘Ramaphosa factor’
set to benefit earnings but risks remain

Equity Research

Hold
Background
Super Group has three operating divisions: supply chain; fleet solutions; and
dealerships. The supply chain division provides a platform for the group’s core
offerings.

12-month target price

R40.49

Spot share price

R40.24

12-month implied total return
I.

The supply chain division has operations in southern Africa, Australia, New
Zealand, Germany and the UK. The division has an operational footprint
across the entire supply chain, focusing on providing clients with end-toend solutions. This encompasses the planning and management of all
activities across the supply chain including sourcing, procurement,
transport, warehousing and distribution of goods and services.
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II. The fleet management unit has operations in SA, Australia, New Zealand
and the UK. It operates fully maintained operating leases through to pure
fleet management services for corporate and government clients and small
to medium businesses.
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III. The dealerships segment consists of 53 dealerships in SA and 32 in the
UK. In December 2014, Super Group acquired Allen Ford, the UK’s
second-largest independently owned Ford franchise network. It operates
13 franchised Ford motor dealerships and two franchised Kia dealerships.
More recently, it acquired Essex Auto in the UK, adding nine dealerships
(five Ford ones, two Kias and one Fiat and Mazda).
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Our thoughts
Super Group has successfully reinvented itself since 2009 when it almost
collapsed. The restructuring that followed started with the hiring of Peter
Mountford as CEO in 2010, which has paid off. In 2016, Mountford won the
Ernst & Young World Entrepreneur Award Southern Africa.

Key statistics
Market cap: R15.7bn
Net debt:equity: 36.7%
Price:earnings ratio: 13.4

The company has grown through acquisitions over the years and has
increased its European exposure, particularly the UK. It now generates 46% of
revenue and 62% of operating profit outside SA. It has grown its bottom line by
a compounded annual growth rate of 21.5% since FY10. However, this is a
business that is intricately tied to the performance of the wider economy, driven
by levels of both business and consumer confidence.

Forward PE ratio: 11.9

Investment thesis
Macro review
The European and UK markets seem to be stabilising despite the continuing
uncertainty regarding Brexit. Europe recently recorded its best growth numbers
in almost two decades and there is reason to believe the growth will continue
for some time. The Australian economy remains on its steady growth path.

12-month low: R33.24

Back home, it is still early days but the ascendency of Cyril Ramaphosa to the
presidency signals the return of both business and consumer confidence.
Ironically, the recently announced budget seems to have been drafted with
global ratings agencies as the most important stakeholder, and we didn’t see
much that would support economic growth. However, Ramaphosa’s state of
the nation address indicated that new policies might be crafted to inspire
growth through wide consultation with various stakeholders. That’s where most
of the hope now lies but the economy remains precarious.

Dividend yield: nil
Forward dividend yield: nil
Risk: medium
12-month high: R46.70

Ave monthly volume: 14.6-million
Financial year-end: 30 June

Latest event
Interim results
Date announced: 19 February

Share details
Company: Super Group Ltd
JSE Code: SPG
Sector: Industrial Transportation

Micro analysis
Super Group management says it will focus on improving operational
efficiencies and gaining market share. Its premium black economic
empowerment ratings should support its quest to expand market share.
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However, it has lost some margin advantage – a negative impact of its recent acquisitions –
but that should be remedied by management’s focus on efficiencies.

Sensitivity analysis

Wacc

Terminal growth

Tel: 0860 05 04 03

2.0%

4.0%

6.0%

10.0%

4 758

6 047

8 626

11.0%

3 991

4 901

6 538

12.0%

3 385

4 049

5 155

14.0%

2 493

2 874

3 445

15.0%

2 157

2 453

2 882

This reflects the sensitivity of our forecasts
to assumptions of the terminal growth rate and
the weighted average cost of capital (Wacc).
The highlighted cell shows our target price in cents.

During the past five years of SA’s subdued economic growth, Super Group has managed an
average price:earnings ratio (PE) of 13.3 whereas its much bigger and closest peer, Imperial,
averaged 11.8. But Imperial rallied in the last quarter of last year to a PE of 18, while Super
Group is trading at 13.4. We believe that any upward rerating of Super Group will be driven by
the promise of good economic prospects in all its operating markets. Brexit clouds the UK’s
prospects while SA has a long way to go before any convincing economic growth becomes
entrenched. There is also the risk that continued strengthening of the rand will curb growth
metrics.
Overall, we think Super Group is trading around its intrinsic value based on our discounted
cash-flow valuation. Because of its size there is scope for better growth than Imperial, which
we think is overvalued.

Performance Review
RESULTS IN BRIEF
Revenue (R'm)
Operating profit (R'm)
Operating margin (%)
Attributable earnings (R'm)
HEPS (cents)

1H18

Change

1H17

FY17

17 966.3
1 149.2
6.4%
543.6
155.1

27.5%
10.8%
-13.0%
8.8%
7.7%

14 094.9
1 036.8
7.4%
499.8
144.0

29 873.9
2 116.1
7.1%
992.7
288.2

Super Group generated 46% of revenue and 62% of operating profit outside SA for the interim
period to end-December. Although the rand strengthened against most of the group’s
operating currencies, management says it had a negligible effect on the results. Growth in
revenue was predominantly driven by acquisitions in the UK and Spain as well as full inclusion
of companies acquired in the base period.
Operating profit failed to rise in line with revenue metrics because some of the acquisitions
are lower-margin businesses. Net finance costs accelerated 36% to R168.9m as more debt
was raised to fund acquisitions and working capital.

Acquisitions spread
business risk
geographically but come
with lower margins

Divisional performances
Supply Chain. Supply Chain Africa revenue increased 7.8% to 4.66bn, held back by subdued
business in the fast-moving consumer goods and and quick service restaurant sectors.
Operating profit edged up 0.4% to R262m. Supply Chain Europe revenue climbed 60.6% to
R1.61bn, propelled by acquisitions. However, operating profit failed to impress with the margin
falling to 3.9% from 5.5% as the acquired businesses came with lower margins.
Fleet Solutions. African operations revenue fell 3.4% to R315.6m and operating profit shrank
21.5% to R61.4m. In the UK, performance was helped by the full inclusion of base year
acquisitions, with revenue rising 14.3% to 1.6bn. UK margins declined to 30.8% from 31.3%
because the newly acquired businesses have lower margins.
Dealerships. South African revenue rose 17.7% to R5.02bn while operating profit shot up
19% to R167m. Again, performance was bolstered by fully including base year acquisitions.
The UK revenue climbed 71.3% to R4.76bn, buttressed by acquisitions. However, the UK
dealership market experienced steep declines in new vehicle sales of 10.5%, as well as a drop
in used car volumes due to fewer trade-ins. Without acquisitions, the UK dealership
experienced a 13.5% decline in sales.
Valuation
We expect average revenue growth of more than 12% a year in the short to medium term,
which should gradually fall to a sustainable growth rate of 4% in the long run. We estimate that
Super Group’s adjusted pre-tax operating margin should stabilise at about 8%. Using a
discount rate of 12%, we obtain a target price of R40.49/share. That translates to upside
potential of 0.6%. Therefore, we rate this a hold, but we are hopeful of improved economic
growth from Ramaphosa’s presidency which will benefit the company.

Bull Factors
•
•
•
•
•

Ramaphosa presidency signals recovery in business and consumer confidence
Good geographical diversification and multi-currency income
Improved growth prospects in eurozone
Premium black economic empowerment ratings
Competent management team
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Bear Factors
•
•
•

Extract of the DCF model
Operating profit (R'm)
Net operating profit after tax (R'm)
Working capital changes (R'm)
Capital expenditures (R'm)
Unlevered free cashflows (R'm)
Headline earnings per share (cents)
PER (times)

Rising input costs through increase in fuel levies
Intense industry competition
Rand strengthening negates some of the benefits of international diversification

2017A
2 116.1
1 332.7
82.9
(1 628.1)
198.2
288.2
14.0

2018E
2 539.3
1 586.3
(50.0)
(1 872.4)
122.6
336.7
11.9

2019E
3 047.1
1 903.6
(57.5)
(1 800.0)
553.3
404.1
10.0

2020E
3 595.6
2 246.3
(66.1)
(1 900.0)
848.8
476.8
8.4

Intellidex Disclaimer
This research report was issued by Intellidex (Pty) Ltd. Intellidex aims to deliver impartial and objective assessments of securities, companies or
other subjects. This document is issued for information purposes only and is not an offer to purchase or sell investments or related financial
instruments. Individuals should undertake their own analysis and/or seek professional advice based on their specific needs before purchasing or
selling investments. The information contained in this report is based on sources that Intellidex believes to be reliable, but Intellidex makes no
representations or warranties regarding the completeness, accuracy or reliability of any information, facts, estimates, forecasts or opinions
contained in this document. The information, opinions, estimates, assumptions, target prices and forecasts could change at any time without prior
notice. Intellidex is under no obligation to inform any recipient of this document of any such changes. Intellidex, its directors, officers, staff, agents
or associates shall have no liability for any loss or damage of any nature arising from the use of this document.

Remuneration
The opinions or recommendations contained in this report represent the true views of the analyst(s) responsible for preparing the report. The
analyst’s remuneration is not affected by the opinions or recommendations contained in this report, although his/her remuneration may be affected
by the overall quality of their research, feedback from clients and the financial performance of Intellidex (Pty) Ltd. Intellidex staff may hold positions
in financial instruments or derivatives thereof which are discussed in this document. Trades by staff are subject to Intellidex’s code of conduct which
can be obtained by emailing mail@intellidex.coza. Intellidex may also have, or be seeking to have, a consulting or other professional relationship
with the companies mentioned in this report.

Guide to recommendations
A buy recommendation is made where the target price is 10% above the current price, a sell when it is 10% below the current price, and a hold
recommendation when it is within 10% of the current price. The risk measure is a subjective determination guided by the beta of the share price.
We also examine the financial and operating leverage of the business. ©This document is copyrighted by Intellidex (save for information contained
in this document provided by third parties which may be copyrighted to them) and may not be distributed in any form without the express prior
written permission of Intellidex.

Absa Stockbrokers disclaimer
This research note is prepared for Absa Stockbrokers (Pty) Ltd and / or Absa Portfolio Managers (Pty) Ltd ("Absa ") by Intellidex (Pty) Ltd, a company
registered in South Africa, registration number: 2008/005881/07 (“Intellidex”). Intellidex is an independent company contracted to Absa.
The views expressed in this note are those of Intellidex and/or its analysts and are not necessarily the views of Absa or any officer or agent
thereof. The information contained in this communication does not constitute an offer or the solicitation of an offer to enter into any transaction for
the sale or purchase of any security, nor does it constitute any recommendation, guidance or proposal to enter into any transaction for the sale or
purchase of any security. The information is provided for illustrative purposes only and is not guaranteed. Absa does not represent or warrant that
the information contained in this report is true or accurate and no undertaking (express or implied) is given and no responsibility nor liability is
accepted by any member of Absa, its employees and agents, as to the accuracy of the information contained herein. Past performance is no
indication of future performance. While every effort has been made to ensure the accuracy of the above information, Absa does not accept any
liability or responsibility for any loss, damage or expense incurred in relying on the above information or in the use thereof, nor makes any
representation as to the accuracy or completeness of the above information. All opinions, estimates and findings contained in this document may
be changed after distribution by Intellidex at any time without notice.
This document has been prepared in accordance with local regulations which may differ from the requirements of US, UK and European
regulations. In distributing this research to you, Absa does not hold this out to be impartial (objective) as it may have been prepared by persons
who may be exposed to conflicts of interest.
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You should be aware that this document might have been originally disseminated by Intellidex to its clients other than Absa. As such, employees
and clients of Intellidex and any persons connected with it may have had the opportunity to act upon the information contained in this document.
The recipients of this document are urged to seek independent advice with regard to the securities and investments referred to in this document.
Absa Stockbroking and Portfolio Management is made up of:
Absa Stockbrokers Pty Limited and Absa Portfolio Managers (Pty) Ltd.
Absa Stockbrokers (Pty) Ltd is a Member of the JSE Equity Market and a Registered Credit Provider Reg No. NCRCP68, an Authorised Financial
Services Provider with FSP No 45849.
Absa Portfolio Managers (Pty) Ltd trading as Absa Asset Management Private Clients, an Authorised Financial Services Provider, License No. 552.
Content for non-US residents only.
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FAIS Notice and Disclaimer
This brochure/document/material/report/communication/commentary (“this commentary”) has been prepared by Absa Stockbroking and Portfolio
Management.
Absa Stockbroking and Portfolio Management has issued this commentary for information purposes only and you must not regard this as a
prospectus for any security or financial product or transaction. We do not expressly, tacitly or by implication represent, recommend or propose that
the securities and/or financial or investment products or services (the “Products”) referred to in this commentary are appropriate and/or suitable for
your particular investment objectives or financial situation or needs. This commentary is not, nor is it intended to be, advice as defined and/or
contemplated in Financial Advisory and Intermediary Services Act, 37 of 2002 (“FAIS”), or any other financial, investment, trading, tax, legal,
accounting, retirement, actuarial or other professional advice or service whatsoever (“advice”). All the risks and significant issues related to or
associated with the Products are not disclosed herein and therefore, prior to investing or transacting, you should fully understand the Products
and any risks and significant issues related to or associated with them. This commentary is neither an offer to sell nor a solicitation of an offer to
buy any of the Products, which shall always be subject to our internal approvals and the execution of all requisite documentation.
You have to obtain your own advice prior to making any decision or taking any action based hereon and we, our affiliates, officers, directors,
partners, or employees (in whose favour this constitutes a stipulation on behalf of another) do not accept any liability whatsoever for any direct,
indirect or consequential damages or loss arising from any use of or reliance on this publication or its contents, and irrespective of whether or not
you have obtained independent advice.
Should you be a consumer in terms of the Consumer Protection Act No 68 of 2008, as amended, (i.e. a natural person or an entity with an asset
value and annual turnover below R2m), then the above provisions limit and exclude the liabilities which we will have towards you and also place
obligations on you.
Absa Stockbroking and Portfolio Management is made up of:
Absa Stockbrokers Pty Limited and Absa Portfolio Managers (Pty) Ltd.
Absa Stockbrokers (Pty) Ltd is a Member of the JSE Equity Market and a Registered Credit Provider Reg No. NCRCP68, Absa Portfolio
Managers (Pty) Ltd, an Authorised Financial Services Provider with FSP No 552.
Absa Portfolio Managers (Pty) Ltd trading as Absa Asset Management Private Clients, an Authorised Financial Services Provider, License No.
552
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